pwe

Tax Insights

from International Tax _

India Budget 2026: Impact on foreign
investors and multinationals

February 4, 2026

In brief
What happened?

India’s Finance Minister presented the Union Budget for 2026—27 (Budget 2026) on February 1, 2026.
The budget continues the government’s development agenda, with an emphasis on manufacturing, the
‘Make in India’ initiative, employment-led development, human capital investment, energy security,
export promotion, and innovation.

On the tax front, the Finance Minister announced a commitment that the new Indian income tax law will
take effect on April 1, 2026. The implementing tax rules and prescribed forms are to be notified shortly.

The tax proposals aim to attract global business and investment, strengthen the information technology
(IT) sector as India’s growth engine, and simplify and rationalize tax provisions coupled with measures to
reduce tax litigation and enhance certainty.

Why is it relevant?

Following Parliamentary consideration and enactment, the Budget 2026 proposals are expected to
become effective April 1, 2026, or on other dates for specific proposals.

Action to consider

Companies should assess the potential impact of these measures and incorporate them into their
strategic and operations planning in India.
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In detail

Corporate tax rates

There is no change to the headline income tax rates for foreign or domestic companies. The minimum
alternate tax (MAT) rate is reduced to 14% from 15%. MAT credit may be utilized only under the
concessional tax regime, subject to prescribed limitations.

Share buybacks

Share buybacks are proposed to be taxed as capital gains rather than dividends. The effective tax rate will
be 30% for non-corporate promoters and 22% for corporate promoters.

IFSC incentives

The tax holiday for International Financial Services Centre (IFSC) units is extended to 20 consecutive
years out of 25 years (previously 10 out of 15 years). A similar 20 consecutive-year holiday applies
(earlier, 10 years) for offshore banking units (OBUs). Following the holiday period, business income will
be taxed at a reduced rate of 15%.

Rationalization of deemed dividend provisions for GTCs

The deemed dividend exemption for Global Treasury Centres (GTCs) is proposed to be rationalized
where both the parent and transacting entities are located outside India, subject to notification.

Tax holiday for foreign companies earning income in India from
procuring data center services

Income earned by a foreign company in India by procuring government approved ‘data center services’ in
India is proposed to be tax-exempt through 2047. Services to Indian customers must be provided
through an Indian reseller. In addition, a safe harbor of 15% on cost is proposed for related Indian-
resident data center service providers.

Tax holiday for electronic goods manufacturers

To promote manufacturing in India, a five-year income tax exemption (through tax year 2030-31) is
proposed for foreign companies supplying capital goods, equipment, or tools to toll manufacturers of
electronic goods in bonded customs zones in India, subject to conditions.

Safe harbor regime for IT services

A unified ‘Information Technology Services’ category is proposed, covering software development, IT-
enabled services, knowledge process outsourcing, and contract R&D, with a common safe harbor margin
of 15.5%.

The turnover threshold for IT services to qualify for the safe harbor is proposed to be increased to INR 20
Bn (~USD 220 Mn) from INR 3.2 Billion (~USD 33 Mn), substantially expanding the coverage of mid
and large IT service providers and Global Capability Centres, with an automated rule-based approval.
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The safe harbor is available for a continuous five-year period (at the company’s discretion). Further
guidance is awaited.

Increasing certainty for APAs

1. Filing of returns/ modified returns by associated enterprises (AEs) — The ability to file a return/
modified return, currently provided to taxpayers who have entered into Advance Pricing
Agreements (APAs), is being extended to AE(s) of those taxpayers, provided their income is
impacted by the APA for the financial years it covers. That return/ modified return must be
furnished within three months from the end of the month in which the APA is executed.

2. Fast-tracking of Unilateral APAs — Unilateral APAs for IT services will be fast-tracked with a

target conclusion period of two years, extendable by up to six months at the taxpayer’s request.
Detailed rules are expected.

Reduced pre-payment for disputed taxes

The pre-payment requirement for disputed taxes before the first appellate authority is proposed to be
reduced from 20% to 10%. Updated instruction/ circulars are expected.

Revised due date for filing revised ROI

The due date for filing the revised return of income (ROI) is extended from nine months to 12 months
from the end of relevant tax year, subject to a prescribed fee.

Penalty and prosecution immunity

Immunity is available for misreporting of income upon payment of additional tax, equal to 100% (or
120% for an unexplained credit, expenditure, etc.), provided that no prosecution has commenced.

Scope of updated ROI expanded

Taxpayers may now file an updated ROI to reduce previously claimed losses. Updated returns are
permitted to be filed even after the issuance of re-audit notice, subject to an additional 10% levy. No
under-reporting or misreporting penalties will apply to income disclosed in those updated returns.

Tax exemption for expats’ foreign-sourced income
Foreign-sourced income of eligible non-resident individuals is proposed to be exempt for five consecutive

years for first-time visitors rendering services under a notified government scheme. Detailed rules are
awaited.

Customs duty exemption for aircraft and parts manufacturing

Exemption from basic customs duty is proposed for raw materials used in manufacturing of aircraft and
aircraft parts, subject to specified rules.
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Intermediary services granted GST ‘export status’

‘Export status’ is proposed for intermediary (sales and marketing agents, etc.) services and zero GST
proposed for those services rendered to overseas customers.

See also

Webcast Replay of our Budget 2026 analysis.

PwC analysis of the Budget 2026 — Capturing India’s Next Growth Leap

Let’s talk

For a deeper discussion of how India’s new Budget might affect your business, please contact:

International Tax Services - India

Sriram (Sri) Ramaswamy, India
+1 646-901-1289
sriram.ramaswamy@pwandaffiliates.com
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