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New Delhi: More than 150 compa-
nhies that have raised funds thro-
ugh initial public offering (IPO)
sinee July 2017 are now staring at
additional goods and services tax
(GST)liability.

Tax authorities have started is-
suingnoticestothese companies,
askingthem toreverse credit clai-
med on expenses for listing of the
shares, people aware of the mat-
tersaid.

The authorities argue that listing
of sharesisequivalentto trading of
securities, which is an exempted
service as per the GST provisions,
hence tax credit claimed by -the
companies should be reversed.
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Tax experts, however, said the

. treatment of IPO as security tra-

ding may not be the correct inter-

bretationasthe proceeds are used

for “furtherance of business”,

which isnotexempted uinder GST
provisions.

As per Section 17(2) and 17(3) of
the Central GST Act, 2017, the qu-
antum of input fax credit allowed
for taxable supply cannot be clai-
med on exempted supply of goods
or services. Such credits, if clai-
med, need to be reversed.

“...companies need to reverse the
credit that they claimed,” a senior
tax official said. “We have already
sentnoticestoafew companiesand
more will be sent soon.”

Another official ‘said around 24
notices seeking reversal of credit
have been sent out to companies
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throughIPOs  tabase, about 168
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i between July 1,
2017 - the day GST regime came in-
toeffect—and December 2022,
Expertssaid thereis ambiguity in
the CGST Act provision andthetax
department’s interpretation of
IPO as security trading could lead
to litigations. “An IPO, a process of

offering shares to the public, al-
lows a company to raise equity ca-
pital and is different from sale of
securities,” said Abhishek A Ras-
togi, founder of law firm Rastogi
Chambers, “Accordingly, there
should notbe anyreversal of credit
in case of an IPO as securities are
not even generated till the Process
iscomplete.”

MS Mani, partner at consultancy
major Deloitte India, said, “The
term ‘furtherance of business’ used
in Section16 of the CGST Actiswide
enough to include certain expenses,
which may not have a straight-line
relationship with the taxpayer’s bu-
siness. It is essential to explain the
sametothe GSTauthorities and con-
vince them on the linkages of such
expenses with the business in order
toavoid litigation,”

‘furtherance of busi ness’

Tax authorities had taken a simi-
lar view under the erstwhile servi-
ce tax regime, and asked many
companiestoreversethe credit cla-
imed inlieu of that.

Experts said this interpretation
could lead to tax claims not only
from the companies that listed
their shares but also those entiti-
es that initially invested in unlis-
ted companies. “In some cases,
this value of ‘exempted supply’is

' becomingeven more than value of

‘taxable supply’, leading torever-
sal of a significant amount of
common input tax credit for the
industry,” Saurabh Agarwal, tax
partneratEY, said.

“The appropriate procedures be-
ing set by the industry in this re-
gard can help in reducing the cost

arisingonthis account,” headded. =



