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Expenditure excluded from ‘export turnover’ shall also be 
excluded from ‘total turnover’ for computing deduction under 
Section 10A of the Income-tax Act – Supreme Court  

25 April 2018 

Background 

Recently, the Supreme Court in the case of HCL 
Technologies Ltd.1 (the taxpayer) dealt with the 
issue that whether for determining the benefit under 
Section 10A of the Income-tax Act, 1961 (the Act), 
any specified expenses excluded from the ‘export 
turnover’ are also to be excluded from the ‘total 
turnover’ in the specified formula. The Supreme 
Court held that expenditure such as freight, 
telecommunication, and insurance attributable for 
delivery of software excluded from the ‘export 
turnover’ shall also have to be excluded from the 
‘total turnover’ for computing deduction under 
Section 10A of the Act. Similarly, the expenditure 
incurred in foreign exchange for providing the 
technical services outside India are also to be 
excluded from the ‘total turnover’. 

Facts of the case 

 The taxpayer, a company, is engaged in the 
business of development and export of 
computer softwares and rendering technical 
services. The taxpayer provided services to its 
customers in different activities at software 
development centres. However, in the process 
of such customised software development, 
certain activities were required to be carried out 
at the sight of customers on site, located 
outside India for which the employees of the 
branches of the taxpayer located in the country 
of the customers are deployed. 
 

 During the year under consideration, the 
taxpayer has claimed deductions under Section 
10A of the Act. The taxpayer while computing 
the deduction has taken the figure of export 
turnover2 as total turnover.  

_________________ 
 
1 CIT v. HCL Technologies (Civil Appeal No. 8489-8490 of 2013) – 
Taxsutra.com 
2 Under Section 10A of the Act, the term ‘export turnover’ excludes 
consideration towards (a) freight, telecommunication charges or insurance 
incurred to deliver the articles or things or computer software outside India 
and (b) expenses incurred in foreign exchange in providing technical 
services outside India 

 The taxpayer claimed that the export turnover 
as defined in Section 10A of the Act would not 
include freight, telecommunication charges or 
insurance attributable to the delivery of goods 
outside India and the expenses incurred in 
foreign exchange for providing technical 
services outside India. The same also cannot be 
included in the total turnover. The taxpayer is 
legally entitled to exclude the said expenditure 

from the total turnover as well.  

Supreme Court decision 

 It is an undisputed fact that neither Section 
10A nor Section 2 of the Act define the term 
‘total turnover’. However, the term ‘total 
turnover’ is given in clause (ba) of the 
Explanation to Section 80 HHC of the Act 
which defines the meaning of total turnover. It 
provides that the ‘total turnover’ shall not 
include freight or insurance attributable to the 
transport of the goods or merchandise beyond 
the customs stations as defined in the 
Customs Act. 
 

 The definition of total turnover given under 
Sections 80HHC and 80HHE of the Act cannot 
be adopted for the purpose of Section 10A as 
the technical meaning of total turnover, which 
does not envisage the reduction of any 
expenditure from the total amount, is to be 
taken into consideration for computing the 
deduction under Section 10A of the Act. 
 

 When the meaning is clear, there is no 
necessity of importing the meaning of total 
turnover from the other provisions. If a term is 
defined under Section 2 of the Act, then the 
definition would be applicable to all the 
provisions wherein the same term appears. 
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 As the term, ‘total turnover' has been defined in 
the Explanation to Section 80HHC and 80HHE, 
wherein it has been clearly stated that ‘for the 
purposes of this Section only', it would be 
applicable only for the purposes of that Sections 
and not for the purpose of Section 10A of the 
Act. 
 

 A statute is the intention of the legislature which 
enacts it after having regard to various facts and 
circumstances. It is a cardinal principle of law 
that the interpretation by the Court shall be done 
in such a way that the intention of the legislature 
shall prevail and no injustice occurred with the 
parties. The rule of harmonious construction is 
the thumb rule to the interpretation of any 
statute. An interpretation which makes the 
enactment a consistent whole should be the aim 
of the Courts and construction which avoids 
inconsistency or repugnancy between the 
various sections or parts of the statue should be 
adopted. 
 

 If denominator includes a certain amount of 
certain type which numerator does not include, 
the formula will render undesirable results. 
 

 The Supreme Court referred the decision of J.H. 
Gotla3 and the Karnataka High Court’s decision 
in the case of Tata Elxsi Ltd.4 wherein the High 
Court held that when a particular word is not 
defined by the legislature and an ordinary 
meaning is to be attributed to it, the said ordinary 
meaning is to be in conformity with the context in 
which it is used. Hence, what is excluded from 
‘export turnover’ must also be excluded from 
‘total turnover’, since one of the components of 
‘total turnover’ is export turnover. Any other 
interpretation would run counter to the legislative 
intent and would be impermissible. 
 

 In the instant case, if the deductions on freight, 
telecommunication, and insurance attributable to 
the delivery of computer software under 
Section10A of the Act are allowed only in export 
turnover but not from the total turnover then, it 
would give rise to inadvertent, unlawful, 
meaningless and illogical result which would 
cause grave injustice to the taxpayer which could 
have never been the intention of the legislature. 
 

 Even in common parlance, when the object of 
the formula is to arrive at the profit from the 
export business, expenditure excluded from 
export turnover have to be excluded from total 
turnover also. Otherwise, any other interpretation 
makes the formula unworkable and absurd. 
Hence, we are satisfied that such deduction shall 
be allowed from the total turnover in the same 
proportion as well. 

________________ 

 
3 CIT v. J.H. Gotla [1985] 23 Taxman 14J (SC) 
4 CIT v. Tata Elxsi Ltd. [2012] 204 Taxman 321 (Kar) 

 On the issue of expenses on technical 
services provided outside, the Supreme 
Court would have to follow the same 
principle of interpretation as followed in the 
case of expenses of freight, 
telecommunication, etc., otherwise, the 
formula of calculation would be futile. Hence, 
in the same way, expenses incurred in 
foreign exchange for providing the technical 
services outside shall be allowed to exclude 
from the total turnover. 
 

Our comments 

The issue with respect to whether expenditure 
excluded from ‘export turnover’ is also to be 
excluded from ‘total turnover' while calculating a 
deduction under Section 10A of the Act has been 
a matter of debate before the Courts. 
 
The Supreme Court in the case of Laxmi 
Machine Tools5 held that excise duty, sales tax, 
etc. which are not included in ‘export turnover’ 
would also be excluded from ‘total turnover’ for 
the purpose of computation of deduction under 
Section 80HHC of the Act. 
 
Following the said decision, the Delhi Tribunal in 
the case of Global Logic India Pvt. Ltd.6 held that 
freight telecommunication or insurance charges 
that are reduced from the export turnover will 
also have to be reduced from the total turnover of 
the company for the purpose of computation of 
deduction under Section 10A of the Act.  
 
The Supreme Court in the present case has held 
that expenditure such as freight, 
telecommunication, and insurance attributable for 
delivery of software and  expenditure incurred in 
foreign exchange for providing the technical 
services outside India excluded from ‘export 
turnover' shall also have to be excluded from 
‘total turnover' for computing deduction under 
Section 10A of the Act. 
 
Even though the Supreme Court has rendered 
this decision on the issue with respect to the 
provisions of Section 10A of the Act which has 
been phased out, the said decision can be 
helpful while dealing with other similar provisions 
under the Act. 
 
 
 
 
 
 
 
 
______________ 
 
5 Laxmi Machine Tools [2007] 290 ITR 667 (SC) - Rendered in the 
context of Section 80HHC of the Act 
6 Global Logic India Pvt. Ltd. v. DCIT (ITA No. 5110 (Delhi) of 2010, 
21 December 2012) 
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