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CBDT notifies the final Rule 11UA relating to amended angel tax provisions 
and introduces a valuation mechanism for Compulsorily Convertible 
Preference Shares   

27 July 2020  7 October 2022  

27 September 2023 

Tax Flash News 

Executive summary 

In light of representations made by various 
stakeholders raising their concerns that non-
resident investors may face undue hardship in 
matters related to the valuation of shares,  the 
Central Board of Direct Taxes (CBDT) had issued a 
draft notification1 proposing an amendment in Rule 
11UA.  

CBDT has now notified the amendments in Rule 
11UA in exercise of powers conferred by sub-clause 
(i) of clause (a) of the Explanation to clause (viib) of
sub-section (2) of Section 56 read with section 295
of Income-tax Act, 1961.2

In a welcome move, CBDT has separately 
introduced the mechanism for determining the FMV 
of Compulsorily Convertible Preference Shares 
(CCPS) with respect to investments made by 
residents as well as non-residents in the final 
notification (including extending the price matching 
benefit as well as safe harbour benefit to CCPS and 
providing for adoption of FMV of unquoted equity 
shares as FMV of CCPS). 

The other key changes in final notification vis-à-vis 
the draft notification are hereunder:  

• The final notification has extended the price
matching benefit to a Company by providing a
90-day window pre and post the date of issue of
shares to a Venture Capital Fund (VCF) or a
Venture Capital Company (VCC) or a specified
fund or a notified entity.

________________ 

1 F.No. 370142/9/2023-TPL(Part-I), dated 26 May 2023. Refer our earlier 
flash news on draft notification - CBDT issues draft notification with 
proposed changes to Rule 11UA relating to amended angel tax provisions 
and notifies entities eligible for exemption from angel tax provisions 
(kpmg.com)  
2 Notification no 81 / 2023 / F. No. 370142/9/2023-TPL Part (1), dated 25 
September 2023 

• The requirement to determine the FMV as on
the "valuation date” prescribed under the Rules
shall not apply if the safe harbour benefit is
opted by the Company.

Key features of the notification amending 
Rule 11UA 

• On issuance of unquoted shares to non-
residents, in addition to NAV and DCF methods
(currently available to residents), five additional
methods are prescribed for the valuation of
unquoted equity shares and CCPS to be
determined by a merchant banker:

➢ Comparable Company Multiple Method

➢ Probability Weighted Expected Return
Method

➢ Option Pricing Method

➢ Milestone Analysis Method

➢ Replacement Cost Methods

• Price matching benefit:

➢ Where any consideration is received by a
Venture Capital Undertaking (VCU) for the
issue of unquoted equity shares to a
Venture Capital Fund (VCF) or a Venture
Capital Company (VCC) or a specified
fund, the price of the equity shares
corresponding to such consideration may,
at the option of VCU, be taken as the FMV
of the equity shares for other resident and
non-resident investors, subject to below
conditions:
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➢ For the amount of fair valuation: The issue 
price shall be deemed as the FMV of such 
unquoted equity shares or CCPS if the 
variation between the issue price and price 
determined with the methods provided under 
this rule is not more than 10 per cent (excluding 
cases where price matching benefit has been 
obtained).  
 

• The rules shall come into force from the date of 
publication of the notification in the Official Gazette. 
 

Our comments 
 
The inclusion of separate valuation mechanism for 
CCPS, access to variety of valuation of methodologies 
for CCPS valuation in case of investment by non-
residents and flexibility to adopt the FMV of unquoted 
equity shares is a welcome move. However, no clarity 
has been provided on valuation of preference shares 
other than CCPS, the valuation of which may continue 
to be done basis the open market value principle. The 
relaxation on the time horizon provided for price 
matching benefit will increase the ambit of share 
issuances on which price matching benefit can be 
availed by the Company.  
 

 

▪ the consideration from such other 
resident and / or non-resident investor 
does not exceed the aggregate 
consideration that is received from a 
VCF or a VCC or a specified fund; and 
 

▪ the consideration has been received by 
the undertaking from the VCF or a VCC 
or a specified fund within a period of 90 
days before or after the date of issue of 
shares which are the subject matter of 
valuation. 
 

➢ Similar price matching benefit would be 
available if the issuer Company has 
received any consideration for the issue of 
unquoted equity shares from any entity 
notified under clause (ii) of the first proviso 
to Section 56(2)(viib)3 (the issuance of 
shares to whom are exempted from Angel 
Tax provisions), within a period of 90 days 
before or after the date of issue of shares 
which are the subject matter of valuation. 
 

• Valuation mechanism for CCPS introduced: 
 
➢ FMV to be determined by a merchant 

banker as per the discounted free cash flow 
method or based on the FMV of unquoted 
equity shares determined as per prescribed 
valuation methods in case of investment by 
residents as well as non-residents 
 

➢ Price matching benefit as provided above 
shall be applicable even in case of 
investment in CCPS by resident as well as 
non-residents.  
 

• Safe harbour introduced:  
 

➢ For timing of valuation: Where the date of 
valuation report by the merchant banker is 
not more than ninety days prior to the date 
of issue of unquoted equity shares which 
are the subject matter of valuation, such 
date may, at the option of the assessee, be 
deemed to be the valuation date. The 
definition of valuation date under Rule 
11U(j) shall not be applicable. 
 

 
 
 
 
 

 
 
________________ 
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