CBDT Gircular on application of PPT vis-a-vis
m grandfathering provisions in treaty does not
affect other anti-abuse provisions

Ta x F I a s h In recent years, several Indian tax treaties have been
amended to incorporate the Principal Purpose Test (PPT)

aimed at preventing treaty abuse.

N ews Some Indian treaties include grandfathering provisions. For

instance, the capital gains article of the India-Singapore tax
treaty provides that gains arising to a Singaporean tax
resident from the alienation of shares acquired before 1 April
2017 in a company resident in India shall not be taxable in
India.

In January 2025, the Central Board of Direct Taxes (CBDT)
issued a circular! (‘the Circular’) clarifying that the
grandfathering provisions in the treaties are excluded from
the scope of the PPT provision.

17 March 2025

1 CBDT Circular no. 1 dated 21 January 2025. KPMG Flash News on that circular can be
accessed at Grandfathering provision under the tax treaty is outside the purview of the Principal Purpose
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On 15 March 2025, the CBDT issued a Press
Release clarifying that the Circular applies only to the
PPT provision in the Indian tax treaties and is not
intended to interfere or interact with

(a) any other treaty provision, including those related
to treaty entitlement or the denial of treaty
benefit, other than the PPT.

(b) anti-abuse provisions under the Income-tax Act,
1961, such as General Anti-Abuse Rule (GAAR),
Specific Anti-Abuse Rules (SAAR), and Judicial
Anti-Abuse Rules (JAAR) reflected in or resulting
from judicial interpretation.

The Press Release also clarifies that the above does
not introduce any new legal interpretation and the
Government remains committed to ensuring
consistency in tax law interpretation while upholding
the existing legal framework.

Our comments

Q)

The Circular had clarified that the application of the
PPT would not impact the eligibility of tax exemption
in India as per the grandfathering provisions under a
treaty.

The Press Release clarifies that the Circular does not
impact domestic GAAR, SAAR, JAAR and other anti-
abuse provisions in the treaty which shall continue to
apply independently.

It may be noted that grandfathering provision exists
under the domestic GAAR as well which provides that
the GAAR does not apply to income from transfer of
investments made before 1 April 2017.

However, a similar grandfathering provision may not
be available for other anti-abuse provisions under the
Act such as SAAR or under the applicable treaty such
as the Limitation of Benefit (LoB) clause.
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