Affluence Advisory Pvt. Ltd.
The 2026 Direct Tax Transformation: A Strategic Roadmap
for India’s New Fiscal Era

The transition to the Income Tax Act, 2025, represents the most significant shift in India’s fiscal
governance since independence. By repealing the fragmented 1961 Act, the government has
introduced a streamlined, "Trust-Based" framework designed for the digital age. This overhaul is
not merely a change in nomenclature; it is a strategic alignment of Personal Finance, NBFC
regulations, FEMA mandates, Capital Markets, and RBI monetary policy.

1. Personal Finance: The Sunset of ""Assessment Years"'

The most visible structural change is the elimination of the distinction between "Previous Year"
and "Assessment Year." The Income Tax Act, 2025, introduces a singular " Tax Year," aligning
India with global reporting standards and reducing cognitive friction for taxpayers.

The New Equilibrium of Slabs

The New Tax Regime (Section 202) is now the unequivocal default. For the middle class, the
effective tax-free threshold has reached an unprecedented level through the combination of
standard deductions and enhanced rebates.

Income Range (%) Tax Rate Strategic Impact

0-4,00,0000. Nil Zero liability for lower-income groups
4,00,001- 8,00,000

Lowest bracket for emerging

5% .
professionals

Effective zero tax with Section 87A

8,00,001- 12,00,000 10%
rebate

High-growth bracket for salaried

12,00,001- 16,00,000 15% .
professionals

16,00,001- 24,00,000 20% - 25% Progressive transition to top rates

Above 24,00,000 30% Top marginal rate for HNI/UHNI

Quantitative Case Study: The 15 Lakh Benchmark

A salaried professional with a gross income of ¥15,00,000 now benefits from a Standard
Deduction of ¥75,000.

e Taxable Base: %14,25,000
e Tiered Calculation:
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o First R12L: 260,000 (Cumulative tax across 5% and 10% slabs)

o Next2.25L:%33,750 (15% rate)
Total Tax: %93,750 (excluding cess).
Reasoning: Under the 2025 Act, the priority has shifted from forced savings (deductions)
to direct liquidity, providing individuals with more autonomy over their investment
choices.

2. NBFCs and Institutional Lending: The TDS Mandate

The 2026 landscape tightens the monitoring of credit flows through Non-Banking Financial
Companies (NBFCs). While banks enjoy certain exemptions, NBFCs are now strictly
integrated into the Section 194A framework.

Compliance for Borrowers

Effective April 2026, corporate and audited individual borrowers must deduct 10% TDS on
interest payments to NBFCs exceeding ¥10,000.

The Compliance Trap: Failure to deduct this TDS results in a 30% disallowance of the
interest expense under Section 40(a)(ia), effectively increasing the borrower's tax burden
significantly more than the penalty itself.

3. Capital Markets: Tax Neutrality and Curbing Arbitrage

The 2026 Act seeks to eliminate the tax advantage previously held by corporate buybacks over
dividends, ensuring that capital returned to shareholders is taxed consistently.

The Buyback Reset

Historically, companies paid a flat distribution tax on buybacks. From April 2026, buybacks
are treated as Capital Gains in the hands of the shareholder.

e Promoter Deterrent: To prevent tax-dodging, an additional "*Promoter Buyback Tax"
has been instituted (22% for Corporations; 30% for others).

e Derivative Volatility Control: The Securities Transaction Tax (STT) on Options
Premium has been hiked to 0.15%, and on Futures to 0.05%, signalling the RBI and
SEBI’s intent to cool retail speculation in the F&O  segment.
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4. FEMA & Global Mobility: The Oct 2026 **Single Regime™

The RBI has notified the FEMA (Export and Import of Goods and Services) Regulations,
2026, which will become fully operational on October 1, 2026.

Key Procedural Reforms:

1. Unified Framework: Integrates goods, services, and software into a single reporting
regime.
Expanded Timelines: Export realisation for payments settled in INR is extended to 18
months, providing a cushion for global trade volatility.
LRS Rationalisation: TCS on remittances for education and medical treatment > Z10 lakh
is capped at a manageable 2%, while other LRS categories remain at 20%o to safeguard
forex reserves.

5. RBI Policy & the ""1600" Mandate

Complementing the tax overhaul, the RBI has mandated a new communication standard to

combat financial fraud. By March 2026, all RBI-regulated entities must use the 1600’ calling
series. Any financial service call from a standard 10-digit mobile number is now legally
deemed suspicious, providing a clear regulatory line for consumer protection.

6. The Digital Rupee (CBDC): Integration into Tax Reporting

A watershed moment in the Income Tax Act, 2025, is the formal recognition of the Central
Bank Digital Currency (CBDC) or "eX" as a primary payment and reporting unit.

e Tax Classification: Under the Income Tax (First Amendment) Rules, 2026, accounts
holding the Digital Rupee are now classified as "Reportable Financial Accounts."
The "Transparent Ledger™” Effect: Unlike traditional cash, CBDC transactions are
recorded on the RBI’s sovereign ledger. For businesses, this means that Central Bank
Digital Currency (CBDC) payments are automatically "pre-validated" for business expense
deductions, significantly reducing the burden of proof during audits.
VDA vs. CBDC: The Act draws a sharp line: while Private Cryptocurrencies (VDAS)
remain taxed at a flat 30% with a 1% TDS, the Digital Rupee is treated as legal tender,
exempt from the VDA tax regime but subject to standard income slabs.

7. Succession Planning: Navigating the New Section 92 (Gift Tax)
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The 2025 Act has overhauled the taxation of gifts and inheritances under Section 92, replacing
the legacy Section 56(2)(x).

e The 350,000 Aggregate Threshold: The law now monitors the aggregate value of gifts
from all non-relatives in a tax year. If the total exceeds 50,000, the entire amount becomes
taxable as "Income from Other Sources."

The ""Relative™ Safety Net: In a major relief for succession planning, gifts from defined
"relatives™ (including siblings of parents and lineal ascendants/descendants of spouses)
remain fully exempt regardless of the amount.
Case Study: Immovable Property Gift
o Scenario: A friend gifts a flat with a Stamp Duty Value (SDV) of 350 Lakh for a
nominal price of 340 Lakh.
Calculation: Under the new rules, if the difference between SDV and consideration
exceeds ¥50,000, the entire difference (X10 Lakh in this case) is taxed as income
for the recipient.

8. Green Finance & ESG: Tax Incentives for the Net-Zero Goal

Aligned with the NITI Aayoqg "Viksit Bharat" 2026 Scenarios, the 2026 fiscal policy introduces
"Green Incentives."

Clean Energy Manufacturing: Import duty exemptions have been granted for capital
goods used in solar, wind, and battery manufacturing to lower the cost of capital.

The ESG Disclosure Link: Large NBFCs and listed companies are now eligible for a 2%
concessional tax rate on profits derived from "Green Bonds" or projects certified under
the New Infrastructure Risk Guarantee Fund, provided they meet RBI's ESG reporting
standards.

9. The Startup Ecosystem: Post-Angel Tax Era

Perhaps the most impactful segment for 2026 is the complete abolition of the ""Angel Tax"
(Section 56(2)(viib)).

e Unrestricted Valuation: Startups can now raise equity at valuations significantly above
their "Fair Market Value" without triggering a tax liability for the company.
Extended Tax Holiday: The eligibility window for the_Section 80-1AC tax holiday has
been extended to startups incorporated up to March 31, 2030.
ESOP Liquidity: The 2026 framework allows employees to defer tax on ESOPs until 48
months from the end of the relevant tax year or until they leave the company, whichever
is earlier, solving the "dry tax" problem for talent in the startup ecosystem.

CS Ritesh Jain | Affluence Advisory Pvt. Ltd. | Website - www.affluence.net.in |Email - contact@affluence.net.in



http://www.affluence.net.in/
mailto:contact@affluence.net.in
https://niti.gov.in/sites/default/files/2026-02/Scenarios-Towards-Viksit-Bharat-and-Net-Zero-Financing-Needs-Vol9_0.pdf
https://niti.gov.in/sites/default/files/2026-02/Scenarios-Towards-Viksit-Bharat-and-Net-Zero-Financing-Needs-Vol9_0.pdf
https://apkireturn.com/startup-tax-benefits-in-2025/

Affluence Advisory Pvt. Ltd.
The 2026 Direct Tax Transformation: A Strategic Roadmap
for India’s New Fiscal Era

10. Operational Excellence: The ""Unified Tax Year™ & HRA Expansion

The Act replaces the confusing "Assessment Year" vs. "Previous Year" terminology with a
single "Tax Year." * The Metro Pivot: In a nod to shifting urban demographics, cities like
Bengaluru, Hyderabad, Pune, and Ahmedabad have been officially _elevated to "Metro"
status for HRA calculations.

e Calculation Shift: Employees in these cities can now claim 50% of their basic salary for
HRA exemption (up from 40%), effectively increasing the take-home pay for millions of
tech professionals.

Conclusion: 5 Strategic Imperatives for 2026

1. Rebuild Payroll Structures: Use the new ¥12,75,000 zero-tax limit and 50% Metro HRA

rules to increase employee take-home pay immediately.

. Automate TDS Compliance: Update your accounting software to deduct 10% TDS on
all NBFC interest payments over 10,000 to prevent 30% expense disallowance.

. Audit Foreign Assets: File your disclosures under the FAST-DS window now to protect
your global holdings from future litigation.

. Shift to Digital Rupee: Pay business expenses using eX to get instant, pre-verified tax
deductions and reduce audit friction.

. Capture Green Incentives: Direct your investments into certified sustainable projects to
unlock the 2% concessional tax rate on profits

Disclaimer: This article provides general information existing at the time of preparation and we
take no responsibility to update it with the subsequent changes in the law. The article is intended
as a news update and Affluence Advisory neither assumes nor accepts any responsibility for any
loss arising to any person acting or refraining from acting as a result of any material contained
in this article. It is recommended that professional advice be taken based on specific facts and
circumstances. This article does not substitute the need to refer to the original pronouncement.
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