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Supporting manufacturer not at par with direct exporter for computation of 

benefit under section 80HHC 

Deduction available to exporters u/s 80HHC(1) read with section 80HHC(3) is completely 

different from that of the supporting manufacturer’s u/s 80HHC(1A) read with (3A). Hence 

supporting manufacturer cannot claim deduction for export incentives. 

The Supreme Court in M/s Carpet India (Civil Appeal Nos.4591 to 4599, 4603 of 2018) vide order 

dated 27 August 2019, held that supporting manufacturers are not to be treated on par with the 

direct exporter for the purpose of computing deduction under Section 80HHC of the Act. 

Facts of the case  

 M/s Carpet India (the taxpayer) is a supporting manufacturer to IKEA Trading (India) Ltd. 

(Export House/Trading House). It earns profits from the manufacturing and sale of carpets to 

the Export House. 

 “Profits of the business” has been defined in clause (baa) of the Explanation to Section 80HHC 

of the Act to mean profits of the business as reduced by, among others, ninety percent of 

export incentives covered by section 28(iiia) to 28(iiie) of the Act.  

 In case of direct exporters, for computing deduction, the profits of business can be increased 

by 90 percent of the export incentives as provided in the proviso to section 80HHC(3) read 

with section 80HHC(1) subject to the conditions mentioned therein. 

 However this benefit of increasing the profits of business by 90 percent of export incentives is 

not present in section 80HHC (3A) of the Act applicable to supporting manufacturer. 

 The taxapayer received export incentives in the form of duty drawback. In the return of 

income, the export incentives were included in the profits for computing deduction under 

section 80HHC of the Act. The taxpayer contended that since it exports goods to foreign 

constituents through export houses it is entitled for the deduction as available to the direct 

exporter.  

 The Assessing Officer computed deduction under section 80HHC (3A) and denied the addition 

of 90 percent of the export incentives.  

 The Commissioner of Income Tax (Appeals) (CIT(A)) however held that the taxpayer can claim 

deduction for export incentives under section 80HHC, on par with the direct exporter. This was 

upheld by the Income Tax Appellate Tribunal (ITAT). 

 The Punjab and Haryana High Court also decided the issue in favour of the taxpayer. It relied 

on the decision of Apex Court in the case of CIT v. Baby Marine Exports1 which allowed 

inclusion of export house premium for supporting manufacture in profits of business for 

computing deduction under section 80HHC considering the same to be an integral part of sale 

price realized from export house.   

                                                
1 (2007) 4 SCC 555 
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Issue under consideration 

Whether taxpayer being a supporting manufacturer who receives export incentives in the form of 

duty draw back (DDB), duty entitlement pass book (DEPB) etc. is entitled for deduction for section 

80HHC of the Act at par with direct exporter. 

Ruling of the Supreme Court (SC) 

 The Apex Court held that direct exporter stands on a different footing than the supporting 

manufacturer for the purpose of computing deduction under section 80HHC of the Act. 

Explanation (baa) of section 80HHC defining ‘profits of business’ specifically reduces 90 

percent of the export incentives.  

 The parameters and scheme for claiming deduction relatable to direct exporters under 

80HHC(1) read with80HHC (3) is completely different from that of supporting manufacturers 

under section 80HHC (1A) read with section 80HHC(3A) thereof.  

 The Apex Court further held that decision of Baby Marine Exports (supra) dealt with issue 

related to eligilbilty of export house premium, to be included in profits of business, which is 

different from the issue in the taxpayer’s case.  

 The Supreme Court overruled the decision of CIT v. Satish Kumar Gupta2 (C.A. Bo. 

6347/2012) decided on 12 September 2019 wherein the Apex Court allowed benefit of 90 

percent of export incentives for computing deduction under section 80HHC in case of 

supporting manufacturer, by only relying on the Supreme Court decision of Baby Marine. 

 Further, Supreme Court remanded these matters to the Appellate Tribunal to enable the 

taxpayer to avail deduction under section 80HHC(1) read with section 80HHC(3) in cases 

where they could prove they were direct exporters.   

Our comments  

The provisions of the Act did not contain language to allow supporting manufacturer benefit from 

deduction under section 80HHC of the Act on the export incentives. The Supreme Court decision 

has brought clarity to this issue and also overruled the judgment given by another co-ordinate 

bench in case of Sushil Kumar Gupta wherein such benefit was allowed to the supporting 

manufacturer.   

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

                                                
2 [2012] 25 taxmann.com 368/ special leave to appeal no. 7615/2009, civil appeal nos. 6347/2012 
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