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About Nanubhai Desai & Co. 
Nanubhai Desai & Co., established in 1950 in Mumbai, has evolved into a well-recognized 
high quality personalized services firm. Our extensive knowledge and expertise across 
various service areas, including Audit and Assurance, Direct Taxes, Accounting, International 
Tax, and Consultancy services, enable us to offer a "One Stop Platform" by setting a 
benchmark of excellence in each domain. 

With years of experience, we cater to a diverse clientele, including multinational companies 
(MNCs), foreign companies and their Indian subsidiaries, as well as public and private 
enterprises spanning industries such as hospitality, trading, fund & private wealth 
management, IT, and more. Our team comprises dedicated professionals with diverse skills 
and proficiency, capable of serving clients of all sizes across different sectors. 

NDCo embodies a harmonious mix of seasoned expertise and youthful vigour, united by a 
shared vision of delivering exceptional services and unwavering support to our clients. It's a 
source of great professional pride that we have attained high level of trust and confidence 
of our clients. 
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1. INTRODUCTION 
 

Mergers and acquisitions (M&A), widely known by the abbreviation M&A, stand as pivotal 
strategies within the corporate sphere. These processes encompass the consolidation or 
merging of companies through diverse financial dealings, including mergers, acquisitions, or 
takeovers. They serve as essential mechanisms for enterprises seeking to broaden their 
market presence, enhance capabilities, or accomplish strategic objectives. This introduction 
endeavours to delve into the intricate domain of mergers and acquisitions, examining their 
motivations, impact on businesses and industries, regulatory factors, and the dynamic 
elements shaping this corporate activity landscape. 
 

Merger and acquisition endeavours, a constant feature of global markets, also constitute a 
regular phenomenon in India. The dynamics and scale of these activities reflect global 
economic conditions, rendering M&A trends indicative of fundamental economic forces. In 
India, governmental adjustments in regulations and policies have propelled both domestic and 
international M&A actions. 
 

In the aftermath of the Covid pandemic, the M&A landscape has undergone a transformation, 
benefitting from proactive government participation, a vibrant acquisition-oriented stock 
market, and a relatively stable banking system. 

 

The avenues for conducting M&A transactions encompass several methods: 
 

i. Merger: This entails the amalgamation of two or more companies to establish a new 
entity. It may involve a merger of equals, where companies unite to form a larger entity, 
or an acquisition where one company absorbs another. 
 

ii. Slump Sale: A slump sale refers to the transfer of an entire business or a significant 
portion thereof as a single transaction, involving the transfer of assets and liabilities for a 
lump sum without individual valuation. 
 

iii. Asset Purchase: In this approach, one company acquires specific assets or divisions of 
another entity, enabling the purchaser to obtain select assets without assuming all of the 
seller's liabilities or obligations. 
 

iv. Stock Purchase: This entails the acquisition of a majority or significant portion of the 
target company's shares, granting the buyer ownership and control over the company. 
 

v. Demerger or Spin-off: This involves the separation of a division or subsidiary from a 
company, leading to the creation of a new independent entity. Demergers enable 
companies to concentrate on their core operations or streamline their activities. 
 

vi. Reverse Merger: In a reverse merger, a private company acquires a publicly listed 
company, enabling the private entity to become publicly traded without undergoing the 
conventional initial public offering (IPO) process. 
                                                                                                               

vii. Cross-border M&A: This occurs when companies from different countries engage in 
mergers or acquisitions. Such transactions pose unique challenges, including cultural 
disparities, regulatory compliance across multiple jurisdictions, and considerations 
regarding currency exchange. 
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2. TYPES OF MERGER AND ACQUISITIONS 
 

I. MERGER  
Combining companies under the Indian Companies Act, 2013 (CA, 2013), involves 
Sections 230 to 232, necessitating NCLT approval. However, Section 233 introduced Fast 
Track Mergers (FTM) in 2016, allowing specific mergers, like those involving small 
companies, to proceed without NCLT approval. FTM requires consent from stakeholders 
but may need NCLT approval if objections arise. 
 

While the Income Tax Act (ITA) doesn't mention "merger," it defines "amalgamation" in 
Section 2(1B). Recently, the Supreme Court ruled on post-amalgamation, emphasizing 
continuity. The ITA outlines key conditions for amalgamation regarding asset and debt 
transfer and shareholder transition. 

 

a. Additional Considerations: 
 

i. Indirect Taxes: GST doesn't apply due to business transfer as a 'going concern'. 
Section 18(3) of the CGST Act allows transfer of unused input tax credit in certain 
conditions. 

 

ii. Stamp Duty: Distribution of stamp duty lies between the Central Government and 
state governments. Debate surrounds applying stamp duty on NCLT orders 
approving amalgamation schemes. Court rulings clarified stamp duty applicability, 
especially regarding merger orders.    

 

b. Mergers serve various purposes like increasing profitability, market share, and 
operational efficiency. They are classified into: 

 

i. Horizontal Merger: Two companies producing similar products in the same industry 
combine. It can have a significant or negligible impact on the market. 

 

ii. Vertical Merger: Two companies operating at different stages of production for the 
same product merge. It can restrict competition by controlling access to key 
components or distribution channels. 

 

iii. Congeneric Merger: Involves companies in the same industry but with no mutual 
buyer/supplier relationship. It aims at diversifying risk. 

 

iv. Market-Extension Merger: Companies selling the same products/services but 
operating in different markets merge to expand their customer base. 

 

v. Product-Extension Merger: Companies selling related but not identical 
products/services in the same market merge to broaden their product portfolio. 

 

II. DEMERGER /SPIN-OFF 
 

A demerger, under the CA, 2013, follows a scheme of arrangement and needs NCLT 
approval. It involves transferring one or more business undertakings to a new or existing 
company while retaining the rest with the original entity. Shareholders of the demerged 
undertaking receive consideration, such as shares or cash payments, to maintain tax 
neutrality. 
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Defined in Section 2(19AA) of the ITA, a demerger must meet specific conditions: 
 

i. All properties and liabilities of the transferred undertaking become the responsibility 
of the resulting company. 

 

ii. Assets and liabilities must transfer at book value, with exceptions based on asset 
valuation methods. 

 

iii. The resulting company must issue shares proportionately to demerged company 
shareholders, unless it's already a shareholder. 

 

iv. Shareholders owning at least 75% of demerged company shares become shareholders 
of the resulting company. 

 

v. The transfer must occur as a 'going concern'. 
 

vi. Compliance with any additional conditions specified by the Central Government is 
required. 

 

Meeting these conditions ensures the demerger qualifies as tax neutral, exempting it 
from capital gains tax for involved parties. Additionally, the resulting company may offset 
the demerged company's losses against its profits under certain circumstances. 

 

III. Acquisition 
Acquisition typically involves a larger company obtaining a smaller one, indicating 
ownership transfer where a company buys another outright or acquires a controlling 
interest in its share capital. There are two primary forms of acquisitions: 

 

i. Stock Purchase: 
In this form, the acquiring company compensates the shareholders of the target firm 
with cash and/or shares in exchange for their shares. Here, the target company's 
shareholders receive compensation directly. 

 

ii. Asset Purchase: 
In an asset purchase, the acquiring entity buys the assets of the target company and 
directly compensates the target for them.4. Advantages of M&A 
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3. ADVANTAGES OF MERGERS & ACQUISITION  
 

i. Leveraging synergies:  
 

Mergers and acquisitions (M&A) are often pursued to unlock synergies, where the 
combined entity's value exceeds the sum of the individual companies. Synergies may stem 
from cost reduction or increased revenues. Cost synergies arise from economies of scale, 
while revenue synergies are typically achieved through cross-selling, market share 
expansion, or price optimization. Cost synergies are more readily quantifiable and 
measurable. 

 

ii. Accelerating growth:  
 

M&A provides a pathway for companies to achieve accelerated revenue growth compared 
to organic expansion. By engaging in M&A, companies can rapidly gain access to new 
capabilities and markets, bypassing the time and expense required for internal 
development. 

 

iii. Enhancing market influence:  
 

Horizontal and vertical mergers bolster the market power of the combined entities, 
enabling them to influence pricing and exert greater control over their supply chains. 

 

iv. Broadening diversification:  
 

M&A initiatives enable companies to diversify their revenue streams, spreading risk across 
multiple sources of income rather than relying on a single source. Diversification helps 
mitigate the impact of downturns in specific sectors by providing alternative revenue 
streams. 

 

v. Tax advantages:  
 

M&A transactions may yield tax benefits, particularly if the target company operates in a 
strategic sector or jurisdiction with favourable tax policies. Acquiring a company with 
accumulated tax losses allows the acquiring firm to offset its tax liability using these losses. 

 

vi. Expanding geographical reach and investment opportunities:  
 

M&A activities facilitate geographic expansion and diversification of capital investments, 
leading to smoother earnings outcomes and enhanced stock price stability over time. This 
instils confidence in conservative investors and opens up new sales avenues and business 
prospects for the merged entity. 
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4. M&A IN INDIA  
 

In recent years, mergers and acquisitions (M&A) have surged in India, with several noteworthy 
deals taking place: 
 

i. Zee Entertainment – Sony India Merger: 
 

Zee Entertainment Enterprises Limited and Sony Pictures Networks India, two major media 
companies, have agreed to merge. The combined entity is poised to become one of India's 
largest and most desirable media conglomerates, offering shareholders the prospect of 
accelerated growth and synergistic benefits. 

 

ii. Vodafone and Idea Merger: 
 

Facing intense competition in the telecommunications sector due to Reliance Jio's 
disruptive entry, Vodafone India and Idea Cellular Limited merged to form a single entity, 
Vi. This merger, valued at $23 billion, aimed to strengthen both companies' positions in the 
market. 

 

iii. Hindustan Unilever Limited's and GlaxoSmithKline Consumer Healthcare Ltd Merger: 
 

Hindustan Unilever Limited merged with GlaxoSmithKline Consumer Healthcare Ltd to 
capitalize on the health and wellness trend in India's consumer goods sector. The 
transaction, valued at INR 317 billion, aimed to establish a robust foods and refreshments 
business. 

 

iv. Bharti Infratel and Indus Towers Merger: 
 

Bharti Infratel merged with Indus Towers to create Indus Tower Limited, a 
telecommunications infrastructure powerhouse. Vodafone Idea received significant cash 
proceeds for its stake in Indus Towers, providing relief for its debt burden. 

 

v. Bank of Baroda, Vijaya Bank, and Dena Bank Merger: 
 

Vijaya Bank and Dena Bank amalgamated with Bank of Baroda, streamlining operations and 
expanding Bank of Baroda's branch network. This integration aimed to enhance efficiency 
and service delivery across the merged entity. 

 

vi. Tata Group acquisition of Air India: 
 

Tata Group acquisition of Air India, signalling its strategic expansion in the aviation sector. 
The acquisition, valued at INR 180 billion, complements Tata Group's existing interests in 
the airline industry. 

 

vii. Wipro's Acquisition of Capco: 
 

Wipro acquired Capco to strengthen its presence in the banking and financial services 
sector. This $1.5 billion acquisition provides Wipro with access to new clients and 
diversified service offerings. 
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viii. HDFC Life's Acquisition of Exide Life Insurance: 
 

HDFC Life acquired Exide Life Insurance to expand its presence in tier II and tier III cities. 
This acquisition, valued at INR 66.87 billion, aimed to accelerate HDFC Life's growth 
trajectory. 

 

ix. Tata Steel's Acquisition of Corus: 
 

Tata Steel acquired Corus to become one of the world's largest steel producers. This 
$12.02 billion acquisition provided Tata Steel with synergies in manufacturing and market 
access. 

 

x. Walmart's Acquisition of Flipkart: 
 

Walmart acquired a majority stake in Flipkart, gaining entry into the Indian e-commerce 
market. This $16 billion deal bolstered Flipkart's logistics network and market 
competitiveness. 

 

xi. Zomato's Acquisition of UberEats: 
 

Zomato acquired UberEats India to consolidate its position in the online food delivery 
market. This $350 million deal aimed to streamline operations and reduce losses. 

 

xii. Zomato's Acquisition of Blinkit: 
 

Zomato announced plans to acquire Blinkit (formerly Grofers) to enter the quick commerce 
space. This all-stock deal, valued at INR 44.48 billion, provides Zomato access to Blinkit's 
dark stores and strengthens its delivery capabilities. 

 

xiii. Tata Motors' Acquisition of Jaguar and Land Rover: 
 

Tata Motors acquired Jaguar and Land Rover from Ford Motors for $2.3 billion, expanding 
its portfolio with two iconic luxury brands and establishing a global presence. 
These mergers and acquisitions reflect the dynamic landscape of India's corporate sector 
and signify strategic moves aimed at growth, diversification, and market dominance. 
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5. TAX ISSUES IN DOMESTIC M&A 
 

When M&A transactions in India fail to meet the requirements set forth in the Income Tax Act 
(ITA), tax complications may arise, particularly in domestic scenarios. Courts have interpreted 
the exemptions outlined in section 47 of the ITA concerning amalgamation and demerger in 
such instances. 
 

i. Allotment of Securities or Payment of Cash Consideration to Shareholders of 
Amalgamating Company 

 

In mergers and acquisitions, shareholders of the acquired company may receive various 
pay-outs upon selling their shares, which could have tax implications. The Supreme Court, 
in Commissioner of Income Tax v. Mrs. Grace Collis and Others, clarified that the 
extinguishment of a shareholder's rights in a merging company constitutes a transaction 
under Section 2(47) of the ITA, even if it's separate from the transfer of the capital asset 
itself. Subsequent court decisions have further addressed the taxation of shares issued by 
the merged company to its shareholders. 

 

ii. Part consideration paid directly to shareholders of demerged company 
 

In the case of a demerger, shareholders of the demerged company typically receive shares 
in the new company as part of the demerger scheme. The ITA provides exemptions from 
capital gains tax for such transactions, ensuring tax neutrality for shareholders. 

 

iii. Availability of MAT credit 
 

Under Section 115JAA of the ITA, the MAT credit of an amalgamating company can be 
carried forward and set off by the resultant company for up to 15 subsequent assessment 
years. Recent judicial interpretations, such as those by the Mumbai ITAT, have affirmed the 
availability of MAT credit to the resultant company following an amalgamation. 

 

iv. Merger of Limited Liability Partnership into a company: 
 

The merger of Limited Liability Partnerships (LLPs) into companies is subject to evolving tax 
and regulatory provisions. While mergers between companies enjoy tax-neutral status 
under the ITA, similar provisions are not available for mergers involving LLPs. Amendments 
to the ITA would be necessary to ensure tax neutrality for LLP mergers, enabling them to 
realize their full potential and broader acceptance. 
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6. TAX ISSUES IN CROSS BORDER M&A 
 

i. Taxation of Capital Gains: 
 

Cross-border M&A transactions can trigger taxation of capital gains in India. The ITA 
stipulates that any gains arising from the transfer of capital assets situated in India are 
subject to capital gains tax. Therefore, when non-resident entity sells shares or assets of an 
Indian company as part of acquisition, the resultant capital gains may be taxable in India. 

 

ii. Withholding Tax Obligations: 
 

In cross-border M&A deals, withholding tax obligations arise when payments are made to 
non-residents. The Indian company involved in the transaction is required to withhold tax 
on payments such as dividends, interest, royalty, or fees for technical services. Failure to 
comply with these withholding tax obligations may result in penalties and interest. 

 

iii. Tax Treaties and Double Taxation: 
 

India has entered into DTAA with several countries to prevent double taxation of income. 
Non-resident entities involved in cross-border M&A transactions can benefit from 
provisions in these tax treaties, which determine the taxation rights between India and the 
resident country of the non-resident entity. Utilizing DTAA benefits requires careful 
planning and structuring of the M&A deal. 

 

iv. Transfer Pricing Regulations: 
 

Transfer pricing regulations in India apply to cross-border transactions between associated 
enterprises. In the context of M&A transactions, transfer pricing rules become relevant 
when determining the arm's length price for transactions between the acquired Indian 
entity and its overseas parent or subsidiary. Non-compliance with transfer pricing 
regulations can lead to transfer pricing adjustments and penalties. 

 

v. Structuring Considerations: 
 

Structuring cross-border M&A transactions requires careful consideration of tax 
implications. Choosing the appropriate transaction structure can help minimize tax 
exposure and optimize tax efficiency. Common structuring options include asset purchases, 
share acquisitions, and mergers, each with its own tax implications under Indian law. 

 

vi. Exit Taxation: 
 

Exit taxation provisions may apply to non-resident investors who realize gains from the 
disposal of shares or assets in an Indian company. These provisions aim to tax gains 
accrued in India, even if the non-resident entity exits the investment. Understanding exit 
taxation rules is essential for non-resident investors planning to divest their holdings in 
Indian companies. 

 

vii. Anti-Avoidance Measures: 
Indian tax laws include anti-avoidance measures to prevent tax evasion and abuse of tax 
treaties. Transactions structured solely for tax avoidance purposes may be subject to GAAR 
or Specific SAAR. Compliance with these anti-avoidance provisions is crucial to avoid 
adverse tax consequences. 
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7. INDIRECT TRANSFER PROVISIONS  
 

i. Introduction: 
 

The indirect transfer provision under Indian tax law aims to tax gains derived from the 
transfer of shares or interest in a foreign entity that derives substantial value from Indian 
assets. This provision was introduced to prevent the erosion of India's tax base by taxing 
gains arising from the transfer of entities holding Indian assets, even if the transaction 
occurs offshore. 

 

ii. Provisions: 
 

The indirect transfer provision is primarily governed by Section 9(1)(i) of the Income Tax 
Act, 1961, read with the Income Tax Rules, 1962. According to this provision, any income 
arising from the transfer of a capital asset situated in India is deemed to accrue or arise in 
India and is therefore taxable in India, irrespective of the location of the transferor or the 
place of the transaction. 

 

The key provisions of the indirect transfer provision include: 
 

a. Scope: The provision applies to both direct and indirect transfers of shares or interest in 
a foreign entity, provided that such entity derives its substantial value directly or 
indirectly from assets located in India. 
 

b. Threshold: The provision applies if at least 50% of the value of the shares or interest 
being transferred derives, directly or indirectly, from Indian assets. 
 

c. Computation of Gains: Gains arising from the indirect transfer are computed based on 
the proportionate value of Indian assets in the total value of the transferred shares or 
interest. 
 

d. Taxation: The gains derived from the indirect transfer are subject to tax in India at the 
applicable capital gains tax rate. 

 

iii. Prevailing Issues: 
 

Despite its intended purpose, the indirect transfer provision has been subject to various 
issues and challenges, including: 

 

a. Ambiguity in Interpretation: The provision lacks clarity in certain areas, leading to 
disputes and litigation regarding its interpretation and applicability. 

 

b. Taxation of Genuine Transactions: Genuine commercial transactions involving the 
transfer of shares of foreign entities with Indian assets may inadvertently attract 
taxation under the indirect transfer provision. 

 

c. Compliance Burden: Determining the proportionate value of Indian assets in a foreign 
entity's portfolio and computing the taxable gains can impose a significant compliance 
burden on taxpayers. 

 

d. Impact on Foreign Investment: The provision has raised concerns among foreign 
investors regarding the tax implications of investing in entities with Indian assets, 
potentially affecting foreign investment inflows into India. 
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iv. Revocation of Retroactivity: 
 

In response to the concerns raised by stakeholders and to provide certainty to investors, 
the Indian government announced the revocation of the retroactive applicability of the 
indirect transfer provision. The amendments to the Income Tax Act to remove the 
retrospective taxation of indirect transfers. This move aimed to promote a conducive 
investment environment and alleviate the apprehensions of foreign investors regarding the 
tax implications of past transactions. 
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8. TAXATION OF EARN-OUT ARRANGEMENTS  
 

i. Introduction 
 

Earn-out arrangements are commonly used in M&A transactions to bridge valuation gaps 
between buyers & sellers. These arrangements involve contingent payments made by the 
buyer to seller based on the achievement of certain financial targets post-acquisition. 
While earn-outs can facilitate smoother deal negotiations and align the interests of buyers 
and sellers, they present unique challenges in terms of tax treatment and compliance. 

 

ii. Issues in Tax Treatment 
 

Tax treatment of earn-out arrangements in India raises several challenges, including: 
a. Recognition of Income: Determining the timing of income recognition for tax purposes 

can be complex, especially when earn-out payments are contingent upon future events. 
 

b. Characterization of Payments: Classifying earn-out payments as capital gains or revenue 
receipts can impact the applicable tax rates and treatment of deductions. 

 

c. Valuation Issues: Valuing contingent earn-out payments for tax purposes requires 
careful consideration of future projections, market conditions, and risk factors, which 
can be subjective and prone to dispute. 
 

d. Transfer Pricing Implications: Earn-out arrangements involving related parties may 
attract transfer pricing scrutiny, necessitating compliance with arm's length pricing 
principles and documentation requirements. 

 

iii. Earn-Out in Employment Agreements 
 

In some cases, earn-out arrangements are extended to key employees of the target 
company as part of their employment agreements post-acquisition. Tax treatment of earn-
outs received by employees is governed by specific provisions under the Income Tax Act, 
which may differ from the treatment applicable to sellers. Employers must ensure 
compliance with tax reporting obligations related to earn-out payments to employees. 

 

iv. Earn-Out as Purchase Consideration 
 

From a buyer's perspective, structuring earn-out payments as part of the purchase 
consideration offers certain advantages, such as risk mitigation, performance-based 
incentives, and preservation of cash flow. However, buyers must carefully assess the tax 
implications of earn-out arrangements, including potential capital gains tax liabilities and 
deductibility of earn-out payments for tax purposes. 

 

v. Conclusion 
 

Earn-out arrangements play a significant role in M&A transactions by facilitating deal 
negotiations and aligning the interests of buyers and sellers. However, the taxation of earn-
outs presents complex challenges, including issues related to income recognition, 
characterization of payments, valuation, and compliance with transfer pricing regulations. 
To effectively navigate these challenges, parties involved in M&A transactions must engage 
in comprehensive tax planning and seek professional advice to ensure compliance with 
applicable tax laws and optimize tax outcomes. 
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9. CARRY FORWARD OF LOSSES IN M&A          
      TRANSACTIONS 
 

In M&A transactions, the carry forward of losses from the target company to the acquiring 
company is a crucial tax consideration. Under Indian tax laws, the Income Tax Act provides 
provisions for the carry forward and set-off of losses in M&A transactions. The key points 
include: 

 

i. Amalgamation and Merger: 
 

 In cases of amalgamation or merger, the acquiring company can absorb the losses of the 
merged or amalgamated entity, subject to certain conditions. 

 

ii. Conditions for Carry Forward: 
 

The Income Tax Act specifies conditions for the carry forward of losses, including continuity 
of business, maintenance of shareholding thresholds, and compliance with prescribed 
procedural requirements. 

 

iii. Set-off of Losses:  
 

The acquiring company can set off the carried forward losses of the target company against 
its own profits, thereby reducing its tax liability. 

 

iv. Restrictions and Anti-abuse Provisions:  
 

Indian tax laws include anti-abuse provisions to prevent misuse of loss carry forward 
provisions, such as the General Anti-Avoidance Rules (GAAR), which empower tax 
authorities to disregard transactions lacking commercial substance. 
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10. ESOP AND EMPLOYEE TAXATION IN M&A 
 

Employee Stock Ownership Plans (ESOPs) are commonly used as a compensation tool in 
M&A transactions to retain and incentivize employees. Here's how ESOPs and employee 
taxation are treated in M&A transactions in India: 
 

i. Taxation of ESOPs:  
 

Under Indian tax laws, ESOPs are subject to taxation at two stages: at the time of grant 
and at the time of exercise. 

 

ii. Taxation at Grant:  
 

The difference between the fair market value (FMV) of the shares at the time of grant 
and the exercise price (if any) is treated as perquisite income and subject to tax in the 
hands of the employee. 

 

iii. Taxation at Exercise:  
 

When employees exercise their stock options, any gains arising from the sale of shares 
are treated as capital gains or business income, depending on the holding period and 
nature of the transaction. 

 

iv. Tax Deduction for Employers:  
 

Employers issuing ESOPs are eligible for tax deductions under certain conditions, subject 
to compliance with prescribed regulations. 
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11. TAXATION OF NON-COMPETE PAYMENTS IN           
       M&A 
 

Non-compete payments are often negotiated as part of M&A transactions to prevent sellers 
from competing with the acquiring company post-acquisition. In India, the tax treatment of 
non-compete payments is as follows: 
 

i. Tax Treatment for Sellers:  
 

Non-compete payments received by sellers are generally treated as capital gains and 
subject to tax under the Income Tax Act. 

 

ii. Capital Gains Tax: 
 

Non-compete payments are taxed as capital gains under Section 55 of the Income Tax 
Act, with the cost of acquisition being treated as nil. 

 

iii. Withholding Tax Obligations:  
 

The acquiring company is required to withhold tax on non-compete payments made to 
sellers at the applicable rates specified under Indian tax laws. 
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12. TAXATION ANTI-ABUSE RULES IN AN M&A   

      TRANSACTIONS 

Indian tax laws include anti-abuse rules and provisions aimed at preventing tax avoidance 
and evasion in M&A transactions. Key anti-abuse rules applicable in M&A transactions 
include: 

 

i. General Anti-Avoidance Rules (GAAR):  
 

GAAR provisions empower tax authorities to disregard transactions lacking commercial 
substance or entered into primarily for tax avoidance purposes. 

 

ii. Specific Anti-Avoidance Rules (SAAR):  
 

SAAR provisions target specific tax planning strategies and transactions considered 
abusive or aggressive, allowing tax authorities to re-characterize such transactions for tax 
purposes. 

 

iii. Transfer Pricing Regulations:  
 

Transfer pricing regulations require related-party transactions, including those occurring 
in M&A transactions, to be conducted at arm's length prices to prevent profit shifting and 
erosion of the tax base. 

 

In summary, the carry forward of losses, taxation of ESOPs and non-compete payments, 
and anti-abuse rules are critical considerations in M&A transactions in India, requiring 
careful planning and compliance with applicable tax laws and regulations. 
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What support do we offer? 
 

 Conducting comprehensive financial due diligence on target companies to assess their 
financial health, identify risks, and evaluate potential synergies. This involves analysing 
financial statements, tax records, contracts, and other relevant documents to provide insights 
to your clients. 
 

 Providing valuation services to determine the fair value of the target company or assets 
involved in the transaction. This includes using various valuation methods such as discounted 
cash flow (DCF), comparable company analysis, and precedent transactions analysis to assess 
the worth of the business. 
 

 Offering tax planning and structuring advice to optimize tax efficiency in M&A transactions. 
This includes advising on the most tax-efficient transaction structures, identifying potential tax 
liabilities, and recommending strategies to minimize tax exposure for your clients. 
 

 Providing transaction advisory services throughout the M&A process, including deal 
structuring, negotiation support, and transaction documentation review. This involves 
assisting your clients in navigating complex legal and regulatory requirements to ensure 
compliance and mitigate risks. 
 

 Developing detailed financial models to forecast the financial performance of the combined 
entity post-merger. This includes projecting revenue, expenses, cash flows, and other key 
financial metrics to assess the financial viability and potential returns of the transaction. 
 

 Assisting your clients in navigating regulatory requirements and obtaining necessary approvals 
from regulatory authorities such as the Competition Commission of India (CCI), Securities and 
Exchange Board of India (SEBI), and Reserve Bank of India (RBI) for M&A transactions. 
 

 Providing support to your clients in post-merger integration activities to ensure a seamless 
transition and maximize the value of the combined entity. This involves developing integration 
plans, managing cultural and organizational changes, and optimizing operational synergies. 
 

 Identifying and assessing potential risks associated with the transaction and developing risk 
mitigation strategies to protect your clients' interests. This includes addressing legal, financial, 
operational, and reputational risks that may arise during the M&A process. 
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preparation of this document, it may contain errors for which we should not be held 
responsible. Furthermore, the content of this document is subject to change without 
notice and does not constitute legal or financial advice. Readers are encouraged to verify 
applicable information independently and seek professional guidance where necessary. 
We disclaim any liability for actions taken or not taken based on the information provided 
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Additionally, redistribution or reproduction of this document, in whole or in part, without 
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