Simplifying ALP, Expanding Safe
Harbour Norms to Curb Disputes

Block transfer pricing audit will address these challenges

TeamET

The budget’'s proposals to simplify the
process of determining arm’s length
pricing in related-party transactions
and expanding safe harbour rules can
provide much-needed certainty and re-
duce disputes in transfer pricing, tax ex-
perts said.

Transfer pricing disputes and com-
plexity of multiple proceedings in India
have been a major bugbear for multina-
tionalcompaniesinIndiaforalongtime.

The budget aims to address these chal-
lenges by introducing a block transfer
pricing audit or assessment option for a
three-year period, subject to tax author-
ity validation. It also proposes expand-
ing safe harbour rules.

“The new mechanism allows taxpayers
to apply the outcome of a transfer pric-
ing assessment for one financial year to
the next two,” said Amit Agarwal, part-
ner — transfer pricing at Nangia Ander-
sen India. “If a taxpayer chooses this op-
tion, the arm’s length price (ALP) deter-
mined for one year can extend to the fol-
lowing two years. Simply put, the ALP
foratransaction inone vear willapply to
similar transactions in the next two
vears,” he explained.

While Advance Pricing Agreements
(APAs) have been working well in India,
they are often time consuming, creating
problems for both taxpayvers and tax au-
thorities. A few irritants stand out, but
the government has been trying to iron

them out, experts said.

“The efficacy of the existing safe har-
bour rules has been questioned because
of the revenue thresholds and high mar-
ginsthat limittheirapplicationtothere-
al world. The new proposals will defi-
nitely lend certainty,” said Gouri Puri,
partner at Shardul Amarchand Mangal-
dasand Co.

Safe harbour rules provide taxpayers
with predefined transfer price margins

for certain related-par-

— ty transactions to re-
Transfer duce tax disputes. The
pricing budget proposes to ex-
disputesand pand these rules to a
complexityof Jarger set of taxpavers
multiple and simplify its regime
proceedings for transfer pricing
inindiahave compliances. The de-
beenamajor tails of the revised
bugbear for scope and revised safe
multinational harbour margins will be
companies prescribed through sep-

arate rules or circular.

“These measures surely will provide
clarity on tax costs and help avoid time-
consuminglitigation,” said Sandeep Pu-
ri, partner at Price Waterhouse & Co
LLPE Experts said the move will reduce
the compliance burden on the taxpaver
and the administrative load on transfer
pricing officers (TPOs).

“However, it remains to be seen wheth-
er the freed-up resources and energy of
the TPOs will lead to amore detailed and
focused scrutiny,” said Karishma Pha-
tarphekar, partner at Deloitte India.



Regulation, but with a

light touch

Proposed reforms cover taxation, power sector, urban development, mining, financial sector

MNEWDELH

imance mindster Ninmalka Sithar-
aman on Saturday announced
the NDA govermment'splan 1o
undertake  transformative
reforms o spur economic
growth aned aid the country's
efforts o become a developed
eoonomy, Reforms cover taxation, power
sector, urban development, mining,
financial sector and regulations,

Taxation is a key element of the
reforms, A Bill to replace the more than
sixvdecade old Income Tax Actwith a new
statute having halfthe words and chap-
ters will e tabled in Parliament shortly,

The minister announced simplifying
taxes collected and deducted ot source
(TCS and TDS). Accordingly, on three
transactions, relicl s given on the rate of
tax, while the threshold for thislevy has
been raised in 13 cases including divi-
dend payments and on rent payments,

Thresshodd for taxdeduction on interest
willl be raisad to U Lakeh frowm U50,000 for
sentbor citbeens and the TDS threshold on
pent will be paised to 16 Lakh from 2.4
Jaekchy. Thids wworaded mochuce trsactions lal e
10 TS, benefivting sall G payers revedy-
gz symall payments, the ministersaid

The regulatory reformsseck tooffera
light-touch, trust-based regulatory
framework. Transfer pricing or the valu-
ation of intra-group trnsactions ol mul-
tinational companies ks another area of
dhe-regulation. Sitharaman announced
steps to reduce litigation and provide
certainty in international taxation by
expanding the scope of safe harbour
rules widerwhich the declared value of
transaction isaccepted subject to riders.

“This budget aims to initiate trans-
Tormative relonms across six domains”
the minister sab, adiding that these will
augment the economy’s growth poten-
tial and global competitiveness, The
domains are taxation, power sector,
wrban development. mining, financial
sector and regulatory reforms,” the min-
ister sabd, The lght wuch regulatory
framsework is anessentlal reform aligned
wiith India’s goal tobea developed coon-
omy, sald Sanjay Nayar, President of
Industry body Assocham,

Mint hadd reported on 25 January that
he Union Budget for 202526 will
present a bluepring of reforms planned
during Narendra Modi administration’s
thiedd term to boost investments and cre-
ate jobs. Sitharaman described reforms
as Uhe ] For the growth enggines ol agri-
cultwre, mibcro, ssnall and moediumeenger-
jrises, investments and exports.

The ministerexplained that the union
szt For FY 26 continues NDA govern-

REY
ANNOUNCEMENTS

PTCS & TDS SIMPLIFIED
TDS on interest to be raised to
¥1lakh from 250,000 for
Senior citizens

'-!_UEJ'-'\. JRATE MERGERS
Procedure for corporate
mergers will also be
simplified, fast-tracked

PELECTRICITY REFORMS
Atomic Energy Act and the
Civil Liability for Nuclear
Damage Act will be amended

ment's efforts to accelerate growth,
sevure inclusive development, invigorate
privatesector investment, uplift house-
hold sentiment and enhance spending
prower of India’s rising mididle class,

“Toggether, we ek on a joumey to
unlock our nation's tremendous poten-
tal for greater prosperity and global posi-
tioning," the minister said

The governument will form a high-level
commities 1o review all non-financial
sector regulations, and come up with a
oot inode viar, e minister sakd. Also,
the government will decriminalise 100
e proy isions i various ks through
e Jam Vishowas Bill 2.0, Lo s first ftera-
tion in 2023, the Jan Vishwas Bill had
dhevriminalised s imany o 1S3 provisions.

The government will launch a
revanmped Kiow Your Customer (KYCO
mechiandse in 2025, which will be peri-
odlically updated. Procedure for corper-
ke mmergers will also be simplified. the
minister said, adding that the scope for
Last-track mergers will | e widened.

Streambining regadatony approvals will
ensure companies, particularly mid-
sl enterpises and startugs, Lo cxecute
mergers more clliciently, reducing com-
pliance bisrdens and transaction tme-
Linwes, sabed Amit Agarwal, Partner, Nangia
& Co LLP. atax sdvisory firm.

Sithararman sakl the govermment will
incentivise electricity  distribution
reforms and increase intra-state trans-
mission capacity by states. States will e
allowed extra borrowing ol 0.5% of their
Bross state domestic |Il‘llll!1.ll.1 based on
proggress i inyplementing these reforms.
The myinister said the Atomic Energy Act
andd the Civil Liability for Nuclear Dam
age Act will be amended to incentivise
private sector participation in a new
Nuclear Energy Mission, aimed at pro-
ducing 100 GW of nuchear energy by
2007 mission with an allocation of
20,000 crorne.

Foran extesuled version of this story, go
folivemint.com




v [ 4 "The Finance bill 2025 has introduced the concept of block TP assessments, whereby a taxpayer

'J;' - L., shall have an option to apply the outcome of a transfer pricing assessment for a financial year to

successive two financial years. Where the taxpayer exercises such an option the principles of ALP

determination for a financial years can be applied to two successive financial years. In effect, the
ALP determined in addition to such transaction for a year can be valid for similar transactions for the next 2 years.

The amendment aims to reduce transfer pricing disputes and multiplicity of transfer pricing proceedings for
determining ALP. The amendment emphasizes the CBDT's intent in fostering an investment-friendly environment
while ensuring tax equity for multi nationals.

The simplification of transfer pricing assessment related provisions can reduce disputes, enhance transparency,
and promote ease of doing business.”

Amit Agarwal
Partner - Transfer Pricing & M&A Tax, Nangia & Co LLP



EXPERT OPINION %

Amit Agarwal
Partner - M&A Tax Advisory, Nangia & Co LLP

The Finance bill 2025 has introduced the concept of block TP assessments, whereby a taxpayer shall have an option to apply
the outcome of a transfer pricing assessment for a financial year to successive two financial years. Where the taxpayer
exercises such an option the principles of ALP determination for a financial years can be applied to two successive financial
years. In effect, the ALP determined in addition to such transaction for a year can be valid for similar transactions for the next
2 years. The amendment aims to reduce transfer pricing disputes and multiplicity of transfer pricing proceedings for
determining ALP. The amendment emphasizes the CBDT's intent in fostering an investment-friendly environment while
ensuring tax equity for multi nationals.The simplification of transfer pricing assessment related provisions can reduce
disputes, enhance transparency, and promote ease of doing business.



