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Income Tax Treatments in case of dealing in Shares and Securities 

Now-a-days people have lot of options to invest their hard earned funds and earn returns in the form of interests 
and dividends. Although the government introduced Long term capital Gain Tax @10% for the Capital Gains exceeding 
Rs.1,00,000 (which was earlier exempt from tax) in its Finance Bill,2018, investors/traders/stock brokers still invest in 
shares for various purposes. The traders or investors enter into different types of transactions on an exchange which 
includes Delivery based transactions, Intraday trading and trading in derivatives. 

 Delivery based transactions- When a person purchase a financial instrument like shares and hold them overnight 
it is called delivery based transactions. 

 Intraday trading- As the name suggests, Intraday means the purchase and sale of financial instruments within the 
same day; the gains/losses are squared off before the closing bell. 

 Derivatives- Financial instruments like futures and options are traded in derivative market. 

According to Income Tax Act, these transactions are separately assessed under different heads depending on the 
nature, quantity and purpose of entering into these transactions. For example, if a person intends to hold shares for 
investment purposes then it will be assessed under the head Capital Gains however if a trader deals in financial 
instruments it will be assessed under the head Business. 

Let us understand the tax treatments of the above mentioned transactions in detail- 

Intraday Trading (Non- delivery based)- 

It is treated as Speculative transaction as per section 43(5) of the Act since the main purpose of the trading in 
intraday is speculation. The Income from speculative transaction is taxable under the head “Income from business”. 

The loss from such trading is to be set off against the Profits from such trading business only and not against any 
other businesses. 

Also, the provisions of Section 44AB will be applicable. As per section 44AB, a person carrying on business 
whose turnover exceed 1 crore shall be liable to carry on Tax audit.  

The question here is how to calculate turnover? While calculating turnover, profit/loss booked through 
increased/decreased value is to be added/deducted. The contract is settled otherwise and squared up by paying out the 
difference which may be positive or negative. As such, in such transaction the difference amount is 'turnover'. 

Delivery based transactions - 

If the investor purchases shares (equity or preference) which are listed in a recognised stock exchange, units of 
equity oriented mutual funds, listed securities like debentures and Government securities, Units of UTI and Zero 
Coupon Bonds, and hold it up to 12 months then it will be regarded as Short term capital Asset and short term capital 
gains/ loss shall be assessed under the head Capital Gains. However if the investors holds the above instruments for 
more than 12 months then it will be regarded as long term capital asset and long term capital gains/ loss shall be assessed 
under the head Capital Gains. 

The classification of shares as trading or investment has become subject matter of dispute between the assessee 
and tax authorities. The tax authorities try to bolster their view by treating it as business and charge it to tax @ 30% 
apart from denying indexation, however assesses objects to  this view taken by tax authorities by claiming that income 
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has to be taxed as Capital Gains @ 15% in case of short term or 10% in case of long term capital assets. Thus, basic 
premise for classification of capital gains versus business income will be based on the concept of “significant trading 
activity”. If the portfolio is churned frequently then the income shall be classified as “Business income”. The ratio of 
purchases to sales is also a criterion. If the magnitude of purchases and sales is analogous then it is a pure sign of trader 
and therefore it will qualify as “Business Income”.   

Notes- 

1) The provisions of section 44AB read with section 44AD shall be applicable. 
2) The loss from such business shall be eligible to set off intra head with the other business income and inter head 

set off is also available except Salaries. If there is unabsorbed loss  
then it can be carried forward up to 8 assessment years. 
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Trading in derivatives (futures and options)- 

Such transactions are completed without the delivery of shares or securities. These are also squared up by 
payment of differences. The contract notes are issued for the full value of the asset purchased or sold but entries in the 
books of account are made only for the differences. The transactions may be squared up any time on or before the 
striking date. The buyer/holder of the option pays the premium. 

The turnover in such types of transactions is to be determined as follows:  

(i) The total of favourable and unfavourable differences shall be taken as turnover.  
(ii) Premium received on sale of options is also to be included in turnover.  
(iii) In respect of any reverse trades entered, the difference thereon should also form part of the turnover. 

Conclusion - 

In our view, classification of income under the various heads of Income has been subject matter of scrutiny and 
availability of proper documentation supported with the Intention would be key in deciding the head of income.   

 

Require any clarification?? 

To know more as to how you can plan and avoid litigation while investing or trading in Shares and securities  

Contact Us: 

- CA Margav Shukla [B.Com, CA, LLB, DIIT]    - Dhaval Mota [B.Com] 

Email address: margav.shukla@jsandco.in          Email Address: dhavalmota.jsc@batgach.com 

Mobile no. 9821 980 459                                            Mobile no. 9987 447 447  

 

 

 

 

 


