Budget may shift buyback tax
from firms to shareholders

SURABHI
New Delhi, January 2

THE FINANCE MINISTRY is
considering a proposal to
shift the tax liability on buy-
back of shares from compa-
nies to individual share-
holders who participate in
the share repurchase
process, sources said.
Theidea is to bring taxa-
tion of share buybacks sim-
ilar to the way dividend
income is taxed at the hands
of the shareholders. Also,
the shift in tax liability will
do away with the current
incidence of double taxa-
tion of buyback proceeds,
with shareholders also pay-
ingcapital gaintaxesonthe
gross proceeds received.
These proposals were
made by many market par-
ticipants and also found
mentioninarecent consul-
tation paper issued by the
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mBuybackis a mechanism
under which the company
buys back its own shares

from shareholders

mSeveral companies
such as Tata
Consultancy Services,
MOIL and Paytm parent
One97 Communications
have made such offers

in last year

mhumber of buybacks
incurrent fiscal
till Decemberend
roseto 44 issues
worth ¥18,703 crore,
accordingto
PRIME Database

Securities and Exchange
Board of India(Sebi).

An announcement in
this regard is likely in the
Budget FY 24.

Alternatively, it is also
being seen whether the
company can distribute the
proceeds of buybacktoexit-
ing shareholders, net of the
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buyback tax.
Theobjectiveistoensure
that the tax liability falls
only on the exiting share-
holders rather than all of
them, including those who

donottender their shares in
the buyback.
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800cc clocked agrowth of 47% dur-
ing the April-November period, sell-
ing 561,230 units against 381,402
in the same period last year, accord-
ingtothe Siamdata.

Whileworkingon premium bikes,
each of the threelegacy two-wheeler
brands are also simultaneously
expanding their electric vehicle (EV)
play to fend off competition from
strong startup companies like Ola
Electric, Ampereand Ather Energy.

While BajajAutowill launch one
new electric two-wheeler every year,
Hero MotoCorpwill look to rapidly
scale up the reach for its electric
sCcooters.

Budget may shift
buyback tax
from firms to
shareholders

Amit Agarwal, partner (M&A),
NangiaAndersen,said the Sebi’s pro-
posal to phase out market-based buy-
backwould assistin addressing dou-
ble taxation on buyback of listed
companyshares andwould goa long

way in enhancing the overall value
proposition to shareholders.

Prior to 2013, on buyback of
shares, the shareholders were sub-
jected to capital gains tax. In Budget
FY13,a 20% tax was imposed on

unlisted companies on buyback
while giving capital gains waiver to
shareholders. The provision was
made applicable to buybacks bylisted
companies in FY20, but the share-
holders in such cases also continued
tobeliableto paythecapital gainstax.

Finance minister Nirmala
Sitharaman had said at the time that
the movewasmadeto discourage the
practice of avoiding Dividend Distri-
bution Tax(DDT) through buyback of
shares by listed companies.The sub-
sequent Budget 2020-21 had then
removed DDT and said dividend
would be taxed onlyin the hands of
therecipientsattheirapplicablerate.

Inits consultation paper,Sebipro-
posed that the incidence of tax on
buyback be shifted from the com-
pany to the hands of shareholders.
However, pending the acceptance of
that, it hadsought public comments
on a proposal on whetherthe com-
pany should be instructed to distrib-
ute buyback consideration to the
exiting or tendering shareholders,
including promoters, net of buyback
tax payable by the company under
section 11 50QA of Income Tax Act,
1961. According to experts, globally
share buybacks are taxed at the hands
of theinvestors.

“The proposal for net-taxbuyback
considerationis on the cards,which
essentially providesthattheamount
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payable underbuybackbe netted off
with applicable buyback taxes and

the net amount is paid to exiting
shareholders,” Agarwal said.
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and Luthra Law Offices India, noted
that if buybacktaxisshifted fromthe
company to the individual share-
holders, companies may prefer buy-
backover dividends.

“Shifting the burden of buyback
tax toshareholdersisbetterthan dis-
tribution of buyback proceeds net of
tax. Besides the advantage of lower
taxrateoncapital gains,in case of sec-
ondary purchase of shares, the bene-
fitof costofsharesis notavailableand
the company applies buyback taxon
the difference between the original
1ssue priceand the buyback price, and
this can significantlyreduce the buy-
back proceeds available fordistribu-
tion," hesaid.

Buyback isa mechanism under
which the companybuysbadcitsown
shares from shareholders. Share buy-
back programmes have become pop-
ular with companies, with Tata Con-
sultancy Services, MOILand Paytm
parent One97 Communications
making such offers last year.

According to data from PRIME
database, the number ot buybacks
in the current fiscal till December
31, 2022, had risen to 44 issues
amounting to ¥18,703 crore.
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