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Supreme Court decision on the period to avail deduction under 
Section 80-IC of the Income-tax Act vis-à-vis other deductions 
availed by the taxpayer earlier  

25 April 2018 

Background 

Recently, the Supreme Court in the case of Mahabir 
Industries1 (the taxpayer) held that where the 
industry is not located in North-Eastern State, the 
period for which benefit is availed earlier by the 
taxpayer under Section 80-IA2 and Section 80-IB3of 
the Income-tax Act, 1961 (the Act) will not be 
reckoned for the purpose of availing benefit of 
Section 80-IC4 of the Act. The inclusion of a period 
of the deduction availed under Section 80-IA and 
Section 80-IB, for the purpose of counting ten 
years, is limited to those industrial undertakings or 
enterprises which are set up in the North-Eastern 
Region. Since substantial expansion has been 
completed by the taxpayer on 1 April 2005, the 
period of ten years should start from Assessment 
Year (AY) 2006-07 onwards. Therefore, the 
taxpayer is eligible to claim deduction under Section 
80-IC of the Act for AY 2008-09 and AY 2009-2010. 
 

Facts of the case 

 The taxpayer is engaged in the business of 
manufacturing polythene, and it has a factory in 
Shimla, Himachal Pradesh. The activity 
undertaken by the taxpayer, an industrial 
undertaking, qualified for exemption from 
income tax under Section 80-IA of the Act. 
 

 The taxpayer claimed deduction under Section 
80-IA for two AYs, i.e., 1998-99 and 1999-2000. 
Subsequently, from AY 2000-01 to AY 2005-06, 
the taxpayer claimed deduction under Section 
80-IB of the Act. 

 
_________________ 
 
1 Mahabir Industries v. Pr.CIT (Civil Appeal Nos. 4765-4766 of 2018) – 
Taxsutra.com  
2 Section 80-IA - Deduction in respect of profits and gains from industrial 
undertakings or enterprises engaged in infrastructure development, etc. 
3 Section 80-IB – Deduction in respect of profits and gains from certain 
industrial undertakings other than infrastructure development undertakings 
4 Section 80-IC – Special provisions in respect of certain undertakings or 
enterprises in certain special category states 

 The taxpayer completed substantial expansion 
by investing in new plant and machinery of 
value more than 50 per cent of the value of 
plant and machinery already installed as on 1 
April 2005 to the manufacturing unit situated at 
Himachal Pradesh in the AY 2006-07. By virtue 
of the substantial expansion, the taxpayer 
claimed deduction under Section 80-IC at 100 
per cent from AY 2006-07 onwards. 
 

 The Assessing Officer (AO) allowed the 
deduction under Section 80-IC of the Act for 
the year 2006-07 and 2007-08. However, 
deductions for the AY 2008-09 and AY 2009-
2010 were rejected by the AO on the ground 
that this was the 11th and 12th year of 
deduction. As per Section 80-IC(6) of the Act, 
total deductions under Section 80-IC and 
Section 80-IB cannot exceed the total period of 
ten years. 
 

 The Commissioner of Income-tax (Appeals) 
[CIT(A)] and Income-tax Appellate Tribunal 
(the Tribunal) upheld the order of the AO. 
 

 The High Court had held that ten-year period 
should be counted from AY 1998-99 when the 
taxpayer had claimed a deduction for the first 
time under Section 80-IA and, therefore, 
deductions for the AYs 2008-09 and 2009-
2010 would not be allowed. 

Supreme Court’s decision 

 On reference to the High Court’s decision, it 
has been observed that the moment 
‘substantial expansion’ is completed under the 
provisions of Section 80-IC of the Act, the 
statutory definition of ‘initial assessment year’ 
provided therein comes into play. 
Consequently, under the provisions, the 
taxpayer would be entitled  
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to claim 100 per cent deduction for five years 
commencing with the completion of ‘substantial 
expansion' followed by 25 per cent deduction for 
next five years, i.e., subject to a maximum of 10 
years. 
   

 The High Court accepted that when the 
substantial expansion is done in a particular AY, 
and that is made during the period mentioned 
under the provisions of Section 80-IC of the Act, 
not only benefit admissible under Section 80-IC 
shall get triggered, the year in which such 
substantial expansion is completed is to be 
treated as ‘initial assessment year'. 
 

 As per the provision of Section 80-IC(6) of the 
Act, the total period of 10 years is to be counted 
inclusive of the period of deduction considering 
the following three circumstances: 
 
 When the deduction has been given under 

Section 80-IC for a period of 10 years, no 
further deduction is admissible. 
 

 When the deduction is given under the 
provisions of Section 80-IB(4) of the Act, i.e., 
pertains to those industries which are in the 
North-Eastern Region. 
 

 When the deduction is claimed under 
Section 10C. It is again a special provision in 
respect of certain industrial undertakings in 
North-Eastern Region. 

 

 The taxpayer has not availed deduction under 
Section 80-IC for a period of 10 years as it has 
started claiming such deduction with effect from 
AY 2006-07. The provisions which are applicable 
to North-Eastern Region would not apply to the 
taxpayer as its undertaking/enterprise is not 
established in North-Eastern Region. 
 

 The significance behind the deductions specified 
in Section 80-IA, Section 80-IB, and Section 80-
IC are different. Section 80-IC stipulates the 
period for which 100 per cent deduction is to be 
given, and then deduction at reduced rates is to 
be given. The term ‘initial year' is referable to the 
year in which substantial expansion has been 
completed, which legal position is stated by the 
High Court itself and even accepted by the tax 
department as it has not challenged that part of 
the decision. 
 

 The inclusion of period for the deduction availed 
under Section 80-IA and Section 80-IB, for the 
purpose of counting 10 years, is provided in 
Section 80-IC(6) and it is limited to those 
industrial undertakings or enterprises which are 
set up in the North-Eastern Region. 
 

 By making a specific provision of this kind, 
the legislature has shown its intent, namely, 
where the industry is not located in North-
Eastern State, the period for which deduction 
is availed earlier by the taxpayer under 
Section 80-IA and Section 80-IB will not be 
reckoned for the purpose of availing benefit 
of deduction under Section 80-IC of the Act. 
 

 Accordingly, the deduction under Section 80-
IC is available for AY 2008-09, and 2009-
2010 is allowed. 
 

Our comments 
 
The issue with respect to the period to avail 
deduction under Section 80-IC of the Income-tax 
Act vis-à-vis other deductions availed by the 
taxpayer earlier has been a subject matter of 
litigation. The Supreme Court in the instant case 
has held that the inclusion of period for the 
deduction availed under Section 80-IA and 80-IB 
of the Act, for the purpose of counting period of 
10 years under Section 80-IC(6) of the Act is 
limited to those industrial undertakings or 
enterprises which are set up in the North-Eastern 
Region. 
 
The Supreme Court has put to rest the 
controversy with respect to the inclusion of a 
period of similar profit-linked deductions while 
computing the total period of deduction under 
Section 80-IC of the Act. 
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