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Indian Transfer Pricing Update:
CBDT Amends Safe Harbour Rules

vide Notification No. 21/2025, dated March 25, 2025
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Key Changes in Safe Harbour Rules as per the
CBDT Notification

Executive Summary

SBC TP Update on the CBDT Amendments to Safe Harbour Rules vide Notification No. 21/2025
dated March 25, 2025.

1. The definition of core auto components under Rule 10TA has been expanded to encompass lithium-ion batteries for
use in electric and hybrid electric vehicles.

The threshold limits under Rule 10TD for software development services, IT-enabled services (ITeS), Knowledge
Process Outsourcing (KPO), Contract R&D in software development, and Contract R&D in generic pharmaceutical
drugs have been increased from X200 crores to I300 crores.

The aforementioned amendments shall be applicable for the assessment years 2025-26 and 2026-27.

Summary of changes pre and post amendment

Before Amendment After Amendment

1. Definition of core auto components 1. Definition of core auto components

As per Rule 10TA, Clause (b) of the Income-tax Rules, As per Rule 10TA, Clause (b) of the Income-tax Rules,

1962 1962

() engine and engine parts, including piston and () engine and engine parts, including piston and
piston rings, engine valves and parts cooling piston rings, engine valves and parts cooling
systems and parts and power train components; systems and parts and power train components;

(i) transmission and steering parts, including gears, (i) transmission and steering parts, including gears,
wheels, steering systems, axles and clutches; wheels, steering systems, axles and clutches;

(iii) suspension and braking parts, including brake (iif) suspension and braking parts, including brake
and brake assemblies, brake linings, shock and brake assemblies, brake linings, shock

absorbers and leaf springs;

absorbers and leaf springs;

(iv) lithium-ion
vehicles.

Changes in Threshold Limits

Eligible International

Transaction

Before Amendment

batteries for electric/hybrid

After Amendment

Provision of software

development services

Provision of ITeS services

not less than 18 per cent, where the
value of international transaction
exceeds a sum of one hundred crore
rupees but does not exceed a sum of
two hundred crore rupees.

not less than 18 per cent, where the
value of international transaction
exceeds a sum of one hundred crore
rupees but does not exceed a sum of
three hundred crore rupees.

Provision of KPO services

The value of international transaction
does not exceed a sum of two
hundred crore rupees.

The value of international transaction
does not exceed a sum of three
hundred crore rupees.

Provision of Contract R& D
services wholly or partly relating
to software development

Provision of Contract R & D
services wholly or partly relating
to generic pharmaceutical drugs

The operating profit margin declared by
the eligible assessee from the eligible
international transaction in relation to
operating expense incurred is not less
than 24 per cent, where the value of the
international transaction does not
exceed a sum of two hundred crore
rupees.

The operating profit margin declared by
the eligible assessee from the eligible
international transaction in relation to
operating expense incurred is not less
than 24 per cent, where the value of the
international transaction does not
exceed a sum of three hundred crore
rupees.
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India's Transfer Pricing Safe Harbour Regime: An Overview

Overview of the Indian Safe Harbour Regime

* The Indian Safe Harbour Regime was established in response to escalating instances of transfer pricing audits and
disputes. Introduced under the Finance (No.2) Act of 2009, effective from April 1, 2009, this regime was introduced
vide Section 92CB of the Income Tax Act, 1961.

* Under section 92CB, the determination of an arm's length price, as defined by section 92C or Section 92CA, is
required to adhere to safe harbour rules. These rules provide predefined acceptable ranges of profits or prices,
enhancing certainty for transactions.

* To provide greater advantages to taxpayers, the Central Board of Direct Taxes (CBDT) broadened the scope of Safe
Harbour Rules through Rule 10TD of the Income-tax Rules. This expansion aims to streamline compliance
procedures, encourage timely approvals, and reduce complexities associated with transfer pricing.

* On March 25, 2025, CBDT issued a notification, extending the applicability of Safe Harbour Rules to the Assessment
Year 2025-26 & 2026-27, which pertains to the Financial Year 2024-25 & FY 2025-26.

* The Indian Safe Harbour Regime offers a structured and predictable framework that promotes compliance,
minimizes disputes, and fosters a more harmonious business environment, ultimately contributing to a more
efficient and effective transfer pricing ecosystem.

Eligible Assessee
A person who has validly opted for safe harbour rules under Rule 10TE of the Income Tax Rules, 1962.

Eligible Transactions

These eligible transactions qualify for safe harbour treatment under Rule 10TB, providing a simplified and predictable
transfer pricing framework.

% % %
N8 8

Development
Services; IT Enabled

Intra-Group Corporate

Loans Guarantees

Services or KPO
Services

Contract Research
and Development
Services (Software
Development);
(Pharmaceuticals)

Manufacture and
Export of Core or Low Value-Adding

Non-Core Auto Intra-Group Services
Components
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The Rational Choice: Selecting the Safe Harbour Option

Advantages of Choosing the Safe Harbour Approach

Enhanced
Certainty

Conflict
Mitigation

Streamlined
Approvals &
Assessment

Comparative
Compliance

Resource
Efficiency

Stakeholder
Confidence

Safeguarding
Reputational
Capital

Incentive for
Voluntary
Compliance

SSC
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By providing advance insight into the acceptable range of profits or prices that meet Safe Harbour
criteria, transactions gain a heightened level of certainty, offering stakeholders a clearer financial
landscape.

J

Safe Harbour serves as an effective dispute avoidance mechanism, significantly curbing the potential
for conflicts between taxpayers and revenue authorities. This fosters a more harmonious business
environment, particularly significant given the high incidence of Indian Transfer Pricing litigation.

~

Safe Harbour Rules offer a structured mechanism for application and approvals procedures, facilitating
a smoother and time-bound process. This stands in stark contrast to the prolonged timelines
associated with Domestic Litigation or Advance Pricing Agreements (APAs).

In contrast to the complexities involved in Advance Pricing Agreements (APAs) and the Domestic
Transfer Pricing Litigation Route, Safe Harbour Rules present a more favorable choice in terms of TP/ALP
rates/margins, timelines, and associated costs. This streamlined approach can alleviate compliance
burdens.

The adoption of Safe Harbour Rules translates into substantial savings in terms of time, costs, and
efforts, especially in potential litigation scenarios. This strategic choice can lead to optimized resource
allocation and more efficient business operations.

Safe Harbour instills confidence in taxpayers through its predictable framework, enhancing investor
confidence and fostering robust business growth.

Choosing the Safe Harbour route mitigates the risk of reputational damage that could arise from
contentious transfer pricing disputes. A clean record in compliance can enhance a company's standing
within its Group and among stakeholders.

The transparent and predictable nature of Safe Harbour can incentivize voluntary compliance, enabling
companies to proactively meet their transfer pricing obligations and contribute positively to the overall
tax ecosystem.
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Core Features of the Safe Harbour Rules in India

Safe Harbour Rules in India: Key Points for Taxpayers

For those seeking to opt for safe harbour rules for AY 2025-26 & 2026-27 and who have undertaken in eligible international
transactions, adherence to specific guidelines is imperative. Here's a concise breakdown of the crucial aspects:

Filing Requirement

Compliance
Commitment

Geographical
Limitations

Mutual Agreement
Procedure (MAP)

Adjustment
Constraints

Duration of Choice

Transaction Scope

Deemed Acceptance

Scope of definitions

Taxpayers opting for safe harbour need to file an income return and safe harbour
application (Form No 3CEFA) to the Assessing Officer, both before the stipulated
deadlinei.e., 30 November 2025 for AY 2025-26 and 30 November 2026 for AY 2026-27.

Even if opting for safe harbour, taxpayers must fulfill the prescribed transfer pricing
documentation and maintain/Form 3CEB filing compliances (Rule 10TD(5) of the Rules).

Safe harbour doesn't apply to transactions with Associated Enterprises/Related Parties
location in low or no tax countries.

If approved, the transfer price by the tax authorities for an eligible international transaction
bars the assessee from invoking the Mutual Agreement Procedure in a double taxation
avoidance agreement with a foreign entity.

When opting for safe harbour, comparability adjustments and prescribed variation/range
benefits (tolerance band) aren't accessible (Rule 10TD(4) of the Rules).

The option exercised remains in effect for a period of one year.

Safe harbour applies solely to specified transactions, while TP scrutiny exposure remains
open to other transactions not eligible under safe harbour.

If the Assessing Officer, Transfer Pricing Officer, or the Commissioner, as the case may be,
does not make a reference or pass an order within the specified time, then the option for
safe harbor exercised by the assessee shall be treated as valid.

The scope of Operating Revenue and Operating Expense to be used in the computation of
the Operating Margin has been clearly defined in the Safe Harbour Rules.
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Safe Harbour Rates

Eligible International Transaction

Threshold Limits
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Safe Harbour Rates as per
Rule 10TD

Provision of Software Development Up to INR 100 crores 17%
1 |Servicesand .Informatlon Technology INR 100 crores to INR 300 crores 18%
Enabled Services (ITeS)
Up to INR 300 crores and employee cost to total cost
Provision of Knowledge Process ratio Is:
2 Outsourcing Services (KPO) < 40% 18%
g > 40% but < 60% 21%
= 60% 24%
Provision of Contract Research and
Devel t i holl tl
3 eve. opmen ser.V|ces WhoTY °f party Up to INR 300 crores 24%
relating to Generic Pharmaceutical
Drugs
Provision of Specified Contract
R h Devel t i
4 esearch and Deve (?pmen Services Up to INR 300 crores 24%
wholly or partly relating to Software
Development
Reference rate of the relevant
forei
Credit Rating of AE oreign currency as on 39
September of relevant previous
year plus
a) aggregate sum of loan advanced to AEs as on March 31 of relevant previous year,
does not exceed INR 250 crores
Advancing of Intra-group Loans referred AAA, AT AR, AR, AT A, A' of 't‘?' equivalent 150 bps
. . BBB+, BBB, BBB- orits equivalent 300 bps
to in item (iv) of rule 10TC where the - -
5 . . . BB+, BB, BB-, B+, B, B-, C+, C, C-, D orits equivalent
amount of loan is denominated in ; ) . 400 bps
e T or where credit rating of AE not available.
g V- b) aggregate sum of loan advanced to AEs as on March 31 of relevant previous year,
exceeds INR 250 crores
AAA, AA+, AA, AA-, A+, A, A- or its equivalent 150 bps
BBB+, BBB, BBB-or its equivalent 300 bps
BB+, BB, BB-, B+, B, B- or its equivalent 450 bps
C+ C,C-,Dorit ivalent h ditrati f
or its equivalen .orw ere credit rating o 600bps
AE not available
One-year marginal cost of
Gt tatingof AE: funds le'ndlng rate of SBI ?S on
1st April of relevant previous
year plus
. AAAto A orits equivalent 175 bps
Advancing of Intra-group Loans where
vancing group Loans whe BBB-, BBB, BBB+ or Equivalent 325 bps
6 [the amount of loanis denominated in - -
indian R INR BB to B or its equivalent 475 bps
EI (R385 (M5 Cto D or its equivalent 625 bps
Credit rating of AE not available and the aggregate
sum of loan advanced to AEs as on March 31, of 425 bbs
relevant previous year, does not exceed INR 100 &
crores
* Amount guaranteed does not exceed 100 crores or
*E ds 100 ,and th ditrati f the AE,
7 |Provision of Corporate Guarantee xeeeds B ar'1 P crg Lrating o . i 1% of the amount guaranteed
done by an agency registered with the SEBI, is of the
adequate to highest safety
Manufact dE t of Core Aut
8 a o oore anc XDl OTeds B No threshold Operating cost-plus 12%
Components
Manufact dE t of Non-
9 ENEactlre anC e s g ' No threshold Operating cost plus 8.5%
Auto Components
The value of transactions
Receipt of Low Value-adding Intra-
10 i Dy o-addige intra Total value of IGS does not exceed INR 10 crores. | cannot include margin of more

Group Services (ﬁg)/(\

than 5%

I
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Safe Harbour Procedure

Evaluate if the taxpayer is an
eligible assessee undertaking
eligible transaction.

For assessing the eligibility,
reference may be made by AO to
TPO within 2 months from the
end of month in which AO
receives application.

If there is no reference, it will be
construed as deemed
acceptance.

If Taxpayer is aggrieved by the
order of AO/TPO, objections can
be filed with the Commissioner.

Taxpayer to submit the requisite
supporting documentation
during the proceedings.

Undertake functional, assets
and risk analysis for the eligible
inter-company transaction to
checkif it is within the scope of
safe harbour definitions.

TPO to verify the taxpayer’s
eligibility of exercising safe
harbour option by the TPO.

Taxpayer to submit the requisite
supporting documentation
sought by the TPO during the
proceedings.

After examining the validity of
the option exercised by the
taxpayer, Commissioner to pass
an order within 2 months from
the end of the month in which
the objections filed by the
assesseeare received.
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File an application for safe
harbour in Form No.3CEFA with
the AO before the due date of
filing of Tax Return.

After examining the validity of
the option exercised by taxpayer,
TPO to pass an order with
2months from the end of the
month in which reference from
AQ is received.
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How can SBC assist you?

Navigating the Safe Harbour Application process doesn't have to be overwhelming. We're here to provide
discreet and effective assistance every step of the way.

SBC support:

* We provide assistance in filing Form No. 3CEFA (Safe Harbour Application),

ensuring a smooth process.

* Our experts evaluate your eligibility for Safe Harbour Rules (SHR) by
undertaking functional analysis and review of inter-company transactions and
underlying agreements to guide your decision-making.

*  We conduct a comprehensive cost-benefit analysis to help you assess your
options effectively.

* If needed, we calculate year-end transfer pricing adjustments to align with
safe harbour rates.

* Our support extends to year-end compliance, including Form No. 3CEB and
transfer pricing documentation.

* We offer representation support before tax authorities (AO & TPO) for safe
harbour proceedings.

For TP assistance, reach us at + 91 9553111131 /+91 9491933365.

Indian Transfer Pricing Update: CBDT Amends Safe Harbour Rules




’ h

LOGAL CONNECT. GLOBAL QUTLOOK.

CA Mithilesh Reddy

CA Balaram Vuchidi CA Naveenkumar Kabraa
Founder & CEO Senior Partner - Senior Partner -
India & UAE

North India & UAE

CA Praneeth Narahari

CA Rajesh Vaishnav Anand Vemuganti CA Rishabh Agarwal
Partner - Global Partner - Corporate Partner - Transfer
Transfer Pricing Tax & TP

Partner - BEPS &
Pricing Technology International Taxation

Gowtham Krishna
Transfer Pricing &
International Taxation

CA Abid Mohammad

CA Harshith Reddy CA Sudheer Polana CA Nandhini Priya
Corporate Tax &

Direct Tax Litigation &
Transfer Pricing

Corporate Tax &
Transfer Pricing

Transfer Pricing &
Transfer Pricing

International Taxation
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SBC TAX Consulting LLC SBC LLP SBC LLC
202, 2nd floor, Al Nasr Plaza Suite 5, Level 3, 8 The Green
Commercial Building, Oud Metha Reliance Cyber Ville, Suite A in the City of Dover,
Metro Station Exit 1, Dubai, UAE Madhapur, Hitech City,
Hyderabad - 500081

Delaware - 19901

SBC refers to one or more of Steadfast Business Consulting LLP (LLPIN: AAL-1503), a Hyderabad based Limited Liability Partnership, and its network of member firms,
branches and affiliates. SBC provides tax, consulting, audit and financial advisory services to clients within and beyond borders spanning multiple industries. With local

connect and expertise put together with global outlook and capabilities, SBC believes in providing holistic solutions to clients tailored to meet business objectives and

address most complex challenges and at the same time be robust, scalable and sustainable from a tax, legal and regulatory standpoint.
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