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Capital Gain in House Property

HITEN RAJ' AND DR. BHAWNA ARORA?

ABSTRACT
Having more than a superficial understanding of the economics and mechanics of capital

gains on residential property is paradoxically a social and economic task. For example,
despite typically being lumped together as taxable gains by the financial media and general
public, short-term capital gains and long-term capital gains are taxed differently. This
differential treatment, by taxing the higher proportion of greater gains at higher tax rates
(and vice versa), potentially influences how investors trade and invest-in other words, how
price behaves-because they are subject to different penalties and different timescales
(typically how long an investor must own an asset to qualify for the lower, long-term rate;
or ‘minimum holding period’). The tax treatment of capital gains is also geared towards
redistributing wealth, which is why we have progressively higher tax rates on larger gains
(or what’s called progressive tax brackets in the US). The paper touches on other tax-
related issues such as tax credits to incentivize affordable housing. Then comes property
ownership and rental income, and what happens to it legally, a veritable maze of mind-
numbing precedent. Among other things, this includes how the economics of capital gains
can be creatively and effectively managed, from the timing of sales and tax loss

Keywords: capital gains, housing property, tax, income from house property, Rental

income.

I. INTRODUCTION

The possibility of globalization has turned into a rising worry for public money researchers all
over the planet. As capital has become more versatile and hindrances to the passages and exit
of the capital have fallen, we anticipate that capital should relocate among areas of the economy
and among the nations looking for the most noteworthy pace of return. Contest for capital will
influence charge approaches, from corporate annual expenses to local charges. Some accept that
in the end, charge strategy is a rush to the base, where frameworks will turn out to be more

homogenous among nations — created and creating

The overall blend of duties among nations and contrasts in charge organization might be

explanations behind the absence of agreement with respect to the observational effect of

! Author is a student at Law College Dehradun , Uttaranchal University, Dehradun, Uttarakhand, India.
2 Author is an Associate Professor at Law College Dehradun , Uttaranchal University, Dehradun, Uttarakhand,
India.
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globalization on charges. Created nations will quite often have better-subsidized charge
organizations, which might make them more ready to adjust to changes in the assessment base
because of development. Nations with a huge utilization of exchange duties might be especially
powerless against the effect of globalization. The sort of focal state-nearby income task utilized
in different nations may likewise expand the effect of globalization. We could imagine that in
instances of critical decentralization of income authority, there would be more strain to

coordinate expense bases because of serious tensions related with globalization.

The local charge is a piece novel as far as its principal job in the globalization banter. Then
again, as an advantages charge, the duty ought to just be somewhat impacted by the strain of
the overall rivalry for capital. In our current reality where people are portable and can make a
statement, the local charge is similar to a single amount charge and is non-distortionary with
regards to its effect on the designation of the capital. Be that as it may, there is one more side
involved. The new perspective on the local charge holds the duty is a distortionary charge on
capital and that differentials in the effective property tax rate can affect the migration of capital
among administration. In that world, with the increased ease of capital migration due to
development, the property tax might be viewed as and dying out.

Total Foreign Direct Investments into the country presently stands at $953.143 billion in the
last financial year , that is between April 2000 to September 2023 and in the last nine years
starting from April 2014 to September 2023 India had received foreign direct investment of
$615.73 billion total which is almost 65% of the total Foreign direct Investments into the
country in the last 23 years , Five millions of Indians are employed more than ever before
between Financial Year 2014-15,the Foreign Direct Investment was just $45.15 billion, whereas
in the year 2016-17 it was increased to $60.22 billion and then to the highest annual Foreign

direct investment in that year 2021-22 which was a new record with $83.57 billion

Chart 1: FDI inflows into India (S million)
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I1. CAPITAL GAINS TAX ON REAL PROPERTY

For the short-term capital gain you must pay tax as per the rate of income tax slab in which your
annual income comes. Else when you are disposing an asset after a year's stay, you have to pay
the long-term capital gain tax at a rate of 20.8 with indexation formula of calculating the capital

gains.

The formula that is used to calculate capital gains is Capital Gain = Final Sale Price - (Indexed
House Improvement Cost + Indexed Acquisition Cost + Transfer Cost).

ASSET SHORT- LONG-TERM SHORT- LONG-TERM
TERM DURATION TERM TAX TAX RATE
DURATION RATE
Immovable Less than 2 More than 2 Income Tax 20.8% with
Property (E.g. years years Slab Rate Indexation
House)
Movable Less than 3 More than 3 Income Tax 20.8% with
Property (E.g. years years Slab Rate Indexation

Gold/Jewellery)

Listed Shares | Less than 1 year More than 1 15.60% Upto 1l Lakh=
year Exempt; More
than 1 Lakh =
10% with
Indexation
Equity-Oriented | Less than 1 year More than 1 15.60% Upto 1l Lakh=
Mutual Funds year Exempt; More
than 1 Lakh =
10% with
Indexation
Debt-Oriented Less than 3 More than 3 Income Tax 20.8% with
Mutual Funds years years Slab Rate Indexation

(A) Arguments in favor of a capital gains tax on real property

Wealth Redistribution: Genuine property possession frequently contributes fundamentally to

© 2024. International Journal of Law Management & Humanities [ISSN 2581-5369]


https://www.ijlmh.com/
https://www.ijlmh.com/

1962 International Journal of Law Management & Humanities [Vol. 7 Iss 3; 1959]

abundance collection for people and families. States can all the more decently rearrange
abundance by burdening capital additions on land, guaranteeing that people who have profited

from land speculations contribute reasonably to public administrations and framework.

Capital increases charges can possibly be moderate, which would imply that those with more
noteworthy wages or more profit from land speculations would be dependent upon a higher
duty rate. This dynamic system adds to a more impartial designation of expense obligation by

ensuring that the taxation rate is borne generally by those with higher salaries.

Reducing Speculation: By raising the cost of momentary property flipping, capital additions

assessments could discourage speculative action in housing markets

(B) Arguments and Legal Framework for Taxation of Capital Gains on Real Estate
under the Income Tax Act, 1961"

Similarly, as there are defenders of burdening genuine additions to genuine property, there are
strong contentions against such tax collection. Similarly, as there are defenders of burdening
genuine increases to genuine property, there are strong contentions against such tax collection.

This act is mainly governed by Section 22-27 of Income Tax Act, 1961.

Section Details

Section 22 Taxable Elements in Income from House
Property

Section 23 Calculation of Annual Property Value

Section 24 Permissible Deductions for Income from

House Property

Section 25 Non-Deductible Factors or Amounts in
Income from House Property

Section 25A and 25AA Realized Unrealized Rent

Section 25B Receipt of Outstanding Rent Arrears

Section 26 Ownership of Property Among Co-Owners
Section 27 Instances of Deemed Ownership for

Taxation of Income from House Property
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I1I1. REVISED OVERVIEW OF PROPERTY INCOME FOLLOWING THE 2023 FINANCE

ACT

This guide primarily covers the income sourced from its ownership. It is commonly known as
Income from House Property under sections 22-27 of the Income Tax Act, 1961. The task is
divided into two sections for brevity and clarity.

Fundamentals: the principle of taxation which states that all income from property is subject to
tax. It then simply illustrates it with some typical examples and explains the resulting
computations. This information is essential for tax returns and for estimating estimated tax
liabilities. Excessive ego trip: Finance ministers talk about innovations and discoveries when
they are simply framing rules that are perfectly logical and easily understandable.
Computations: Here is a typical illustration of taxation of income from property. All income is
deemed to accrue (a legal term of art) at the end of the year. If you invested money in the bank
and earned more than 210,000 in one year, the entire interest income is taxable. If you leased
property and received 27,500 in rent from a tenant, that entire amount is taxable. On the other
hand, if you bought some bonds 10 years ago that had a maturity of 10 years, and received
interest of 5,000 after the life of the bond ended, only 22,500 will be taxable since half of the
interest is taxable and half will be considered as capital receipt and treated as capital gain. If
you receive rent from a tenant, say 33,000, and paid for its renovation from your own funds,

say 1,500, then the allowable deduction is X1,500.

PART 4 — Legal Framework [Sections 22-27] General Rules, Detailed Rules and
Interpretations: This part deals extensively with the relevant legal provisions on property
income so as to provide a comprehensive understanding on this matter, especially how to handle

legal issues and rare cases evolving around the nature of property income.

We attempt to identify and explain what constitutes income from house property and what does
not, followed by appropriate methods to determine the amount of such income and the taxable
amount. You should pay attention to the classification of income because of the varying rules
of deducting, exempting, setting off, and paying tax on income from different sources. Most
often people mix up and conflate income from house property with other income sources before

or after computing the same.
IV. INCOME SUBJECT TO TAXATION UNDER THE CATEGORY OF HOUSE PROPERTY

In case of taxation of the income from the property of a movable nature which the taxpayer

owns (including co-owners, even if they are not legally owned by the taxpayer, or the deemed
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owner as is provided under section 27 of the Act) that being furnished, booth or stall or generator
vended on lease or hire by him, the income will be chargeable to tax in the hands of the lessor
under the head "Profit and Gains from Business or Profession (PGBP)" and not under the head
of Income from Salary etc. The rental receipts in the case of an individual not being legal owner
(including of co-owners or the deemed owner as provided under section 27) shall be chargeable

under the head "Income from Other Sources™ or PGBP including rental received on sub lease.

Profits from the sale of the property are charged to Capital Gains and revenue earned by carrying
on business from within a rented property is charged to either PGBP or Income from Other

Sources, depending on its nature.
V. CONCEPT OF DEEMED OWNERSHIP

A further group of people identified under Section 27 of the Income Tax Act, 1961 as ‘deemed
owners’ of property, i.e., people with no conventional ownership rights but who are box-ticked
by the tax department as deemed owners and taxed accordingly on any rental income that might

be due from them, are:

e Individuals who transfer property to their spouse or minor child without adequate

consideration.
e Holders of impartible estates, which are undividable assets traditionally inherited.

e Members of a co-operative society or similar body who are allotted property by the

housing scheme.

e People who qualify as section 53A buyers in the Transfer of Property Act — that is, they
have paid for and taken possession of the land, without a formal transfer of title.

e Long-term lessees (those who stay on for 12 years or more and, for tax purposes, are
treated as owners) are exempt from income tax in the house property category.

The amount of tax you pay as a citizen depends upon the taxable status of your property: section

11 of the Income Tax Act lists three scenarios in which your property can be considered taxable.
VI. SELF-OCCUPIED PROPERTY

The definition of self-occupied property specifies that it is the property which is not given on
rent throughout the year and is owned and used by the owner for habitation as a main residential
premises for the whole year. The tax implications of such property are also defined on the basis
of certain specifications and therefore it becomes very important to provide proper documents

and comply with the rules.
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e The property must be owned by the taxpayer.
e The owner must be unable to live in it for employment or business reasons elsewhere.

e The building must be used personally, never rented out or generating any other income
during the year.

e For this type of property, the annual value is deemed to be nil, making such homes non-

income generating and thus exempt from tax.
(A) Limitations on the Number of Self-Occupied Properties

From the financial year 2019-20, a taxpayer can also declare up to two properties as self-
occupied. Till then, only one can be tagged ‘self-occupied’ and the remaining homes are

considered ‘deemed to let out’ or ‘deemed vacant’ and taxable.
(B) Choosing Which Property to Designate as Self-Occupied

For taxpayers who have more than one property, it’s the one with the highest potential rental
value that is claimed as their self-occupied property. There is nothing in the Income Tax Act
which restricts which property can be claimed as self-occupied.

(C) Self-Occupied Properties with Partial Rentals

When the building is self-occupied and partially rented out, the rent arising from the rented
portion is subject to standard tax requirements for rental income, and the relevant standard

expenses and municipal taxes can be deducted from the income related to the rented portion.
VII. LET-OUT PROPERTY

In the case of a let property, the annual value is fixed at the amount received or expected to be

received as rent.
(A) Deemed to be Let-Out Property

If one person owns more than two houses and only two are self-occupied, the remaining houses
are considered as letting houses, and the annual value of those houses is assessed on the probable
rent that can be fetched, instead of actual rent received. This also applies to someone who owns
many houses, but some or most remain unoccupied and do not throw up any real income. The
let-out houses might not earn any actual rent, but you still need to pay tax on their presumed

rental value.

© 2024. International Journal of Law Management & Humanities [ISSN 2581-5369]


https://www.ijlmh.com/
https://www.ijlmh.com/

1966 International Journal of Law Management & Humanities [Vol. 7 Iss 3; 1959]
VIII. DETERMINING TAXABLE INCOME FROM PROPERTY OWNERSHIP

Taxable income from house property is computed through a structured three-step process:

e Determination of GAV (i.e. Gross Annual Value): This is the first step in determining

the property’s gross annual value.

e Catching the Net Annual Value: The Net Annual Value (NAV) is the GAV minus any

municipal or property taxes.

e After the Standard Deduction: Because of the improved NAV, a standard deduction of

30 per cent will be subtracted from that property’s rent.

e Home Loan Interest Deduction: Next, any interest paid towards your home loan is
deducted from this value. For a self-occupied property, the deduction is limited to Rs 2
lakh, while for rented property, there is no upper limit on the deduction.

(A) Assessing Gross Annual Value (GAV)

This part of the calculation, which uses the most data, corresponds to the fourth stage, where a

GAV must be estimated for rented-out, or assumed to be rented-out, properties.
a. GAV Calculation for Rented Properties
The Gross Annual Value of a property let under a tenancy is either the highest of the following:
e Reasonable Expected Rent
e Actual Rent Received
b. Understanding Reasonable Expected Rent
The reasonable expected rent is calculated based on the greater of:

e Municipal Rental Value: This is the rent assessment made by the local authority
following a property valuation.

e Comparable Market Rent: The prevailing rent for similar properties within the same
locality.

IX. RULES FOR RENT FREE HOUSE SALARY CHANGED:

The CBDT issued new rules for associate receiving rent-free living from their associate. The

new rules came into effect from September 1, 2023.
(A) Impact

As indicated by charge specialists, the new principles are probably going to bring down the
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TDS relevant on lease free convenience. This will assist a salaried person with getting a higher

salary. Further, the new standards have presented expansion connected cap if a similar house.
(B) Cap on capital gains subtraction from property sale

The Centre has put a cap of Rs 10 crore on the most extreme derivation that can be guaranteed
from capital increases emerging from the offer of private belonging. Citizens can guarantee
derivations for this under Segment 54 and Area 54F of the personal duty Act, 1961. Because of
this, the Middle has placed up a cutoff on interest in the Capital Additions Record Plan. The
new rule, which is as of now active, will affect people particularly HNIs who sell their old house

or private belonging and renew the cash in new belonging to save charge on LTCG.
(O)IT returns discarded

In 2023, the Personal Duty office declared the Dispose of return choice, which permits people
to totally erase their unconfirmed ITR. With this, citizens can erase their recently submitted
ITR, which isn't confirmed, and make changes. This would eventually help the citizens in

redressing the blunders before the confirmation cycle.
X. IMPACT OF CAPITAL GAINS TAX ON AFFORDABLE HOUSING

Affordable housing is perceived as any housing units that the consumers who earning below the
median household income. Due to a large proportion of the Indian population under low to
moderate income brackets, this concept has become pivotal in Indian context. Socio-economic
factors implicated the notion of housing for all, particularly favoring the ‘economically weaker

sections’ of society without being subordinate to their current lifestyle by the year 2022.

Furthermore, the current governing power of India has launched a scheme called the Pradhan
Mantri Awas Yojana (PMAY) till 2022 to achieve this objective.

If CGT is levied on the profit realized at the time of the sale of a non-inventory asset (referred
to as capital gains), then it can have implications for the real estate markets by virtue of its effect
on investor sentiment and the liquidity of a given real estate asset. In a segment such as
affordable housing, the effect of CGT can be quite substantial. A high rate of CGT would act
as a disincentive to invest in real estate since it decreases the net returns to investors, and
ultimately decrease the number of affordable housing units coming to the market. By the same
token, lower rates could channel in investment and consequently increase the affordable

housing stock.
(A) Relationship Between Capital Gains Tax and Housing Prices
A general roadblock to addressing the problem of housing affordability is the fact that high
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CGT rates raise the effective cost of selling an asset such as residential property. This can result
in higher property prices. In an extreme situation, sellers might just raise their price to include
all the extra costs they incurred on account of the tax. We frequently observe something in-
between the two extremes, when housing properties become slightly more expensive in
response to a tax increase. Consider this effect in the context of affordable housing. Higher
property prices might shift housing units from affordable buyers to un- or under-affordable
buyers. By this indirect route, a CGT reform could defeat itself, defeating the purpose of

affordable-housing initiatives.

Lower CGT provides an incentive for investment in affordable housing by making investments
in real estate more profitable. Lower taxation makes real estate projects more profitable, and
developers tend to launch more housing projects for the lower-income strata. On the other hand,
higher CGT discourages such investment as the possible gain when such money is invested in
real estate will be lower. For instance, a special provision under Section 54GB of the Income
Tax Act, 1961 provides exemption of tax on long-term capital gains if the amount realized on
sale of a capital asset is reinvested in a small or medium enterprise (excluding real estate) within
a specified period. Such provisions not only benefit the small or medium enterprise sector
directly but, in some sense, also provide an incentive for investment in real estate as it releases

more capital for development.
(B) Effects of Tax Incentives on Affordable Housing Development

India’s government has implemented a series of tax incentives to encourage affordable housing.
These include profit tax holidays for developers of affordable housing projects under Section
80-IBA of the Income Tax Act (2012), where conditions are set, like allotted time for
completion of the project and size of units. And tax breaks for home buyers, under Section
80EE, by allowing deduction of interest on the home loan amount to facilitate home ownership

for the first-time buyer under lower income groups.
(C)Barriers Created by Capital Gains Tax

High CGT rates will increase the cost of selling, imposing a heavy tax on the mobility of real
estate assets and reducing overall market fluidity — which, in turn, can mean less available
housing stock. Market-rate developers won’t enter the affordable housing sector because the
pricing disadvantages make it unprofitable However, the effects can be especially severe for the
supply of affordable housing.

(D) Legal and economic analysis of how these barriers can be mitigated

Legally, CGT provisions that contain specific exemptions for transactions involving affordable
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housing could reduce such barriers. Economically, CGT rates that decline from high rates on
high-valued properties (which correspond to upper-middle-class housing) to lower rates on
lower-valued properties (often to affordable homes) could be encouraging for transactions in
the latter sector. Also, a sliding scale of CGT rates corresponding to the time of property
ownership might encourage people to keep properties for a longer period of time, thus evoking

sustainable growth in the production and availability of low-cost homes.
XI. ROLE OF TAX PLANNING IN REAL ESTATE INVESTMENTS

Tax planning is a fundamental part of real-estate transactions and investments, designed to
minimize tax obligations and maximize investors’ returns. Proper use of the so-called ‘tax tool
kit’ increases the net return on an investment by reducing the amount of tax to be paid. Given
that the real-estate market is highly tax-charged, the efficient use of the tools available — filling
in the gaps and dealing with complicating factors — is not merely a helpful strategy. For the

long-term development and survival of an investment activity, it is now essential.

Capital gains tax (CGT) refers to taxation of profits that are generated as a result of sale of
immovable properties. CGT in India is categorized into short-term capital gains (STCG) and
long-term capital gains (LTCG) based on the period of holding. STCG refers to holding period
of less than 24 months wherein the STCG tax is levied at the applicable income tax rate
applicable to the individual while LTCG refers to the period of holding more than 24 months,
wherein the LTCG tax is 20 per cent with indexation benefit. Understanding these categories
and their implications, become vital in formulating tax-efficient investment strategy in real

estate.
(A) Strategies to Minimize Capital Gains

There are many types of timing strategy in real estate investment. The main ones focus on trying
to project the point in time when the sale of a real estate property will be best taxed as LTCG,
S0 as to either reduce the tax rate (because long-term capital asset gains are taxed at lower rates
than short-term asset gains) or because of indexation benefits which lead to reduction in the
LTCG amounts. Another timing strategy is to sell the property at a point in time when the
income from the sale of the capital asset would be taxed at a lower rate for the investor in
question, for example, if the seller reasonably believes that the income from the property sale

would be lower than the income for the rest of the fiscal year.

Period of holding of the property also affects the taxation implication on sale of the property.
As per the Income Tax Act, 1961, the property held for less than 24 months attracts STCG,

which is taxed at individual’s slab rate resulting in higher outflow of tax. Further, the property
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held for more than 24 months is taxed at much lower rate of 20% being LTCG with benefit of
indexation. Indexation works on the principle of increase in purchase price of the asset by the

index factor.
(B) Utilization of Tax Loss Harvesting

Tax loss harvesting is a technique many investors use to neutralize part or all of the tax liability
from capital gains by applying any capital losses incurred during the financial year to offset
these gains. The sale of an underperforming real estate asset at a loss can help to neutralize the
gains achieved on other properties in the portfolio, reducing the capital gains liability. This is a
technique that minimizes the tax impact of property transactions and also helps to reshape the

portfolio, removing weaker assets in order to focus on those that are more productive.

Suppose an investor has realized a large capital gain from the sale of a residential property held
for at least three years. In this case, if the same investor owns a second property on which there
is a decline in the asset’s value to below the cost of acquisition, then the investor might as well
sell the second depreciated property and offset the capital gain from sale of first property with
the capital loss of the second property. Thus, if an investor has realized a capital gain of I10
lakhs from sale of first property, and has a capital loss of %4 lakhs from the sale of second
property, the net capital gain for tax liability would be 26 lakhs. By employing this investment

strategy multiple times, the CGT burden can be reduced effectively.
(C)Role of Legal Structures in Tax Optimization

Real estate investors typically utilize other business structures to minimize their taxes. One such
example is Limited Liability Partnerships (LLPs). Real estate entities might also form
corporations in order to take advantage of corporations’ tax rules. An LLP takes advantage of
pass-through taxation, which reports income for tax purposes at the individual level, meaning
it is not taxed at the corporate level first and then again at the individual level (i.e., it avoids
double taxation). A corporation is taxed at the corporate level, and money paid out to
shareholders in the form of dividends is treated as individual income and taxed again at the

individual level. This means corporations are not LPs are.

On the plus side, pass-through of losses to partners, which can be offset against other income,
reduces the overall tax liability. On the other hand, partners and other stakeholders might not
want the level of transparency and regulatory compliance associated with LLPs. Corporations
are easy to form as the default status of most businesses. They also convey an impression of
stability and permanence and, as such, might endear a business to lenders or investors who seek

security. However, in exchange for these benefits, the corporation opens the possibility of taxing
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earnings twice: once at the corporate level and a second time on dividends paid out to
shareholders. Whatever form a real estate investment takes, the choice is heavily dependent on
specific financial and operational objectives.

Real estate investment involves very complicated tax consequences. Successful investors have
learned to take anticipated tax consequences into account as a part of the investment strategy.
In other words, they use tax planning in order to increase the efficiency of their investments.
This can be done by delaying capital gains taxes, through tax loss harvesting, and using the

correct choice of investment instrument.

XII. ENVIRONMENTAL CONSIDERATIONS IN PROPERTY INVESTMENT AND CAPITAL

GAINS TAX

Sustainability is nowadays a main theme in property investment also as a general reflection of
our society becoming increasingly sustainable and environmentally friendly in fashion and
perception. This was driven by the increasing awareness of the environmental problems, the
tighter regulation pressures, the change of consumers’ behaviour and economic incentives of
green properties that attracted to them and their green character. In real estate, this evolution
can be reflected on the gradual preference towards the properties with sustainable design and
building materials, as well as the energy efficient appliances. Investors nowadays have chance
to not only make a contribution to the preservation of our environment, but at the same time
they can enjoy significant economic advantages in terms of higher rental yields, lower running

costs and higher value of the property.

Meanwhile, the environmental features of a property affect its total valuation because they
affect whether the property is operationally cheap, attractive for tenants, and compliant with
environmental standards. A property with a higher level of energy efficiency or renewable
energy installations, for example, typically sells at a higher price than before, thanks to the
lower cost obligations it will face in the future, and the increased desirability of the property.
Increased valuation drives higher CGT. Higher price when you sell your property, the higher
the capital gains and the higher your CGT bill.

(A) Impact of Environmental Features on Property Value

Improvements to energy efficiency — such as better insulation, energy efficient glazing, and
heating and cooling systems — reduce energy use and costs. Simultaneously, these
improvements make a property more livable and thus more attractive to buyers and tenants. In

a similar way, adding on-site power generation in the form of solar panels contributes directly
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to a property’s own power generation and independence from (and dependence on) grid energy,
further enhancing its market value. This all makes for a more desirable property: a property that
is not only greener, but also less costly to own or rent. Green properties enjoy lower operating

costs and potential subsidies from the government.

So, if environmental capitalization increases the value of a property, any gains on sale are taxed
at higher CGT. Given the volume and speed of the property market in India, and an already
constrained, but simplified regime of income tax (from 2015), there are still a few opportunities
to avoid or lower taxes by availing the many exemptions and deductions possible through
investment in green buildings. These encourage green home improvement works under sections
of the Income Tax Act, e.g., Section 80C; another for the re-investment of some gains (from
Section 54G); and some for certain bond schemes under section 80CCF, 80CCC and 80CCD.

(B) Tax Incentives for Eco-friendly Investments

Additionally, the Indian government has introduced a number of tax incentives in the real estate
sector that help make property investments more affordable, including benefits for buildings
using energy-efficient technologies or renewable energy. The deductions under Section 80EEB,
for instance, offset the upfront cost of buying electric vehicles. Much like those benefits, similar
tax incentives could be created for buyers of green homes or sustainable property infrastructure.
And projects registered under scalable eco-rating systems such as the Green Rating for
Integrated Habitat Assessment or GRIHA, as India’s green building rating programme is

known, can also claim benefits on reduced property taxes or quicker permitting.

Although the fiscal incentives now in place are already beginning to inspire the market to turn
greener, there’s certainly scope for more. Fully refundable tax breaks for retrofitting green
technologies to existing buildings, for instance, could push up take-up of such measures. Greater
capital gains tax rebates for sellers of certified green property could help to inspire a whole
market in such investment. Or by simple act of policy, mandatory disclosure of environmental
performance for all property sales could increase transparency and shift the sector as a whole

in a green direction.
XIII. CONCLUSION

The CGT debate on house property also highlights the deep impact of CGT on housing-market
conditions and wider social-economic effects. CGT works not only as a means of tax finance
but also as a regulatory tool that signals to investors, modifies the housing market and shifts the

economic distribution.
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One of the principal purposes of CGT is to stem speculative investment in the housing market
and its related problems of price volatility and the generation of substantial housing bubbles.
Longer holding periods reduce the likelihood and scale of property price bubbles CGT imposes
a higher tax rate on short-term investment than on longer-held assets, and therefore also
provides an incentive for longer holding periods. From this perspective, CGT can meet the

wider macroeconomic goals of generating sustainable growth.

Additionally, CGT provides an important tool of redistribution. As capital gains are often very
large in property investments and can therefore be key parts of one’s property, they can provide
a source of taxation that can be used to redistribute resources from rich parts of the population
to other, more pressing uses such as public services and infrastructure. This is the case in many
wealthy countries, particularly those where wealth inequality is high and where property

investment is a large source of wealth accumulation.

When it comes to housing affordability, | regard the effect of CGT as being one of the most
pertinent. On one side, while higher taxes reduce the immediate gains of investment and may
have some dampening effect on investment in the housing sector, they squarely slap down the
practice of holding properties solely for value appreciation without utilization, and may lower
the inventory of vacant properties and hence lessen the barriers to homeownership, especially
the first home-ownership, as well as for lower-income families. In addition, the tax incentives
specifically targeted for providing an impetus for investments in housing-affordability project

multiply funding to this sector of housing stock.

At the level of the property tax law, internal tax distinctions — for example, between leaseholds,
freeholds and superficies, as well as tax exemptions related to the use of particular properties —
reveal the complexity of a sophisticated and even equitable tax regime. The rules of deemed
ownership as well as special provisions governing rental income protect the inherently equitable
nature of taxation by ensuring that the economic benefits created by property owners are taxed

appropriately.

Strategic tax planning can easily take center stage. Clever tax loss harvesting or timing of sales
of property can improve the return on real estate investments, as can legally structuring of
investment vehicles. A change in tax law can change the whole outlook for real estate as an

investment class.

Environmental factors are also becoming more crucial in shaping investment criteria and tax
liabilities of property. As a consequence of this change, properties incorporating sustainable

design and energy efficiency both attract tax reliefs, and command higher market values, with
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consequences for CGT. This increasingly strategic shift is part of a wider pattern of greening of

real-estate, propelled both by the requirements of consumers and regulatory changes.

Ultimately, with the multifaceted consequences of a CGT on house property often determining
the outcomes of economic, legal and social systems of governance, CGT has proven to be a
potentially transformative instrument in addressing issues such as investment behaviour,
affordability of housing and sustainability. As the parameters of a tax regime respond to
changing economic environs and evolving social norms, it would be ever more incumbent upon

all of us to further investigate, research and debate it.
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