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2024-25, finance minister

Nirmala Sitharaman prop-
osed ashiftin the taxburden on
share buybacks from compan-
iestoshareholders—effectivel
October. How should share-
holders navigate this drastic
shift in the share buybackland-
scape? Mint explains.

India’stax treatment of share
buybacks has evolved signifi-
cantly, with the latest changes
making for a significant mile-
stone. “Pre 2013/2019 amend-
ments, India taxed buybacksas
capital gains for the share-
holder. Thiswasreplaced by a
company distribution taxreg-
imein 2013 forunlisted compa-
niesand in 2019 for listed com-
panies,” said Vivek Gupta, part-
ner, Deloitte India. “The law
hasnowbeen amended to treat
buyback as profit distribution
and hence dividend in the
hands of the shareholder, shift-
ing the tax burden from the
company to the shareholder.”

With the latest changes, the
entire gross amount received
from a share buyback will be
taxable, removing the earlier
benefit of reducing the cost of
acquisition to determine taxa-
ble profits, explained S. Sriram,
partnerat Lakshmikumaran &
Sridharan Attorneys.

The tax will be based on a
shareholder’s income tax slab
rate. “Though the loss may be
treated asa possible under-the-
head capital gain, the tax disad-
vantages would be dispropor-
tionate,” Sriram said.

Therecent tax overhaul may
throw a wrench into the gears
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Tax shift: A bitter pill for buybacks
Businesses rushed to buy back shares

before tax deadline
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Top 10 buyback offers in 2024
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of the share buyback market.
By shifting the taxburden from
companiestoshareholders, the
government has created apote-
ntial disincentive forinvestors
to participate in buybacks.
Sensing thisimpending cha-
nge, companiesrushed tobeat
the October deadline, engaging
in a frenzied race to complete
theirbuybacksbefore thenew
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rulestook effect. Asperthelat-
est data available with primed-
atabase.com for 39 sharesbuy-
backs in the year so far, nearly
46% came following the Union
budget announcement.
“Buyback typically is a bear
market product when compa-
nies see value in repurchasing
shares at lower prices,” said
Pranav Haldea, MD Prime
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Database Group. Companies
implemented 11buybacksbet-
ween January and March.
There was a lull following
that until August, which sawan
extraordinary spike with 13
buybacks totaling 35,032 crore.
In September, there were five

- buybacksworth3245.65 crore,

although data for all companies
isstillbeing compiled, accord-
ing to primedatabase.com.
“The newtax on sharebuyb-
ack aims to bring it at par with
dividend taxation. With the
newtaxregime looming, com-
panies were rushing to compl-
ete buyback, resulting in 47
buybacks which have already
been completed or announced
thiscalendaryear,” Haldea said.
Several companies have
undertaken significant share
buybacks this year. Bajaj Auto
Ltd’s share buyback that ope-
ned in March topsthelistwith
34,000 crore, with Indus Tow-
ersand Aurobindo Pharma.

Thesignificant shift in taxat- -

ion could deter many firms
from participating in share
buybacks. “The tax treatment
of buyback and dividend has
been made comparable. There-
forethereisnoincentive torep-
triate cash by way ofabuyback
as against a dividend, which
was previously the case for
Indian promoters,” said Gouri
Puri, partner at law firm Shar-
dul Amarchand Mangaldas.
“Abuyback was preferred by
an Indian promoter previously
since it only attracted a 23.3%
taxin the hands of the company
undertaking the buyback. On
the other hand, dividends
couldbe taxed up to 35.88%in
the hands of the promoter
-shareholder,” she added.
With the new taxregime tre-
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ating proceeds from share buy-
backs asdividend income, this
could diminish the overall ben-
efit for investors, particularly
those in higher tax brackets.

However, Puri highlighted
that “non-resident sharehold-
erscanbenefit from the conce-
ssional tax rates applicable to
dividend income on buybacks
under tax treaties”.

Different shareholders may
have different outcomes in
terms of specificimpact under
the new regime, said Deloitte
India’s Gupta.

“In generic terms, though, 1
thinkitwould be fair tosay that
theattractiveness ofa buyback
has probably gone down some-
what due to the fact that the
gross buyback is now taxed
immediately with no offset for
cost of the shares.”

While the new rule makes
buybacks more expensive for
investors, Shravan Shetty,
managing director, Primus
Partners, expects companiesto
evaluate the exactbenefits they
will derive from a tax-efficiency
perspective.

“Whether shareholdersfind
share buybacks less attractive
due to new tax implications will
depend on the reasonsbehind
thebuybacks,” he said, adding
that companies aiming toincr-
ease ownership may still opt for
buyback route. To offset the
higher coststhat shareholders
will incur because of the new
taxregime, he expectsbuyback
prices to increase.
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