
Supreme Court in Ghanshyam HUF:   
 
On enhanced compensation taxability under Capital Gains Head 
  
The controversy in the present batch of civil appeals pertains to the interpretation of Section 
45(5) of the Income-tax Act, 1961, as it stood prior to 1.4.2004 
  
Hence, the year in which enhanced compensation is received is the year of taxability.    
Consequently, even in cases where pending appeal, the Court/Tribunal/Authority before 
which appeal is pending, permits the claimant to withdraw against security or otherwise the 
enhanced compensation (which is in dispute), the same is liable to be taxed under Section 
45(5) of the 1961 Act. This is the scheme of Section 45(5) and Section 155(16) of the 1961 
Act. We may clarify that even before the insertion of Section 45(5)(c) and Section 155(16) 
w.e.f. 1.4.04, the receipt of enhanced compensation under Section 45(5)(b) was taxable in the 
year of receipt which is only reinforced by insertion of clause (c) because the right to receive 
payment under the 1894 Act is not in doubt.    It is important to note that compensation, 
including enhanced compensation/consideration under the 1894 Act, is based on the full 
value of property as on date of notification under Section 4 of that Act. When the 
Court/Tribunal directs payment of enhanced compensation under Section 23(1A), or Section 
23(2) or under Section 28 of the 1894 Act it is on the basis that award of Collector or the 
Court, under reference, has not compensated the owner for the full value of the property as 
on date of notification. 
  


