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Asire Tax Update  

 

Key extracts of the decision in case of Engineering Analysis Centre of Excellence 

Private Limited v. The Commissioner of Income Tax & ANR.  

(Civil Appeal No. 8733-8734 of 2018) 

(Supreme Court of India) 

 

(2 March 2021) 

 

 
The appeals were grouped into the below four categories: 

i) The first category deals with cases in which computer software is purchased directly by an end-user, 

resident in India, from a foreign, non-resident supplier or manufacturer. 

ii) The second category of cases deals with resident Indian companies that act as distributors or resellers, by 

purchasing computer software from foreign, non-resident suppliers or manufacturers and then reselling the 

same to resident Indian end-users.4 

iii) The third category concerns cases wherein the distributor happens to be a foreign, non-resident vendor, 

who, after purchasing software from a foreign, non-resident seller, resells the same to resident Indian 

distributors or end-users.5 

iv) The fourth category includes cases wherein computer software is affixed onto hardware and is sold as an 

integrated unit/equipment by foreign, non-resident suppliers to resident Indian distributors or end-users.6 

 

 

Pointing to the provisions of the Copyright Act, 1957 [“Copyright Act”], Shri Datar argued that there was a 

difference between a copyright in an original work and a copyrighted article, and that this was recognised in 

section 14(b) of the Copyright Act, which refers to a “computer program” per se and a “copy of a computer 

program” as two distinct subject matters.  

 

He strongly relied upon the Commentaries on the Articles of the Model Tax Convention on Income and on 

Capital [“OECD Commentary”] by the Organisation for Economic Co-operation and Development 

[“OECD”] which distinguishes between the sale of a copyrighted article and the sale of copyright itself. 

 

 

 

 

 



 

2 

  

 

 

Importantly, he added that the importer, IBM India, being only a distributor, had no right to use the computer 

software, and merely purchased a sealed, shrink-wrapped product. 

 

Coming to the Finance Act 2012 which added explanation 4 to section 9(1)(vi) of the Income Tax Act, Mr. 

Pardiwala argued that the words “any right, property or information used or services utilised” which occur in 

section 9(1)(vi)(b), make it clear that explanation 4, read both textually and contextually would only apply to 

section 9(1)(vi)(b), and not expand the scope of the definition of royalty contained in explanation 2 to section 

9(1)(vi). 

 

Further, he referred to Circular No. 10/2002 dated 09.10.2002 by the Central Board of Direct Taxes 

[“CBDT”] in which “remittance for royalties” and “remittance for supply of articles or…computer software” 

were addressed as separate and distinct payments, 

 

Shri S. Ganesh, learned Senior Advocate appearing on behalf of Sonata Information Technology Ltd. in C.A. 

Nos. 8737-8941/2018, submitted that to comprehend the nature of a licence, one would have to refer to 

section 52 of the Indian Easements Act 1882. He stressed the fact that the ruling by the AAR in the case of 

Dassault Systems, K.K., In Re., (2010) 322 ITR 125 (AAR), as followed in Geoquest Systems B.V. 

Gevers Deynootweg, In Re., (2010) 327 ITR 1 (AAR), was not appealed against by the Revenue, and 

the exhaustive statement of law contained therein is something that he relied upon. According to him, if the 

position of the Revenue were correct, arbitrary results would ensue, inasmuch as his client, receiving a 2% 

commission, would, however, after the disallowance of the deduction under section 40(a)(ia) of the Income 

Tax Act, end up paying tax of a huge amount, way beyond the commission, resulting in extreme financial 

hardship. 

 

Further, he relied heavily upon the OECD Commentary and went on to argue that mere nomenclature, such 

as the use of the term “licence”, was not conclusive as to the character of the transaction. He also relied upon 

section 52(1)(aa) of the Copyright Act 

 

Shri Preetesh Kapur argued and made it clear that since no distribution right by the original owner extended 

beyond the first sale of the copyrighted goods, it can be said that only the goods, and not the copyright in the 

goods, had passed onto the importer. 

 

Shri Kunal Verma argued that the payments made by the assessee were in the nature of reimbursement of 

costs under a cost-sharing agreement with a German supplier of software, and thus no “sum chargeable under 

the provisions of [the] Act” had been paid, attracting section 195 of the Income Tax Act. 

 

23. The learned Additional Solicitor General further pointed out that the Indian Government had expressed 

its reservations on the OECD Commentary, especially on the parts of the OECD Commentary dealing with the 

parting of copyright and royalty. He also relied upon on the Report of the High Powered Committee on 

‘Electronic Commerce and Taxation’ constituted by the CBDT, [“HPC Report 2003”] and the Report of the 

Committee on the Taxation of E-Commerce [“E-Commerce Report 2016”], which proposed an 

equalization levy on specified transactions. 

 

27. The machinery provision contained in section 195 of the Income Tax Act is inextricably linked with the 

charging provision contained in section 9 read with section 4 of the Income Tax Act, as a result of which, a 

person resident in India, responsible for paying a sum of money, “chargeable under the provisions of [the] 

Act”, to a non-resident, shall at the time of credit of such amount to the account of the payee in any mode, 

deduct tax at source at the rate in force which, under section 2(37A)(iii) of the Income Tax Act, is the rate in 

force prescribed by the DTAA. 
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31. It will be seen that section 194E of the Income Tax Act belongs to a set of various provisions which deal 

with TDS, without any reference to chargeability of tax under the Income Tax Act by the concerned non-

resident assessee. This section is similar to sections 193 and 194 of the Income Tax Act by which deductions 

have to be made without any reference to the chargeability of a sum received by a non-resident assessee under 

the Income Tax Act. On the other hand, as has been noted in GE Technology (supra), at the heart of section 

195 of the Income Tax Act is the fact that deductions can only be made if the non-resident assessee is liable to 

pay tax under the provisions of the Income Tax Act in the first place. 

32. Thus, the judgment of this Court in PILCOM (supra), dealing with a completely different provision in a 

completely different setting, has no application to the facts of this case. 

 

34. A reading of the aforesaid provisions leads to the following conclusions. Under section 2(o) of the 

Copyright Act, a literary work includes a computer programme and a computer programme has been defined 

under section 2(ffc) of the Copyright Act to mean a set of instructions expressed in words, codes, schemes or 

in any other form capable of causing a computer to perform a particular task or achieve a particular result. 

 

35. Though the expression “copyright” has not been defined separately in the “definitions” section of the 

Copyright Act, yet, section 14 makes it clear that “copyright” means the “exclusive right”, subject to the 

provisions of the Act, to do or authorise the doing of certain acts “in respect of a work”. When an “author” in 

relation to a “literary work” which includes a “computer programme”, creates such work, such author has the 

exclusive right, subject to the provisions of the Copyright Act, to do or authorise the doing of several acts in 

respect of such work or any substantial part thereof. In the case of a computer programme, section 14(b) 

specifically speaks of two sets of acts – the seven acts enumerated in sub-clause (a) and the eighth act of selling 

or giving on commercial rental or offering for sale or for commercial rental any copy of the computer 

programme. 

 

36. In essence, such right is referred to as copyright, and includes the right to reproduce the work in any 

material form, issue copies of the work to the public, perform the work in public, or make translations or 

adaptations of the work. This is made even clearer by the definition of an “infringing copy” contained in 

section 2(m) of the Copyright Act, which in relation to a computer programme, i.e., a literary work, means 

reproduction of the said work. Thus, the right to reproduce a computer programme and exploit the 

reproduction by way of sale, transfer, license etc. is at the heart of the said exclusive right. 

 

Importantly, the making of copies or adaptation of a computer programme in order to utilise the said 

computer programme for the purpose for which it was supplied, or to make up back-up copies as a temporary 

protection against loss, destruction or damage so as to be able to utilise the computer programme for the 

purpose for which it was supplied, does not constitute an act of infringement of copyright under section 

52(1)(aa) of the Copyright Act. In short, what is referred to in section 52(1)(aa) of the Copyright Act would not 

amount to reproduction so as to amount to an infringement of copyright. 

 

Section 52(1)(ad) of the Copyright Act cannot be read to negate the effect of section 52(1)(aa), since it deals 

with a subject matter that is separate and distinct from that contained in section 52(1)(aa) of the Copyright 

Act. 

 

DTAA 

 

41. Insofar as is material, each of these DTAAs is based on the OECD Model Tax Convention on Income and 

on Capital, and are therefore substantially similar, if not identical, in respect of the provisions concerning 

“business profits” and “royalties”. 
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That the expression “royalty”, when occurring in section 9 of the Income Tax Act, has to be construed with 

reference to Article 12 of the DTAA. This position is also clarified by CBDT Circular No. 333 dated 

02.04.1982,31 which states as follows: 

 

31 F. No. 506/42/81-FTD.“Circular : No. 333 dated 2-4-1982. 

 

Specific provisions made in double taxation avoidance agreement - Whether it would prevail 

over general provisions contained in Income-tax Act 

 

1. It has come to the notice of the Board that sometimes effect to the provisions of double taxation avoidance 

agreement is not given by the Assessing Officers when they find that the provisions of the agreement are not 

in conformity with the provisions of the Income-tax Act, 1961. 

 

2. The correct legal position is that where a specific provision is made in the double taxation avoidance 

agreement, that provisions will prevail over the general provisions contained in the Income-tax Act. In fact 

that the double taxation avoidance agreements which have been entered into by the Central Government 

under section 90 of the Income-tax Act, also provide that the laws in force in either country will continue to 

govern the assessment and taxation of income in the respective countries except where provisions to the 

contrary have been made in the agreement. 

 

3. Thus, where a double taxation avoidance agreement provides for a particular mode of computation of 

income, the same should be followed, irrespective of the provisions in the Income-tax Act. Where there is no 

specific provision in the agreement, it is basic law, i.e., the Income-tax Act, that will govern the taxation of 

income.” 

 

43. Thus, by virtue of Article 12(3) of the DTAA, royalties are payments of any kind received as consideration 

for “the use of, or the right to use, any copyright” of a literary work, which includes a computer programme 

or software. 

 

Samsung facts 

 

3. LIMITATIONS ON END USER RIGHTS. You shall not, and shall not enable or permit others to, copy, 

reverse engineer, decompile, disassemble, or otherwise attempt to discover the source code or algorithms of, 

the Software 

 

IBM facts 

 

Customer is either an End User or a Remarketer. You may market to End User or Remarketers or both. 

End User is anyone, who is not a Related Company, who acquires Programs for its own use and not for resale. 

 

“7. Patents, Copyrights and Intellectual Property Rights. 

You agree that you do not and shall not own any right, title or interest in and to any and all patents, copyrights 

and intellectual property rights. 

 

“2. License Grant 

The Program is owned by IBM or an IBM supplier, and is copyrighted and licensed, not sold. 
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Microsoft facts 

 

Category 3: 

 

The standard-form EULA accompanying Microsoft software products sold to resident Indian end-users by 

Microsoft Corporation, a non-resident, foreign vendor includes the following terms: 

 

“1. GRANT OF LICENSE: This EULA grants you the following rights: 

 

a. Systems Software - 

 

You may install and use one copy of the SOFTWARE PRODUCT on a single computer, including a 

workstation, 

 

You may also store or install a copy of the SOFTWARE PRODUCT on a storage device, such as a network 

server, used on to install or run the SOFTWARE PRODUCT on your other COMPUTERS over an internal 

network: 

 

You may not reverse engineer, decompile, or disassemble the SOFTWARE PRODUCT, except and only to the 

extent that such activity is expressly permitted 

 

This EULA grants you no rights to use such content. All rights not expressly granted are reserved by 

Microsoft.” 

 

Except as expressly provided in this EULA, you may not otherwise make copies of the SOFTWARE PRODUCT 

or the printed materials accompanying the SOFTWARE PRODUCT 

 

Ericsson facts 

 

Category 4 

 

The Supply Contract (undated) between a resident Indian company, JT Mobiles Ltd., and a Swedish supplier, 

Ericsson Radio Systems A.B. concerning the supply of a Mobile Telephone System in C.A. Nos. 6386- 

 

20.1 Subject to the terms of conditions set forth in this Article 20, Licence, JT MOBILES is hereby granted a 

non-exclusive restricted licence to use the Software and Documentation, but only for JT MOBILES' own 

operation and maintenance of the System in accordance with this contract, and not otherwise. 

 

45. A reading of the aforesaid distribution agreement would show that what is granted to the distributor is 

only a non-exclusive, non-transferable licence to resell computer software, it being expressly stipulated that 

no copyright in the computer programme is transferred either to the distributor or to the ultimate end-user. 

This is further amplified by stating that apart from a right to use the computer programme by the end-user 

himself, there is no further right to sub-license or transfer, nor is there any right to reverse-engineer, modify, 

reproduce in any manner otherwise than permitted by the licence to the end-user. 

 

What is paid by way of consideration, therefore, by the distributor in India to the foreign, non-resident 

manufacturer or supplier, is the price of the computer programme as goods, either in a medium which stores 

the software or in a medium by which software is embedded in hardware, which may be then further resold 

by the distributor to the end-user in India, the distributor making a profit on such resale. Importantly, the 

distributor does not get the right to use the product at all. 
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46. When it comes to an end-user who is directly sold the computer programme, such end-user can only use 

it by installing it in the computer hardware owned by the end-user and cannot in any manner reproduce the 

same for sale or transfer, contrary to the terms imposed by the EULA. 

 

47. In all these cases, the “licence” that is granted vide the EULA, is not a licence in terms of section 30 of the 

Copyright Act, which transfers an interest in all or any of the rights contained in sections 14(a) and 14(b) of 

the Copyright Act, but is a “licence” which imposes restrictions or conditions for the use of computer software. 

Thus, it cannot be said that any of the EULAs that we are concerned with are referable to section 30 of the 

Copyright Act, inasmuch as section 30 of the Copyright Act speaks of granting an interest in any of the rights 

mentioned in sections 14(a) and 14(b) of the Copyright Act. The EULAs in all the appeals before us do not 

grant any such right or interest, 

 

A simple illustration to explain the aforesaid position will suffice. If an English publisher sells 2000 copies of 

a particular book to an Indian distributor, who then resells the same at a profit, no copyright in the aforesaid 

book is transferred to the Indian distributor, either by way of licence or otherwise, inasmuch as the Indian 

distributor only makes a profit on the sale of each book. Importantly, there is no right in the Indian distributor 

to reproduce the aforesaid book and then sell copies of the same. On the other hand, if an English publisher 

were to sell the same book to an Indian publisher, this time with the right to reproduce and make copies of 

the aforesaid book with the permission of the author, it can be said that copyright in the book has been 

transferred by way of licence or otherwise, and what the Indian publisher will pay for, is the right to reproduce 

the book, which can then be characterised as royalty for the exclusive right to reproduce the book in the 

territory mentioned by the licence. 

 

48. An instructive judgment of this Court in this respect is to be found in State Bank of India v. Collector 

of Customs, (2000) 1 SCC 727. 

 

Though this judgment has been delivered under the Customs Act 1962, yet the important differentiation made 

between the right to reproduce and the right to use computer software has been recognized by this judgment. 

Whereas the former would amount to a parting of copyright by the owner thereof, the latter would not. 

 

51. An argument was advanced by the learned Additional Solicitor General that in some of the aforestated 

EULAs, it was clearly stated that what was licensed to the distributor/end-user by the non-resident, foreign 

supplier would not amount to a sale, thereby making it clear that what was transferred was not goods. This 

argument has no legs to stand on. It is settled law that in all such cases, the real nature of the transaction must 

be looked at upon reading the agreement as a whole. 

 

52. There can be no doubt as to the real nature of the transactions in the appeals before us. What is “licensed” 

by the foreign, non-resident supplier to the distributor and resold to the resident end-user, or directly supplied 

to the resident end-user, is in fact the sale of a physical object which contains an embedded computer 

programme, and is therefore, a sale of goods, which, as has been correctly pointed out by the learned counsel 

for the assessees, is the law declared by this Court in the context of a sales tax statute in Tata Consultancy 

Services v. State of A.P., 2005 (1) SCC 308 (see paragraph 27). 

 

The crucial link, therefore, is that a deduction is to be made only if tax is payable by the non-resident assessee, 

which is underscored by this judgment, stating that the charging and machinery provisions contained in 

sections 9 and 195 of the Income Tax Act are interlinked. 
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56. This conclusion is also echoed in Vodafone International Holdings BV v. Union of India, (2012) 

6 SCC 613, 

 

Difference in the definitions 

 

63. Firstly, it will be seen that when Article 12 of the India-Singapore DTAA defines the term “royalties” in 

sub-article (3) thereof, it does so stating that such definition is exhaustive – it uses the expression “means”. 

Secondly, the term “royalties” refers to payments of any kind that are received as a consideration for the use 

of or the right to use any copyright in a literary work. As opposed to this, the definition contained in 

explanation 2 to section 9(1)(vi) of the Income Tax Act, is wider in at least three respects: 

 

i. It speaks of “consideration”, but also includes a lump-sum consideration which would not amount to income 

of the recipient chargeable under the head “capital gains”; 

ii. When it speaks of the transfer of “all or any rights”, it expressly includes the granting of a licence in respect 

thereof; and 

iii. It states that such transfer must be “in respect of” any copyright of any literary work. 

 

64. However, even where such transfer is “in respect of” copyright, the transfer of all or any rights in relation 

to copyright is a sine qua non under explanation 2 to section 9(1)(vi) of the Income Tax Act. In short, there 

must be transfer by way of licence or otherwise, of all or any of the rights mentioned in section 14(b) read with 

section 14(a) of the Copyright Act. 

 

The expression “in respect of” must be read as equivalent to “attributable”. 

 

In our view, the expression “in respect of the goods” in Rule 5(1)(i) of the Rules means only “on the goods”. 

Even if the word “attributable” is substituted for the words “in respect of”, the result will not be different, for 

the duty paid shall be attributable to the goods. 

 

66. The aforesaid meaning accords with the meaning to be given to the expression “in respect of” contained 

in explanation 2(v) to section 9(1)(vi) of the Income Tax Act. 

 

70. The comma after the word “copyright” does not fit as copyright is obviously spoken of as existing in a 

literary, artistic or scientific work. As a matter of fact, this drafting error was rectified in the Draft Taxes Code 

under Chapter XIX in Part H thereof, which set out the definition of “royalty” as follows: 

 

“PART H - CHAPTER XIX 

INTERPRETATIONS AND CONSTRUCTIONS 

xxx xxx xxx 

(314)(220) “royalty” means consideration (including any lump-sum consideration but excluding any 

consideration which would be the income of the recipient chargeable under the head “Capital gains”) for— 

xxx xxx xxx 

(g) the transfer of all or any rights (including the granting of a licence) in respect of — (i) any copyright of 

literary, artistic or scientific work; 

 

38 This Code has, however, remained in draft form and was never enacted. 

 

71. The transfer of “all or any rights (including the granting of a licence) in respect of any copyright”, in the 

context of computer software, is referable to sections 14(a), 14(b) and 30 of the Copyright Act. As has been 

held hereinabove, the expression “in respect of” is equivalent to “in” or “attributable to”. Thus, explanation 

2(v) to section 9(1)(vi) of the Income Tax Act, when it speaks of “all of any rights…in respect of copyright” is  
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certainly more expansive than the DTAA provision, which speaks of the “use of, or the right to use” any 

copyright. 

 

72. However, when it comes to the expression “use of, or the right to use”, the same position would obtain 

under explanation 2(v) of section 9(1)(vi) of the Income Tax Act, inasmuch as, there must, under the licence 

granted or sale made, be a transfer of any of the rights contained in sections 14(a) or 14(b) of the Copyright 

Act, for explanation 2(v) to apply. To this extent, there will be no difference in the position between the 

definition of “royalties” in the DTAAs and the definition of “royalty” in explanation 2(v) of section 9(1)(vi) of 

the Income Tax Act. 

 

74. However, the learned Additional Solicitor General presses the application of the amendment made vide 

the Finance Act 2012 with retrospective effect from 01.06.1976, which added explanation 4 to section 9(1)(vi) 

of the Income Tax Act. 

 

76. Shri Pardiwala argued that explanation 4, that was inserted with retrospective effect, uses the language 

that is contained in section 9(1)(vi)(b) of the Income Tax Act, namely, that the expression “any right, property 

or information” occurring in section 9(1)(vi)(b) alone is the subject matter of explanation 4, explanation 4 not 

expanding the scope of the definition of royalty contained in explanation 2, which does not contain the 

aforesaid expression. A reference to the Memorandum explaining the provisions in the Finance Bill 2012 set 

out hereinabove, would make it clear that the expression “as mentioned in Explanation 2” in sub-para (i) of 

the aforesaid Memorandum shows that explanation 4 was inserted retrospectively to expand the scope of 

explanation 2(v). In any case, explanation 2(v) contains the expression, “the transfer of all or any rights” which 

is an expression that would subsume “any right, property or information” and is wider than the expression 

“any right, property or information”. It is therefore difficult to accept Shri Pardiwala’s argument that 

explanation 4 does not expand the scope of the expression “royalty” as contained in explanation 2 to section 

9(1)(vi) of the Income Tax Act. 

 

77. It is equally difficult to accept the learned Additional Solicitor General’s submission that explanation 4 to 

section 9(1)(vi)of the Income Tax Act is clarificatory of the position as it always stood, since 01.06.1976, for 

which he strongly relied upon CBDT Circular No. 152 dated 27.11.1974. 

 

Quite clearly, explanation 4 cannot apply to any right for the use of or the right to use computer software even 

before the term “computer software” was inserted in the statute. Likewise, even qua section 2(o) of the 

Copyright Act, the term “computer software” was introduced for the first time in the definition of a literary 

work, and defined under section 2(ffc) only in 1994 (vide Act 38 of 1994). 

 

78. Furthermore, it is equally ludicrous for the aforesaid amendment which also inserted explanation 6 to 

section 9(1)(vi) of the Income Tax Act, to apply with effect from 01.06.1976, when technology relating to 

transmission by a satellite, optic fibre or other similar technology, was only regulated by the Parliament for 

the first time through the Cable Television Networks (Regulation) Act, 1995, much after 1976. For all these 

reasons, it is clear that explanation 4 to section 9(1)(vi) of the Income Tax Act is not clarificatory of the 

position as of 01.06.1976, but in fact, expands that position to include what is stated therein, vide the Finance 

Act 2012. 

 

80. The learned Additional Solicitor General then argued that being covered by explanation 4 of section 

9(1)(vi) of the Income Tax Act, the persons liable to deduct TDS under section 195 of the Income Tax Act 

ought to have deducted tax at source on the footing that explanation 4 existed on the statute book with effect 

from 1976. We have, therefore, to examine as to whether persons liable to deduct TDS under section 195 of 

the Income Tax Act can be held liable to deduct such sums at a time when explanation 4 was factually not on 

the statute book, all deductions liable to be made and the assessment years in question being prior to the year 
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2012. 

 

85. It is thus clear that the “person” mentioned in section 195 of the Income Tax Act cannot be expected to do 

the impossible, namely, to apply the expanded definition of “royalty” inserted by explanation 4 to section 

9(1)(vi) of the Income Tax Act, for the assessment years in question, at a time when such explanation was not 

actually and factually in the statute. 

 

RULINGS OF THE AAR AND JUDGMENTS OF HIGH COURTS 

 

The following passage of Dassualt also deserves notice: 

 

“It is important to recognize that ownership of copyright in a work is different from the ownership of the 

physical material in which the copyright work may happen to be embodied. Just as the owner of the physical 

material on which a copyright work is first recorded is not necessarily the first owner of the copyright, so 

the transfer of title to the original physical material does not by itself operate to transfer the title to the 

copyright… Thus, to take an obvious example, the purchaser of a book or video recording becomes the owner 

of the physical article but he does not thereby become the owner of any part of the copyright in the works 

reproduced in it. The copyright in the literary work remains with the copyright owner, who enjoys and is 

entitled to enforce all the exclusive rights of copying, publication, adaptation, sale, rental and so on 

conferred on him by copyright law. The purchaser does not acquire by his purchase any right, either by way 

of assignment or licence, to exercise any of those exclusive rights. (p. 217)” 

 

Referring to the position of a licensee and an exclusive licensee, the legal position was stated as follows at p. 

310: 

 

“A mere licence from the copyright owner confers no proprietary interest on the licensee enabling him, for 

example, to bring proceedings in his own name, unless coupled with the grant of some other interest, for 

example, the right to take property away. Statute apart, even an exclusive licence, which is merely the leave 

to do a thing coupled with a promise not to do, or give anyone else permission to do that thing, gives the 

licensee no right to sue in his own name for infringement nor any other proprietary interest. In copyright 

law this general rule is altered by statute in the case of exclusive licences which comply with prescribed 

formalities. The 1988 Act confers on such a licensee a procedural status which enables him to bring 

proceedings but otherwise the rule is unchanged: an exclusive licensee has no proprietary interest in the 

copyright.”” 

 

90. The AAR then concluded: 

 

“As stated in Copinger's treatise on Copyright, “the exclusive right to prevent copying or reproduction of a 

work is the most fundamental and historically oldest right of a copyright owner”. We do not think that such 

a right has been passed on to the end-user by permitting him to download the computer programme and 

storing it in the computer for his own use. The copying/reproduction or storage is only incidental to the 

facility extended to the customer to make use of the copyrighted product for his internal business purpose. 

 

97. This ruling of the AAR flies in the face of certain principles. When, under a non-exclusive licence, an end-

user gets the right to use computer software in the form of a CD, the end-user only receives a right to use the 

software and nothing more. The end-user does not get any of the rights that the owner continues to retain 

under section 14(b) of the Copyright Act read with sub-section (a)(i)-(vii) thereof. Thus, the conclusion that 

when computer software is licensed for use under an EULA, what is also licensed is the right to use the 

copyright embedded therein, is wholly incorrect. The licence for the use of a product under an EULA cannot 

be construed as the licence spoken of in section 30 of the Copyright Act. 
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99. Further, it is difficult to understand the reasoning contained in this determination. It is self-contradictory 

when it says that the DTAA which defines “royalties” must somehow be given a go-bye, as this term must be 

understood as it is commonly understood. It is also difficult to understand the holding that the AAR need not 

be constrained by the definition of “copyright” contained in section 14 of the Copyright Act, when construing 

a DTAA, when we have already seen how section 16 of the Copyright Act makes it clear that no person shall 

be entitled to copyright otherwise than under the provisions of the Copyright Act or any other law in force. 

 

100. Also, any ruling on the more expansive language contained in the explanations to section 9(1)(vi) of the 

Income Tax Act would have to be ignored if it is wider and less beneficial to the assessee than the definition 

contained in the DTAA, as per section 90(2) of the Income Tax Act read with explanation 4 thereof, and Article 

3(2) of the DTAA. Further, the expression “copyright” has to be understood in the context of the statute which 

deals with it, it being accepted that municipal laws which apply in the Contracting States must be applied 

unless there is any repugnancy to the terms of the DTAA. For all these reasons, the determination of the AAR 

in Citrix Systems (AAR) (supra) does not state the law correctly and is thus set aside. 

 

101. The High Court of Karnataka, in a judgment impugned in various appeals before us, namely, CIT v. 

Samsung Electronics Co. Ltd., (2012) 345 ITR 494, also held that what was sold/licensed by way of 

computer software, included the grant of a right or interest in copyright, and thus gave rise to the payment of 

royalty, which then required the deduction of TDS. 

 

102. The reasoning of this judgment also does not commend itself to us. The same error as was made by the 

AAR in Citrix Systems (AAR) (supra), was made in this judgment, i.e., no distinction was made between 

computer software that was sold/licensed on a CD/other physical medium and the parting of copyright in 

respect of any of the rights or interest in any of the rights mentioned in sections 14(a) and 14(b) of the 

Copyright Act. This being the case, the reasoning of this judgment suffers from the same fundamental defect 

that the ruling in Citrix Systems (AAR) (supra) suffers from. By no stretch of imagination, can the payment 

for such computer software amount to royalty within the meaning of Article 12 of the DTAA or section 9(1)(vi) 

of the Income Tax Act. 

 

105. The reasoning of the High Court of Karnataka in Synopsis Intl. (supra) does not commend itself to us. 

First and foremost, as held in State of Madras v. Swastik Tobacco Factory, (1966) 3 SCR 79, the 

expression “in respect of”, when used in a taxation statute, is only synonymous with the words “on” or 

“attributable to”. Such meaning accords with the meaning to be given to the expression “in respect of” 

contained in explanation 2(v) to section 9(1)(vi) of the Income Tax Act, and would not in any manner make 

the expression otiose, as has wrongly been held by the High Court of Karnataka. 

 

106. Secondly, section 16 of the Copyright Act, which states that “no person shall be entitled to 

copyright…otherwise than under and in accordance with the provisions of this Act or of any other law for the 

time being in force” has been completely missed, thus making it clear that the expression “copyright” has to 

be understood only as is stated in section 14 of the Copyright Act and not otherwise. 

 

107. Thirdly, when it comes to computer programmes, the High Court in Synopsis Intl. (supra) was wholly 

incorrect in stating that the storage of a computer programme per se would constitute infringement of 

copyright. This, again, would directly be contrary to the terms of section 52(1)(aa) of the Copyright Act. 

 

109. Fifthly, the finding that when a copyrighted article is sold, the end-user gets the right to use the 

intellectual property rights embodied in the copyright which would therefore amount to transfer of an 

exclusive right of the copyright owner in the work, is also wholly incorrect. 

 

For all these reasons, therefore, the judgment of the High Court of Karnataka in Synopsis Intl. (supra) also 
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does not state the law correctly. 

 

110. A series of judgments by the High Court of Delhi have dealt with the same question that now lies before 

us. In Director of Income Tax v. Ericsson A.B., (2012) 343 ITR 470 [“Ericsson A.B.”], which 

happens to be impugned in C.A. Nos. 6386-6387/2016 before us, the assessee was a company incorporated 

in Sweden which entered into an agreement with Indian cellular operators, pursuant to which the assessee 

supplied various equipment (hardware) embedded with software to the said cellular operators. The High 

Court in this case, 

 

117. The conclusions that can be derived on a reading of the aforesaid judgments are as follows: 

i) Copyright is an exclusive right, which is negative in nature, being a right to restrict others from doing certain 

acts. 

ii) Copyright is an intangible, incorporeal right, in the nature of a privilege, which is quite independent of any 

material substance. Ownership of copyright in a work is different from the ownership of the physical material 

in which the copyrighted work may happen to be embodied. An obvious example is the purchaser of a book 

or a CD/DVD, who becomes the owner of the physical article, but does not become the owner of the copyright 

inherent in the work, such copyright remaining exclusively with the owner. 

 

iii) Parting with copyright entails parting with the right to do any of the acts mentioned in section 14 of the 

Copyright Act. The transfer of the material substance does not, of itself, serve to transfer the copyright therein. 

The transfer of the ownership of the physical substance, in which copyright subsists, gives the purchaser the 

right to do with it whatever he pleases, except the right to reproduce the same and issue it to the public, unless 

such copies are already in circulation, and the other acts mentioned in section 14 of the Copyright Act. 

iv) A licence from a copyright owner, conferring no proprietary interest on the licensee, does not entail parting 

with any copyright, and is different from a licence issued under section 30 of the Copyright Act, which is a 

licence which grants the licensee an interest in the rights mentioned in section 14(a) and 14(b) of the Copyright 

Act. Where the core of a transaction is to authorize the end-user to have access to and make use of the 

“licensed” computer software product over which the licensee has no exclusive rights, no copyright is parted 

with and consequently, no infringement takes place, as is recognized by section 52(1)(aa) of the Copyright Act. 

It makes no difference whether the end-user is enabled to use computer software that is customised to its 

specifications or otherwise. 

v) A non-exclusive, non-transferable licence, merely enabling the use of a copyrighted product, is in the nature 

of restrictive conditions which are ancillary to such use, and cannot be construed as a licence to enjoy all or 

any of the enumerated rights mentioned in section 14 of the Copyright Act, or create any interest in any such 

rights so as to attract section 30 of the Copyright Act. 

vi) The right to reproduce and the right to use computer software are distinct and separate rights, as has been 

recognized in SBI v. Collector of Customs, 2000 (1) SCC 727 (see paragraph 21), the former amounting 

to parting with copyright and the latter, in the context of non-exclusive EULAs, not being so. 

 

118. Consequently, the view contained in the determinations of the AAR in Dassault (AAR) (supra) and 

Geoquest (AAR) (supra) and the judgments of the High Court of Delhi in Ericsson A.B. (supra), Nokia 

Networks OY (supra), Infrasoft (supra), ZTE (supra), state the law correctly and have our express 

approval. We may add that the view expressed in the aforesaid judgments and determinations also accords 

with the OECD Commentary on which most of India’s DTAAs are based. 
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DOCTRINE OF FIRST SALE/PRINCIPLE OF EXHAUSTION 

 

119. The learned Additional Solicitor General argued that on the facts of these cases, the doctrine of first 

sale/principle of exhaustion would have no application inasmuch as this doctrine is not statutorily recognised 

in section 14(b)(ii) of the Copyright Act. This being so, since the distributors of copyrighted software “license” 

or sell such computer software to end-users, there would be a parting of a right or interest in copyright 

inasmuch as such “license” or sale would then be hit by section 14(b)(ii) of the Copyright Act. 

 

After the 1999 Amendment, what is conspicuous by its absence is the phrase “regardless of whether such copy 

has been sold or given on hire on earlier occasions”. This is a statutory recognition of the doctrine of first 

sale/principle of exhaustion. 

 

130. Thus, since copies of the low-priced editions could not be said to be “copies already in circulation” in the 

foreign territories that they were resold in, the learned Single Judge concluded that the principle of exhaustion 

would not apply. On the other hand, in the facts of the appeals before us, the distributors resell shrink-

wrapped copies of the computer programmes that are already put in circulation by foreign, non-resident 

suppliers/manufacturers, since they have been sold and imported into India via distribution agreements, and 

are thus not hit by section 14(a)(ii) of the Copyright Act. This is made clear by the explanation to section 14 

of the Copyright Act, which states as follows: 

 

“Explanation.--For the purposes of this section, a copy which has been sold once shall be deemed to be a copy 

already in circulation.” 

 

134. The ECJ concluded that the copyright owner exhausts his distribution right in copies of a computer 

programme upon making the first sale, provided that the copy is made unusable by the first acquirer, as 

follows: 

 

139. As a result, given the conditions of the software licence agreement in the facts before it, the Court held 

that the doctrine of first sale would not apply, as Autodesk, the copyright owner, did not part with title to the 

copies of the software. On the other hand, as has been held in paragraph 52 of this judgment, the EULAs and 

distribution agreements that the appeals before us are concerned with, do not grant a licence in terms of 

section 30 of the Copyright Act, but do in fact convey title to the material object embedded with a copy of the 

computer software to the distributors/end-users. 

 

Post 2012, however, the balance between the copyright owner’s distribution right and the right of the 

purchaser to further resale, was tilted in favour of the latter, the words “regardless of whether such copy has 

been sold or given on hire on earlier occasion” being deleted by the amendment. Likewise, when it comes to 

section 14(a)(ii) of the Copyright Act, the distribution right subsists with the owner of copyright to issue copies 

of the work to the public, to the extent such copies are not copies already in circulation, thereby manifesting 

a legislative intent to apply the doctrine of first sale/principle of exhaustion, as has been found by the High 

Court of Delhi in Warner Bros. (supra). 

 

142. The language of section 14(b)(ii) of the Copyright Act makes it clear that it is the exclusive right of the 

owner to sell or to give on commercial rental or offer for sale or for commercial rental “any copy of the 

computer programme”. Thus, a distributor who purchases computer software in material form and resells it 

to an end-user cannot be said to be within the scope of the aforesaid provision. The sale or commercial rental 

spoken of in section 14(b)(ii) of the Copyright Act is of “any copy of a computer programme”, making it clear 

that the section would only apply to the making of copies of the computer programme and then selling them, 

i.e., reproduction of the same for sale or commercial rental. 
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143. The object of section 14(b)(ii) of the Copyright Act, in the context of a computer program, is to interdict 

reproduction of the said computer programme and consequent transfer of the reproduced computer 

programme to subsequent acquirers/end-users. By way of contrast, once a book is sold, on further resale of 

the same book, the purchaser loses the material book altogether, as such purchaser has, for consideration, 

parted with the book once and for all. This may not be so in the case of a computer programme, which is why 

the ECJ in UsedSoft v. Oracle (ECJ) (supra) held that unless a further resale of a computer software stored 

on a floppy disc/CD is accompanied by the destruction of the said software on the computer of the 

reseller/first acquirer, the copyright owner’s rights would be easily infringed by mere reproduction thereof. 

This is also recognised in section 65A of the Copyright Act which punishes the circumvention of technological 

protection measures, such as encryption codes, product keys etc. designed to ensure that the first acquirer’s 

copy is made unusable. Thus, once it is understood that the object of section 14(b)(ii) of the Copyright Act is 

not to interdict the sale of computer software that is “licensed” to be sold by a distributor, but that it is to 

prevent copies of computer software once sold being reproduced and then transferred by way of sale or 

otherwise, it becomes clear that any sale by the author of a computer software to a distributor for onward sale 

to an end-user, cannot possibly be hit by the said provision. 

 

Further, as has rightly been pointed out by Shri S. Ganesh, learned Senior Advocate appearing on behalf of 

Sonata Information Technology Ltd. in C.A. Nos. 8737-8941/2018, the distributor cannot use the computer 

software at all and has to pass on the said software, as shrink-wrapped by the owner, to the end-user for a 

consideration, the distributor’s profit margin being that of an intermediary who merely resells the same 

product to the end-user. 

 

144. For all these reasons, we cannot accede to the argument made by the learned Additional Solicitor General 

that the distribution of copyrighted computer software, on the facts of the appeals before us, would constitute 

the grant of an interest in copyright under section 14(b)(ii) of the Copyright Act, thus necessitating the 

deduction of tax at source under section 195 of the Income Tax Act. 

 

International Commentaries 

 

147. All the DTAAs with which we are concerned, have, as their starting point, either the OECD Model Tax 

Convention on Income and Capital [“OECD Model Tax Convention”] and/or the United Nations Model 

Double Taxation Convention between Developed and Developing Countries [“UN Model Convention”] 

insofar as the taxation of royalty for parting with copyright is concerned. 

 

150. When the definition of “royalties” is seen in all the DTAAs that we are concerned with, it is found that 

“royalties” is defined in a manner either identical with or similar to the definition contained in Article 12 of 

the OECD Model Tax Convention. This being the case, the OECD Commentary on the provisions of the OECD 

Model Tax Convention then becomes relevant. The OECD Commentary has been referred to and relied upon 

in several earlier judgments. See: 

 

Regardless of whether this right is granted under law or under a license agreement with the copyright holder, 

copying the program onto the computer’s hard drive or random access memory or making an archival copy is 

an essential step in utilising the program. Therefore, rights in relation to these acts of copying, where they do 

no more than enable the effective operation of the program by the user, should be disregarded in analysing 

the character of the transaction for tax purposes. Payments in these types of transactions would be dealt with 

as commercial income in accordance with Article 7. 
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153. However, the learned Additional Solicitor General has taken us through the positions taken by India (in 

the capacity of an OECD non-member) with regard to Article 12 of the OECD Model Tax Convention and the 

OECD Commentary, first in 2008, reiterated in 2014 and 2017, as follows: 

 

“4.1 India reserves the right to: tax royalties and fees for technical services at source; define these, particularly 

by reference to its domestic law; define the source of such payments, which may extend beyond the source 

defined in paragraph 5 of Article 11, and modify paragraphs 3 and 4 accordingly.” 

“17. India reserves its position on the interpretations provided in paragraphs 8.2, 10.1, 10.2, 14, 14.1, 14.2, 

14.4, 15, 16 and 17.3; it is of the view that some of the payments referred to may constitute royalties” 

(Positions on Article 12, OECD Commentary 2014) 

 

154. From these positions taken, which use the language “reserves the right to” and “is of the view that some 

of the payments referred to may constitute royalties”, it is not at all clear as to what exactly the nature of these 

positions are.  

 

155. In Director of Income Tax v. New Skies Satellite BV, (2016) 382 ITR 114 [“New Skies 

Satellite”], a Division Bench of the High Court of Delhi correctly observed that mere positions taken with 

respect to the OECD Commentary do not alter the DTAA’s provisions, unless it is actually amended by way of 

bilateral re-negotiation. 

 

156. It is significant to note that after India took such positions qua the OECD Commentary, no bilateral 

amendment was made by India and the other Contracting States to change the definition of royalties 

contained in any of the DTAAs that we are concerned with in these appeals, in accordance with its position. 

As a matter of fact, DTAAs that were amended subsequently, such as the Convention between the Republic of 

India and the Kingdom of Morocco for the Avoidance of Double Taxation and the Prevention of Fiscal Evasion 

with respect to Taxes On Income, [“India-Morocco DTAA”], which was amended on 22.10.2019, 

incorporated a definition of royalties, not very different from the definition contained in the OECD Model Tax 

Convention 

 

158. It is thus clear that the OECD Commentary on Article 12 of the OECD Model Tax Convention, 

incorporated in the DTAAs in the cases before us, will continue to have persuasive value as to the 

interpretation of the term “royalties” contained therein. 

 

159. Viewed from another angle, persons who pay TDS and/or assessees in the nations governed by a DTAA 

have a right to know exactly where they stand in respect of the treaty provisions that govern them. Such 

persons and/or assessees can thus place reliance upon the OECD Commentary for provisions of the OECD 

Model Tax Convention, which are used without any substantial change by bilateral DTAAs, in the absence of 

judgments of municipal courts clarifying the same, or in the event of conflicting municipal decisions. From 

this point of view also, the OECD Commentary is significant, as the Contracting States to which the persons 

deducting tax/assessees belong, can conclude business transactions on the basis that they are to be taxed 

either on income by way of royalties for parting with copyright, or income derived from licence agreements 

which is then taxed as business profits depending on the existence of a PE in the Contracting State. 

 

160. The learned Additional Solicitor General, however, relied upon the HPC Report 2003 and the E-

Commerce Report 2016. The HPC Report 2003, noting the various characterisation issues in relation 

to e-commerce payments 
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161. The E-Commerce Report 2016 proposed an equalization levy to be chargeable on specified digital 

services (see paragraph 11.2) and noted that its recommendation to impose a withholding tax on digital 

transactions would require an express inclusion in tax treaties in order to be feasible, as follows: 

 

“108. After taking cognizance of these observations, the Committee considers that the option of 

“withholding tax” offers a practical way of allocating partial taxing rights in respect of income from digital 

economy, which shares attributes that may be similar to royalty or fee for technical services, and which can 

be complied in respect of B2B transactions by the process of withholding. However, such a tax on income 

would be feasible only if it is included in the tax treaties, which take precedence over Indian domestic laws, 

unless it is designed as a tax on the gross payment.” 

 

162. These reports also do not carry the matter much further as they are recommendatory reports expressing 

the views of the committee members, which the Government of India may accept or reject. When it comes to 

DTAA provisions, even if the position put forth in the aforementioned reports were to be accepted, a DTAA 

would have to be bilaterally amended before any such recommendation can become law in force for the 

purposes of the Income Tax Act. 

 

166. At this juncture, it is also important to point out that vide Circular No. 10/2002 dated 09.10.2002, the 

Revenue, after referring to section 195 of the Income Tax Act and deciding that a No Objection Certificate 

from the Department would not be necessary if the person making the remittance is to submit an undertaking 

along with the certificate of an accountant to the Reserve Bank of India [“RBI”], has itself made a distinction 

in the proforma of the certificate to be issued in Annexure B to the aforesaid Circular, between remittances 

for royalties (see Row No. 5) and remittances for supply of articles or computer software (see Row No. 7), as 

follows: 

 

167. The Revenue, therefore, when referring to “royalties” under the DTAA, makes a distinction between such 

royalties, no doubt in the context of technical services, and remittances for supply of computer software, which 

is then treated as business profits, taxable under the relevant DTAA depending upon whether there is a PE 

through which the assessee operates in India. This is one more circumstance to show that the Revenue has 

itself appreciated the difference between the payment of royalty and the supply/use of computer software in 

the form of goods, which is then treated as business income of the assessee taxable in India if it has a PE in 

India. 

 

Conclusion 

 

168. Given the definition of royalties contained in Article 12 of the DTAAs mentioned in paragraph 41 of this 

judgment, it is clear that there is no obligation on the persons mentioned in section 195 of the Income Tax Act 

to deduct tax at source, as the distribution agreements/EULAs in the facts of these cases do not create any 

interest or right in such distributors/end-users, which would amount to the use of or right to use any 

copyright. The provisions contained in the Income Tax Act (section 9(1)(vi), along with explanations 2 and 4 

thereof), which deal with royalty, not being more beneficial to the assessees, have no application in the facts 

of these cases. 

 

169. Our answer to the question posed before us, is that the amounts paid by resident Indian end-

users/distributors to non-resident computer software manufacturers/suppliers, as consideration for the 

resale/use of the computer software through EULAs/distribution agreements, is not the payment of royalty 

for the use of copyright in the computer software, and that the same does not give rise to any income taxable 

in India, as a result of which the persons referred to in section 195 of the Income Tax Act were not liable to 

deduct any TDS under section 195 of the Income Tax Act. The answer to this question will apply to all four 

categories of cases enumerated by us in paragraph 4 of this judgment. 
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170. The appeals from the impugned judgments of the High Court of Karnataka are allowed, and the aforesaid 

judgments are set aside. The ruling of the AAR in Citrix Systems (AAR) (supra) is set aside. The appeals from 

the impugned judgments of the High Court of Delhi are dismissed. 

 

 

Disclaimer: 
The content of this document and any views expressed therein are provided for information purpose only, 

and should not be construed as legal advice on any subject matter. Tax and regulatory laws are subject to 

changes from time to time and as such any changes may affect the content contained in this document. 

Readers should seek consultation with Asire professional or obtain their own independent advice before 

taking any action or making any decision on any of the matter contained in this document. The Firm 

expressly disclaims all liability to any person who enters into any arrangement, takes any action, or not to 

take any action based on any or all the contents of this document. This document is not intended or written 

to be used, and it cannot be used, for the purpose of avoiding any taxes and any other liability / compliance 

due to any regulator in or outside India. 

 


