GUJARAT AUTHORITY FOR ADVANCE RULING

GOODS AND SERVICES TAX NATION
D/5, RAJYA KAR BHAVAN, ASHRAM ROAD, Faax
AHMEDABAD — 380 009. S MARKET

ADVANCE RULING NO. GUJ/GAAR/R/2025/09
(IN APPLICATION NO. Advance Ruling/SGST& CGST/2024/AR/08)

Date:25 .03.2025

Name and address of the
applicant

M/s. Zydus Lifesciences [.td.,

Zydus Corporate Park,

Scheme No. 63, Survey No. 536,

Khoraj (Gandinagar), Nr. Vaishnadevi Circle,
SG Highway,Ahmedabad 382 481.

'GSTIN of the applicant

Jurisdiction Office

Office of the Assistant Commissioner of State
Tax, Unit-11, Range —I11I, Division — I,
Ahmedabad

Date of application

18.04.2024

Clause(s) of Section 97(2) of
CGST / GGST Act, 2017,
under which the question(s)
raised.

(d)

Date of Personal Iil_earihg

4.12.2024

Present for the applicant

Ms Priyanka Kalwani, Advocate,
Ms Devanshi Sharma, Advocate,
Shri Rashmikant Shah

Shri Vaibhav Vahia

Brief facts:

M/s Zydus Lifesciences Ltd., Zydus Corporate Park, Scheme No. 63,

Survey No. 536, Khoraj (Gandinagar), Nr. Vaishnadevi Circle, SG IHighway,
Ahmedabad 382 481 (for short - 'applicant') is engaged in the manufacture,
supply & distribution of various pharmaceutical products. The applicant is
registered with the department and their registration No. i

24AAACC6253G1Z7.

2. Briefly, the details as submitted by the applicant are as under:

o that the applicant avails [TC in terms of sections 16 & 17 of the CGS'T Act, 2017,

e that the applicant, to ensure optimum utilization of surplus cash/idle funds lying in
excess of their fixed & working capital requirements, invests the same by subscribing
to units of various mutual funds floated by Asset Management Company [AMC];

e that thesc units are either purchased directly from the fund house or through an
authorized broker:;

e that when the need for liquid cash arises, the applicant redeems the mutual fund cither
through the fund house or authorized brokers;

e that units of mutual funds are not transferred/sold to other buyers unlike cquity shares
but are returned back to the Assct Management Company:
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3.

the applicant receives various inputs and input services, which are commonly
rcceived towards both taxable supplies as well as the activity of investment &
redemption in the mutual fund units;

that presently the applicant is reversing the proportionate I'TC pertaining to common
input & input scrvice towards both taxable supplies as well as redemption of mutual
funds in terms of section 17(2) read with Rule 42 of CGST Act, 2017.

The applicant, however, is of the view that there is no requirement to reverse

the I'TC availed on receipt of such common inputs & input services in terms of the

provisions of section 17(2) of the CGST Act, 2017 read with rule 42 of the CGST Rules,

2017. To substantiate this averment, the applicant has made the following submissions

Viz

that in casc of mutual fund schemes, investor is only subscribing to the units of the
fund and redeeming it; that there is no purchase or sale involved;

that in terms of scection 17(2), ibid, I'TC to the extent it pertains to ‘exempt supplics’
needs to be reversed; that section 17(3), ibid, provides that value of exempt supply
shall include transactions in securities; that “money & sccuritics’” have been kept
outside the term of goods & services as defined u/s 2(52), & 2(102), ibid,
respectively; that redemption of mutual funds cannot be termed as exempt supply,
having been excluded out of the scope of supply of goods or services & hence section
17(2), will not apply;

. that they wish to rely on the case of M/s. L&T !, M/s. Bhayana Builders ? and
Gypsy Pegasus 1.td %;

that the term “transaction in securities’ is not defined; that section 17(3), creates a
deeming fiction to include value attributable to transactions in securities in the value
of exempt supply: that however the applicant feels that transaction in securitics
cannot be considered as an exempt supply since securities have been excluded from
the scope of both goods and services;

that in terms of rule 42, the value of ‘transaction in securities’ shall be 1% of the sale
valuc of sccuritics; that the applicant redeems the mutual fund unit which is distinct
from sale & hence the mechanism prescribed would be inapplicable in casc of
redemption of mutual funds; that they would like to rely on the judgement in the casc
of Ace Creative Learning P Ltd*, M/s. Ambuja Cements 1.td*>, Modi Sugar Mills®,
Dilip Kumar & Co’;

that since there is no machinery provision to arrive at the value of exempt supply in
casc of redemption of mutual fund, the scheme for reversal of ITC fails; that they
would like to rely on the judgement in the case of B C Srinivasa Setty®, Pushpaman
Forgings’;

that they would like to rely on the judgements in the case of Suresh Kumar Bansal'’,
ternit Lverest 1.td!', Shabina Abraham'? wherein it is held that in absence of
machinery provisions, levy provision becomes unenforceable.

12015 (39) STR 913 (SC)
22018 (2) TMI 1325 (SC)

32018 (15) GSTL 305 (SC)

2021 (4) TMI 687 CESTAT Bang
52023 (5) TMI 806 CESTAT Mum
61961 AIR 1047

72018 (361) ELT 577 SC

£1981 (2) TMI SC

%2003 (153) ELT A 89 SC & 2002 (140) EL 490 Tri Mum
102017 (4) GSTLJ 128 SC

111997 (89) ELT 28 Mad

122015 (322) ELT 372 SC
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4. In view of the foregoing, the applicant has sought a ruling on the below
mentioned question viz:

“Whether the applicant is eligible to avail ITC of tax paid on common inputs &
input services used in relation to the subscription and redemption of mutual

SJunds?”
5. Personal hearing was granted on 04.12.2024, wherein Ms Priyanka
Kalwani, Advocate, Ms Devanshi Sharma, Advocate, Shri Rashmikant Shah
and Shri Vaibhav Vahia appeared on behalf of the applicant and reiterated the
submission already made in the application. They also submitted a compilation
of legal provisions & copies of judgements relied upon. The copies of the
judgements submitted have already been relied upon other than the below

mentioned judgements viz:

Munjaal Manishbhai Bhatt'?

Mohit Minerals P Ltd'*

M/s. SAL Steel Ltd'?

Suresh Kumar Bansal & Anuj Goyal'®

M/s. Cognizant Technology Solutions India P Ltd'?
M/s. Siegwerk India P Ltd '8

M/s. Ponni Sugars Erode Ltd"?

M/s. Instakart Services P Ltd*

O O O O O 0 0 O0

Discussion and findings

6. At the outset, we would like to state that the provisions of both the
CGST Act and the GGST Act are the same except for certain provisions.
Therefore, unless a mention is specifically made to such dissimilar provisions,
a reference to the CGST Act would also mean a reference to the same

provisions under the GGST Act.

7. We have considered the submissions made by the applicant in their
application for advance ruling as well as the submissions made during the
course of personal hearing, additional written submissions and oral submissions
made during the course of personal hearing. We have also considered the issue
involved, the relevant facts & the applicant's submission/interpretation of law

in respect of question on which the advance ruling is sought.

132022 (5) TMI 397-GHC

142020 (1) TMI 974-GHC

152019 9 TMI 1315-GHC

162016 (6) TMI 192-DHC

172024 (9) TMI 922-CESTAT Chennai

18 2024 (10) TMI 220-CESTAT New Delhi
192024 (5) TMI 1350 CESTAT Bangalore
202024 (3) TMI 1350 CESTAT Bangalore
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8. The short issue involved in the application filed seeking a ruling is
whether applicant is eligible to avail ITC on common inputs & input services used in

relation to the subscription and redemption of mutual funds.

9. Before dwelling on to the questions on which the applicant has sought
ruling, it would be prudent to reproduce the relevant sections, notifications, etc.

for ease of understanding viz [relevant extracts]

Central Goods and Services Tax Act, 2017

» Section 2. Definitions.-

In this Act, unless the context otherwise requires.-

(52) "goods" means every kind of movable property other than money and securities
but includes actionable claim, growing crops, grass and things attached to or forming
part of the land which are agreed to be severed before supply or under a contract of

supply;

(102) "services" means anything other than goods, money and securities but includes
activities relating to the use of money or its conversion by cash or by any other mode,
from one form, currency or denomination, to another form, currency or denomination
for which a separate consideration is charged;

» Section 16. Eligibility and conditions for taking input tax credit.-

(1) Every registered person shall, subject to such conditions and restrictions as may
be prescribed and in the manner specified in section 49, be entitled to take credit of
input tax charged on any supply of goods or services or both to him which are used
or intended to be used in the course or furtherance of his business and the said
amount shall be credited to the electronic credit ledger of such person.

> Section 17. Apportionment of credit and blocked credits.-

(1) Where the goods or services or both are used by the registered person partly for
the purpose of any business and partly for other purposes, the amount of credit shall
be restricted to so much of the input tax as is attributable to the purposes of his
business.

(2) Where the goods or services or both are used by the registered person partly for
effecting taxable supplies including zero-rated supplies under this Act or under the
Integrated Goods and Services Tax Act and partly for effecting exempt supplies under
the said Acts, the amount of credit shall be restricted to so much of the input tax as is
attributable to the said taxable supplies including zero-rated supplies.

(3) The value of exempt supply under sub-section (2) shall be such as may
be prescribed, and shall include supplies on which the recipient is liable to pay tax on
reverse charge basis, transactions in securities, sale of land and, subject to clause (b)
of paragraph 5 of Schedule 11, sale of building.

[Explanation.- For the purposes of this sub-section, the expression "value of
exempt supply" shall not include the value of activities or transactions specified
in Schedule III, *[except,—

(i) the value of activities or transactions specified in paragraph 5 of the said
Schedule; and
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(ii) the value of such activities or transactions as may be prescribed in respect of
clause (a) of paragraph 8 of the said Schedule.];]

Central Goods and Services Tax Rules, 2017

> Rule 45. Conditions and restrictions in respect of inputs and capital goods sent
to the job worker.-

Explanation. - For the purposes of this Chapter,-
(1) the expressions "capital goods" shall include "plant and machinery" as defined
in the Explanation to section 17;

(2) for determining the value of an exempt supply as referred to in sub-section (3)
of section 17-
(a) the value of land and building shall be taken as the same as adopted for
the purpose of paying stamp duty; and
(b) the value of security shall be taken as one per cent. of the sale value
of such security.
[emphasis supplied]

10. Broadly, in terms of sections 16 and 17 of the CGST Act, 2017, every
registered person is entitled to take credit of ITC on any supply of goods or
services or both used or intended to be used in the course or furtherance of
business subject to the prescribed conditions and restrictions. Where the goods
or services or both are used by the said registered person partly for the purpose
of any business and partly for other purposes, the amount of credit shall be
restricted to so much of the input tax, as is attributable to the purposes of his

business.

11. The facts have already been mentioned in detail supra & for brevity,
it is not being repeated. However, to recap, the applicant utilizes the surplus
cash/idle funds, in excess of their fixed & working capital requirements, by
subscribing to units of various mutual funds floated by Asset Management
Company. As and when there is a need for liquid cash, the applicant redeems
the mutual fund. The applicant receives various inputs and input services,
which are commonly received towards both taxable supplies as well as the

activity of investment & redemption in the mutual fund units.

12. The applicant’s contention is that though presently they are reversing
the proportionate ITC pertaining to common input & input service towards both

taxable supplies as well as redemption of mutual funds in terms of section 17(2)
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read with Rule 42 of CGST Act, 2017, it is their belief, that they are not required
to reverse the ITC.

13. The applicant’s primary averment is that ‘money & securities’ are
neither goods nor services; that redemption of mutual fund cannot be termed as
exempt supply, having been excluded out of the scope of supply of goods or

services.

14. The definition of goods and services, under section 2(52) and (102),
ibid, is reproduced supra. Now, securities, include units under mutual fund
scheme in terms of section 2(h)(id) of the Securities Contracts (Regulation) Act,
1956. Going through the definition reveals that the term goods and services as

defined supra excludes securities.

15. The applicant’s next contention is that since the securities are neither
goods nor services, the redemption of mutual funds cannot be termed as exempt
supply; that for a supply to qualify as an exempt supply, firstly it must fall within
the scope of ‘supply’.

16. A conjoint reading of sections 2(47), which defines exempt supply,

2(78) which defines non taxable supply and section 7 which defines supply,

leads us to a conclusion, that securities not being goods or services, would not

fall under the ambit of exempt supply.

17. Interestingly, however, in the submissions the applicant also states

as under:

5.2 The expression ‘transactions in securities’ has not been defied under GST law.
However, it appears that the phrase ‘transactions in securities’ is broad and may
include creation, issue, sale, purchase, exchange, redemption and extinguishment of
shares or debentures.

3.3 At this juncture, it is pertinent to note that Section 17(3) does not state that
transactions in securities is itself an exempt supply, rather it only creates a deemng
fiction to include the value attributable to transactions in securities in the value of
exempt supply. As stated earlier, ‘securities’ have been excluded from the scope of
both ‘goods’ and ‘services’ as defined by the CGST Act & therefore, a transaction in
securities cannot be considered an exempt supply.”
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The applicant concedes that u/s 17(3), while computing the value in terms of
section 17(2), the value of transactions in securities is to be included, in terms

of the deeming fiction.

18. However, the applicant’s contention is that though the value of
‘transaction in securities’ shall be 1% of the sale value of securities, [in terms
of the explanation reproduced supra which deals with the value to be adopted
for such security], since the applicant redeems the mutual fund unit, the activity
cannot be equated with sale of securities, owing to the fact that redemption is
distinct from sale. The thrust of the contention of the applicant being that the
mechanism therefore, prescribed pertains to sale value of securities would be
inapplicable in case of redemption of mutual funds. The applicant while
agreeing that the Act and the rules made thereunder provides for including the
value of transactions in securities while computing the exempt supply, is only
on a technical aspect stating that redemption of mutual fund is not akin to sale
value of transactions; that since there is no machinery provision to arrive at the
value of exempt supply in case of redemption of mutual fund, the scheme for

reversal of ITC fails.

19. We do not agree with the averment owing to the fact that in terms of
section 16, prima facie, the applicant is not entitled to take credit of ITC charged
on any supply of goods or services or both which are not used or intended to be
used in the course of furtherance of business. This is more so since section 16(1)

of CGST Act 2017, reproduced supra, states that every registered person shall

be entitled to take credit of ITC charged on any supply of goods or services
or both used on intended to be used in the course or furtherance of business.
This is an undisputed fact. Now a conjoint reading of the definitions as provided
in section 2(52), 2(101) and (102), ibid, states that the activity undertaken, i.e.
subscription and redemption of mutual funds by the applicant is neither a supply
of goods nor supply of services. Therefore, in terms of section 16(1), we find
that the applicant is not eligible for availing ITC of tax paid on subscription and
redemption of mutual fund and further required to reverse ITC of tax paid on
common inputs and input services used in relation to the subscription and
redemption of mutual fund. Now section 17, envisages a situation wherein the

goods or services or both that are used partly for effecting taxable supplies and
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partly for exempt supplies, the value of exempt supply is to be computed in

terms of section 17(3), ibid and resort is thereafter to be taken to Rule 42.

20. The term redemption is not defined. The applicant has also not
provided anything in this regard except for some dictionary meaning. The
resort left is to understand the meaning of the word ‘redemption’ by applying

the common parlance test. While going through the websites of mutual funds,

we observe as under:

» HDFC MUTUAL FUND

Redemption/Repurchase:

Redemption/Repurchase is the buying Back or cancellation of units by a mutual fund. # can happen on maturity or on an on-going basis,

of Ingias preforces mutust fund managers. Whother you are an indivicust looking 16 invest,
Gonios, Oyt the past two
rislantly strave 10 tomain

01 Management Company Limsted (HDFC AMC) s one
G ag an intemndia © Ofp DML

been detvenng simple and accossible Fnesmmoen prody

S WEWArTS achicng pur

o Cuore of PansEBICnCy, BESLIN £1A8S SiNRInan foctive A5K MANAGRMONL wo a0 Waking confide

1o 3530 MAnAGoes a1 the woeld

PRGET IO

Source :https://www.hdfcfund.com/learners-
corner/beginner/key-terms-concepts

» HDFC BANK

What is Mutual Fund Redemption?

v a

fieabvis RIAL
Heabie NAY

el

Hred with th

s NAY 13 applicable for @ rexl

HDFC Bank is a AMFI-registered Mutual Fund Distributor & a Corporate Agent for Insurance
products.

Source : https://www.hdfcbank.com/personal/resources/learning-
centre/invest/what-is-mutual-fund-redemption-and-how-to-
redeem-mutual-funds

» BAJAJ FINANCE LIMITED

What is mutual fund redemption?
Mutual fund redemption refers to the process where an investor sells their mutual fund units back to the asset management company (AMC). in simple terms, it involves withdrawing

units from a mutual fund scheme to receive the returns or principal amount invested.

ate the rederaption

75, the same day's NARY will be uged to ¢

Disclaimer:
Bajay Finance Limited "BFL s registered with the Association of Mutual Funds in India ("AMFI) as a distnibutor of third party Mutual Funds {shortly referred as 'Mutual

Funds} with ARN No. 90319
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Source : https://www.bajajfinserv.in/investments/mutual-fund-
redemption#:~:text=Mutual%20fund%20redemption%20refers%
20t0%20the%20process%20where%20an%?20investor,returns%?2
00r%?20principal%20amount%?20invested.

» Association of Mutual Funds in India

« Association of Mutual Funds in India (AMF1) is a non-proft industry body of the asset management companies (AMCs} of all Mutual Funds in india that
are registered with Securities and Exchange Board of india (SEBI}.

» AMF! was incorporated on August 22 1995 under section 25 of the Companies Act. 1956 {comresponding Section 8 of the new Companies Act, 2013}, as
a non-profit organisation.

NET ASSET VALUE (NAV)

HOW IS THE APPLICABLE NAV DETERMINED?

=

Sale Price

+ Sale Price is the price payable per unit by an investor for purchase of urils (subscrplion) andior switch.in from
wiber schemes of 2 mutual fund

« SEBI vise circuiar no SEB /D /08 Mo 4/ 188230 7 0% gated dune 30, 2003 bas ahwlished Entry Loag fur ol
mutiat fund schemas

= HMenoe durin

sespective 5o

During the 'Onguing % penod (e ihe date fromwiich the scherme reopens ot subworipionsisdemplions
atter the cinsure of B NEC period 1 the units may be putchased ot NAY (e fhe Sals Proe per wal i equivalent
o applicabie HAY on the dete of subsenpbon

Repurchase/Redemplion Pric

L

culd ‘repuschiase’ the unils G &

buys back u ¥ i 3 apon 7 y pibhet schemesiplans of the

futeal Fund by the investons. and includes Eail Load, # / whareves agphoable

« Regemplion price i caluuiated 3% Yollows:

Redempiion Price = Applicable N Exit Load #any For Exampe ¥ the Applcable NAY s 110 and Bt Loag
i% 2%, then the Redemplion Price will e » 100 (L0 0 = X880

# may be noted that an AN
i

/ Trustew has the right b ¢ sxishing Exit Load shughue andion to miroduce Exit Loads

subiect 10 3 maximum lanit presonbed undes the ¥

Any change in Load sruciure will be effechve on pospectve Dasis and ol ot alfect he edsting mvluat funed ity @ grey

manner

Ax per SEBI (Mutuat Funds) Ra
reterress 1o 33 Redempbon pnoe) shal nol be

Homay be noled that onits of Closes Ended B s cannot be Bepurchased prematinely

Source : https://www.amfiindia.com/investor-corner/knowledge-
center/net-asset-value.html#accordion3

As is evident redemption is nothing but sale of mutual fund by the unit holder

back to the Asset Management Company[AMC].

21. Our stand of resorting to common parlance test is substantiated by the
order dated 23.9.2021 of the Hon’ble Karnataka High Court in the case of M/s
Robo Silicon Pvt. Ltd [STRP No. 24/2019] wherein it was held as under:

14. “The common parlance test’, ‘marketability test’, popular meaning test’ are all
100ls for interpretation to arrive at a decision on proper classification of a tariff entry.
The test, as to what a common man viewing or dealing with the article will understand
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it to be, would be relevant. The Hon'ble Apex Court has held that while interpreting
the entry for purpose of taxation recourse should not be made to the scientific
meaning of the terms or expressions used but to their popular meaning, that is to say,
the meaning attached to them by those dealing in them.

22, The averment therefore that redemption of mutual fund and sale of
security, a term used in the explanation for computing the value of exempted
supply is not same, fails. We hold that redemption as is mentioned in the
websites quoted and also in general parlance is nothing but sale of units to the
AMC. It does not matter by which nomenclature such a transaction is known
until broadly it is a sale in other words cessation of ownership of the units by

the unit fund holder, in this case the applicant.

23. Since this was the primary contention on which the applicant was
basing his next averment that redemption not being akin to sale, the taxing
statute lacks machinery provision to arrive at the value of exempt supply also
lacks merit and fails. The plethora of case laws relied upon by the applicant, to
substantiate this averment would also not help the applicant case in view of the
foregoing. The case laws relied upon by the applicant, therefore, is not being

discussed.

24. In view of above, we rule as under:

RULING

Question:  Whether the applicant is eligible to avail ITC of tax paid on
common inputs & input services used in relation to the subscription and
redemption of mutual funds?

Answer : The applicant is not eligible to avail ITC of tax paid on inputs
& input services used in relation to the subscription and redemption of
mutual funds and also required to reverse the ITC on common inputs and

input services used in relation to the subscription and redemption of mutual
funds as per Section 17 (2).

-
7

(Kalp\stX(thlukla) (P -Meena)
Member (SGST) Member (CGST)

Place: Ahmedabad
Date:2¢.03.2025
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