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ABSTRACT 
India is home to the world’s 3rd largest start-up ecosystem and has produced a plethora 
of successful start-ups in the past decade, including BOAT, PAYTM, and OLA. However, the 
resurgence of the Angel Tax may hinder current growth and prevent India from reaching 
its goal of becoming the largest start-up ecosystem in the world by 2030. This paper 
explores impact of Angel tax on Start up in Indian context. Angel tax, introduced aims to 
curb tax evasion and money laundering. However, its impact on Indian start-ups has been 
debated. This paper examines the effects of angel tax on start-up funding, growth, 
innovation, and job creation in the Indian economy over a period of 4 years. 
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1. INTRODUCTION 
A start-up is a budding business Endeavour seeking to establish itself in the market. Hence, it requires adequate capital 
and financial backing from third parties for leveraging. Banks usually don’t lend to start-ups, since they are considered 
as high-risk investments as per the risk defining criterion maintained by banks. So start-ups often turn to Angel Investors 
– the affluent individuals that are captivated by the novel idea and support start-ups by offering necessary capital in 
exchange for convertible debt or ownership equity. 
 
The term Angel Tax was first introduced in the Finance Act, 2012 and became applicable in April 2013. This tax was 
implemented with a specific purpose in mind to discourage the generation and utilization of unaccounted money through 
investments in closely held companies. 
Angel Tax, in essence, is a financial term that refers to the tax obligations imposed on funds raised by unlisted companies. 
This occurs through the issuance of shares in off-market transactions, particularly when the funds secured from an 
investor surpass the fair market value of the company. 
 
The excess realization of money is considered as “Income from Other Sources” and therefore, taxed accordingly 
underSection56(2)(viib) of the Income TaxAct,1961 (‘the Act’) and is chargeable at the tax rate applicable to the 
companies. 
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Objectives of the study: 
• To study the pattern of angel tax collection in India. 
• To analyze the trends and Progress of Angel tax on Indian start-ups. 
• To offer suggestions in the light of findings. 

 
2. REVIEW OF LITERATURE 

S
.
N
o 

Author Yea
r 

Topic Objectives Findings 

1 Karuppiah, S., 
Shanmugam
, 
K.R. 

 
2022 

Incidence of  
Corporate 
Income Tax:  
Estimates from 
Indian 
Manufacturing 
Firms. 

The purpose of this 
paper is to examine the 
incidence of corporate 
tax on capital and 
labour in Indian 
manufacturing sector. 

The study shows that, for the manufacturing 
sector in India for the period 2005-19, the 
corporate tax has a significant adverse 
impact on both wages paid to employees 
and profit after tax. 
.Capital owners bear 96.3% of the tax 
burden and labours bear only 3.7%. The 
adverse effect on wages is slightly higher in 
public firms than in private firms. 

2 Kishor,P. 2020 Analytical 
Study of Tax 
Revenue 
Collection in 
India. 

To examine total tax 
collectionfrom2013- 
14to2017-
18intermsofdirect tax 
and indirect tax and its 
subtypes. 

Corporation tax is the major contributor 
indirect tax revenue collection. General 
sales tax is the major contributor in indirect 
tax revenue collection. The contribution of 
indirect tax in 
GDP is more than that of direct tax. 

3. Jain,P. 2020 Reforms in 
Direct Tax 
Administrate on 
in India(1991- 
2016). 

To examine
 the reforms 
 at 
Administrative level. 

The result shows that the success of any tax 
policy depends to a large extent on efficient 
tax administration. Which would 
necessitate minimizing arrears of 
assessment and collection ,pendency of 
appeals, tax avoidance and tax evasion and 
improve taxpayers 
‘compliance. 

4. Alagappan, 
S.M. 

2019 Indian Tax 
Structure–An 
Analytical 
Perspective. 

To study the present tax 
structure in India and 
the recent reform 
undertaken. 

Income tax plays an important role as a 
source of revenue and an effective measure 
of removal of economic disparity. The state 
should formulate a comprehensive and 
cohesive tax system which can balance the 
different objectives in view of its own 
requirements and goals. 

5. Jaiswal, K.S. 2019 Taxation 
Challenges of 
the  
E-Commerce 
Transactions. 

To explores the current 
and possible future 
trends in E-commerce. 

There are clear points of difference between 
countries over the future direction of the 
international tax rules on Digital Economy. 
Some countries are not convinced of the 
need for change, others believe that change 
should be targeted at the notion of “user 
participation”, which is often observed as a 
key characteristic of many highly digitalized 
businesses. For other countries, any future 
change should not be limited to “digital 
firms”, but should Also apply to the 
economy as a whole. 

6. Sachin H.P. 2018 Performance of 
minimum 
alternative tax a 
study of selected 
companies in 
Karnataka. 

To analyses the role of 
MAT in increasing 
revenue  to
 the 
government exchequer 
and sector-wise analysis 
of the tax payment by the 
companies. 

In his study researcher concludes that, on 
the sector wise corporate tax calculation 
and tax payment under section115JB seems 
there is significant difference between the 
tax collections. 
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7. Mohammed A. 2018 A critical 
analysis of 
direct taxes in 
India. 

To analyze the 
performance of direct 
tax in India. 

Government has adopted several initiatives 
to increase the amount the direct tax 
revenue. These initiatives were effective up 
to a certain extent and leads to an increasing 
trend over the study period. So, attempt 
should be made to draft new legislation in 
simple and easy language and well 
understood by an 
Ordinary people. 

9. Jaiswal,K. 2017 An analysis 
of tax 
regimes of 
BRICS 
Countries with 
Special 
reference to 
income tax of 

The study focuses to 
understand and analyze 
the income tax regime of 
BRICS countries. To 
analyze the income 
tax revenue and thee-
taxation 

The researcher has found that in terms of 
income tax revenue, Brazil is the country 
with highest income tax revenue. In terms of 
income tax revenue, there is a significant 
difference in the income tax revenue of 
corporate and non-corporate assesses of 
BRICS countries. 

   corporate 
and non- 
corporate 
assessee 

awareness of the tax 
payer of BRICS countries. 

 

1
0 

Pande, P.D. 2017 Corporate tax 
structure in 
India and 
corporate 
behavior. 

To examine the 
corporate tax 
Structure in India. 

It is widely accepted that in a vast country 
like India decentralization of Industrial 
structure and employment creation for 
unemployed are major consideration of our 
development strategy. Study shows that 
these objectives may not be achieved with 
in the Existing corporate tax structure in 
India. 

1
1. 

Jaiswal,K. 2017 Progressive 
Evaluation of 
Direct Tax 
Revenue in 
India, 

To analyses the direct 
tax revenue in India and 
also suggest certain 
measures to increase the 
same. 

This paper examines the direct tax revenue 
collected in India. The researcher concluded 
that there has been increase in the tax 
revenue but still there are certain loopholes 
which 
Need to be improved. 

1
2 

Ghuge,N. 2015 Indian tax 
structure-an 
analytical 
perspectie 

To analyze the Indian tax 
structure. 

The tax is the major source of revenue for 
the government, the development of any 
country's economy largely depends on the 
tax structure it has adopted .A Taxation 
Structure which facilitates easy of doing 
business and having no chance for tax 
evasion. There is major dependence on 
indirect taxes for tax collection than the 
direct taxes. 

1
3. 

Samuel, R. 2015 Corporation tax 
in India a study 
of compliance 
cost compliance 
behavior and 
Tax evasion in 
Goa 

To study the trend and 
measure to Buoyancy 
Of corporate tax 
in India. 

The share of direct taxes in total tax revenue 
has been gradually increasing. Direct taxes 
as a % of GDP has been growing and 
showing a continuous upward trend. The 
results of our survey show that one of the 
main reasons is 
Attributed to frequent changes in the 
income tax laws of India 

1
4. 

Rajeswari K. 2014 The trend and 
pattern of 
Income taxation 
in India. 

To examine the income 
taxation of India. 

The origin and evolution of Income Tax, 
income tax structure expenditure incurred 
by the Indian government to collect taxes 
and direct tax GDP ratio. The Direct Tax 
Collection as a percentage of GDP is doubled 
as a result of improved tax administration 
and better tax compliance. 

1
5. 

Nagraj G.H. 2010 An Impact of 
Recent Income 
Tax Provisions 

To examine the tax 
system prevailing in 
developed and 

Researcher finds that there is little scope for 
including new areas for increasing tax 
revenue. Coordinated reforms should be 
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on Public 
Finance an 
Analytical Study. 

developing countries. undertaken at the central, state and local 
levels. Strengthen the tax department 
accountability through better articulation of 
departmental goals and more budgetary 
Flexibility and individual accountability. 

1
6. 

Smart. M. 2002 Reforming the 
Direct–Indirect 
Tax Mix. 

To study the 
changes regarding Direct 
and Indirect tax 
composition. 

This paper provides a new frame work for 
evaluating the welfare effects of commodity 
tax reforms. It is shown that tax reforms are 
welfare improving if and only if they satisfy 
the following intuitive property: on average, 
consumer prices fall for commodities with 
high marginal excess burdens. The rule is 
then applied to analyze a shift from 
differentiated commodity 
taxation to direct flat-rate taxation of labour 
income. 

1
7. 

Bharat,S. 2002 Management of 
corporate 
taxation and tax 
planning in 
India. 

The purpose of this  
study is to 
consolidate, summarize 
And to give an 
analytical view about the 
various provisions of 
Direct Tax Laws, their 
administration, 
implementation and 
their revenue raising 
capabilities. 

Researcher says that in the light of the 
critical study of various aspects of corporate 
taxation in India and in the background of 
various deficiencies observed it maybe said 
that pragmatic Tax Reforms including 
realistic tax brackets, simplification of tax 
laws and computerization of filing and 
collection procedures is utmost essential so 
as to eliminate rampant tax evasion, 
corruption and harassment of honest tax 
Payers. 

 
After analyzing the above reviews, researcher came to know that, most of the above research was based on the tax 
reform, Collection of tax revenue, Challenges and problem of E-taxation, Tax rates, Incidence of corporate income tax, 
Tax administration, Impact of Direct tax on economic growth of the country and Tax structure of BRICS countries. 
Further, the concept of angel tax and start-ups was ignored by the researcher in the above reviews. This prompts us to 
undertake the study on impact of Angel tax on Indian start-ups. 
 

3. METHODOLOGY 
In order to unearth, the importance of Angel tax on Start-up in Indian context. The present study has observed following 
steps. This study conducted was purely based on the secondary data provided by Central Board of Direct Taxes over a 
period of 4 (2017-21) financial years. Further, in order to draw meaningful results, researcher has employed simple 
statistical tools to analyze the impact of Angel tax, accordingly findings were evaluated and suggestions were drawn for 
the investors and companies. 
 
Year-wise Tax Collection with Tax slab 

Year Tax Collection(Core) Percentage Tax Slab 

2017-18 637.34 40.42 20.00 

2018-19 435.56 27.62 25.00 

 
Source: CBDT 
 
Policy Findings: 

1) There is drastic reduction in funding options for start-ups 
2) Even majority of the investors have lost interest 
3) Increased compliance tax burden 
4) Negative impact on growth and innovation on economy as well as start-up 
5) There is hamper reductions in job creation and economic growth 
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4. LIMITATIONS OF THE STUDY: 
1) The present study considered data for 4 financial years. Hence, the results and policy findings are subjective in 

nature. 
2) The study only considers simple statistical tools to dig the meaningful results. So results are not applicable for 

entire Universe. 
3) The study evaluated the impact of start up. But it can be extended to others part of economy also. Hence the 

results are applicable to only select sector of the economy. 
 

5. CONCLUSION 
India is the second largest start-up hub in world in terms of number of business promotion. While government aims to 
achieve the goals of “Make in India”, the start-up sector is facing challenges since the introduction of Angel Tax. However, 
despite the inclusion of non-residents under the ambit, the exemptions brought under Section 56(2)(viib) by the Finance 
Ministry this year aims to ease foreign institutional inflow into the start-ups thereby regulating start-up ecosystem in 
India and providing some relief to budding start-ups. The angel tax, despite being around since 2012, still has very little 
public knowledge, making it challenging to find qualified individuals with opinions on the tax. Therefore, for future 
studies, It would be recommend gathering opinions from investors in various industries, not just the ones mentioned 
above. Further, it would be beneficial to directly obtain the opinions of start-up founders rather than relying on 
accountants as intermediaries. 
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