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Introduction

The Income-tax Bill, 2025, introduced in the Lok Sabha on February 13, 2025, aims to replace the
Income-tax Act, 1961, with a focus on simplification and modernization. The Income Tax Bill 2025,
introduced by Finance Minister Nirmala Sitharaman, represents a landmark reform in India’s

taxation system.

It aims to replace the outdated Income Tax Act of 1961, streamline tax laws, and modernize the
framework to align with contemporary economic realities. The bill proposes to come into effect

from April 1, 2026, and is currently under review by a Select Committee of the Lok Sabha.

Below is an in-depth analysis of the bill’s highlights, its implications for taxpayers, and concerns

surrounding data privacy.

Key Highlights of the Income Tax Bill 2025

e The bill consolidates tax provisions into 536 sections across 23 chapters and 16 schedules,
significantly reducing complexity compared to the 1961 Act, which had 298 sections spread
over 823 pages.

¢ Redundant provisions have been removed, and explanations/provisos have been eliminated.

e The word count has been halved from 512,000 to 260,000 words. More than 57 tables have
been incorporated to simplify provisions related to TDS/TCS rates, deductions, and

exemptions.

e The definition of undisclosed income now includes virtual digital assets like crypto tokens and

digital codes.

e Tax authorities can now access online spaces like emails and trading accounts during

searches, even bypassing passwords.

o If a treaty term is undefined in law or notification, its meaning will come from other central

laws.
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e The dispute resolution panel must now explain its reasoning and highlight key issues while

guiding tax assessments.

Structural Reforms in the Income Tax Bill, 2025

Unified Tax Year: The bill introduces the concept of a “Tax Year,” replacing “Assessment Year”

and “Previous Year,” which reduces confusion for taxpayers.

Digital Integration: The bill emphasizes digital monitoring of taxes and includes provisions for
electronic data storage as part of “books of account”. It expands the definition of “undisclosed
income” to encompass virtual digital assets and grants tax authorities access to taxpayers’ virtual

digital spaces, such as email servers and online accounts, during investigations.

Virtual Digital Space: Under the existing law, tax authorities can search premises and access

physical or electronic records if a person fails to produce required documents when summoned.

The new Bill keeps these powers intact but expands them further. It allows officials to enter and
access “virtual digital spaces” during search and seizure operations- even bypassing passwords or

access codes, if needed.

The Bill defines this space broadly to include online environments created through computer
technology- like email servers, social media platforms, digital investment accounts, and web-based

asset records.

Dispute Resolution Panel: Currently, certain categories of taxpayers: such as non-residents,
foreign companies, or those involved in transfer pricing issues, can challenge draft assessment
orders before a Dispute Resolution Panel (DRP). This panel can guide the final outcome of such

assessments.

The proposed Bill continues this mechanism but introduces a new requirement: the panel must

clearly outline the issues considered and provide detailed reasoning for its directions.

Interpretation of Tax Treaties: The existing law empowers the central government to sign tax
agreements with other countries to avoid double taxation. It also states that if a term used in such
an agreement isn’t defined in the treaty or the Income Tax Act, the government may notify its

meaning.
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The Bill adds a fallback clause wherein if a term isn’t explained in the treaty, the Act, or by

notification, then its interpretation will be drawn from any other applicable central law.

Focus on Digitalization

One of the most transformative aspects of the Income Tax Bill 2025 is its emphasis on

digital integration:

The definition of books of account now includes digital data stored on cloud platforms or
electromagnetic devices (e.g., external hard drives). The Central Board of Direct Taxes (CBDT)
has been empowered to implement compliance measures without requiring frequent legislative

amendments.

While the bill’s focus on digitalization is commendable, it raises significant concerns regarding

data privacy:

Expanded Scope for Data Collection: The inclusion of digital data as part of “books of account”
means sensitive financial information stored electronically could be subject to government

scrutiny. This broad definition raises questions about how securely this data will be handled.

Risk of Cybersecurity Breaches: With increased reliance on digital monitoring systems, there is
a heightened risk of cyberattacks targeting taxpayer information. Ensuring robust encryption

protocols and cybersecurity measures will be critical.

Lack of Explicit Privacy Safeguards: The bill does not explicitly address safeguards for
taxpayer data collected through digital systems. In an era where data breaches are common, this

omission could compromise individual privacy.

Countries such as the European Union have implemented stringent regulations like GDPR to
protect personal data. India’s Income Tax Bill lacks comparable provisions for securing taxpayer

information against misuse or unauthorized access.

Relief for Small Businesses: The expanded presumptive taxation scheme reduces compliance

burdens for small businesses and professionals by eliminating the need for detailed bookkeeping.

Clarity in Digital Asset Taxation: Cryptocurrencies are now formally classified as taxable

capital assets, removing ambiguities that previously led to disputes4.
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Challenges Ahead
Despite its merits, the bill faces challenges:

1. Implementation Complexity: Transitioning from the Income Tax Act of 1961 to the new
framework will require significant administrative effort. Training tax officials and educating

taxpayers about new provisions will be critical.

2. Addressing Privacy Concerns: The government must introduce explicit safeguards for data
privacy to build trust among taxpayers using digital systems. While digital monitoring enhances
transparency, it must not come at the cost of individual privacy. Striking this balance will be

crucial.

Conclusion

The Income Tax Bill 2025 is a monumental step toward modernizing India’s tax system. By
simplifying provisions, increasing exemption limits, and emphasizing digital integration, it seeks
to create a more taxpayer-friendly framework. However, concerns surrounding data privacy

highlight the need for additional safeguards to protect sensitive financial information.
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