Share buybacks: How Peter is
paying taxes on behalf of Paul
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In the press conference
after the recent SEBI Board
Meeting, Chairperson
Madhabi Puri Buch re-
marked that Peter is paying

taxes on behalf of Panl, She

was alluding to the taxation
rules on share buybacks un-
der which companies are
paying tax on behalf of pro-
moters from funds which
belong to shareholders.
Some . larger companies
such as TCS, GAIL and Zy-
dus Life Sciences, which
made large buyback offers
in 2022 have paid signific-
ant amounts as tax for
shares  purchased - by
promoters. '

This anomaly in taxation
came into effect from July
2019, when the section
115QA of the Income Tax
Act was changed to intro-
duce a buyback tax at the
rate of 20 per cent, to be
paid by listed companies on
amount distributed by them
during share ' buybacks.
Prior to this amendment,
the onus of paying tax on
such income lay on the
shareholder.

PROMOTERS GAIN

| _Of the two main routes for
share repurchase in India,
the tender offer has been
quite  popular  among
companies.

The largest tender offer
made in 2022 was the
18,000 crore offer by TCS
to buyback about 4 crore
shares at 4,500 per share.
This offer accounted for
more than 70 per cent of the
value of shares bought back
through the tender offer
route this year. While the
entire offer was taken up by
shaf€lnolders, tne propor-
tion of shares tendered by
promoters, predominantly
Tata Sons, accounted for 62
per cent of the offer or

%11,169 crore. The com-

pany would have had to pay
buyback tax of ¥2,234 crore
on shares purchased from
the TCS promoter.

Some other large buy-
back offers through the
tender route made in 2022
were from GAIL (India),
Zydus Lifesciences and
MOIL Ltd. Sums paid by
companies as tax for shares
tendered by promoters in
these offers amounted to
X100 crore, 99 crore and
87 crore respectively.

TILTED RULES

The Keki Mistry committee
on share buybacks had poin-
ted out the manner in which
small shareholders are be-
ing short-changed due to
these rules. “The current
mechanism of buyback tax
appears to be tilted in fa-
vour of those shareholders
who tender their shares and
take exit (partially or fully)
from the company, that ad-
versely impacts the interest

of shareholders who do not
wish to tender their shares
under buyback. As a result,
all continuing shareholders
have to share the burden of
tax payable by the listed
company on the buyback
proceeds of the shares
tendered by exiting/tender-
ing shareholders,” notes the
committee report.

Further, the committee
had evaluated buyback of-

fers made in FY20 and

found that in 19 companies,
promoters had tendered
more shares than they
should have based on the
pre-buyback shareholding,

..since other shareholders

had not taken up the offer.
Of the buyback tax of
%2,988 crore paid by these
companies, 2,734 crore
was on shares tendered by
promoters. :

NEW REGIME

While tax on share buy-
backs have to be paid by
companies, shareholders
are responsible for paying
tax on dividends received,
following abolishment of
the dividend distribution

. tax in the Finance Act 2020.

“Given that the incidence
of tax in case of distribution
of dividends is now shifted
to the hands of recipients,

' accordingly, a realignment

of tax incidence in case of
distribution of surplus
through buyback with that
of distribution of dividend
is desirable,” notes the
report.



Taxes shelled out for promoters
Largest buyback offers through tender route in 2022

Offer Promoters Promoter's Buyback tax on.
amount participation  subscription promoters’
®cr) in buyback (%) i®ecr) subscription (% cr)
Tata Consultancy Services 18,000.00 62.05 11169.00 2233.80
GAIL (India) 1,082.72 45.98 497.84 99.57
Zydus Lifesciences 750.00 65.82 493.65 98.73
Moil 693.77 62.36 #32.64 86.53
Ajanta pharma 285.60 59.75 1170.65 34.13
KPR Mill © 180.00 65.28 '117.50 23.50 -
Quick Heal Technologies : 150.00 69.54 104.31 20.86
Motilal Oswal Financial Services  160.00 60.61 96.98 19.40
Gramnures-vnaiia sy~ L) -38.61 —— -96.28 19.26
FDC 137.75 61.38 84.55 16.91
Sarda Energy & Minerals - 121.67 66.20 80.54 16.11
Gulf Oil Lubricants India 85.00 64.84 550 11.02
MPS : 85.00 61.52 52.29 10.46
SIS 80.00 58.95 47.16 - 9.43
Filatex India 59.50 74.80 44.51 8.90
Indiamart Intermesh 100.00 43.48 43.48 8.70
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