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The provisions of section 50B of the Income-tax Act, 1961 (the ‘Act’) which deal 

with the computation of capital gains in case of a slump sale were amended by 

the Finance Act, 2021 with effect from the financial year 2020-21 to provide that 

the fair market value (‘FMV’) of capital assets transferred under a slump sale 

shall be deemed to be the consideration for capital gains computation. The 

CBDT has now notified the rule prescribing the formula for determining the 

deemed consideration in case of a slump sale. 

Overview of the rule  

• The Central Board of Direct Taxes (‘CBDT’) 

has by way of a notification1 amended the 

Income-tax Rules, 1962 (the ‘Rules’) and 

inserted Rule 11UAE which prescribes the 

method for computing the FMV of capital 

assets for calculation of deemed 

consideration in case of a slump sale under 

section 50B of the Act.  

 
1 Notification No 68/2021 dated May 24, 2021.  

• The rule requires the computation of two 

FMVs which is referred to in the rule as FMV1 

and FMV2. Both the FMVs are required to be 

computed as on the date of slump sale. 

• The FMV1 represents the FMV of the capital 

assets transferred by way of slump sale and 

the FMV2 represents the FMV of the 

consideration received for slump sale.  
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• The deemed consideration in case of a slump 

sale will be the higher of two FMVs computed 

as per the provisions of the rule.  

Calculation of FMV1 

• The FMV1 is required to be calculated as per 

the following formula:  

FMV1 = A + B + C + D – L, where, 

A = The book value of all the assets relating 

to the undertaking transferred, other than 

certain assets whose value needs to be 

considered as per the formula and excluding 

certain specified assets 

B = The FMV of jewellery and artistic work 

C = The FMV of shares and securities 

D = The stamp duty value of immovable 

property 

L = The book value of all the liabilities relating 

to the undertaking transferred, excluding 

certain specified liabilities  

• In calculating the book value of the assets 

relating to the undertaking transferred, the 

following assets need to be excluded: 

– any amount of income-tax paid after 

reducing the amount of refund claimed 

(if any); 

– any amount of unamortised deferred 

expenditure which does not represent 

the value of any asset.  

• The FMV of jewellery and artistic work needs 

to be determined considering the price it 

would fetch if sold in the open market based 

on the valuation report to be obtained from a 

registered valuer.  

• The FMV of shares and securities needs to be 

determined in the manner prescribed in Rule 

11UA(1) of the Rules. This is the same FMV 

as required to be considered for certain other 

provisions e.g., section 56(2)(x) of the Act.  

• In the calculation of liabilities of the 

undertaking to be transferred the following 

liabilities related to the undertaking need to be 

excluded: 

– the paid-up equity share capital; 

– dividend on shares where such dividend 

have not been declared at a general 

meeting before the date of transfer; 

– reserves and surplus, even if negative, 

other than those set apart towards 

depreciation; 

– provision for taxation, with certain 

adjustments; 

– provisions made for meeting liabilities, 

other than ascertained liabilities; 

– contingent liabilities other than arrears 

of dividends in respect of cumulative 

preference shares. 

Calculation of FMV2 

• The FMV2 is required to be calculated as per 

the following formula: 

FMV2 = E + F + G + H, where, 

E = The value of the monetary consideration 

received or accruing on the slump sale  

F = The FMV of the non-monetary 

consideration received or accruing on the 

slump sale which is in the nature of jewellery, 

artistic work, shares or securities  

G = The FMV of the non-monetary 

consideration received or accruing on the 

slump sale being the property (other than 

immovable property, jewellery, artistic work, 

shares or securities)  

H = The stamp duty value of immovable 

property 
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• The FMV of non-monetary consideration in 

the nature of jewellery, artistic work, shares or 

securities needs to be determined in the 

manner prescribed in Rule 11UA(1) of the 

Rules. This is the same FMV as required to 

be considered for the purpose of certain other 

provisions e.g., section 56(2)(x) of the Act.  

• The FMV of non-monetary consideration 

(other than immovable property, jewellery, 

artistic work, shares or securities) needs to be 

determined considering the price it would 

fetch if sold in the open market based on the 

valuation report to be obtained from a 

registered valuer.  

Key Considerations 

• Earlier, in the case of a slump sale as part of 

an internal restructuring within a group, the 

transaction could have been implemented in 

a tax neutral manner by providing the 

consideration equal to the cost i.e. tax net 

worth calculated as per the provisions of 

section 50B of the Act, however, given the 

amendment of section 50B of the Act and the 

above formula going forward deemed 

consideration as per Rule 11UAE will have to 

be considered. 

• For computing the tax net worth of an 

undertaking under section 50B of the Act, the 

revaluation of assets is required to be ignored. 

However, there does not appear to be a 

similar provision under the notified rule, as a 

result, the assets may need to be considered 

at their revalued amounts which could result 

in a higher FMV/ deemed consideration.      

• In computing the FMV of capital assets, the 

deduction of provisions made for 

unascertained liabilities is not available, 

however, for computation of tax net worth (i.e. 

cost) all liabilities relating to the undertaking 

need to be reduced. This could result in a 

higher FMV/ deemed consideration. 

• Further, in the case of a slump exchange that 

is now specifically taxable, the value of non-

monetary consideration will have to be 

calculated as per Rule 11UAE.  

• One question which arises is the date of 

effectiveness of the rule. While the 

amendment in section 50B of the Act is 

effective from April 1, 2020, the rule is silent 

on its effectiveness. While one view could be 

that the rule is effective from the date of its 

publication in the official gazette, the other 

view could be that if the rule is held to be 

procedural in nature, its applicability could 

therefore be co-terminus with the applicability 

of the provision i.e. April 1, 2020.     

Dhruva Comments 

The amendment to section 50B of the Act 

represents a significant change to the provisions 

governing the taxation of slump sale under section 

50B of the Act. The fair valuation rule brings clarity 

in the computation of capital gains in a slump sale 

and broadly follows the existing valuation 

mechanism prescribed under Rule 11UA of the 

Rules for substitution of the book value of various 

assets comprised in the undertaking. However, 

transfer of businesses in a tax neutral manner to 

subsidiaries or group companies may be 

impacted by this amendment, depending on the 

nature of business and components of assets and 

liabilities.  
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Disclaimer: 
The information contained herein is in summary form and is therefore intended for general guidance only. This publication is not intended to address the circumstances 
of any particular individual or entity. No one should act on such information without appropriate professional advice after a thorough examination of the particular 
situation. This publication is not a substitute for detailed research and professional opinions.  Before acting on any matters contained herein, reference should be made 
to subject matter experts, and professional judgment needs to be exercised. Dhruva Advisors LLP cannot accept any responsibility for loss occasioned to any person 
acting or refraining from acting as a result of any material contained in this publication 
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www.dhruvaadvisors.com  

Follow us on:  

http://www.dhruvaadvisors.com/
https://www.facebook.com/dhruvaadvisors/
https://twitter.com/dhruvaadvisors
https://www.linkedin.com/company/dhruva-tax-advisors-llp

