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CBDT has expressed its view on manner of computation of admissible deduction under section
10A of the Income-tax Act, 1961

The Central Board of Direct Taxes (CBDT) issued circular no. 4 of 2018 (circular) on 14 August 2018, expressing
its view on the manner of computation of admissible deduction under section 10A of the Income-tax Act, 1961
(the Act). The circular seeks to maintain parity while deducting specific expenses from export turnover and total
turnover of the undertaking for computing deduction under section 10A of the Act. To elaborate, the circular
provides as follows —

a) Freight, telecommunication charges and insurance expenses are to be excluded both from export
turnover and total turnover, while computing deduction admissible under section 10A of the Act to the
extent they are attributable to the delivery of articles or things or computer software outside India.

b) Expenses incurred in foreign exchange for providing technical services outside India are to be excluded
from both export turnover and total turnover while computing deduction admissible under section 10A
of the Act.

The circular provides that all charges or expenses specified in Explanation 2 (iv) to section 10A of the Act, are
liable to be excluded from total turnover also for the purpose of computation of deduction under section 10A of
the Act.

The circular has been issued by the CBDT following the Supreme Court’s verdict in the case of Commissioner of
Income Tax, Central-III v. M/s HCL Technologies Limited [2018] 404 ITR 719 (SC), wherein the matter was
decided in taxpayer's favour by observing that the specific expenses excluded from the export turnover should
also have been excluded from the total turnover in order to arrive at the profit from export business which is the
objective of the formula prescribed in section 10A of the Act. Any other interpretation will render the formula of
calculation futile and meaningless.

The CBDT has also directed the department to withdraw or not to press upon appeals already filed on this
settled issue.

Key takeaways

The circular is a welcome move by the Income-tax department in order to put an end to a long standing issue
faced by various taxpayers under section 10A of the Act. However, while the circular does not cover the issue in
the context of section 10AA of the Act, the principles laid down by this circular could be relied upon while
computing deduction admissible under section 10AA of the Act.
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