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Exit Options

When a business is started it always comes with a risk of profit and loss. If the profit is earned, it flourishes to reap out benefits 

and on the other hand, if the loss is incurred, then the investors or entrepreneurs always seeks the easiest way of exiting the 

market. There are different ways to exit the market in a legal manner and need complying with the legal requirement. The ways 

in which an entity can exit the Indian market are:

Slump sale- “Sale with lump-sum consideration”

The Investors can exit the Indian market by way of sale of business undertaking which is running on a going concern basis (i.e. 

on an ‘as is where is’ basis), and when the whole of a business/undertaking is sold to any other party for a lump sum consid-

eration then that defined to be as a “Slump sale”.This can be done either voluntarily or obligatory (court order). The voluntary 

slump sale can be processed by executing a contract between the parties involved (i.e. between the seller company and the 

purchaser company). In the slump sale, the value of the business is calculated after calculating the value of the undertaking as a 

whole rather than calculating the value of an individual asset and liabilities. If the transfer of assets is done without the transfer 

of liabilities then that does not be considered as slump sale.Like any other option, this also attracts the compliances and legal 

requirements under various Indian laws. However, it is the most practical way for an exit since it also helps in achieving the tax 

and regulatory benefits.

In income tax “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. Any profits or gains arising from the slump sale 

effected in the previous year shall be chargeable to income tax as capital gain in the year in which transfer took place. Capital 

gains arising on transfer of an undertaking are deemed to be long-term capital gains. However, if the undertaking is ‘owned and 

held’ for not more than 36 months immediately before the date of transfer, gains shall be treated as short-term capital gains. 

Capital gains arising on slump sale are calculated as the difference between sale consideration and the net worth of the un-

dertaking. Net worth is deemed to be the cost of acquisition and cost of improvement for section 48 and section 49 of the Act.

1. As per section 50B, no indexation benefit is available on cost of acquisition, i.e., net worth.

2. In case of slump sale of more than one undertaking, the computation should be done separately for each undertaking. 

In case of slump sales, transferor is required to get CA certificate for computation of net-worth in Form 3CEA. Such certificate 

should be filed on or before the due date of filing of income tax return of transferor. 
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Buy-back of Shares

Foreign entity or individual investor, if being thoughtful of exiting the Indian market can opt for the buy-back, only if an option is 

provided by the Indian Company. The buy-back is the method of reduction of capital by the company by purchasing back its own 

shares from its shareholders. This way the company reduces its capital and the shareholder gets back the consideration from 

the company for the value of its shares. Major constraint in this is, the buy-back is subject to availability of investee Company’s 

free reserves and securities premium. Exiting the market by way of buy-back is feasible only if the investment is equal to or less 

than majority stakeand also demands complying with legal requirements under the Company law. 

In Indian Income tax, the Buy Back Of unlisted shares is treated as follows:

In case of Buy-back of unlisted shares, company is liable to pay additional tax @ 20% as per Section 115QA of Income tax act.

The provision of section 115QA doesn’t apply when all the below mentioned conditions are satisfied:

• The company is listed on the recognized stock exchange; and

• The company has buy-back its shares; and

• The public announcement has been made before 5th July 2019; and

• The public announcement is done in accordance with the provisions of the Securities and Exchange Board of India (Buy-

back of Securities) Regulations, 2018.

Further, income arising to the shareholders in respect of such buy back by the unlisted company would be exempt from income-

tax u/s 10(34A).

Buy back of listed shares:

The Indian Government has now provided that any buy-back made by listed companies after July 5, 2019 would also attract 

aforesaid tax u/s 115QA @ 20% (plus surcharge and cess) on distributed income.

Accordingly, buy-back of listed shares would also attract additional tax @ 20% which would be charged by the company purchas-

ing its own shares.

 

Further, income arising to the shareholders in respect of such buy back by the listed company would be exempt from income-

tax u/s 10(34A).
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Transfer of shares 

In case of a company, one can exit the company by passing on the control held by way of transfer of shares, thereby, selling the 

shares to any other party for a consideration as ascertained according to the Indian laws. This requires execution of transfer 

deed between the transferor and transferee and payment of stamp duty as prescribed in the respective law.If the transfer is 

made to a foreign entity or individual, additional compliance related to FEMA and in relation to Reserve Bank of India is required.

Tax implication on transfer of controlling interest

Whereshareholders of Indian company transfer its controlling interest by transferring its shares, any gain arising onsuch transfer 

shall be chargeable to capital gain tax inthe hands.

Types Type of Gain Period of Holding Rate of tax

Listed equity 
shares

Short Term capital gains When shares held for less than 12 
months

15%

Long Term capital gains from 
transfer of an equity share, or a 
unit of an equity-oriented fund or 
a unit of a business trust(Section 
112A)

When shares held for 12 months or 
more - Subject to conditions as per 
Section 112A of Income tax act.

Gains above Rs 1 Lakh@10% 
without indexation

Long term capital gains -Other 
then 112A

Option available to taxpayer 20% with indexation or 10% 
without indexation

Unlisted Shares Short Term capital gains When shares held less than 24 
months

Normal Income Tax Rate.

Long Term capital gains When shares held for 24 months or 
more

20%

Strike off- “Removal of name from the Registrar of Companies”

“Strike off” is the process of removing the name of the entity from the registrar roll kept by the governing statutory agency i.e. 

Registrar of Companies “RoC”. Strike off is either by the order of the authority or voluntarily by the entity.

In case the business is not gaining any profit and set on a break-even position for a certain period of time and do not have any 

liability or we can say have extinguished all its liabilities, then the entity can apply for removal of the name from the RoC by 

making an application according to the prescribed provisions of the law.There are certain pre-conditions which requires to be 

fulfilled by the entity for making an application for strike off. It is considered as cost-effective and most feasible way to exit the 

market and the time taken by this way is around 2-3 months from the filing of date of application. This option can be availed by 

the investors if the business has been set up in the form of a company or LLP and is governed by the provisions of the respective 

laws.
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Income Tax Implications in case of strike Off

When a company name is removed from register or roll kept by ROC, then it has tobe ensured that the company has paid all its 

Income tax dues.

Winding up-“Ending or dissolving a business”

Winding up or dissolving a Company- Winding up of a company is the process of collecting the assets of the company and there-

by selling the same for paying off the debts/ liabilities. The winding up can be done voluntarily or by the order of the tribunal. 

Voluntary winding up, is carried out as per the provisions of Insolvency and bankruptcy code 2016 (IBC).IBC states that a cor-

porate person who intends to liquidate itself voluntarily and has not committed any default may initiate voluntary liquidation 

proceedings as per the process provided under the code. This is the best exit option if an entity meets out the requirements 

specified in the code since this provides the time bound liquidation process and assists an entity in speedily wrapping up the 

business in India.

Tax implications on winding up of the company:

In the hands of company

As per section 46 of the Income Tax Act,where assets of the company are distributed to its shareholders on its liquidation, such 

distribution shall not be regarded as a transfer and accordingly no capital gains shall arise on such distribution. Thus, no capital 

gains tax liability would arise in the hands of the company, being would up on distribution of assets to shareholders. 

In the hands of shareholders

Where a shareholder on the liquidation of a company receives any money or other assets from the company, he shall be charge-

able to income-tax under the head “Capital gains”, in respect of the money so received or the market value of the other assets 

on the date of distribution, as reduced by the amount assessed as dividend within the meaning of sub-clause (c) of clause (22) 

of section 2 and the sum so arrived at shall be deemed to be the full value of the consideration for the purposes of section 48.

Dissolution of partnership firm or an LLP

For a partnership firm or an LLP to cease to exist, it needs to be dissolved. The dissolution of a partnership firm is the decision 

of all partners, who collectively decide to terminate the partnership agreement made between them.

In case ofLimited Liability partnership, it can be dissolved after payment of all liabilities and realization of assets as per the meth-

odology of LLP agreement and provisions of LLP act.
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About JPC

Dear Valuable Client / Colleague,

In case you require any further detailed analysis on above mentioned content, please do get back to us and we shall be happy 

to provide you the same.

With Best Regards,

Team JPC

About JPC

JPC is a professional services firm based in Noida- National Capital Region and New Delhi, India. We were established in the year 

1974 with the aim to create value for our clients by delivering quality, comprehensive, timely, practical and innovative services. 

We offer a comprehensive range of services, including taxation services, regulatory services, transaction advisory services, fi-

nancial & management consultancy services, assurance & risk services, and outsourcing services. Over the past several decades, 

we have established significant competitive presence in the country. Our vast and diversified client base includes Multinational 

enterprises, domestic companies, high net worth individuals, government companies and institutions in all leading industry 

verticals. We are a team of distinguished Chartered Accountants, Management Accountants, Corporate Financial Advisors and 

Tax Consultants. Our team has the requisite skills and experience to provide complex business, financial, assurance, tax and 

regulatory services to our clients. Our strength lies in our timely performance-based, industry-tailored and technology-enabled 

services which are delivered by some of the most talented professionals in the country. For more information about JPC’s ser-

vice offerings, visit www.jpc.co.in

In this document, “JPC” refers to J P Chawla & Co. LLP Chartered Accountants (a limited liability partnership firm regulated by 

the Institute of Chartered Accountants of India, FRN : 001875N/ N500025).

Disclaimer:

This content is provided on the basis of secondary research only and J P Chawla & Co. LLP (JPC) does not make any representation 

or warranty of any kind with respect to its contents. JPC specifically does not warrant or represent that any analysis or its content 

are timely, complete or accurate. This document consists of content for knowledge purposes only and does not constitute an ad-

vertisement or opinion or copyright of any kind.
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43 Darya Ganj,                                                     C-129, Sector 2,
New Delhi - 110002                                            Noida - 201 301 (U.P.), INDIA
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