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CBDT issues press release clarifying eligibility of small start-ups to avail 
deduction under Section 80-IAC of the Income-tax Act   
 

23 August 2019 

Background 

The government launched the ‘Startup India' initiative 
on 16 January 2016 to build a strong ecosystem for 
nurturing innovation and entrepreneurship. This 
measure of the government is helping to create large-
scale job opportunities across sectors and increase the 
economic growth of the country. 

Section 80-IAC of the Income-tax Act, 1961 (the Act) 
provides that the eligible start-up which is engaged in 
the eligible business shall be entitled for deduction, if (i) 
it is incorporated on or after 1 April 2016 (ii) its turnover 
does not exceed INR25 crore in the year of deduction, 
and (iii) it holds a certificate from the Inter-Ministerial 
Board of Certification (IMBC). 

On 19 February 2019, the Department for Promotion of 
Industry and Internal Trade (DPIIT) had issued 
Notification [GSR 127(E)] whereby the definition of 
start-up was expanded. Therefore, an entity shall be 
considered as a start-up upto a period of ten years from 
the date of incorporation and registration in place of the 
earlier duration of seven years. Similarly, an entity shall 
be recognised as a start-up, if its turnover for any of the 
financial years since incorporation and registration has 
not exceeded INR100 crore in place of INR25 crore 
earlier.  

As per media report, there was some confusion with 
respect to threshold of INR100 crore reflected in 
DPIIT’s Notification because the Act provides threshold 
of INR25 crore.  

CBDT Press release1 

On 22 August 2019, the Central Board of Direct Taxes 
(CBDT) has issued a press release stating that small 
start-ups with turnover upto INR25 crore will continue to 
get the promised tax holiday as prescribed in Section 
80-IAC, which provides deduction for 100 per cent of 
income of an eligible start-up for three years out of  

________________ 

1 CBDT press release, dated 22 August 2019  

seven years from the year of its incorporation. CBDT 
further clarified that all the start-ups recognised by 
DPIIT which fulfilled the conditions specified in the 
DPIIT Notification did not automatically become eligible 
for deduction under Section 80-IAC. A start-up has to 
fulfil the conditions specified in Section 80-IAC for 
claiming the deduction. Therefore, the turnover limit for 
small start-ups claiming deduction should be 
determined by the provisions of Section 80-IAC and not 
from the DPIIT Notification. 

CBDT states that there was no contradiction in DPIIT’s 
Notification and Section 80-IAC. Para 3 of the said 
Notification clearly states that a start-up shall be eligible 
to apply for the certificate from the IMBC for claiming 
deduction under Section 80-IAC, only if the start-up 
fulfills the required conditions mentioned in the 
notification. CBDT states that Section 80-IAC was 
inserted vide Finance Act, 2016 as an exception to the 
Government’s stated policy of phasing out profit-linked 
deduction for promoting small start-ups during their 
initial year of operation. Since the intention was to 
support the small start-ups, the turnover limit of INR25 
crore was considered reasonable for granting profit-
linked deduction. 

Our comments 

The government views start-ups as a key source of 
wealth creation and employment generation, and has 
been trying to incentivise entrepreneurship through 
initiatives such as start-up India. The government has 
rolled out many important measures for the start-ups.  

One of such incentives, is the deduction under Section 
80-IAC of the Act. Start-ups are eligible for 100 per cent 
deduction under Section 80-IAC for three out of seven 
years from the year of its incorporation if its turnover 
does not exceed INR25 crore in the year of deduction.  
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However, DPIIT Notification recognised INR100 crore 
as turnover in place of INR25 crore. To resolve this 
anomaly, CBDT issued a press release clarifying that 
only small start-ups with a turnover of up to INR25 
crore will get tax benefit on fulfilling certain conditions. 
It does not recognise the INR100 crore turnover 
definition of a small start-ups provided by the DPIIT.  

Perhaps government should consider to recognise the 
INR100 crore turnover limit as provided by the DPIIT 
Notification to boost start-up environment in India. 
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