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Subject: - ClarlliCatir r garding 'Amo~nts not deductib e ' under sub-clause i) 

of clause (a) of section 4 '\ of! come-tax Act.l1961 ('Act') -regarding. 

Section 40(a)(i) oft~e Ar stipulates that in computing the income chargeable un r 

the head "Profits or gains r bu,rness or profession", any interest, noyalty, fees for techni 

services or other sum chaigeai le under this Atrt either payable in India to a non-resid 

(not being a company)/a fy eig? company or payaljlle outside India, shall not be allowed 

a deduction, if there has ber a tlure in deductilon or in payment of tax deducted in respe 

of such amounts under Cha wter fll-B of the Act. 

2. Disallowance regaJ ng :rher sum charge~ble' under section 40(a)(i) is triggere 

when the deductor fails to ~ithild tax as per provisions of section 195 of the Act. Doub 

have been raised about the f terretatiOn of the term 'other sum chargeable' i.e. whethe 

this term refers to the whole su~ being remitted or only the portion representing the su 

hargeable to income-tax un~er r \ levant p rovisio"s of the Act. 

f' Central Board of Di~ect 1axes has already i1ssued Instruction No. 02/2014 date 

t6.02.2014 (F.No. 500/33/2b13-fTD-1) regarding deduction of tax at source under sub­

Jection (1) of section 195 rekd J~th section 201 Iof the Act relating to payments made to 

10n-residents in cases wher~ no ~pplication is filed by the deductor for determining the 

spm so chargeable under sUfi-seclion (2) of section 195 of the Act Vide this Instruction, 

~oard has clarified that in caJes i here tax is not deducted at source under section 195 of 

t~e Act, the Assessing Officer t all fetermine the appropriate portion of the sum chargeable 

to tax, as mentioned in sUb-se<rtiOn \(l) of section 1 ~5, to ascertain the tax-liability on which 

tJ e deductor shall be deemed to bi an assessee in default under section 201 of the Act It 

h~S been further clarified that rUChtppropriate portion of the said sum will depend on the 

facts and circumstances of eaci cas! taking into account the nature of emittances, income 

co\uponent therein or any other faci relevant to detljrmine such approp iate proportion. 

4. As disallowance of amount uvder section 400a)(i) of the Act in case of a deductor is 

int rlinked with the sum char ~ablJ under the Act as mentioned in section 195 of the Act 

for the purposes of tax deducti+ at . ource, the Central Board of Direct Taxes, in exercise of 

po ers conferred under sectio 119 of the Act, hereliy clarifies that for the purpose of 



making disallowance of 'oth~r sum chargel bt' under section 40(a)(i) of the Act, he 

appropriate portion ofthr sur which is chargba,le to tax under the Act shall form the b sis 

of such disallowance an1 Sha

f 
be the same al djtermined by the Assessing Officer hay ng 

jurisdiction for the purpise 0 sub-section (1) 01 section 195 of he Act as per Instruct on 

No. 2/2014 dated 26.02.20 4 of CBDT. FJther, where detennination of 'other s m 

chargeable' has been mahe uDder sUb-sectionb (h (3) or (7) of section 195 of the Act, s 

a determination will forI 1 th basis for disall~wlnce, if any, under section 40 (a) (i) of e 
Act. I I 

5. This may be brought to th notice of all coL Jned. 

I I 
6. Hindi version to follow. 

(F.No.225/201/2014-ITA.II) 
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