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E, the Chairman of the Public Accounts Committee as authorisea 
by the Committee, do present on their behalf this Hundred and First 
Report on action taken by Gqvernment on the recommendations of 
$he Public Acmunts Committee contained in their Forty-Fifth Re- 
port (Sixth Lok Sabha)) on Paragraph 20(a) of the Report of the 
Comptroller and Auditor General of India for the year 1973-741, 
Union Government (Civil), Revenue Receipts, Volume 11, Dlrect 
Taxes, relating to Incorrect Grant of Export Incentives. 

2. On 31st May, 1978 an 'Action Taken Sub-committee' consisting 
of the following Members was appointed to scrutinise the replies re- 
wived from Government in pursuance of the recommendations made 
by the Committee in their earlier RepoI'ts. 

1. Shri P. V. Narasirnha Ra+Chairmon 
2. Shri Asoke Krishna D u t U m v e n e r  
3. Shri Vasant Sathe 
4. Shri M. Satyanarayan Rao 

1 
5. SM Gaurishankar Rai 
6. S.hri -war La1 Gupta 

i Membr* 

3. The Action Taken Sub-Committee of the Public Accounts 
Committee (197S79) considered and adopted the Report at their 
dtting held on 10 November, 1978. The Report was finally adopted 
by the Public Accounts Committee (1978-79) on 6 December, 1978. 

4. For facility of reference the conclusions/recommendations d 
the Committee have been printed in thick type in the body of the 
Report. For the sake of convenience, the conclusions/recommenda- 
tions of the Committee have also been reproduced in a consolidated 
form in the Appendix to the Report. 

5. The Committee place on record their appreciation of the 
W W c e  rendered to them in this matter by the Cmptmller and 
Auditor General of Lndia. 

MW DE[.Hz; P. V. NARASIMHA RAO, 
Gcember  6, 1978 Chairn~an, 
Agrehagana 15, 1900 ( ~ a k a ) .  Public Accounts Committee. 



bl. This Report of the Committee deak with the action taken 
by Government on the Committee's recommendations/obse~a.tiozull 
contained in their 45th Report (Sixth Lok Sabha) on Paragraph 20(a) 
of the Report of the Comptroller and Auditor General of India for 
the year 1973-74, Union Government (Civil) Revenue Receipts, 
Volume 11, Direct Taxes relating to Incorfect Grant of Ekport In- 
centives. r $I 

1.2. The Committee's Fbrty-Fifth Report (Sixth Lok Sabha) was 
presented to the Lok Sabha on 19 December, 1977. I t  clvntaix4J 7 
recommendations 1 observations. According to the time schedule 
for furnishing Action Taken Notes an the Committee's recommenda- 
tions/observations, the Notes indicating the action taken by Gov- 
extunen t in pursuance of the recommenda tionslobserva tions can- 
tained in the 45th Report duly vetted by Audit were required to 
be furnished to the Committee latest by 18th June, 1978. Action 
Taken Notes were furnished by Government on different dates dur- 
ing the period 5 June to 19 September, 1978. 

1.3. The Action Taken Notes received from Government have 
been broadly categorised as follows: 

(i) Recommendations (obsemtions that have been accepted 
by Government: 

S1. Nos. 1-3, 5 and 7. 
(ii) Recommendations~observations which. the Committee do 

not desire to pursue in the light of the replies received 
from Government: 

N I L .  
(iii) Reicommenrlationslobservations replies to which have not 

been accepted by the Committee and which require 
reiteration: 

S1. No. 4, 6. 
(iv) Recomnendatiow lobsermtions in respect of which Gov- 

ernment have furnished interim replies: 

N I L .  . 



L4 'Rxe Cmndttee will! now deal with the action taken by Gov- 
ernment an recommendations at Sl. Noa 4 and 6 (Paragfapha 1.48 
d 1.50) af their 45th Report (8th I A  Sabha). 
WEIGHTED DEDUCTION ON C ~ I T U R E  ON ADVERTISE- 

MENT AND PUBLICZTY ABROAD (PARAGRAPH 1.48--SL. 
Ns e ) .  

1.6. In Paragraph 1.48 of their 45th Report (6th Sbha), the 
(hamittee had recommended:- 

"The Committee are concerned to note that while granting 
Expart Market Development Allowance by way of weight- 
ed deduction on the expenditure incurred by Air India on 
advertisement and publicity abroad under section 35B of 
the Income-tax Act, 1961, no attempts were made by the 
Income-tax Authorities to ensure that such expenditure 
was not in excess of the limits imposed by Rule 6B of the 
Income-tax Rules, 1962. It was explained to the Com- 
mittee t h a t  this rule had been framed under another 
section of the Act, namely, section 37 and as section 35B 
was an independent provision, Rule 6B was not followed 
in such cases. However, the Chairman, Central Board 
of Direct Taxes has assured the Committee that he would 
reexamine the matter from this angle. According to a 
note furnished by the Board on 4 January, 1977, the 
matter was referred to their Tax, Planning and Leglsla- 
tive Branch on 18th November, 1976 for reexamination. 
The Committee recommend that the reexamination of 
this matter may be completed soon and intention and 
scope of Sections 35B and 37 of the Income-tax Act, 1961 
and Rule 6B of the Income-tax Rules, 1962 made clear 
beyond doubt. 

l.6. In a note dated 28 June, 19'78, the Ministry of Finance (DeL 
pastment of Revenue) huslished an interim reply to the effect that 
recommendation lolbservation of the Committee was under consi- 
&ration of the Ministry and that a further reply may be awaited. 
In a *hef reply dated 19th September, 1978, the Ministry of Finance 
h f ~ n n e d  the Committee that:- 

"Kind attention is invited to this Ministry's reply of even 
number dated the 28th June, 1978. The question for con- 
sideration is whether the weighted deduction u/s 35B fn 
respect of the expenditure incurred on advertisement 
and publicity outside bdia should ix? governed by the 
U b  spedfied in rule 6B of the Income-tax RuLes, 1962 



read wifh submctioa (3) of oi 3V of aie Incamti 
tax Act, 1Ml. This mat* was reexamined and the am- 
clusim L that the provtsions d subsection (3) of llrecr 
tion 37 applied in respect of the expenditure which quaU- 
fied for deduction u/s 37(1). However, secthn 37(1) 
ttself makes i t  clear that if applied to expenditure o t h s  
than that referred to in Sections 30 to 36 and Section 
B O W .  Therefore the provisions of the weighted deduc- 
tion uls 35B could not once again be gaverned by section 
37(1). The p r w  sions of Rule 6B read with section 37(3) 
did not therefore apply to expenditure which qualified 
for weighted deduction u/s 35B. 

The Ministry of Law, Justice & C.A. have cimfirmed the inw- 
pretation set out abave vide their U.O. No. 23615178- 
ADV(B) dated the 20th June, 1978. 

U.O. Nu. 2%15/7WV(B) dated 20-678 the Ministry of 
Law is reproduced below:- 

''The only point for consideration in this reference is whether 
the limits of expenditure on advertisement, prescribed 
under rule 6B of the Income-tax Rules, 1962, would apply 
in respect oi advertisement expenses incurred under see 
tion 35B of t5e Act. Under the latter section, Export 
Market Development Allowance is allowable as a weight- - ed deduction in determining the assessee's profits. Clause 
(b) of subsection (1) enumerates the Heads of Expenses 
that are allowable for that weighted deduction It, inter 
alia, includes advertisement or publicity outside India in 
respect of goods, services or facilities which the assessee 
deals in or provides in the course of his business. 

The Public Accounts Committee, in its 45th Report (Sixth 
Lok Sabha) desired the C .B .D .T. to examine the scope 
of section 35B and section 37 of the Act and rule 6B of 
the Rules. The @BDT have now referred the matter to us. 

Section 37(1) of the Act, inter alia, provides that any ex- 
penditure (not being expenditure of the nature prescribed 
3n section 30 to 36 and section 80BB and not being in the 
nature of capital expenditure or persons expenses of the 
rssessee) laid out or expehded, wholly or exclusively, for 
the purpose of business of profession, shall be allowed in 



c o m ~ u w  income chargeable under the head "Profib 
or Gains of business Or pmfh. It is weLl settled that t b  
a* S € d h l  is a ~~ section d e n d i n g  the allow- 
ance of e v e  to items of expenditure not covered by 
section 30 to 36. The list of allowmces enumerated in 
the above sections is not exhaustive. An item or expen&- 
ture, which is wholly or exclusively for the purpose of 
business, may be allowed to be deducted in computing th. 
profits gains according to the ordinary commercid prinei- 
ples even if it does not fall under any of the above see- 
tions. That is how section 37 came to be recognised an a 
residuary section. But, where 6n item of expenditure ir 
of the nature described in sections 30 to 36, it does not fall 
wiUhin the residuary provision in section 37. It therefore, 
follows that if it does not fall under section 37(1). the 
provision of subsection (3) of that section would not 
apply and consequently, the limits of expenditure pracrib- 
ed in rule 6B would also not apply. 

Section 35B enumerates the Heads of Expenses that a n  allow- 
able for weighted deduction: The different heads of ex- 
penditure, enumerated therein, will provide for the rum 
tobl of the Ekport Market Development AIlowance which 
will be entitled to a weighted deduction. Advertisement 
or publicity outside India is one of the heads of expendi- 
ture that would go into the claculatic of allowances for 
Export Market Development Allowance. In other words, 
it is an item of expenditure dealt with in section 35B and 
consequently, does not fall under the residuary section 
(section 37). 

There is some controversy whether particular subject of ex- 
penditure dealt with in any of those sections (30 to 36); 
the totality of the subject is dealt with by that section. 
But for the purposes of dealing with this reference, that 
p i n t  is not material, inasrpuch as section 35B(b) dealt 
with the subject matter of advertisement expenses incur- 
red abroad for the purpose of weighted deduction of Export 
Market Development Allowance. 

BubEection (3) of section 37 contains a non-abstante claure 
md it provides that, not with standing anything contained 
in sub-section (I), expenditure or advertisement et c., 
should be limited as prescribed. In order that sub-bectfon 
(3) becomes applicable, the expenditure, f b t  of all, should 



have to fall within the scope of sub-section(1). If it doso 
not fall within the scope of sub-section (I), sub-section (Q 
does not enlarge the scope of sub-section (1) and the limits 
prercribed in rule 633 on expenditure on advertisement 
could not become applicable. Expenditure on advertira- 
ment Zs a specifid head for Export Market Development 
Allowance and such expenditure would only be governed 
by Section 35B and would not be governed by the residuary 
head of expenditure in section 37. If so, the Zimita laid 
down in subsection (3) of section 37 would not become 
applicable in respect of those heads of expenditure apeci- 
Aed in section 35B. 

It t m m ~  to me that the intention underlying rule 6B is o* 
to lay down limits for expenses on advertisement in India 
and not in respect of advertisement expenses incurred 
abroad for export development purposes (covered under 
section 35B). The above view is strengthened if reference 
ir made to sub-section (3A) to section 37, inserted by 
Finance Act, 1978, which lays down limits for aggregate 
expenditure on advertisement, publicity promotion in 
India." 

As the reference arose out of a report of the Public Accounts 
Committee, Minister may please see. 

Joint Secretary & Legal Adviser 
1661978 

Sd/- Shanti Bhushan 18-6-78". 

1.7. Rule (B(l)(b) of the Income Tar Rules 1962 limits, for thm 
purpose of deduction from income, expenditure on advertbment 
mutside India involving payment in foreign currency to 'the amount 
ct~ered by foreign exchlmge granted to, or permitted to be acquited 
by, rsssssee for thh purpose under the law relating to foreign ex- 
ebange fm the tima being in Force'. Section 35B of the Inearn- 
Act provides tor dsdactaona on account of capemdifurs inter?-alia or 
mdvertisemeat or publ i~i t~outs ide  India and lays down its qaurtPm 

one and one half h s e  of such sxpenditure. The Section, u at 
)r(#ePt worded, dtms not dsAne what would constitute "szpsnbttrm" 
far the purpore of computing the deduction at the rate af one a d  
.irs luli ffP.l. l l re  oP the daIlrrition in tho Seetiom d -4 



rarld c d t u t e  mch expenditure i s  open to abuse ar one and o m  
YIU time of expenditure incumad even beyond thatlmlthmfsed under 
4he Foreign 'Exchange Ibgadatioas Act could be claimed tor deduc- 
fien. The Committee, therefore, recommend that ae Rule 6.B of thm 
Itacemetax Rules does not apply to expenditure covered under Sec- 
t h  S5B af the Income-tax Act, a suitable definition as to what will 
emstitate "expenditure" incurred on advertising or publicity outsib 
hdia s%ould be incorporated in the Section itself. 

A.8. Section 35B of tiie Income Tax Act specifically deals with 
is duct ion^ on account of expenditure inter-alia on advertisemmt and 
public& outside India. It appears that when this sectian was in- 
carporated in the Act in 1968, consequential changes were not made 
in the existing Rule 6J3(l)(b) of the Income-tax Rules 1962, which 
covered the same ground as the new Section 35B(I)(b) of the Act 
%%e Committee accordingly recommend that the relevant Rules of 
the Income-tax Rules 1962 may be reviewed and changes conse- 
quential to the incorporation of Section 35B made therein. 

Meet of Export Market Development Allowance (Paragraph 1.50- 
SL No. 6) 

1.9. Pointing out that no machinery was available in the Incomb 
Tax Department to aesess as to whether the tax concessions had 
actually contributed to export promotion, the Committee had, in 

' paragraph 1.50 of their 45th Report (6th Lok Sabha) recommended: 

"The Committee have been given to understand during evi- 
dence that no machinery is available in the Income-tax 
Department to assess as to whether the tax concessjon 
have actually contributed to export promotion. The 
Chairman, Central Board of Direct Taxes has stated in 
evidence that it is not possible for them to indicate the 
extent to which improvement in exports has taken place 
because of the Export Market Development Allowance. 
The admissibility of weighted deduction, the C o d t t e s  
gather, is not dependent on the results of the expenditure 
incurred. Further, there is no system of sending feedback 
reports to the Department of Revenue and Banking by the 
Ministry of Commerce, with the result that no idea can 
be had of the impact of this tax concession 

The Committee, therefore, recommend that mme system UW 
be evolved whereby ' t  may be possible to deb- 
whether, and if so, t~ what extent, the incentive U e  Ex; 



port D e v d o p m  Ahwance given to domestic 
cancem has achieved the purpwe underlying it." 

Ll0. In an hterim reply dated 286-78 the Ministq of Finaneh 
bformed' the Commdttee that: 

"A reference has been made to the Ministry of Commerce re- 
questing them to inform ur whether any system has been 
devised by that Ministry to waluate the impact of the# 
measures. " 

1.11. In a subsequent Note dated 22-4-78, the Ministry of Finance 
(Depdment of Revenue) have stated: - 

"A reference is invited to this Ministry's reply of even number 
dated the 28th June, 19'78 wherein the Committee was in- 
formed that the Ministry of Commerce has been requested 
to intimate whether there is any system devised by them 

- to evaluate the impact of these measures on the exports. 
That Ministry's reply is still awaited. 

I t  may not, however, be feasible for this Department to evolve 
a system to determine whether and if so to what extent 
the incentive given has achieved the pclrZpse underlying itp- 
However, a study of a few selected cases will be under- 
taken by the Board to examine as to whether the incentive 
had led to increase in the export of goods. It can genera!- 
ly be said that the exports have shown a substantial rise 
in the recent past and the fiscal incentive provided in sm- 
tion 35B may have contributed to this. 

1.12. According to a note dated 28-10-78 received from the Mini* 
try of Finance (Department of Revenue) the view of the Ministry 
of Commerce on this issue is as under- . 

"A reference is invited to this Ministry's reply of even number 
dated the 22nd August, 1978. The reply of the Ministry of 
Commerce has since been received. Tlky have stated that 
there is a whale package of measures adopted for further- 
ing export promotion, such as i w r t  m@enishment, cash 
m p e m t o r y  support, Export Market Development Allow- 
ance given under the Imxme-tax Act, financial -- 
to Export Houses under ihe Market Devdapment A a b  
tance F'und, financial assistance given to exporters thrwgb 
the Export Prmnotion Councils for sending delegqtions 



study teams etc., concessiond export credit (both pre- 
and post-shipment) to exporters, blanket foreiga 

exchange facilities for foreign travel on export promotion 
etc. Lt is, therefore, not feasible to isolate any one of these 
measures ahd decide in quantitative terms how much each 
it has contributed in achieving increases in exports. 

Idinistry of Commerce has further stated that the Export Mar- 
ket Development Allowance is a very important concession 
given to the exporters. The importance of this measure 
can be judged by the fact that, when this concession was 
withdrawn in the Budget proposals in the current year, 
there was an outcry among the exporting community, 
with the result that the concession had to be partially 
restored by Government. However, it would not be pos- 
sible to quantify the effect of this concession on export 
performance or to say by how much the exports will come 
down if this particular concession is withdrawn or modi- 
fied 

The above reply is stated to have been approved by the 
Financial Adviser of the Ministry of Commerce." 

1.W. Export Market Development Allowance was introduced 
w 4 .  1 April, 1968. In paragraph 1.50 of their 45th Report (Sixth 
Lak Sabha) the Committee had recommended that "some system 

be evolved whereby it may be possible to determine whether, 
.ad if so, to what extent the incentive like Export Market Develop- 
mmat Allowance given to domestic concerns has achieved the pur- 
pra tmder.1ying it". The Ministry of Finance (Department of Reve- 
nue) have pointed out that while it may not be feasible to evolve 

a system in the Department of Revenue, the Central Board of 
Direct Taxes will undertake a study of a few selected cases "to ex.- 
oPins as to whether the incentive had led to increase in the expo* 
d gods*. Arcording to the Minktry of Finance "exports have 
&own a substantial rise in the recent past and the h a 1  incentive 
podded in !!kction 35B may have contributed to this". 



eoncessional export credit (both pre-shipxnent and postahipment) tb 
aportars, blanket foreign exchange facilities for foreign travel on 
axpaat promdm etc. According to that Ministry, it is, thedore, n& 
ferslble to isolate any one of these measures and decide in quantita- 
tive terms how much each has contributed in achieving increase ir 
exports. 

The Committee fail to understand as to how the Ministries of 
Commerce and Finance are taking decisions in regard to the various 
export incentives schemes in the absence of a regular system ot 
evaluating impact of these incentives on export performance. Tbe 
Committee would like to point out tbat the v a h m  export incen- 
tive schemes are not in the nature of a package. These are separ?rts 
schemes introduced at different points of time and are being con- 
.LOlusd, altered, withdrawn or reintroduced from time to time. Tbe 
Committee are of the vkw that in ordez to take r a t i d  decigions m 
this regard, the existence of a ragularr system of appraising the h p d  
md ebtiveness or otherwise ob each of these measures i r n p e d h .  
'Ihe Committee, therefare, recommend that such an e v d u a h  sys- 
should be introduced forthwith so that the decisions in these matters 
are taken on a sound and realbtlc basis. 



The Committee ndte Urat in the preserdt case Export Market 
Deveiopment Allowance amounting to Rs. 1,35,28,907 repre~enthg 
1Drd of ttBe expenditure of Rs. 4,05,80,693 incurred by Air India oa 
W n g  agency commission paid by it to other International Airlina 
for honouring Air India's tickets on sectom flown over their flights 
was allowed try the assessing ofBcer in the assessment year 1970-71 
under Ciause (iv) of Section 35B of the Income-tax Act. Audit 
objected to this allowance on the ground that sub-clause (iv) covers 
ordy the expenditure incurred on the maintenance outside India, of 
a branch &e or agency and not on the booking agency c o ~ o m  
ar such The objection has been accepted by Government and the 
domaaid allowance withdrawn. 

[Sl. No. 1 (Paragraph 1.45) of Appendix to 45th Report of the 
PAC (1977-78) (Sixth Lnk Sabha)] 

Action Taken 

The assessee has filed an appeal against the rectificatory order in 
this case, which has not been decided so far. The Ministry is keep- 
ing a watch in the matter. 

[Ministry of Finance (Department of Revenue) 1O.M. No. 241 /4/77- 
A&PAC I1 dated 5-6-1978}] 

Recommendation 

The Committee find that though sub-clause (iv) of section 358(1) 
.(b) of the Income-tax Act, 1961 had provided for weighted deduction 
to be given on expenditure incurred wholly and exclusively on 
"Maintenance outside India of a Branch O&e or Agency for the 

qmmotion of the sale outside India of such goods, services or facili- 
ties", the Income-tax OfRcer misunderstood the word 'Agency' a p  
pearing in that sub-clause to mean booking agency Commis?non for 
entitlement to weighted deduction. Obviously the Income-tax 
QfBcer concerned failed to notice that under the aforesaid Jause the 



mpenditurg ellgible for welgPted dedq-tiqn w w  the 9ipenqtuyr-oe 
maifitehliii& of ahy agency and .not A~qhcy ~~qp'niqiiok ' In pm- 
grip6 4 7  oi'th'eir lath wpk Y~ifih .lak tbe ~~rnhrittst 
h ~ d  expressed the hope that "if Assistant hmmf.sim& irl &;Eoaib 
tax hie @(.en assessment gcwers to w@ar d i r ~ t l y  ciyes & &r 
R8. 5 la&, which &e not tbo many, the standard of p ~ e e  
will irtlprove and the possibility of mistakes reduced." The C o p  
mittee feel that the misinterpretation of law in the pr&nt case 
o d d  pwsMy have been avoided, If the case had been 'handled i t  a 
s&hior level. The Committee r&mmend that Governnxnt may re- 
view the relwant provisions of ,the m e - t a x  Act, 1961 and if any 
ambiguity is found lending itself to mis-interpretation Government 
should take steps to amend the law to make the position dear beyond 
doubt. 

[Sl. No. fl(Paragraph 1.46) of the Appendix to 45th Report of the 
PAC (1977-78) (Sixth G k  Sabha) J 

Action Taken 

After reviewing the provisions of section 35B, steps were takee 
to  amend the sgid section with effect from 1-4-1978 for restricting ,$he 
scope of its benefit only to the assessees engaged in the following 
types of business: 

(a) the business of ,export of goods by a small scale exporter 
or a holder of an Export House Certificate; or 

(b) the business of providing technical know-how or render- 
ing services in connection thereof to persons outside India 

fMinistry of Finance (Department of Revenue) O.M. No. 241f4/77- 
A&PAC I1 dated !HWlW&) j. 

Tbe Committee And that though Section 353 of #e Income-tax 
Act, 1961 was amended in 1973 and the draft #u&t w p ~ g r a p h  con- 
taining t h e  objection to the grant af mport 'M&rket D & i m  
Miowance to Air lndia on W i n g  agency c o m W s h  &tM115y it 'Cia 
cUWt fifl(lbC1Yatibkl M~Zines h &xk?vM by the 11C5irriaky Pn 'Mmkm- 
W, $974, &MMt%tWrg a M ~ n  b vltfebadw e i i l  h ~ a h c e  ~rras.inM&- 
cd" ih YhW:. h e  Coati.dttke W-W 4ii-d Q i i  * idk 
&&Wan d i ' a e  r p r r m d ~  ~ & i  ihtk+r; l~a fok htnW@* d@w*W d l h d  461 by 4 h e ' ~ d  Bb& of'l!li&~Tahs mkd *- 
esryak YO& ;yt& 'ihc moihin&&acT'03ss ?trike ?ldnhUdbmi 
dbm'e=&&, 3tinUdby dlt)i-T. %h& h).~&mikt& %ah kbq kkeh 
OYit an. C& p~a&,kaol i ; '  th %SU+I .bas &hW 'to a* & 

( I  I si'h w1. 



irecammendation of the Commissioner and accordingly m further 
action is proposed to be taken against the Income-tax OBRcer con- 
cerned. The Committee are unaware of the circumstances in  which 
delay in  regard to this particular case took place. They would, how- 
ever, like to emphasise that cases of assessment/reassessment should 
be dealt with promptly and there should be an appropriate control 
mechanism to see that there is no slackness on the part of Income- 
tax Officers in dealing with cases. 

[Sl. No. 3 (Paragraph 1.47) of Appendix to 45th Report of the  
PAC (1977-78) (Sixth Lok Sabha)]. 

Action Taken 

Apart from the control exercised by the Commissioners of In- 
come-tax in the prompt rectification of mistakes pointed out by R e  
ceipt Audit, the Director of Inspection (Income-tax & Audit) also 
reviews the disposal of receipt audit objections every month and 
reports to the Central Board of Direct Taxes. He also conducts 
periodical inspections of the various Commissioners' Charges to 
ascertain the progress of work. The Central Board of Direct Taxes 
have also emphasised on the Commissioners that settlement of audit 
objections is an important area of work which has to be taken care 
of and monitored from time to 'time. 

[Ministry of Finance (Department of Revenue) O.M. No. 241/4/77- 
A&PAC I1 dated 28-8-1978], 

Recommendation 

According to section 35B of the Income-tax Act, I961 introduced 
fcom 1st April, 1W, domevtic companies and other non-corporate tax 
payers resident in India, who incurred expenditure after 29th Febru- 
ary, 1968 under specified heads for development of export markets 
for Indian goods on a long tenn basis were granted an allowance in 
the computation of their taxabla profits. This allowance consisted 
qf a weighted deduotion of an amount equal 'to 1-1 13rd of the expendi- 
tpm incurred. In view of the great importance of promoting eqporM, 
the weighted deduction was raised from ltl/3rd to 1-1/2 by the Direct 
Taxes (Amendment) &t, 1974. This amendment was stated b h a w  
heep sponsored by Government. it was felt that India being a .new- 
comer in the international mmket for manufacturers had to face qfiff 
cwl~pretition from other already estabUEhed exporters, and therefore, 
a large outlay on the development of foreign markets y m l d  help pro, 
mote India's exports. The Committee find that Yhaugh the copcession, 
was intendid, primarjly, @r development of w r t  rnarketq its beng-. 
fit has gone even to assessees like Air India who had not expcvr.ted a n ~ r  



hoods or  services but who by the  nature of (the operations of their 
business were operating in foreign stations long before the new section 
came into force. 

[S. No. 5 (Paragraph 1.49) d the Appendix to 45th Report of 
the PAC (1977-78) (Sixth Lok Sablla) .I 
Action taken 

The Public Accounts Committee has not made any specific recom- 
mendation in this paragraph. 

[Ministry of Finance (Department of Revenue) j0.M. No. 24114177- 
A &: PAC-11, dated 19-9-1978.] 

Recommendation 

For lack of time, the Committee have not been able to examine 
paragraphs relating to Corporation Tax included in Chapter I1 of t h e  
Report of the Comptroller and Auditor General of India for the year 
197475, Union Government (Civil), Revenue Receipts, Volume 11, 
Direct Taxes. The Committee expect. however, that the Ministry 
of Finance (Department of Revenue) and the Central Board of 
Direct Taxes will take necessary remedial action in those cases, in  
consultation with Statutory Audit. 

[SI. No. 7 (Paragraph 1.51) of Appendix to the 45th Report of the  
PAC (1977-78) (Sixth Lok Sabha)]. 

Action Taken 
In all cases referred to in the paragraphs relating to Corporation 

Tax included in Chapter I1 of the Report of the C&AG of India fo r  
the year 197475, suitable remedial action. wherever necessary, has 
beenlip being taken in consultation with the Statutory Audit. 

[Ministry of Finance (Department of Revenue) O.M. No. 241/4/77- 
APrPAC TI dated 27-6-1978], 



CHAPTER 111 
, \ 

I 

RECOMMENDATIONS /OBSERVATIONS WHICH THE COMMIT- 
!WE DO NOT DESIRE TO PUlWJE IN THE LIGHT OF THE 
W L I E S  RECEIVED FROM GOVERNMENT. 

NIL 



CHAPTER IV 

RIEECOSULMENDATIONS~OBSERVATIONS REPLIES TO WHICH 
HAVE NOT BEEN ACCEXX'ED BY THE COMMITTEE AND 
WHICH REWISE REITEMTION. 

Recommendation 
The Commit:ee are concerned to note  h hat while @anti% Expofi 

Market Development Allowance by way d weighted deduction on  
the expnditure incurred by Air India on advertisement and* publicity 
abroad under section 35B of the Income-tax Act, 1961, no attempts 
were made by the Inctqme-tax authorities to ensure that m h  ex- 
penditure was not in excess of the limits imposed by Rule 6B of the 
Income-tax Rules, 1962 It was explained to the Committee that this 
rule had been framed under another section of the Act, namely, sm-, 
tion 37 and as section 35B was an independent provision, Rule 6B 
was not followed in sluch cases. However, the Chairman, Central 
Board of Direct Taxes has assured the Committee that he wodd IT- 
excmine the matter from this angle. According to a note furnished 
by the Board on 4th January, 1977, the matter was referred to their 
Tax, Planning and Legislative Br,mch on 18th November, 1976 for 
re-examination. The Committee recommend that the re-examina- 
tion of this matter may be completed mosl and intention and scope 
of Section 35B. and 37 of the Income-tax Act, 1961 and Rule 6B of the 
Income-tax Rules, 1962 made clear beyond doubt. 

[S. No 4(Para 1.48) of Appendix to 45th Report of 
PAC (1977-78) (Sixth Lok Saleha) .I 

Action taken 
The recommendations~~bservations of the Committee are under 

cqnsideration of the Ministry. A fur'ther reply may kindly be 
awaited 

[Ministry of Finance (Department of Revenue) O.M. 
No. 24114177--A&PAC 11, dated 28-6-19781: 

Further Information 

Kind attention is invited to this Ministry's reply of even number 
dated the 28th June, 1978. The question foir consideration is whetha 



the weighted deduction u s 35B in respect of the expenditure incur- 
red on advertisement and publicity outside India should be governed 
by the limits specified in rule 6B of the Income-tax Rules, 1962 read 
with sub-section (3) of Section 37 of the Income-tax Act, 1961 
This matter, was re-examined and the conclusign is that the provi- 
sions of subsection (3) of Section 37 applied in respect of the ex- 
penditure which qualified for deduction ujs 37 (1). However. section 
37 (1) itself makes it clear that it applied to expenditure other than 
that referred to in Sections 30 to 36 and Section 80VV. Therefore 
the provisions of the weighted deduction ujs 35B could not once 
again be governed by section 37 (1). The provisions of Rule 6B read 
with section 37 (3) did not therefore apply to experditure which 
qualified for weighted deduction u ,s  35B. 

The Ministry of Law. Justice and Company Affairs have confirm- 
e d  the interpretatisn set out above vide their U.O. No. 2361.5j78-ADV 
(B) , dated the 20th June, 1978 (Copg annexed) . 

[Ministry of F~nance (Department of Revenue) O.M. 
No. 241/4/77-A&PAC 1.1, dated 19-94978.1 

Copy of U.O. No. 23615178-ADV(B), dated 20-6-1978 of the Ministry 
of Law addressed to (IBDT. 

The only point for consideration in this reference is whether the 
limits of expenditure on advertisement, prescribed under rule ciB dC 
the Income-tax Rules, 1%2 would apply in respect of advertisement 
expenses incurred under secliqn 35B of the Act. Under the latter 
section, Export Market Developmenlt Allowance is allowable as a 
weighted deduction in determining the assme 's  profits. Clause (b) 
of sub-section (1) enumerates the Heads of Expenses that are allow- 
able for that weighted deduction It, inter alia, inaludes advertise- 
ment or publicity outside India in respect of goods, services w 
facilities which the assessee deals in or provides in the course of his 
business. 

The Public Accounts Committee, in its 45th Report (Sixth Lok 
Sabha) desired the C.B.D.T. to examine the scope of section 35B and 
&ion 37 of the Act and rule 6B of the Rules. The CBDT have now 
referred to the matter to us. 



-on 37 (1) of the A&, inter a L ,  provides that any expendit& 
(not being expenditure of the nature prescribed in section 30 to 36 
and section 80BB and not being in the nature of capital expenditure 
.or personal expenses of the assessee) laid out or expended, whqlly 
*or exclusively for the pu~pose of business or profession, shall1 be a h  
lowed in computing the income chargeable under the head "Profits 
and Gains of business or profession." I t  is well settled that the above 
section is a residuary section extending the allowance of expenses to 
items of expenditure not covered by section 30 to 36. The list of 
dlow\ances enumerated in the above sections is not exhaustive. An 
item of expenditure, which is w h a y  or exclusively for the purpose 
.of business, may be allowed to be deducted in computing the profits 
and gains according to the ordinary colnlmercial principles even if it 
does not fall under any of the above sections. That is how section 37 
came to be reeognised as a residuary section. But. where an item 
of expenditure is of the nature described in sections 30 to 36, it does 
not fall within the residuary provision in section 37. I t  therefore, 
follows that if it does not fall under section 37 ( I ) ,  the provision I$ 
sub-section (3) of that section would not apply and consequently, the 
limits of expenditure prescribed in rule 6B would also not apply. 

Section 35B enumerates the Heads of Expenses that are allowable 
for weighted dedudion. The different heads of expenditure, enu- 
merated therein, will prwide for the sum total of the Export Market 
Development Allowance which will be entitled to a weighted deduc- 
tion. Advertisement or publicity odtside India is one of the heads 
of expenditure that w,uld go into the calculation of allowances for 
Export Market Development Allowance. In other words, it is an 
item of expenditure dealt with in section 35B and consequently, does 
not fall under the residuary section (section 37) .  

There is some controversy whether particular subject of expen&- 
%We is dealt with in any of those sections (30 to 36) ; the totality 09 
the subject is dealt with 'by that section. But for the purpose of 
dealing with this reference, that p i n t  is not material, in as much as 
section 35B (b) (1) deals with the subject matter of advertisement 
ex- incurred abroad for the purpose of weighted deduction of 
E w r t  Market Development Allowance. 

Sub-section (3) of section 37 contains a non-abstante clause and it 
provides that, not with standing anything contained in sub-section 
(I), expenditure or advwtisement etc., should be limited as pRBCrib 
ed. In order that sub-section (3) becomes applicable, the expndi- 
t U e ,  first of alk ,&odd have to fall within the scope of sub-swikiaa 



(1). If it does not fall ydt!hien the scope of mb,wtion (41, sub- 
d t i o n  (3) do& not enlarge the ~ q o k  d sub-section . ( $ A  and the 
Zfdb p r m n i d  ih mIe '6B on expenditure on advertisement p q d  
nut become app?hbIe, Ex&n$ture oh advertisement in a specifled 
hhd for vr't, ldarket Developqent Allowance and such e x p ~ d i -  
Oure would only be governed by k t i o n  35B and would not be 
gh-erned by the residuaj. head of expenditure in section 37. If so, 
8he &its k i d  down in sub-section (3) of section 37 would not be- 
come applicgble in respect of those heads of expenditure specified in 
sect& 3SE. 

It  seems to me that the intention underlying rule 6B is only to 
lay down limits for expenses on advertisement in India and nolt in 
I.espect of dveftisement expenses incurred abrasd for export deve- 
l ~ p m e n t  puwses (covered under section 35B). The above view is. 
@rengthened if reference made to sub-section (3A) to sectibn 37, in- 
serted by Finance A&, 1978, which lays down limts for aggregate 
expenditure on advertimentjpublicity of promotion in India. 

As the reference arose out of a report of the Pubflic Accounh 
Committee, Ministry may please see. 

Sd - (M. B. RAO), 
Joint Secretary and Legal Adviser. 

16-6-1978. 
Sdl- S'HANTI BHUSHAN, 

18-6-1978. 
M.L. J.C.A. 

Recommendation 

The Committee have been given to understand during 'evidence. 
that no machinery is available in the Incoane-tax Departmen't to 
assess as to whether the tax concession have actually contributed to 
export promotion. The Chairman, Central Board of Direct Taxes 
hies stated in evidence 'that i t  is not possible for them to indicate the 
extent to which improvement in exports has taken place because of 
the Export Market Developwnt Allowance. The admissiibility of 
weighted deduction, the Committee gather, is ndt dependent an the. 
results of the expenditure inoumd. Further, there is no syst,em of 
ancting feedback reports to the DLpprtment of Rev- and +k- 
% by the Ministry of Cornmeme, with the result that no jdee c m  
be had of the impact of t h i ~  tax concerrJon. f i e  C d t t e e ,  #,ere- 



fore, recom,~nd, ,  that some, system may be evolved whereby it 
possible to determine whether, and if m, to what ex&&, the in- 

centive'lfke Export *rfrelt *velapent  Allowance gfven to dames- 
tic concefns has achieved the purpose underlying it. 

[S. No. 6 (Para 1.50) of Appendix to 45th Report of 
PAC (1977-78) (Sixth Lok Sabha)]. 

A e t h  taken 
A reference has been made to 'the Ministry of Commerce request- 

ing them to inform us whether any sys-em has been devised by that 
Ministry to evaluate the impact ob these measures on the exports. 

[Ministry of Finance (Department of Revenue) O M  
No. 24114177--A&PAC 11, dated 28-6-19783. 

Further Information 
A reference is invited to this Ministry's reply of even number 

d a ~ e d  the 28th June, 1978 wherein the Committee was informed that 
the Ministry of Commerce has been requested to intimate whether 
there is any system devised by them to evaluate the impact of these 
measures on the exports. That Ministry's reply is skill awsted. 

It  may not, however, be feasible for this Departrnent to evolve a 
system to determine whether and if so to what extent the incentive 
given hns achieved the purpose underlying it. However, a study of 
a few selecked cases will be undertaken by the  Board t o  examine as 
to whether the incentive had led to increase in the exports of goods. 
It can generally be said that the exports have shown a substantial 
rise in the recent past and the fiscal incentive provide in sec'iion 35B 
may have contributed to this. 

[Ministry of Finance (Department of Revenue) O.M. 
No. 241/4/77-A&PACrII, dated 22-8-1978]. 

Final Reply 
A reference is invited to this Ministry's reply of even number 

dated the 22nd August, 1978. The reply of the Ministry of Commerce 
has since been received. They have staked that there is a whale 
package of measures adopted for furthering export promotion, such 
as import replenishment, cash compensa.tory suppprt, Export Market 
Development Allowance given under the Income Tax Act financial 
assistance to export Houses under the Market Development 
Assistance Fund, financial assistance given to exporters through the 
Expoit Promotion C~uncils for sending delegations, study teams etc., 
concessional export credit (both pre-shipment and post-shipment) tol 



exporters, blanket foreign exchans faeilfties for foreign travel on 
export promotion etc. It is, therefore, not feasible to isolate any one 
of these measures and decide in quantitative terms how much each 
1t has contributed in achieving increase in exports. 

Minisb; of Commerce has further stated that the Export Market 
Development Allowance is a very important concession given to the 
esporters. The importance of this measure can be judged by the 
fact that, when this concession was withdrawn in the Budget pro- 
posals in the current year, there was an outcry among the exporting 
community, with the result that the concession had to be partially 
restored by Government. However. it would not be possible to 
quantify the ebec", of this concession on export performance or to say 
by how much the exports will come down if this particular con- 
cession is withdrawn or  modified. 

The above reply is stated to have approved by the Financial .4d- 
viser of the Ministry of Commerce. 

[Ministry of Finance (Department of Revenue) 0 . M  
Xo. 341,4 77-A&PAC 11. dated 28-10-1978.1 



CHAPTER V 

RECOMMENDATIONS~OBSERVATIONS IN RESPECT OF WHICH 
GOVERNMENT HAVE FURNISHED INTERIM REPLIES 

NEW DELILI, 
Decen~bet fi, 1978 
-----.- -- - -. -- 
Agrahayaiaa 15, 1900 (S). 

P. V. NARASIMHA RAO, 
Chairman, 

Ptt blu: Amuunts Cotn~nittec. 



APPENDIX 

Conclusions 1 Recornmendations 

-- ----..- . - - -. - -.- - - - - - - -- .__---- - 
St- Para NO. Mnistr y/Departn?ent Conc~usiails/Reco-r-rr.rndat'ons- 
No. co-lcerned 
- _. _ - - 

1 .1 
1 3 4 

... _- . _ -- - - - --- 

I 1.7 Ministry of Finawe Rule 6B (1) (b) of the Income Tax Rules 1962 limits, for the Fur- 
(Dep t-nent of Revenur) of deduction from income, expenditure on advertisement a t -  

side India involving payment in foreign currency to (the amount 
covered by foreign exchange granted to, or permitted to be a~quired 
by, assessee for this purpose under the law relating 'to for&@ ex- 
change for the time being ihforce'. Section 35B of the Incame-tax 
Act provides for deductions on account of expenditure Inter-ah on 
advertisement or publicity outside India and lays down its quantum 
as m e  and one half times of such expenditure. The Section, as at  
present worded, does not define what would constitute "expendi- 
ture" for the purpose of computing the deduction a'c the rate of one 
and one half times. The absence of the definition in the Section of 
what would constitute such expenditure is open to abuse as one and 
one half time of expenditure incurred even beyond thqt authorised 
under the Foreign Exchange Regulations Act could be claimed for 
deduction. The Committee, therefore, recommend r at as Rule 6B 
of the Income-tax Rules does not apply to expenditure cavemd undm 



a 2.18 Ministry of Finance 
jDeptt. of Reve~lue) 

kct i tm 35B of the Income-tax A d ,  a sditable dellnition as to what 
will constitute "expenditure" incurred on advertising or pubxcitjr 
outside India should 'be incorpordkd in the %tion itself. 

%tion 35B of the Income Tax s p e i f i d y  deals with &due- 
tions on account of expenditure inter-alia on adverdsement and pub- 
licity outaide India I t  appears that when %his section was kcor- 
p ra t ed  in the Act in 1968, consequential changes were not mat3e in 
the existing Rule 6B(l) (b) of the Income-tax Rules 1962, whch 
covered the same ground as the new Section 35B(l) (b) or' the Act. 
The Committee acmdingly recommend that the relevant Rules of 
the Income-tax Rules 196'2 may be reviewed and c h a n m  consequkn- 
tial to the incorporation of Section 35B made therein. 

Export Market Development Allowance was introduced zd.e.f. 1st 8 
A w l ,  1968. In paragraph 1.50 of their 45th Report (Sixth Lo% 
Sabha) the Commiitee had recommended 'that ' ' m e  system may be 
evolved whereby it may be possible to determine whether, and if so, 
to what extent the incentive like Export Market Development Allow-. 
ance given to domestic concerns has aehiwed the purpose underlying 
it". The Ministry of Finance (Department of Revenue) have pointed 
out that while i t  may not be feasiMe to evolve such a system in the 
Department of Revenue, the Central Board of Direct Taxes will 
undertake e study of a few selected cases "to examine as to whether 
'the incentive had led to increzse in the export. of goods''. Accordin& 
'to the Ministry af Finance "exports have shown a subsfantial risij in 



the recent past and the fiscal incentive provided in Sectian 35B may 
have contributed to this". 

The Ministry of Commerce have stated that there is a whole pack-, 
age of measures adopted for furthering export promotion, such as 
import replenishment, cash compensatory support, Export Market 
Develapnlent Allowance given under the Income-tax Act, financial 
assistance to export Houses under the Market Development Assist- 
ance Fund, financial assistance given to exporters through the Export 
Promotion Councils for  sending delegations, study team etc., con- 
cessional export credit (both pre-shipment and post-shipment) to 
exporters. blanket foreign exchange facilities for foreign travel on $i 
export p romdim etc. According to that Ministry, it is therefore not 
feasible ta isnlate any one aE these measures and decide in quanti- 
tativr t e r m  how much each has contributed in achieving increase in 
e x p r t s .  t 

The Committee fail to understand as to hcnv the Ministries of 
Commerce and Financc are taking decisions in regard to the various 
export incentives schemes in the absence of a regular system nf 
evaluating impact of these incentives on export perfcnmance. The 
Committee would like to point out that the various export incentive 
schemes are not in the natrwe of a package. These are separate 
schemm introduced at differen: points of time and are being coq- 



tinued, altered, u-ithdrawn or re-introduced from time to time. The 
Committee are of the view that in order to take rational decisions in 
this regard, the existence of a regular system of appraising the im- 
pact and effectiveness or otherwise of each of these measures is im- 
perative. The Committee, therefore, recommend that such an evalu- 
ation system should be introduced for'thwith so that the decisions in 
these matters are taken on a sound and realistic basis. 




