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IMPACT OF GST ON MERGERS & 
ACQUISITION TRANSACTIONS 

With the growing business complexities and GST law evolving in India, it is essential to understand the 
implications of GST on the Mergers and Acquisition transactions in India.  

Let us go through the legal provisions pertaining to M&A transactions under the GST law.  

1. GST IMPLICATION ON THE SALE/ TRANSFER OF SECURITIES 
Share acquisition is common method of acquisition of business.  

In this case, the ownership of the Company is acquired by transfer of shares to the acquirer. 

Under the GST Law, shares are covered under Securities. ‘Securities’ have been specifically excluded 
from the definition of goods as well as services, therefore, there shall be no GST payable on the sale of 
securities. 

2. GST IMPLICATION ON SLUMP SALE 
Slump sale means the transfer of one or more undertakings as a result of the sale for a lump sum 
consideration without values being assigned to the individual assets and liabilities in such sales. 

Section 7 of the CGST Act, 2017 defines the Scope of Supply, Section 7(1) provides that 'Supply' 
includes activities such as sale, transfer, barter, exchange etc. made for a consideration in the course or 
furtherance of business. 

Further, Section 7(1)(d) stipulates that activities referred to in Schedule II shall be treated as supply of 
goods or supply of services. In Schedule II, the entry at serial number 4 refers to 'Transfer of business 
assets'. Transfer of business assets is considered as supply of goods. The transfer of business assets 
implies that a part of the assets are transferred and not the whole business. 

Further in part 4(c) of Schedule II, it is provided that when the business is transferred as a going concern 
then it does not amount to supply of goods. It, therefore, becomes clear that such transfer of business 
does not constitute as supply of goods. 

In case of transfer of a business including transfer of whole unit or a business division concern to the 
new owner as a going concern is not considered to be a supply of goods in the course of furtherance of 
business. 

In addition to the above, Notification No. 12/2017 Central Tax (Rates) dated 28 June 2017 specifically 
exempts services by way of transfer of a going concern as a whole or an independent part thereof. 

It is clear from the above that GST is not applicable on a slump sale transaction i.e., the transfer of 
business on a going concern basis. 
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Recently, the Authority for Advance Ruling (AAR) of Karnataka ([2018] 93 taxmann.com 417 (Kar.)) 
has dealt with similar issue in case of Rajashri Foods (P.) Ltd. In this case, it was proposed to transfer 
one of three units along with fixed assets, stock in trade, receivables etc. and also bank and trade 
liabilities relating to such unit for lump sum consideration. AAR held that transaction is that of transfer 
of business of one of the units. This is transfer of independent part of going concern and there shall be 
no GST levied on transfer of business on a going concern basis. 

3. GST IMPLICATION ON ITEMIZED/ PIECEMEAL SALE 
An itemized sale is the sale by way of transfer of specific assets of a business by assigning a specific 
value to each item. This type of sale involves the disposal of key or selected business assets. 

Under the GST law, transaction of itemized/piecemeal sale is treated as a supply transaction and 
individual assets that are being transferred are covered within the ambit of the definition of goods as 
per schedule II of CGST Act. 

Therefore, GST shall be applicable in case of itemized/piecemeal sale at the rate applicable to respective 
goods. 

ITC Reversal in case of Sale of Capital Assets 

While accounting on purchase of capital asset, if depreciation is claimed on tax portion, then ITC 
reversal not required as no ITC is claimed before. However, in case, if input tax credit was availed on 
capital assets, one has to reverse the input tax credit as laid down in the Input Tax Credit Rules under 
GST. 

4. OTHER ASPECTS 
a. Registration 

Where a business carried on by a taxable person registered is transferred, whether on account of 
succession or otherwise, to another person as a going concern, the transferee or the successor, as the 
case may be, shall be liable to be registered with effect from the date of such transfer or succession. 

Further, in a case of transfer pursuant to sanction of a scheme or an arrangement for amalgamation or, 
as the case may be, demerger of two or more companies pursuant to an order of a High Court, Tribunal 
or otherwise, the transferee shall be liable to be registered, with effect from the date on which the 
Registrar of Companies issues a certificate of incorporation giving effect to such order of the High 
Court or Tribunal. 

b. Unutilized Input Tax Credit 

Section 18(3) of the GST law also permits transfer of unutilized GST credit to the transferor in the case 
of transfer of a business. The transfer of credit is subject to the condition that the liability of the business 
are also transferred along with the assets.  
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Further, Rule 41 of the GST Rules prescribes Form ITC-02 which is required to be submitted by the 
transferor furnishing complete details of sale, merger, demerger, amalgamation, etc., along with the 
details of unutilized input tax credit lying in the hands to the transferee. 

The transferee is required to accept the details so furnished by the transferor on the common GST portal 
and, upon such acceptance, the un-utilized credit specified in FORM GST ITC-02 shall be credited to 
his electronic credit ledger 

The inputs and capital goods so transferred must be duly accounted for by the transferee in his books 
of account 

The transferor shall also submit a copy of a certificate issued by a practicing chartered account or cost 
accountant certifying that the sale, merger, de-merger, amalgamation, lease or transfer of business has 
been done with a specific provision for transfer of liabilities 

c. Inter-Company transactions during the intervening period 

Intervening period refers to the period between the appointed date (i.e., date from which business of the 
transferor vests with the transferee) and the effective date (i.e. when the Court order is submitted to the 
Registrar of Companies, in cases involving transfer of business through a Court scheme). 

In case of an amalgamation or merger with retrospective effect, two companies should be considered 
as a single entity from the appointed date and thus any transaction of goods and services between the 
appointed date and effective date should be considered as transaction with oneself. 

However, according to Section 87 of the GST law, two or more companies are treated as distinct 
companies up to the date of the court order, implying that the transactions between them during the 
intervening period are liable to GST. 

Disclaimer: The indirect tax implications of a transaction of transfer of business vary depending upon 
the manner in which the transaction is undertaken, as substantiated by the documentary evidences, 
intention of the parties to the transaction and facts of each case. The above note is a generic note and 
one must seek professional advice before deriving any conclusion or opinion.  

 


