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Subject: Chapter VI-A deduction on enhanced profits- Reg. 

Chapter VI-A of the Income-tax Act, 196 1 ("the Act"), provides for deductions 
III respect of certain incomes. In computin g th e profits and gains of a business 
activity, the Assessing Officer may make certain disallowances, su ch as 
disallowances pertaining to sections 32, 40(a )(ia) , 40A(3), 43B etc., of the Act. At 
times disallowance out of specific expenditure claimed may also be made. The effect 
of such disallowances is a n increase in the profits. Dou bts have been raised as to 
whether such higher profits would also result in claim for a higher profit-linked 
deduction under Ch apter VI-A. 

2 . The issue of the claim of higher deduction on the enh anced profits has been 
a conten tious one. However , the courts have generally held that if the expenditure 
disallowed is re lated to the business activity against which the Ch apter VI-A 
deduction has been claimed , the deduction needs to be allowed on the enhanced 
profits. Some illustrative cases upholding this view are as follows: 

(i) If an expenditure incurred by assessee for the purpose of developing a 
h ousing project was not allowable on account of non-deduction of TDS u nder 
law, such disallowance would ultimately increase assessee's profits from 
business of developing housing project. The u ltimate profits of assessee after 
adjusting disallowance under section 40 (a)(ia) of the Act would quality for 
deduction under section 80-18 of the Act. This view was taken by the courts in 
the following cases: 

• Incom e-tax Officer - Ward 5 (1) vs . Keval Construction, Tax Appeal No. 443 of 
2012, December 10,20 12 , Gujarat High Court. ' 

• Commissioner of Income-tax-IV, Nagpur vs. Sunil Vishwambhamath Tiwari, 
IT Appeal No.2 of 2011, September 11, 2015, Bombay High Court. 2 

(ii) If deduction u nder section 40A(3) of the Act is not a llowed, the same would 
have to be a dded to the profits of the undertaking on which the assessee would 
be en titled for deduction under section 80-18 of the Act. This view was taken by 
the court in the following case: 

• Principa l CIT, Kanpur vs . Surya Mercha nts Ltd ., LT. Appeal No. 248 of 2015, 
May 03,2016, Allahabad High Court.3 

The above views have a ttain ed finality as these judgments of the High Courts of 
Bombay, Gujarat a nd Allahabad have been accepted by the Department. 

, NJRS-2012-LL-1 2 10-45 
2 NJRS-20 15-LL-09 11-22 
3 NJRS-2016-LL-0503 -77 
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3. In view of the above, the Board has accepted the se ttled position tha t the 
disallowances m a de under sections 32, 40(a)(ia ), 40A(3), 43B, etc . of the Act and 
other specific disallowances, related to the business activity against which the 
Chapter VI-A deduction has been cla imed , result in enha ncem en t of the profits of 
the eligible bus iness , and that deduction under Chapter VI-A is admissible on th e 
profits so enh a nced by the disallowance. 

4. Accordingly, henceforth, appeals may not be filed on this ground by officers 
of the Department and a ppeals already filed in Courts/ Tribunals may be 
withdrawn/ not pressed upon. The above m ay be brought to the notice of all 
concerned. 

~~~~-i;j!1/ /1 (. 
(K. Vamsi Krishna) 
ACIT (OSD)(ITJ), 

CBDT, New Delhi. 
Copy to: 

1. The Cha irman, Members and officers of the CBDT of the rank of Under 
Secretary a nd above. 

2 . OSD to Revenue Secretary. 
3. All Pr. Chief Commissioners of Income-Tax & All Directors Gen eral of 

Income-Tax with a request to bring to the atten tion of all officers. 
4. The Pr. Director General of Incom e-Tax, NADT, Nagpur. 
5. The Pr. DGIT (Systems), ARA Centre , Jhandewalan Extension, New Delhi. 
6 . The Pro DGIT (Vigilance) , New Delhi. 
7 . The ADG (PR, PP & OL), Mayur Bhawan, New Delhi for printing in the 

quarterly tax bulletin and for circulation as per u sual ma iling lis t. 
S. The Comptroller a nd Auditor General of India. 
9 . The ADG-4 (System s ) for uploa ding on ITO website. 
10 . Data Base Cell for uploading on irsofficersonline. 
11. Guard file. 

, il"l"6 
(K. Vamsi Krishna ) 

ACIT (OSD)(ITJ) , 
CBDT, New Delhi. 
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