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I. INTRODUCTION 

Taxation issues related to stock exchanges in India primarily revolve around various 

aspects such as trading, investment, and income generated from transactions. Here are 

some key tax considerations related to stock exchanges in India: 

Securities Transaction Tax (STT): STT is levied on the value of taxable securities 

transactions executed on recognized stock exchanges in India. It is applicable to both 

buyers and sellers of securities and is collected by the stock exchanges. The rates vary 

based on the type of security and the transaction (e.g., equity delivery, equity futures, 

options, etc.).3 

Capital Gains Tax: Profits earned from the sale of securities, such as stocks, mutual 

fund units, and equity-oriented funds, are subject to capital gains tax. The tax 

treatment depends on factors such as the holding period and the nature of the asset. 

Short-term capital gains (for assets held for less than 36 months) are taxed at 

applicable slab rates, while long-term capital gains (for assets held for more than 36 

months) may be taxed at a concessional rate with indexation benefits.4 

                                                             
1 Student at Amity Law School, Noida 
2 Professor at Amity Law School, Noida 
3 Datar, Taxation and Capital Market Development. Economic and Political Weekly (2020) 
4 Ibid 
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Dividend Distribution Tax (DDT): Companies distributing dividends are required to 

pay DDT, which is a tax levied on the dividend distributed to shareholders. However, 

as of April 1, 2020, DDT has been abolished, and dividends are taxed in the hands of 

the shareholders as per their applicable tax slab rates. 

Corporate Tax: Stock exchanges themselves are subject to corporate tax on their 

profits at the prevailing corporate tax rate applicable in India. 

Securities Lending and Borrowing Tax: Income generated from securities lending and 

borrowing transactions may be subject to tax. The tax treatment depends on various 

factors, including the nature of the transaction and the parties involved. 

Goods and Services Tax (GST): GST may be applicable to certain services provided 

by stock exchanges, such as transaction charges, membership fees, and data services. 

The applicable rates and treatment depend on the nature of the service. 

Stamp Duty: Stamp duty is levied on various documents related to securities 

transactions, such as share transfers, purchase agreements, and debentures. The rates 

vary across states in India, and the duty is payable to the respective state governments. 

Foreign Investors Taxation: Foreign investors investing in Indian securities may be 

subject to withholding tax on interest, dividends, and capital gains, as per the 

provisions of the Income Tax Act and any relevant Double Taxation Avoidance 

Agreements (DTAA) between India and their home countries. 

It's essential to consult with tax professionals or financial advisors to understand the 

specific tax implications applicable to individual transactions or investments in the 

Indian stock exchanges, as tax laws and regulations are subject to change and may 

vary based on the circumstances. 

II. TAX ON INCOME FROM CAPITAL MARKET INDIA 

In India, the taxation of income from the capital market depends on various factors 

such as the type of investment, holding period, and the individual's tax status. Here's a 

general overview: 
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Tax on Equity Investments: 

Long-term capital gains (LTCG): As of my last update, long-term capital gains from 

the sale of listed equity shares or equity-oriented mutual funds held for more than one 

year are taxed at a rate of 10% if the gains exceed ₹1 lakh in a financial year 

(including cess and surcharge). However, this tax was introduced in the Union Budget 

of 2018 and has undergone revisions since then. It's essential to check the latest tax 

regulations for any changes. 

Short-term capital gains (STCG): Short-term capital gains from the sale of listed 

equity shares or equity-oriented mutual funds held for one year or less are taxed at a 

rate of 15% (including cess and surcharge).5 

Tax on Dividends: 

Dividends received from investments in equity shares or equity mutual funds are tax-

free in the hands of the recipient up to a certain threshold. However, the company or 

mutual fund distributing the dividend is liable to pay a dividend distribution tax 

(DDT). 

Tax on Debt Investments: 

Long-term capital gains: Long-term capital gains from the sale of debt mutual funds 

or bonds held for more than three years are taxed at a rate of 20% with indexation 

benefits. 

Short-term capital gains: Short-term capital gains from debt investments held for three 

years or less are added to the individual's income and taxed as per their applicable 

income tax slab. 

Tax on Derivatives: 

Gains from derivatives trading are treated as business income and taxed at the 

individual's applicable income tax slab rates. 

                                                             
5 Sudhir Kapadia, Capital gains tax, Business Standard (2022) 
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Tax Deductions and Exemptions: 

Investors may avail deductions under various sections of the Income Tax Act, such as 

Section 80C (for certain investments), Section 80D (health insurance premiums), and 

others, to reduce their taxable income. 

Tax Reporting: 

Investors are required to report their capital gains, dividends, and other income from 

capital market investments in their income tax returns and adhere to the prescribed tax 

filing procedures. 

It's crucial to consult a qualified tax advisor or chartered accountant for personalized 

advice on taxation related to capital market investments in India, as tax laws and 

regulations may change over time. Additionally, the tax treatment may vary for 

different categories of taxpayers, such as individuals, Hindu Undivided Families 

(HUFs), and corporate entities. 

III. TAX IMPLICATIONS OF INVESTING IN STOCKS 

Taxation of dividends in India 

Dividend Distribution Tax (DDT): Historically, companies were required to pay a 

dividend distribution tax before distributing dividends to shareholders. However, in 

the Union Budget 2020, the Finance Minister announced the removal of DDT, shifting 

the tax liability to the shareholders. 

Tax on Dividends for Individuals: Dividends received by individuals are now taxed as 

per their applicable income tax slab rates. This means that dividends are added to the 

individual's total income and taxed accordingly.6 

Tax on Dividends for Non-Individuals: For non-individual entities such as companies, 

firms, or trusts, dividends are taxed at a flat rate of 15% plus applicable surcharge and 

cess. 

                                                             
6 Shashi Kapoor, Development of Indian Tax System: Pre and Post-Colonial Influences, Sage Publications, 

2023 
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Dividend Income Exemption: Dividend income up to Rs. 10 lakhs is exempt from tax 

in the hands of the recipient individual or Hindu Undivided Family (HUF) under 

Section 10(34) of the Income Tax Act. However, this exemption is applicable only for 

dividends received from domestic companies. 

Advance Tax on Dividends: Individuals receiving significant dividend income might 

be liable to pay advance tax on such income. 

Tax Deducted at Source (TDS): Companies distributing dividends are required to 

deduct TDS at the rate of 10% on dividends exceeding Rs. 5,000 in a financial year. 

However, this TDS provision doesn't apply to dividends paid to mutual funds.7 

It's essential to note that tax laws and regulations are subject to change, and it's 

advisable to consult a tax expert or financial advisor for the most current information 

and advice tailored to your specific circumstances. 

Capital gain taxation in India 

In India, capital gains taxation applies to the profits earned from the sale of capital 

assets such as stocks, bonds, real estate, or other investments. Here's an overview of 

capital gains taxation in India as of my last update in January 2022: 

Classification of Capital Gains: Capital gains are classified as either short-term capital 

gains (STCG) or long-term capital gains (LTCG) based on the holding period of the 

asset: 

Short-Term Capital Gains (STCG): Gains from the sale of assets held for a period of 

up to 36 months (for most assets) are considered short-term. However, for listed 

equity shares and equity-oriented mutual funds, the holding period for short-term 

classification is up to 12 months. 

Long-Term Capital Gains (LTCG): Gains from the sale of assets held for more than 

the specified holding period are considered long-term. 

                                                             
7 Amitabh Khemka, A closer look at taxation of private equity and funds in India, International Tax Reveiw 

(2022) 

mailto:editorial@ijalr.in
https://www.ijalr.in/


VOLUME 4 | ISSUE 4 MAY 2024 ISSN: 2582-7340 

For general queries or to submit your research for publication, kindly email us at editorial@ijalr.in 

https://www.ijalr.in/ 

©2024 International Journal of Advanced Legal Research 

Tax Rates: 

Short-Term Capital Gains Tax: Short-term capital gains are taxed at the applicable 

income tax slab rates of the taxpayer. 

Long-Term Capital Gains Tax: 

For listed equity shares and equity-oriented mutual funds, LTCG exceeding Rs. 1 lakh 

in a financial year is taxed at a flat rate of 10% without the benefit of indexation. 

For other assets like real estate and debt mutual funds, LTCG is taxed at 20% with 

indexation benefit. 

Indexation Benefit: For long-term capital gains on assets other than listed equity 

shares and equity-oriented mutual funds, taxpayers can adjust the cost of acquisition 

for inflation using the Cost Inflation Index (CII) to reduce the taxable gains. This 

process is known as indexation. 

Exemptions and Deductions: 

Under Section 54 and Section 54F, individuals can claim exemptions on LTCG tax by 

reinvesting the proceeds in specified assets such as residential property. 

Similarly, under Section 54EC, capital gains invested in specified bonds (like NHAI 

or REC bonds) within six months of the asset sale are eligible for exemption from 

LTCG tax. 

There are other exemptions available under certain conditions, such as investments in 

startups or infrastructure bonds. 

Tax Deducted at Source (TDS): In some cases, buyers of certain assets are required to 

deduct TDS at specified rates before making payment to the seller to ensure 

compliance with tax regulations. 

Reporting and Compliance: Taxpayers are required to report capital gains in their 

income tax returns and comply with tax laws related to capital gains taxation. 
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It's important to note that tax laws and rates may change, so it's advisable to consult 

with a tax expert or financial advisor for the most current information and guidance 

tailored to your specific situation. 

Taxation issues related to the derivatives market in India  

Taxation issues related to the derivatives market in India encompass various aspects, 

including trading, income, and regulatory compliance. Here are some key tax 

considerations concerning derivatives trading in India: 

Securities Transaction Tax (STT): STT is applicable to derivatives trading in India. 

The rates vary based on the type of derivative contract traded, such as equity futures, 

equity options, commodity futures, and commodity options. STT is levied on the 

value of the taxable transaction and is collected by the stock exchanges. 

Capital Gains Tax: Profits or gains arising from derivative transactions are treated as 

capital gains or business income, depending on factors such as the frequency of 

trading and the intention behind the transactions. For individuals, capital gains tax 

rates are applicable based on whether the gains are short-term (held for less than 36 

months) or long-term (held for more than 36 months). For businesses, derivative 

trading profits are taxed as business income at the applicable slab rates. 

Income Tax on Speculative Business Income: Derivative trading profits for 

individuals classified as speculative business income are subject to income tax at the 

slab rates applicable to the individual taxpayer. 

Goods and Services Tax (GST): GST may be applicable to brokerage charges, 

transaction fees, and other services related to derivative trading. The rate of GST 

varies based on the nature of the service provided. 

Foreign Investors Taxation: Foreign investors participating in the Indian derivatives 

market may be subject to withholding tax on income generated from derivative 

transactions, such as interest, dividends, and capital gains. The tax treatment depends 
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on the provisions of the Income Tax Act and any applicable Double Taxation 

Avoidance Agreements (DTAA) between India and the investor's home country.8 

Corporate Tax: Derivatives trading entities, including brokerage firms and trading 

firms, are subject to corporate tax on their profits at the prevailing corporate tax rates 

applicable in India. 

Stamp Duty: Stamp duty may be applicable on derivative contracts executed in certain 

states in India. The rates and treatment of stamp duty vary across states. 

Regulatory Compliance: Participants in the derivatives market need to ensure 

compliance with various regulatory requirements, including tax reporting, 

documentation, and disclosure obligations imposed by regulatory authorities such as 

the Securities and Exchange Board of India (SEBI) and the Income Tax Department.9 

Given the complexity of taxation issues related to derivatives trading, individuals and 

businesses engaged in such activities should seek guidance from tax professionals or 

financial advisors to understand their specific tax obligations and optimize their tax 

planning strategies. 10 

Taxation issues related to mutual funds in India 

  Taxation issues related to mutual funds in India are essential for investors to 

understand. Here's a breakdown of key taxation considerations: 

Dividend Distribution Tax (DDT): Historically, mutual funds in India were subject to 

DDT when they distributed dividends to their unit-holders. However, as of April 1, 

2020, DDT has been abolished for dividends paid by mutual funds. Dividends 

received by investors are now taxed as per their applicable income tax slab rates. 

Capital Gains Tax: Capital gains arising from the sale of mutual fund units are taxed 

based on the holding period and the nature of the mutual fund scheme: 

                                                             
8Kulasekhar, Development of capital markets in India, EPRA International Journal (2023) 
9 Datar, Taxation and Capital Market Development. Economic and Political Weekly (2020) 
10 Kaushik Mukherji, “Critical Analysis of the Recently Notified Delisting Regulations” SEBI and 

Corporate Laws (2019) 
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Equity-oriented Funds: If units of equity-oriented mutual funds (funds with at least 

65% allocation to equities) are held for: 

Less than 12 months: Short-term capital gains are taxed at 15%. 

More than 12 months: Long-term capital gains up to ₹1 lakh are tax-exempt; gains 

exceeding ₹1 lakh are taxed at 10% without indexation benefits. 

Debt-oriented Funds: For debt-oriented mutual funds (funds with less than 65% 

allocation to equities), if units are held for: 

Less than 36 months: Short-term capital gains are taxed at the individual's applicable 

income tax slab rates. 

More than 36 months: Long-term capital gains are taxed at 20% with indexation 

benefits or 10% without indexation, whichever is lower. 

Tax on Systematic Investment Plans (SIPs): Each installment of a Systematic 

Investment Plan (SIP) in mutual funds is treated as a separate investment for tax 

purposes. Therefore, the holding period for calculating capital gains tax may vary for 

each SIP installment. 

Taxation of Dividend Reinvestment Plans (DRIPs): Dividends reinvested under 

Dividend Reinvestment Plans (DRIPs) are considered fresh investments and taxed 

accordingly. 

Tax-saving Equity-linked Savings Schemes (ELSS): ELSS mutual funds, which offer 

tax benefits under Section 80C of the Income Tax Act, have a lock-in period of three 

years. Gains realized on redemption after the lock-in period are subject to long-term 

capital gains tax. 

Taxation of Exchange Traded Funds (ETFs): ETFs are taxed similar to mutual funds. 

The tax treatment depends on whether the ETF is equity-oriented or debt-oriented, and 

the holding period of the units. 
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Tax Deducted at Source (TDS): Mutual funds may deduct TDS on capital gains 

distributions made to investors. Investors should ensure that they provide their PAN 

(Permanent Account Number) to avoid higher TDS deduction.11 

Investors should consult with tax professionals or financial advisors to understand the 

specific tax implications of their mutual fund investments based on their financial 

situation and investment objectives. 12 

Taxation issues for Foreign Institutional Investors (FIIs) in India 

Taxation issues for FIIs are crucial to understand as they directly impact foreign 

investment in the country's financial markets. Here's an overview of the key taxation 

considerations for FIIs in India: 

Securities Transaction Tax (STT): FIIs are subject to STT on transactions executed on 

Indian stock exchanges. STT rates vary depending on the type of transaction (e.g., 

equity delivery, equity futures, options) and are levied on both buy and sell sides. 

Capital Gains Tax: FIIs are subject to capital gains tax on profits arising from the sale 

of securities in India. The tax treatment depends on the nature of the investment and 

the holding period: 

Equity Investments: 

Short-term capital gains (holdings less than 12 months) are taxed at 15%. 

Long-term capital gains (holdings more than 12 months) are exempt from tax. 

Debt Investments: 

Short-term capital gains (holdings less than 36 months) are taxed at the applicable 

income tax slab rates. 

                                                             
11 CB Bave, Capital Markets in India (Sage Publications, 2016) 
12 Amitabh Khemka, A closer look at taxation of private equity and funds in India, International Tax 

Reveiw (2022) 
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Long-term capital gains (holdings more than 36 months) are taxed at 20% with 

indexation benefits or 10% without indexation, whichever is lower. 

Dividend Distribution Tax (DDT): Historically, dividends received by FIIs from 

Indian companies were subject to DDT. However, as of April 1, 2020, DDT has been 

abolished, and dividends are now taxed in the hands of the recipient FIIs as per their 

applicable tax rates in their home country. 

Tax Treaties: FIIs may benefit from Double Taxation Avoidance Agreements 

(DTAAs) between India and their home countries. These treaties help prevent double 

taxation on income earned in India and provide for lower withholding tax rates on 

dividends, interest, and royalties. 

Tax Residency Certificate (TRC): FIIs need to obtain a Tax Residency Certificate 

(TRC) from their home country's tax authorities to avail benefits under the DTAA. 

The TRC serves as proof of residency and helps in claiming treaty benefits.  

Tax Deducted at Source (TDS): FIIs may be subject to Tax Deducted at Source (TDS) 

on various payments such as interest, royalties, and fees for technical services. The 

rates of TDS may vary based on the provisions of the Income Tax Act and any 

applicable DTAA. 

Minimum Alternate Tax (MAT): FIIs were historically subject to MAT, but the 

applicability of MAT on FIIs has been a subject of debate and litigation. In 2015, the 

Indian government clarified that MAT would not be applicable to FIIs and foreign 

companies with no Permanent Establishment in India, providing relief to such entities.  

It's important for FIIs investing in India to stay informed about the evolving tax laws 

and regulations, consult with tax professionals, and consider the implications of 

taxation on their investment strategies and returns.  

GST law might intersect with capital markets in India 
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GST affects transaction costs in capital markets. Brokerage services, exchange fees, 

and other transaction-related charges may attract GST, thus impacting the overall cost 

structure for investors. 

Input Tax Credit (ITC): Businesses involved in capital markets may be able to claim 

input tax credit for GST paid on goods and services used in their operations. This can 

have implications for their overall tax liability and profitability. 

Investment Products: Certain investment products like mutual funds, insurance, and 

other financial services are subject to GST. The rate of GST applicable to these 

services can affect their attractiveness to investors. 

Compliance and Reporting: Companies operating in the capital markets need to 

comply with GST regulations, including registration, filing returns, and maintaining 

proper documentation. Non-compliance can lead to penalties and legal issues. 

Impact on Stock Prices: Changes in GST rates or policies can have indirect impacts on 

stock prices. Companies operating in sectors directly affected by GST changes may 

see alterations in their financial performance and market valuations. 

Market Sentiment: Changes in GST law or implementation can influence investor 

sentiment and market dynamics. Clarity and stability in GST regulations are often 

viewed positively by investors and can contribute to market confidence. 

Policy Changes: The government's fiscal policies, including GST rates and 

exemptions, can impact capital markets' overall health and performance. Investors and 

market participants closely monitor such policy changes for potential implications on 

their investments. 

It's essential for investors, businesses, and stakeholders in the capital markets to stay 

updated with GST laws and regulations as they evolve. Additionally, consulting with 

tax experts and financial advisors can help navigate the complexities of GST 

compliance and its impact on investments. For the most current and detailed 

information on GST laws in India and their implications for capital markets, it's 

mailto:editorial@ijalr.in
https://www.ijalr.in/


VOLUME 4 | ISSUE 4 MAY 2024 ISSN: 2582-7340 

For general queries or to submit your research for publication, kindly email us at editorial@ijalr.in 

https://www.ijalr.in/ 

©2024 International Journal of Advanced Legal Research 

recommended to refer to official government sources and consult with legal and 

financial professionals.13 

Impact of Securities Transaction Tax on Investors 

Now that we’ve covered STT meaning, let’s understand its impact on investors.  

The Securities Transaction Tax (STT) can have a significant impact on investors in 

India, as it is levied on the purchase and sale of securities such as stocks, mutual 

funds, and derivatives. Here are some of the potential effects of the STT on investors: 

1.    Increased transaction costs: The STT increases the cost of trading, which can 

reduce the returns for investors, especially for those who engage in frequent trading or 

short-term investments. This can make it difficult for investors to earn a profit and 

may impact their investment decisions. 

2.    Reduced liquidity: The STT can reduce liquidity in the market as some investors 

may choose to stay away from trading in securities that attract higher STT rates. This 

can impact the overall trading volumes and may impact the market efficiency. 

3.    Impact on investment strategy: The STT can impact the investment strategy of 

investors as they may choose to focus on securities that attract lower STT rates or 

shift their focus to long-term investments. This can impact the overall market 

dynamics and lead to an uneven distribution of investment capital. 

4.    Distortion in pricing: The STT can distort the pricing of securities, as investors 

may be willing to pay less for securities that attract higher STT rates. This can impact 

the overall valuation of securities and lead to market inefficiencies. 

Overall, the impact of the STT on investors depends on various factors, including the 

type of security being traded, the frequency of trading, and the investment strategy of 

the investor. While the STT generates revenue for the government, it is important to 

carefully consider its impact on investors and the overall securities market. 

                                                             
13 Paul et al. Challenges in Securities Markets Regulation: Investor Protection and Corporate Governance, 

SUERF Studies, 2015 
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CONCLUSION 

 In conclusion, taxation issues in capital markets vary significantly among India, the 

United States, and the European Union, reflecting the diverse regulatory environments 

and economic priorities of each region. 

In India, the Securities Transaction Tax (STT) and Capital Gains Tax are significant 

aspects of the taxation framework, impacting both equity and derivatives transactions. 

The abolition of the Dividend Distribution Tax (DDT) has shifted the burden of 

dividend taxation to shareholders. 

The United States offers preferential tax treatment for long-term capital gains and 

qualified dividends, incentivizing long-term investment. Additionally, corporate 

taxation and the Alternative Minimum Tax (AMT) play roles in the taxation of capital 

gains and other income. 

In the European Union, withholding tax on cross-border dividend payments and the 

variation in capital gains taxation among member states are notable. Efforts to 

harmonize certain tax policies, along with proposals for financial transaction taxes 

(FTT), contribute to the complexity of the EU's taxation landscape. 
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