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Abstract
The Income Tax Act, 2025 marks a significant milestone in India’s fiscal and taxation framework by replacing the long-standing Income Tax Act, 1961. Designed to modernize and simplify the country’s direct tax system, the new legislation seeks to enhance transparency, reduce compliance burdens, promote digital governance, and align tax administration with the needs of a rapidly evolving economy. This study is based on secondary data collected from government reports, policy documents, tax portals, published literature, and related news sources. Adopting a descriptive and analytical approach, the paper examines the salient features of the new Act and evaluates its impact on individual taxpayers and business entities. The study highlights several important reforms, including the introduction of a single “Tax Year” concept, simplified legislative structure, digital-first and faceless compliance mechanisms, consolidation of tax provisions, expanded coverage of virtual digital assets, and improved dispute-resolution procedures. For individuals, the Act offers greater clarity, enhanced transparency, simplified filing procedures, and increased tax relief under the new tax regime. However, challenges, such as reduced exemptions, changes in salary taxation, digital literacy requirements, and transitional adjustments, remain significant concerns. For businesses, the legislation improves ease of doing business through streamlined compliance requirements, clearer tax provisions, and reduced litigation, while also presenting challenges related to technological adaptation and implementation costs. The findings suggest that although short-term adjustment issues may arise, the Income Tax Act, 2025 represents a progressive and forward-looking reform that can strengthen tax administration, improve compliance, encourage economic growth, and support India’s long-term development objectives.*Author for Correspondence
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INTRODUCTION
Being a crucial tool of fiscal policy, taxes have an impact on investment choices, income distribution and economic growth. India’s tax system underwent a dramatic change with the passage of the Income Tax Act, 2025 [1]. This Act is a comprehensive piece of legislation that controls how direct taxes are levied, administered, collected and recovered in India. The Income Tax Act of 1961 is replaced by the Act, which aims to simplify and update tax rules while lowering the burden of compliance. Easy, more automated and user friendlyuser-friendly compliance is expected to reduce the instances of non-compliance and tax avoidance techniques. The legislation, which covers every aspect of taxation in India, is more than 600 pages long and consists of 536 sections, 23 chapters, and 16 schedules. The new law which changed taxation in structural, procedural and conceptual ways, came into effect from April 1, 2026. By removing unnecessary clauses and enhancing clarity, it aims to alleviate the complexity of the prior system. The impact of these developments on two important stakeholders, namely individuals and businesses, is examined in this study [2].
REVIEW OF LITERATURE
Numerous studies have examined the development of income tax systems in relation to administrative effectiveness, compliance behavior, and economic growth.

India’s shift to a formal, digital economy has made tax reforms more important. Numerous studies demonstrate that tax reforms have a significant impact on taxpayer compliance. 

Allingham and Sandmo (1972) [1] assert that the estimated likelihood of detection and penalties play a major role in determining tax compliance. Tax evasion has decreased and openness has grown due to the contemporary changes including digitization and AI-based monitoring (Slemrod, 2019) [3]. Faceless evaluations and pre-filled returns have greatly increased compliance rates in the Indian context (CBDT, 2025) [2].

Bird and Zolt (2005) [4] claim that a simplified tax structure increases voluntary compliance by reducing ambiguity and compliance costs. The Income Tax Act, 2025, which includes streamlined procedures and more straightforward language, supports this notion (Government of India, 2026). Similarly, OECD reports from 2021 demonstrate that digital tax administration boosts efficiency and reduces administrative burdens for both taxpayers and authorities. 

The way that people save and invest is greatly influenced by tax legislation. The Life-Cycle Hypothesis (1954) of Modigliani and Brumberg [5] states that people should base their plans for savings and consumption on their expected lifetime income, which is affected by taxes. PPF, ELSS, and insurance plans are popular tax-saving choices in India because of their tax benefits (Rao, 2020) [6].

Investment decisions made by businesses are directly impacted by corporate tax revisions. De Mooij and Ederveen (2008) [7] found that lower business taxes attract foreign direct investment (FDI). Simplification efforts and reduced corporate tax rates have made India more competitive globally (Invest India, 2025) [8].

Tax compliance presents special difficulties for small and medium-sized businesses (SMEs). Compliance expenses are disproportionately greater for small enterprises, according to Coolidge (2012) [9]. Even though digitalization has increased transparency in India, MSMEs continue to have difficulty adjusting to new technology (Garg & Agarwal, 2021) [10]. 

Simplified tax systems promote informal enterprises to enter the legal sector, according to Schneider (2012) [11]. This shift has been aided by India’s reforms, such as the GST and the digitalization of income taxes (NITI Aayog, 2024) [12].

AI in Tax administration is a new concept. AI tools aid in fraud detection as well as enhanced enforcement efficiency (Brynjolfsson & McAfee, 2017) [13]. In India, AI based analytics are utilized to detect anomalies in tax filings (CBDT, 2025) [2]. 

Despite these advancements, challenges remain. Frequent policy changes result in uncertainty among taxpayers (Piketty, 2014) [14]. Furthermore, taxpayers living in remote areas with little education face a barrier on the digital divide (World Bank, 2022) [15].

The impact of tax reforms, however, has a significant relationship between qualitative changes and quantitative process theoretically. But for it to succeed, we need stability, awareness and inclusion.

Objectives of the Study
· To understand the salient features of the Income Tax Act, 2025.
· To identify its impact on individual taxpayers.
· To assess its implications for businesses.
· To evaluate the benefits and challenges of the new tax system.
RESEARCH METHODOLOGY
This study is a secondary data analysis based on government reports, tax portals, policy analyses and news articles [16]. The study adopts a descriptive and analytical method, analyzing the structural and functional changes made by the Act for its impact on stakeholders.

Salient Features
· Introduction of Tax Year: By substituting a single, cohesive notion known as the “Tax Year” for the previously utilized and frequently confusing words “Assessment Year” and “Previous Year,” the Act streamlines tax terminology. It is the twelve-month period of the fiscal year that starts on April 1st [17]. 
· Simplified Structure: The law has been streamlined with a logical arrangement, enhancing usability and interpretation by reducing the total number of sections from over 800 in the 1961 Act to 536.
· Combining Provisions: For greater clarity, some provisions have been combined. For instance, the Tax Deducted at Source (TDS) provisions, which were formerly divided into several parts, have been consolidated into a single section, Section 393 [18].
· Virtual Digital Assets: Cryptocurrencies and other digital assets fall within the expanded definition of virtual digital assets under the Income Tax Act of 2025. The purpose of this change is to make the taxation of these new asset types more transparent [19].
· Digital First Enforcement and Faceless Compliance: The entire procedure, from filing appeals to issuing notices, is made digital. The assessments are managed by the end-to-end digitalization via a central automated interface. Taxpayers can easily fulfill their duties electronically due to the adoption of digital compliance methods. This digital first and faceless compliance process ensures greater transparency, eliminates corruption and minimisesminimizes the need for human interaction [20].
· Dispute Resolution: With an emphasis on increasing system efficiency, the Income Tax Act, 2025 presents a more comprehensive and taxpayer-friendly structure for settling disputes. The new Act seeks to give businesses and people “tax certainty” by defining vague terminology that have resulted in decades of court challenges. As a result, there are fewer disagreements between authorities and taxpayers [21]. 
· Progressive Taxation System: People with greater salaries are subject to higher tax rates under the government’s ongoing progressive income tax scheme. This guarantees that the wealthier demographic groups make proportionately larger contributions to the national coffers [22].
· Relaxed Income Tax Slab Rates: The Act lowers the burden on middle-class taxpayers while guaranteeing that those with higher incomes make a fair contribution in an effort to make the tax system more egalitarian and progressive [23].
· Deductions with Mmaximum Limits: The Act contains provisions for deductions, however in some circumstances, these deductions have a maximum limit each fiscal year. While providing relief to qualified taxpayers, this aids in reducing excessive tax evasion [24].
· Enhanced Tax Relief: People who earn up to ₹12 lakhs in total are exempt from paying taxes under Section 87A rebate. The standard deduction for salaried personspeople has been raised to ₹75,000. Accordingly, under the default New Tax Regime, a salaried employee earning up to ₹12.75 lakh essentially pays ₹0 in taxes as showshown in (Table 1).

Table 1. Differences between Income Tax Act, 1961 and Income Tax Act, 2026.
	Aspect
	Income Tax Act, 1961
	Income Tax Act, 2025

	Effective Date
	April 1, 1962
	April 1, 2026.

	Structure
	Lengthy, complex and highly detailed
	Simplified, reorganized and concise.

	Concept of Year
	Uses Previous Year and Assessment Year
	Uses “‘single Tax Year”’.

	Default Tax Regime
	New Regime under section 115BAC
	New Regime under Ssection 202.

	TDS Provisions
	Spread across Ssections 192-–194T
	Consolidated under Ssection 393.

	Level of Complexity
	High – multiple cross references and outdated terms
	Reduced- simpler structures and clearer drafting.

	Litigation
	High
	Reduced.

	Virtual Digital Assets
	Limited technological inclusion
	Broder scope of Virtual Digital Asset, to include fintech assets to tax bracket and procedures.



IMPACT ON INDIVIDUALS
Positive Impacts
· Simplified Structure: In addition to making filing simpler and making it easier for non-professionals to comprehend tax responsibilities, the streamlined language and structure lessen reliance on tax experts [25].
· Clarity: The Act is clearer for non-professionals as well since charging sections, exclusions, deductions, and processes are more aligned. 
· Simple to Understand: The rational sectional organisationorganization of the 2025 Act avoids uncertainty brought on by the 1961 Act’s dispersed revisions. 
· Enhanced Transparency: More precise provisions improve taxpayer comprehension of the Act, which lowers mistakes. 
· Faceless Assessments: Reducing in-person contactscontact with tax officials will lessen the likelihood of harassment and prevent corruption. 
· Tax Benefits: In certain situations, bigger refunds and lower tax rates might result in more discretionary income. 
· Savings Practices: Investment in government and industry securities is encouraged by an increase in disposable income. 
· Simpler Dispute Resolution: By establishing a Dispute Resolution Committee, taxpayers who are embroiled in prolonged litigation may benefit from quicker tax dispute resolutions. 

Negative Impacts
· Cutback on Exemptions: Taxable income has increased as a result ofbecause of the removal or reduction of several exemptions and deductions. 
· Modifications to the Salary Structure: A number ofSeveral perks and allowances are now taxed, which has an impact on take-home pay. 
· Transitional Difficulties: New provisions necessitate knowledge and education for taxpayers. 
· Digital Literacy: Due to the digitisationdigitization of tax compliance and faceless assessment, taxpayers need to have a good understanding of digital literacy.
· Compliance Burden: Taxpayers are required to keep correct financial records and meet deadlines due to stricter fines and digital record-keeping obligations. 
· Tax Planning Adjustments: People and corporations may need to reconsider their tax-saving tactics due to changes in certain deductions and exemptions. 
· International Taxation: Businesses that conduct business internationally and non-residents may be subject to updated tax regulations. 

IMPACT ON BUSINESSES
Positive Impacts
· Simplicity of Doing Business: The business climate is enhanced by simplified laws and fewer legal complexitycomplexities. 
· Less Stress on Compliance: Compliance procedures are made simpler by the consolidation of provisions such as TDS. 
· Tax Provisions’ Clarity: Judicial interpretations are less necessary when definitions are clear. 
More precise rules regarding corporate revenue, losses, deductions, and depreciation 
· Promotion of Entrepreneurship: Startups and innovations are encouraged by simplified tax regulations and lower fines. 
· Saves Time and Increases Advisory Accuracy: Professionals may handle notifications, appeals, and lawsuits more quickly and accurately by using section-wise mapping. 
· Enhanced Credibility: Compliance transparency increases MSMEs’ reputation.

Negative Impacts
· Diminished Tax Benefits: Tax liability may rise if some exemptions are eliminated. 
· Adherence to Novel Systems: Companies need to adjust to new regulations and digital compliance frameworks, which necessitate technological know-how. 
· Expensive: Adoption may be expensive for small and medium-sized businesses. The load is increased by frequent upgrades. 
· Enhanced Transparency in Reporting: Increased administrative effort might result from closer examination of transactions.

CHALLENGES
For Individuals
· Terminology Shift: The dual “Previous Year” and “Assessment Year” system has been replaced with the “Tax Year” idea, which taxpayers must adjust to. 
· Privacy & Data Access: There are serious constitutional issues with the Right to Privacy since authorities now have express authority to access “virtual digital spaces,” such as social media, cloud storage, and email servers.
· VDA Reporting: The Act requires far more thorough reporting for cryptocurrency investors by extending the concept of Virtual Digital Assets (VDAs) to almost all assets that are secured by cryptography. 
· Requirement for Digital Expertise: Taxpayers, particularly those who reside in remote regions, need to familiarize themselves with the digital capabilities necessary for digital first and faceless compliance.

For Businesses
· System Overhauls: Businesses must promptly change payroll and ERP systems to reflect new section mappings (e.g., Section 392 instead of Section 192 for salary TDS). 
· Dual-Law Compliance: In order toTo handle previous assessments and new filings concurrently, companies have been required to maintain proficiency in both the 1961 and 2025 Acts for almost ten years. 
· Digital Reconciliation: Similar toLike GST, income tax is becoming a “reconciliation exercise” in which reported numbers must precisely match data from banks and other organizations.

FUTURE IMPLICATIONS
For Individuals
· Enhanced Tax Planning: People are urged to switch from chasing deductions to comprehensive financial planning under the default new regime, which has a ₹12 lakh nil-tax maximum. 
· Simplified Forms: The majority ofMost residents will utilize the more intelligent Form 168 (previously 26AS), which automatically monitors all PAN-linked trades and expenditures, and the consolidated Form 121 (merging 15G/15H). 
· Lower Upfront Tax: The immediate cash flow burden is lessened when TCS rates for foreign education, medical care and tour packages above ₹10 lakhs are reduced from 5% to 2%. 

For Businesses
· Startup Incentives: New businesses that incorporate after a certain date may be eligible for a five-year corporation tax rate reduction of 15%. 
· Less Litigation: To increase legal clarity and lessen protracted legal conflicts, “provisions” and “explanations” have been reorganisedreorganized into key parts. 
· Expanded HRA Benefits: Previously limited to four cities, Bengaluru, Hyderabad, Pune, and Ahmedabad are now included in the definition of “metro city” for the 50% HRA exemption reasoning. 

CONCLUSION
The Income Tax Act, 2025 is a progressive reform that aims to change India’s tax structure. It simplifies legislation, lessens litigation and improves transparency. Businesses gain from simplicity of compliance and clarity in regulations, but individuals may see fewer exclusions and changes in salary taxation. The Act is anticipated to boost India’s economic framework and increase the effectiveness of tax administration, notwithstanding early difficulties.
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