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INTRODUCTION 

I, the Chairman. of the ·Public Accounts Committee, do present on their 
behalf this Hundn:d and Seventy-Fourth Report of the Public Accounts 
Committee (Seventh Lok Sabha) on paragraph 2.21 of the Report of the 
Comptroller and Auditor General of India for the year 1980-81, Union 
Government (Civil). Rcv~:nuc Receipts, Volume-H. Direct Taxes relating 
to 'irregular allowance of contribution to scientific research'. 

2. The Report of the Comptroller and Auditor General of India for 
the year 1980-R I, Union Government (Civil), Revenue Receipts, Volume-
H. Direct Taxes, was laid on the Table of the House on 31 March, ·r,82. 

3. The Committee have in this Report dealt with the case of an assessee 
riz. .. M s. Carborandum Universal Ltd., Madras which contributed a sum 
of Rs. X.S0,0()0 to two research centres-(i) A.M.M. Murugappa Chettiar 
Research Centre. Madras ( Rs. 7,50,000) and Nehru Centre Bombay 
(Rs. 1,00.0000). The ass~:ss~.: was allowed an extra deduction of 33-1/3 
per cent of the contribution ~:·v'en though there was no approval for any 
sponsored research programme to be undertaken by the two institutions 
which was a pre-requisite for the grant of extra deduction o!' 33-l /3 pl.!r 
cent under section 35 ( 2A) of the lncom~ Tax Act, 1961. 

4. The examination of the abow case has led the Committee to the 
general qu~:srion as to how far the large exemptions given under the Income 
Tax Laws for scientific n.:scarch are being utilised for the intended purpose. 
The Committee note in this regard that there are 1018 institutions (includ-
ing renewals) approved for scientific research under Section 35(i)(ii) and 
(iii) of the Income Tax Act, in addition to 126 specific approved program-
mes of scientific research under Section 35(2A). Beside...;;, there are over 
800 in-service research institution!-.. As till recently. the prevailing system 
was to give long-termjperpctual approvals and there were no periodical1 

annual reviews of the work done by approved institutions, it is difticult for 
the Committee to say how far he exempted funds have been utilised for thei 
intend~d purpo~~: or diverted to other purpose .... However. a statement of 
40 institutions. whose approvals have. hccn withdrawn in recent years •. 
makes shocking revelations .From this statement. th Committee observe 
that some nf the approved institutions which had enjoyed exemption under 
Section 35 for as many as 25 years or even mor~ had not. done any re-
search work whatever. Some. nf the institutions. when asked t0 submit the 
annual return indicating th': scientific research adidties being conducted 



(vi) 

by them, had no~ given any reply. In case of one institution-Research 
Institute of Ancient Scientific Studies, New Delhi (approved in February 
1965 and de~recognised in August 19·80), the letter asking the Institute 
to submit the annual return indicating the scietinfic research activities 
conducted by it was returned by the postal authorities as no such InstitutQ 
seemed to be existing. 

5. The Committee also note that the provisions on the subject arc spread 
over in a number of sections. sub-sections, clauses and Explanations of the 
Income Tax Act. These are quite cumbersome and complex a1nd frequent 
amendments have made them even more so. Section 35 alone has under-
gone as many as 11 amendments in the last few years. The Committee. 
have desired that in the interest of promotion of research and develop.. 
ment activities in the country and also in !he interest of revenue,- early 
steps should be taken to rationalise and simplify these provisions. 

6. The Public Accounts Conunittee ( 1982-83) examined the Audit 
paragraph in question at their sitting held on 13 January, 1983. The Puh-
lic Accounts Committee ( 1983-84) considered .and finalised the Report at 
their sitting held on 6 December. 19·83. Minutes of the sitting: form 
Pan-Il* of the Report. 

7. For reference of facility and convenience, the observations and re--
commendations of the Committee have been printed in thick type in the 
lxxly of the Report and have also been reproduced in Appendix ITT of 

. the Report. 

8. The Committee place on record their appreciation of the commend-
able work done by the Public Accounts Committee ( 1982-83) in taking 
evidence and obtaining information for this Report. 

9. The Committee also place ou record their aporcciation of the assis-
tance rendered to them in the examination of this paragraph by the Comp-
roller and Auditor General Of India. · 

10. The Committee would like to express their thanks to the officers 
of the Ministry of Finance {Department of Revenue) for the cooperation 
extended by them in givin-g inform-ation to the Committee. 

NEW DELHJ, 
December 9, t983 
Agr.ohayana 18, 1905 (S) 

SUNIL MAITRA, 

Chairman. 
Public Accounts Commitrtrc 

•Not printed. One cyclostyled copy laid on thr Table of the Hou111~ and five 
copies placed in Parliament Library. 



REPORT 

IRREGULAR ALLOWANCE OF CONTRIBUTION TO SCIENTIFIC 
RESEARCH 

Audit Paragraph 

I .I. In computing the business income of an assessee under the In· 
come-tax Act, 1961 , any sum .paid by him to a scientific research asso-
ciation, university, college or other institution rror scientific research, is 
an admissible deduction, provided that such association, university, 
college or institution is approved by the prescribed authority. With a 
view to encouraging development of indigenous technology and self-reli-
ance in industry, the Act was amended in 197 4 to provide that, if the 
contribution was to be used for specific research undertaken by the 
institution under a programme approved by the prescribed authority 
having regard to the social. economic and industrial needs of India, a 
deduction of a sum equ~t1 to one and one-third times of the contribution 
so paid shall be allowed. 

1.2. ln the previous year relevant to the assessment year 1976-77, an 
industria} company in which the public were substantially interested 
contributed a sum of Rs. 8,50,000 to two scientific research centres ap-
proved by the Council of Scientific and Industrial Research, which is the 
prescribed authority. In the assessment completed in April 1979, the 
department al1owcd the assessee's claim for extra deduction of 33-1/3 
per cent of the contribution. Audit check, however, revealed that there 
was no a·pproval .from the prescribed authority for undertaking the specific 
research programme. This being so, the extra deduction of Rs. 2,83,333, 
being 33-1/3 per cent of the contribution, was not admissible under the 
Act. This resulted in short levy Q[ tax by Rs. 1.63,626 and surtax by 
Rs. 29,927. 

1 .3. The Ministry of Finance have accepted the objection and stated 
that remedial action is being initiated. Further report is awaitqi (Decem-
ber 1981 ). 

LPara 2.21 of the Report of the Comptroller and Auditor General of 
India for the year 1980-81, Union Government ( Ovil) Revenue 
Receipts, Vol. 11-Dlrect Taxes]. 

1.4. 'fhe facts of the case were as follows. The assessee iJl the present 
case, vir.., M/s.. €orbonutdum·llJnivorsaJ l:.td., a·publJc. L.at;, Co. of Madras 
paid a contribution of Rs. 8,50,000 to (i) A..M.M. Murugappa Olettiar 



C) ... 
Research Centre. Madras (Rs. 7,50,000) and Nehru Centre, Bombay 
(Rs. 1,00,000) and claimed weighted deduction under Section 35 (2A) 
of the Income Tax Act. The I. T. 0. allowed the claim in the assess-
ment completed on 6 April. 1979 under Section J 43 ( 3) read with Section 
144B. It was noticed jn Audit that though the two institutions were ap-
proved by the Council of Scientific and lndustrial Research for the purpose 
of Section 35 (I ) (ii) of the Act, there was no approval for any sponsored 
research programme to he undertaken by the two institutions which was 
a pre-requisite for the grant of the weighted deduction. ·without such 

approved prognunme only 'the actual expenditure could be: allowed under 
Section 35(1 )(ii) and not weighted deduction under Section 35(2A). 

1.5. As regards the circumstances in which the mistake had <;">Ccurred 
in this particular case. the M'inistry have in a written note stated as 
follows: 

.. It is not possible to pinpoint the reas-ons for the mistake as the 
explanation of the concerned 1. T. 0 .. who completed the 
assessment, has not been obtained since he has already 
retired from service on 31-1-1980. Perhaps, it did not occur 
to him that for the purposr of allowance of deduction u/s 
35 (2A) in addition to the approval of the institution hy the 
prescribed authorit} u's 35(1)(ii). it was also necessary 
that the amounts paid to them should have been used by 
them for scientific research undertaken unde,· a pro!!famme 
approved in this hehalf by the prescribed authority. This 
specific provision appears to have been overlooked by the 
I. T. 0. and the matter came to light only when the Revenue 
Audit raised the objection on 1-11-1980." 

1.6 The Committee desired to know if the assessment was checked 
by internal audit and, if so. how it escaped their notice. In a written 
reply. the MLr:tistry have stated: 

'The assessment for the assessment year 1976-77 was completed 
on an income of Rs. 1.70,23,620/-. lt wa:-~ therefore, a case 

of priority audit. The assessment was checked by the Special 
. Audit Party on I 0-1 0-1980 but the mistake could not be 

detected hy it. It seems that the Special Audit Party missed 
the point that, besides the Centres being approved rt·or the 
purpose of normal allowance u/s 35 (I ) (ii) of the l. T. 
Act. it was also necessary that the programme of research 
undert<Jkcn. shou]d itself be approved by the prescribed 
authority fur the purpose of weighted deduction u/s 35 ( 2A). 
It appears to have been a bonafide human error. 
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The explanation of the I. T. 0. Special Audit Party has no! bee11 
called by the CIT since the concerned I. T. 0. has already 
retired on 30-11-1980. It is, therefore. not possible to find 
out the exact reason for the mistake escaping notiee of the 
departmental audit." 

1.7. During evidence, the Chairman, Central Board. of Direct Taxes 
added: 

"In this case, unfortunately for us the ITO who framed the assess-
• rnents and the I.T.O. incharge of Special Audit Party have 

retired with the result that we have not been able to get their 
explanations. But· from the facts which are available rfrom 
the files, I would like to mention that under the provision 
two approvals had to bC' sought--one approval of the institu-
tion and the other specific approval of the scientific research 
programmes. One approval was obtained but the other ap-
proval in respect of specific research programmes was not 
obtained. The I.T.O. to some extent was misled by the 
Counsel of the assessee when he stated that necessary appro-
val had been obtained. He probably. thought that both the 
approvals had been obtained.'' 

1.8 As ·regards the remedial action. the Ministry have in a written 
note stated:-

.. Remedial action in t11c shape of action under section 14 7 (b) of 
the I.T. Act, 1961. was taken and re-assessment for this year 
was completed on 24-3-1983 raising an additional demand 
of Rs. 1,74,520. The ta.x effect pertaining to income-tax on 
account of audit obje'Ction is Rs. I ,63,626. This additional 
demand stands collected by adjustment. 

So far as th~ sur-tax assessment is concerned, the original sur-tax 
assessment was completed on 14-1 1-1979. This assessment 
was later reopened u/s 7 of the Sur-tax Act consequent on 
the re-opening of the Income-tax assessment. The sur-tax re-
assessment was completed on 15-7-1982 raising an additional 
demand of Rs. 31,920. The- demand raised as per this order 
has not so far been collected since the assessee has requested 
for stay of this demand on the ground that the corresponding 
re-assessment under the LT. Act is under appeal. 

Although the assessee has filed appeals against the income-tax and 
sur-tax. re-assessments. its Counsel has since. intl•r alia. 
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stated, vide his letter dated 31 .12.82 addressed to the l.A.C. 
(Autlit), Mttdras. as under:·-

'I wish, however, to submit that since it was subsequently realis-
ed that the weighted deduction would .be allawable oD.Jly if 
the contribution was made to a programme approved in that 

' behalf by the prescribed authortiy, the claim for the weighted 
deduction was given up by my clients." 

1.9 The Committee then enqu-ired how much umount was rontri.buted 
by the assessee company-M/s. Carhorandum Universal Limited--Jto each 
of the two research centre3 referred to in the Audit paragraph, and whether 
there was any connection or relationship between the assessee company 
and the research centres. In a written note, the Ministry have stated :-

"The assessee company contributed a sum of Rs. 8,50,000j- dur-
ing the previous year relevant to the assessment year 1976-
77 to the tollowin~ two institutions approved u/s 35 ( 1) (ii): 

; ij A.l\L!\I. Murugappa Chdtiar Ro-s•·an:h Centre. Madra' [{,. 7 ·50.00(1 

,iii :-.ie-hru Centre. Bornu:t'" R~. I ,00.001 I 

It appears that A.M.M. Murugappa Chettiar Research Centre is 
floated by the Murugappa Chettiar Grouo. M /s. Carborandum 
Universal Ltd. is a company in which the Murugappa 

Chettiar Group bas substantial interest." 

1.10 The other research centre to whom the assessee company bad 
contributed Rs. one lakb was Nehru Centre, Bombay. It was approved by 
the Council of Scientific and lndumiai Research, the then prescribed 
authority for purpo9CS of clause (ii) of Section 35(1) of the Income Tax Act 
with effect from 14-1974. The approval given to the Centre in 1974 wps 
for pei'petuity. The case was reviewed by the Department of Science and 
Technology, who after considering the facts and circumstances of the case. 
demded· that the earlier approval ror perpetuity be superseded and be sub-
stitutecf by a ti.me-'bound approva1 which wiU be valid ur, to 31-3-1982. The 
Nehru Centre ttad indicated the following lines of research : · 

(i) Studiel. of <:OSmic raya . with space shuttle~ 

(li) sotar flare studies; 
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(iii) Study of the · track recording propedios· of nuclear track deteo-
tors; 

(iv). Impact of asteroidial bodies with planets and their consequen-
ces;· and · 

(v) A search for fallen meteorites in collaboration with Amatem 
Astronomers Association. Bombay. 

1.11 However. according to the evidence given by representatives of 
U1e Ministry of Science and Technology before the Committee, the Centre 
had not done any research work by 1978. It is not known whether it has 
dooe any research work ·:;ince. It had by 31-3-1979 enjoyed an exemption 
of nearly Rs. 48 lakhs; it has upto 31-3-1982 enjoyed an exemption of 
Rs. 137 lakhs. 

I. J 2 The Committee pointed out that this case attracted Government's 
attention as an objection had been raised by Audit. But there might have 
been several other cases due to the mistake of the same ITO or other 
ITO:•. They desired to know whether the Department had gone deeply 
into such other cases. The Chairman, CBDT stated: 

''When it came to our notice. we got a quick review conducted in 
Delhi in respect of similar cases which might have happened 
here. We intend to eet a review of sm:h cases in Calcutta and 
other bi!!gcr metropolitan towns to see whether such mistakes 
have been committed. A review conducted in Delhi has not 
revealed any mistake of this type." 

Guidelines for approval of research programme Under Section 3S(2A) 

1.13 Wei¢1ted deductions are allowed for research undertaken under 
approved programmes of research. As regards the guidelines issued for 
the approval of such research programmes, the Mini-.nry of Finance in their 
note have explained as under :-

"Section 35(2A) was inserted by the Direct Taxes (Amendment) 
A,ct, 1974 with effect from 1-4-1974. In the explanatory notes 
on the Clauses of the Amendment Act, circular No. 145 dated 
9-9-1974, instructions issued by the Board regarding these 
provisiOR•:; are as under :-

.. Under this section. a weilrbted deduction equal to one and one· 
third times the actual expenditure ill.Cllll'ed by a tax payer 
a~ter 3 t -3-1973 on SpollSOred research in BJJP'"Oved laborato-
ries will be allowed~ It is.. not necessary. tOOt. the sponsored 
research should be related to the tax. payer's buainess but the 
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weighted deduction wiU be allowed only if the scientific re-
search is undertaken by a research association or a university 
or a coHege or other institution r~ferred to in Sectjon 35(i){ii) 
under a programme approved by the prescribed authOrity 
having regard to the social, economic and industrial needs 
of the country. Where a deduction is allowed under the new 
sub-section (2A) of section 35, no deduction in respect of 
the same expenditure will be allowed under section 35(i)(ii).'~ 

1.14 At present, there is only one prescribed authority. namely, the 
Secretary, Department of Science and Technology for purposes of Section 
35 of the LT. Act, 1961. The guidelines issued bv the prescribed authority. 
viz. Department of Science and Technology reg~rding the eligibility and 
approval of programmes u/s 35(2A) of the I.T. Act are a:. under:-

1. "Any programme of scientific research which aims to create or 
develop: 

(a) any new source of energy, which is capable of being com-
mercially exploited or to improve the efficiency of anv existing 

method of energy generation/ distribution; -(b) any new source of proteinous and/or other nutritional food for 
human consumption. 

2. to conserve energy, food or any of the scarce material resources 
by devising new methods of processing/manufactu.Te used in 
agriculture. industry etc; 

3. to devise new or better techniques for the utilisation or recycl-
ing of wastes; 

4. to develop new or better techniques for pollution control/ 
reduction~ 

5. to develop new/improved cheaper basic drugsjmedicines for the 
treatment of any of the more commonly prevalent human/ 
animal diseases; 

6. 

7. 

to develop new/improvedjcbeaper 
family planning, which are likely 
among the masses in general; 

techniques or methods of 
to find wider acceptance 

to develop new/improved techniques of house-building or con-
struction or discover new building materials with' a view to 
achieve cost reduction, substitution of sea~ materials and the 
like, with special reference to rural areas; 
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8. to develop new/improved cheaper kinds of fertilizers!othet 
plant nutrients, plant protection chemical etc. wHh a view to 
achieve greater yield per hectare from agriculture; 

9 . to deviGe new techniques of manufacture or production of goods 
which result in substantial conservation of foreign exchange 
by way of import substitution/export promotion~ 

10. to achieve such other objectives which the prescribed autho-
rity in its discretion, considers important for the social e'Cono-
mic and in~ustriai needs of India would be eligible for being 
considered for approval under section 35 (2A) of the Income-
tax Act, 1961 . 

Before a scientific research project/programme is considered for 
approval under the provisions of section 35 ( 2A) by the 
prescribed authority, the institution concerned with the im-
plementation of such project/programme would be required to 
establish that it has necessary facilities and competence for 
undertaking the proposed research programmes. 

A programme which re'lates purely to market research, sales pro-
motion, quality, controL testing, commercial pwdu.ction, style 
changes and routine data collection etc., would not qualify ifor 
being considered for approval.'' 

1 .15 As regards the procedure for approval of research programmes 
under Section 35 (2A). the Ministry had added: 

''All applications should, itttet-alia be accompanied by the follow-
ing particulars/ documents:-

(a) Essential profiles of the Scientific Research programmes 
proposed to be undertaken and their broad objectives: 

(b) time phasing of each project or programme; 

(c) financial outlays for each project or pr~gramme: 

(d) 

(e) 

justification in assessee's own tenns as 'to how tho 
Scientific Rese·arch Programme in question is considered to 
he of importance to the social economic and industrial 
needs of India; 

particulars of institutions, where the Scientific Research 
Programmes are proposed tn be executed including number 
and date of the Government Notification under which tho 
institution is upproved under Section 35 (1 )(ii): 
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(f) ·brief detials of building, equipments, stan and other facilities 
available in tbe insti~ution where such programmes are ~o 
be -carried out; 

(·g) a letter of wHJingness .from the institution to undertake· the 
research work within the specified time limits, and furnish-
ing detailed break-up in the format with justification, of the. 
estimated cost of each project; 

{h) any other points considered relevant by the applicant. 

The sponsors/institutions concerned would be reiiponsibk for 
submitting to the Secretary, Department of Science & Techno-
logy, in respect of each accounting year, Annual Statements 
showing progress of implementation of each project. actuals 
of the expenditure incurred thereon. and other details. A 
copy of this Annual Return would also be sent by them to the 
Income-tax Officer having jurisdiction over the I~stitution. 

After the receipt of the recommendation of the prescribed autho-
rity, the same is processed and a notification valid for a speci-
fied period for which the programme has to run is issued hy 
the Central Board of Direct Taxes." 

1.16 In reply to a question as to whether any machinery cxis.ts to 
ensure that the funds are actually used for the approved research program-
me and also for evaluation of such programme!i. the Ministry of Finance 
have stated as under:- ' 

'"The Department of Science & Technology have advised that after 
the approval u/s 35(2A) of the I.T. Act is conveyed. the 
Organisation concerned is requested to give a progress report 
regarding the implementation of the upprovcd project. This 
progress ·report is examined in that Department to sec whether 
scientific research has been conducted and required l!xpcndi-
ture incurred thereon. The proforma in which the progress 
on the implementation of the scientific research project ap-
proved u/s 35(2A) of the Income-tax Act, 1961, is required.' 
to be submitted is given at Annexure.'' (Appendix-I). 

Approve.! qf research institutions for tax conce.sJjolls undt'r St'ctim1 
35(1) (ii) & (iii) 

1.17 During evidence, the Committee desired to know how after . an 
i.nstiutioh bad furnished aJJ the required information. the prescribed autho-
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rity decided upon the approvaf. The Director in the Department of Science 
ana "'!fecbnology explained as under:-

"At the time we approve, very often, it was only due to a good 
intention on their part that they would get from the society 
a few people who could join together and promote research 
in certain fields. They would be able to mobilise resources, 
if _only the approval is given to them. They should give a 
project report. That they give very often. They have given 
a project report and we find it difficult at this stage to jud2e 
whether they will realise that amount. We ask them: Do vou 
have scientific people to come and join? They say that they 
would be able to join as members .... of Advisory Committee, 
and on the basis of that, they will go. At the stage of ap-
proval, usua1Iy, it is only a promise that they hope to pursue 
this and, only when they realise the amount that they would 
be able to fulfil some of the promises. We are giving ap--
proval in anticipation of the hope that they would be able to 
do something. It is sometimes difficult to say whether they 
would be able to reach the target or not. Only a few institu-
tions could achieve the objectives.'' 

I. 1 R In reply to this Committee's recommendation contained in para 
1.33 of their 187th Report (FHth Lok Sabha) the Ministry of Finance 
had stated that approvals were being accorded to research institutions for 
Jimitcd periods. generally not exceeding 3 years at a time, and the pres-
cribed authorities were conducting an au.nual review to see that the funds 
were utilised exclusively for rcs;arch purposes. The Committee desired 
to know the total number of universities, institutions etc. approved under 
various provtstons of the law for scientific research and in how 
many of these. approvals had been accorded for period exceeding 3 years. 
The Committee were informed as follows:-

" .... the number, including renewals. comes to 1018. Earlier 
the approvals were generally granted without reference to 
time. Later on, in 1979 instructions were issued to the pres-
cribed authorities that the approvals may be recommended 
only for a prescribed period generally not exceeding 3 years. 
As such, all approvals accorded thereafter a-re for a specified 
period and after the expiry of the period, the institutions have 
to ask for the renewal of the. approvals." 

1.19. The Committee then enquired. whether annual reviews had been 
carried out by the prescribed authorities in all the cases and if so, what 
were the results 0 f the reviews. They also enquired whether there were 
any cases where the annual reviews had not been carried out and where 
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the funds under approval had not been used exclusively for research . 
purposes and, if so, the action taken in such cases. In a written reply, · 
the Ministry of Finance have stated:-

"The Department of Science and Technology which is the only 
prescribed authority with effect from 1-6-1982, have stated 
that they have been following a system of carrying out annual 
reviews in all cases. It has been added by them that based 
upon these annual reviews, they had taken action in regard to 
41 scientific research associations/institutions, out of which 
approvals in 19 cases huvc been withdrawn, in 1 0 cases the 
approvals have been converted into time bound approvals and 
in 12 cases renewals have not been allowed. Approvals in 
21 more cases were withdrawn on the recommendations of 
the other prescribed authorities." 

1.20 As to the number of research institutions approved ;for the tax 
concessions under Sections 35 (i) (ii) and (iii). the Chairman. CBDt 
added in evidence as follows: 

"The 11gure of I 018 includes also the universities and other educa-
tional institutions which have also been approved. The break. 
up would be as follows: 

l iniW:rsitir"' 

Ctlll~gN & other managernr-ut institution' . 

Coopf'Taliw·,. P11hlk Sc-dor institution, 1:~:·1 

01lwrs 574 

Total . 

·- ... ···-----·--- .. ---······ ·-· ---·--

Of these 1018 institutions that we approved, we withdraw 
later on the approval in forty cases. So, the balance comes 
to 1978. Out of these, 120 are renewals. Of those which 
have been approved, the net figure comes to 858. So, this 
is. the break up." 

Rt•view of work done by Research ltt.'ilitutions and withdrawal of 
approvals 

1 .21 During evidence, the Committee desired to know the procedur~ 
for withdrawal of approvals of research institutions for the purpose of tax 
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.concessions. The Director. in the Department of Science and Technology 
stated as under:-

"We have basically a system. We ask these institutions to submit 
their annual reports to us. On the basis of that, we have an 
indication as to whether they have started some work or 
whether they have recruited some persons and have created 
some scientific areas and they have made some progress. 
What generally happens is this. When the approval is given 
they would not have got money. This is only a promise. It 
takes some time for them to get the money and create the 
assets. If in three years nothing is reported. we ask them to 

indicate what rea11y is the progress made and whether they 
arc able to do something or not. They come with an expla-
nation that the land has not yet been acquired or some such 
thing. When we think that such an explanation is reasonable, 
we give them another chance. If they have collected huge 
money at this stage, we have to know how they are invested. 
They are supposed to invest in such form which will invariably 
be in Government securities or bank deposits. If within five 
or six years. they do not seem to start any work, we tell them 
that the approval will be withdrawn. They might make a 
reference at this stage saying that the Science Director is not 
coming with the programme of work etc. Very many ins-
titutions have been revived. In spite of that if they do not do 
anything. then we come to the conclusion by saying that they 
are given another chance to formally hear them. Normally 
two types of punitive action are taken. The first action is 
that we tell them that we have done our best for them and if 
they do not start the work. the approval will expire at the end 
of one or two years. We have given the limited approval 
only. At this stage. they would not be able to benefit much 
out of that. Alternatively. if we find that there i!l absolutely 
no intention of doing anything about it or if somebody whom 
they had in mind is no longer continuing to do that work, we 
tell them that the approval is hereby withdrawn. We then in-
form the Finance Ministry about it. After that this thing 
comes to an end. The particular reason that they did not 
initiate any work at all and when we are convinced that they 
wil1 not at any research work than in such cases, the approval 
is withdrawn. It is done through a review committee and 
the recommendations of the review committee are shown to 
the Secretary also." 

2182 LS-2 
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In reply to a question, he added: 

"The position is that approval given to an institution is for three 
years and not for a programme. These institutions had 
originally a long-term approval. Now, the institutions have 
got a maximum of three years' approval. If within three 
years, they do everything O.K., they may be continued. If 
they they do not do, automatically it ceases if they do not 
come forward for renewal. This is one implication following 
the Choksi Committee report. In the earlier days, they were 
given long-term approvals. In their cases, the first tine of 
punishment would be to restrict them to three years." 

1.22. In their reply to the recommendations of the Committee made 
in para 1.33 of their 187th Rep-ort (Fifth Lok Sabha), the Ministry . of 
Finance had stated that the Central Board of Direci Taxes had instructed 
the Income-tax Officers to examine the annual accounts of the research 
institutions by issue of notice under Section 139(2) to sec whether the 
funds were utilised in carrying out scientific research and to report devia-
tions, ilf any, no~iccd therein. The Committee desired to know the results 
of the revie~· and also whether the instructions issued by the Board were 
of a continuing nature· 0 r were there for only one time review. In their 
reply, the Ministry of Finance have stated: 

*A list of approved research institutions under Section 35 ( 1 ) (ii) I 
(iii) of I. T. Act. 1961, was prepared and circulated to all the 
Commissioners of Income-tax requesting them that the 
Income-tax Officers should examine the annual accounts of 
these research institutions by issue of notices u/s 139 (2) 
to sec whether the funds received have been utilised in carry-
ing on the scientific research. It was further desired that in 
case any deviation is noticed. it may be referred to the pres-
cribed authority for decision u/s 35(3) of the T T. :'\rt 
through the Board. 

The system adopted by the Board in 1975 is not a one time 
measure because the Commissioners were again requeslted 
by the Board, vide their letter F. No. 203/22/79-ITA-TI 
dated 23-2-79, to send a report to the Board immediately 
on the action taken in respect of its earlier Jetter of 1975 
and also requesting similar action in respect of the new . 
cases which were included in the list prepared u/s 35 (1) 
(ii) I (iii) and enclosed with the above mentioned letter. 
Yet again, the Board have circulated a further list of instruc-
tions approved u/s 35 ( 1) (ii), 35 (1) (iii) as also the re-
search programmes approved ujs 35(2A) to aU the CSIT, 
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vide its letter No. 203J241J82-ITA.D dated 27-12-~982, 
requesting the CsiT to ask the ITOs to take a similar exer-
cise and send a report to the Board by 30-4-1983. 

As a result of the reviews in 1975 and 1979, four cases were re-
commended for action. In one case, the recognition was 
withdrawn. In another case. the approval was continued 
after the prescribed authority. vi:.., the Department o~ Science 

& Technology had examined the matter and recommended 
the renewal of approval. In the remaining two cases, the 
matter is under examination of the prescribed authority." 

1.23. During evidence, the Chairman. CBDT stated that the following 
were four cases recommended for action as a result of reviews made by 
the ITOs in 19.75 and 1 979: 

·'(I) Sadiq Memodal Agricultural University, Srinagar. 
( 2) Dalmia Institute of Scientific and Industrial Research. 
( 3) Birla Institute of Scientific Research. 
( 4) Indian Lac Cess Committee, R:.mchi.'' 

The witness added: 

"The rcco!!nition l!ranted in the first case was withdrawn with 
~ ~ 

diect from 18-4-1975. In the second case. a notice u/s 148 
was issued but the same was quashed by the Court. In the 
remaining two cases. the matter was under the examination 
of the prescribed authority." 

1.24. As to the circumstances in which the approval e:· the Sadiq 
Memoria] Agricultural University, Srinagar was withdrawn, the Ministry 
have in a note s:atcd as under:-

.. The Board by its instructions No. 896 (F. No. 203/8/75-ITA.U) 
dated the 4th November, 1975 had directed that the Income-
tax Otlkers should examine the annual accounts of the re-

. search institutions approved under section 35 (1 )( ii); (iii) 
by issue of notices under section 139 (2) of the Income-tax 
Act, 1961 and to sec whether the funds received had been 
utilised in carrying on the scientific research. In response 
to these instructions, the Commissioner of Income-tax, 
Amritsar informed that enquiries made revealed that the 
proposal for setting up Sadiq Memorial Agricultural Univer-
sity had not been agreed to by the Jammu & Kashmir, 
Government and that such a university had not started func-
tioning. Titercup<>n, the approval granted to the University 
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was withdrawn and the withdrawal was made effective retros-
pectively from the late from which it was originally approved. 

I~ has been reported that at present, there is nobody to give infor-
mation whether any sums were paid to this University. 
Hence, it has not been possible to collect the desired informa-
tion." 

1.25. As regards the review carried out by the Department of Science 
and Technology, the representative of the Department stated in evidence: 

'' .... when an industrial is approved, it indicates its various 
projects. Now the projects as such arc not specifically approv· 
ed. We have found that some of these institutions have. carried 
on the projects. and th_ey have got some indication of the re-
sults. For example, we ask them whether they have carried 
out any publication. Have the resources been put to use? 
Many of them would have taken patents also. So, this is one 
category. In the annual review there may be something very 
outstanding that these institutiom would have done. They 
also qualify for national awards. That is one category where 
we note that they are doing some useful work. The second 
category is, under another Section of the Income-tax Act we 
have approved some specific programmes. In these program-
me when the programme is completed. we ask them to give 
us an indication about their achievement. The period for 
these programmes is sometimes 2 to 3 years.'' 

In reply to a question, the witness added: 

"In the normal run, if they say it is for 2 or 3 years' period, 
they will give some indication. Then some inve:;tigations have 
to be carried out. lf thev say within three years' time. we 
normally allow. Our experience is that sometimes they say 
that they have not been able to complete the programme in 
thr~ years and they want some extension. Then we allow 
them the extension of time. There have been some cases 
where a long period is indicated. We •:;ugg:est them that ap-
proval is for three years so that the important programme is 
not delayed indefinitely'. if still they !!ive some important 
reasons, we allow them for more than 4 years. Second ques-
tion is how do we evaluate. We have some guidelines. · · · 
Sometimes, the programme is very wide. Then at the end of 
the programme we see what progress has been achieved. It 
is generally done within the dcrmrtment because we have got 
variety of disciplines in our own department. Wherever 
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necessary, we even consult some outside experts. This is the 
broad process of evalution .... In the Department of Science 
and Technology about 90 such programmes must have been 
evaluated and my impression is about half of such program-
mes must have been completed., 

1.26 As regards annual review, the Director, Department of Science 
and Technology stated in evidence: 

"We carry out an annual review. We collect the data and we 
review. If by some chance somebody does not submit 
them within time we chase them . up and ask them to submit 
it. We foiJow it up by correspondence also." 

In reply to another question he added: 
"We have a standing committee which meets one a month or so. 

They will be able to cover most of them .... within a period 
of three years, all the institutions would be covered." ' 

The Chairmen, CBDT added: 

"One point, I want to make clear, that is, when we issue a noti-
fication we make it obligatory that they should comply with 
three conditions. One is, that so and so will maintain 
separate accounts for the sums received by it lfor scientific 
research. Second is, so and so will furnish an annual re-
turn of its scientific research activities to the prescribed au-
thority for every financial year in such form as may be laid 
down and intimated to them for this purpose. The third 
condition is that so and so wi]l submit by 30 June each year 
a copy of the audited statement of accounts showing their 
actua} income, the actual expenditure and the actual liabili-
ties and assets, with a copy of each of these documents to 
the concerned Income-tax Commissioner. These are the 
three conditions on which the notification is issued." 

1.27 During evidence, the Director, Department of Science and 
Technology admitted that out of 19 cases of withdrawal of approval at 
the instance of the Department of Science and Technology, in some ca9es 
approval had been given under ·the old Income-tax Act, that is before 
the 1961 Act, e.g., in the case of Mysore Iron and Steel Works, the 
approval existed for a }ong time and they did not do anything in re-
search. 

.. 

1.28 From a statement of 40 instit\lltioll'S where approval was subse-
quently withdrawn (Appendix XII). The Committee noted that some of 
the institutions included in the statement had enjoyed exemption under 
Section 35 for as many as 25 years and more. While some of these had 
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not undertaken any researcn work, others when asked to submit the annual 
return indicating the· scientific research activities conducted by them, bad 
not given any reply. The institutions which bad enjoyed ex.emption fort 
over 30 years included two limited Companies-Tata Iron and Steel 
Company, Jamshedpur and Mysore Iron & Steel Works, Bhadravati. In 
case of one institution Research Institute of Ancient Scientific Studies, 
New Delhi (approved in February 1965 and de-recognised in August 
1980), tbe letter asking the Institute to submit the annual return indicating 
the scientific research activities conducted by it was returned by the 
postal authorities as no such institute seemed to be existing. 

1.29 When asked how such institutions enjoyed approval for_ such 
a long time if these cases were reviewed after every three to five years, 
Director, Department of Science and Technology stated as follows:-

...... around 1974 or so the Department of Science and Tech-
nology came into the picture and at that time we were made 
one of the prescribed authorities. Around 197 5 or 197 6 
we started the work and the present work that we have done 
thus relates to last five years.'' 

1.30 The Committee enquired whether there was any mechanism 
~vailable with the Finance Ministry or any other Department of the 
Government of India before the Department of Science and Technology 
came into being, to see that the approved institutions wen. actually carry-
ing on research work or not. They further enquired whether any evalua-
tion or monitoring was done or any review was made. The Chairman, 
CBDT stated: 

~'Prior to 1-6-82 there were four prescribed authorities. For 
Medical Institutions, it was Indian Council of Medical Re-
search. Similarly, others were there. They were supposed 
to carry out such types of review and to see that the amounts 
given were spent for the purposes of scientific research. Now 
20 reviews have been made.'' 

1.31 The Committee enquired whether the Centra) Board of Direct 
Taxes bad ill6ued any instructions that in case of d~recognition the earlier 
assessments of such institutions were to be re-opened and charged to tax. 
The Chairman CBDT stated: 

' 
"We did not issue instructions; but we take it that when we with-

draw the approval all consequential action should be takea 
by the field officers.'' 
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1.32 Further asked whether the witness was in a position to tell the 
Committee categorically if the field officers had taken action to re-open 
past assessments of de·-recognised institutions, the Chairman CBDT 
stated: 

"Not at this stage.'' 

1.33 In reply to a post-evidence question from the Committee about 
the reopening of assessment cases, raising of demands, etc. in respect of 
40 institutions whose approval under Section 35 had been withdrawn, 
the Ministry have stated that information in respect of the donations 
received, the amount of tax foregone, assessments reopened, etc. could 
not be collected in entirety within the time available. 

The Committee then enquired about the 
research institutions and the approval of their 
.tor, Science and Technology stated: 

recognition of in-house 
programmes. The Direc-

...... the same procedure is there. They arc also given limited 
recognition for one year or a maximum of three years and 
they have to submit the annual returns and it is only on the 
ba.;is ot the n:vicw, they will be giv~n extension .... Cur-
rently there arc more than 800 institutions.'' 

The Chairman. CBDT added: 

.. If a person claim~ weighted deductions in the case of in-house 
it i~ 125 per cent he has to furnish a certificate from the 
prescribed authority that the particular project of prog-
ramme for which this amount was to be deducted has been 
completed. lrf he docs not furnish the certificate we can 
withdraw the deductions." 

1.34 When asked to cite cases, if any. in which large expenditure is 
made in the n~me of research but actually that has increased production 
facilities, the representative of the Department of Science and Technology 
stated: 

''There arc two categories of overlap. One is the distinction bet-
ween the pure quality control work and research and deve-
lopment. Now. they say that they have one very sophisti-
cated equipment which they use for research and also for. 
quality control purposes, which is strictly not research. That 
is one category .... For weighted deduction purpo9cs. they 
should at least comrlctr the programme. I think in princi .. 
pie. they can usc it for any programme on.:c the object for 
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which it was there has been fulfilled .... A few cases are 
there with us to show all this. The pilot plant is the one 
under consideration. Model operation is a very important 
operation .... The Pilot plant in a growing economy is very 
necessary in research and development activity. If the pilot 
plant has reasonable dimensions, we normally treat it as for 
research and development." 

1.35 At the instance of the Committee, the Ministry of Finance have 
furnished details as to how approvals under Section 35 were first given 
to the following institutions and later on withdrawn:-

(i) Belle Vue Clinic, Calcutta. 

(ii) Tata Iron and Steel Industry, Jameshedpur . 

(i) Belle Vue Clinic, Calcutta 

On the recommendations of the then prescribed authority, the 
Indian Council of Medical Research, a notification No. 22 
(F. No. 10/12/66-ITA. I) dated . 31-3-67 was issued 
granting approval to the Belle Vue Glinic, Calcutta u/s 35 
(1) (ii) of the I. T. Act, 1961. The scientific research to 
be undertaken by this institution was in the field of medical 
research. The Indian Council of Medical Research review-
ed the research work undertaken by this institution during 
the year 1974 and the special Committee of ~he Council was 
of the view that no aspect of the work presented in the re-
port could be said to be of nature of research. The Com-
mittee was also of the opinion that the Clinic was only a good 
nursing home and did not qualify for tax exemption u/s 
35 ( 1 ) (ii). Accordingly, the Council decided to withdraw 
its recommendation. Vide Notification No. 1225 (F. No. 
203/143/75-LTA.II) dated 12-.2-76. the CBDT issued a 
Notification withdrawing the approval with effect from 
1-4-76. The Commissioners were also appropriatc'ly in-
formed. 

(ii) Tata Iron and Steel Industry, /amshedpur. 

The Tata Iron & Steel Industry, Jamshedpur was notified u/s 10(2) 
(xiii) of the I.T. Act, 1922, Vide Notification No. 34 dated 
24-11-46. The Department of Science & Technology re-
quested them for the annual return regarding their scientific 
research activities. A reply was received wherein it was indi-
cated that the company was a public limited company. The 
matter was examined in the Department of Science & Tech-
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nology and it was considered that uls 3S(l)(ii) of the I.T. 
Act, a public limited company was not eligible. Accordingly, 
the matter was referred to the Mjnistry of Finance for deletioo 
of their name from the list of tax exempted categoires. The 
Ministry informed the Department of Science & Technology 
that the name from the list can be deleted only on the recom-
mendations of the prescribed authority. Ac®rdingly, t!he 
matter was placed before the prescribed authority and after 
their approval, recommendations were sent to the Ministry of 
Finance and the Notification of 24-11-46 was withdrawn on 
2-8-79.'' 

Evaluation of the effect of tax concession on the development of indigenous 
technology. 

1.36 In reply to a question whether any over-all evaluation has been 
made by Government of the impact of the tax concessions on the develop-
ment of indigenous technology, the Ministry of Finance have in a note 
stated as under:-

" .... No overall evaluation in this regard seems to have been 
undertaken. It may be stated that it may not be possible 
to evaluate the direct co-relation of the effect of the tax con-
cessions technology. However. it is undeniable that the indi-
genous technology in the country has been developing. The 
Government is examining the question of entrusting a study 
to the National Institute of Public Finance and Policy regard-
ing the impact of various tax concessions under the Income 
tax Act like Export Market Development Allowance and 
Scientific Research concessions." 

1.37 In computing business income an assessee, the following deduc-
tions are admissible in respect of scientific research under the Income Tax 
Act:-

(i) Income of a scientific research association apP.roved by the 
prescribed authority for purposes of Section 35 (1) (ii) of the 
Act, which is applied solely to the purposes of that associa-
tion is totally exempt from tax [S. No. (21)] 

(ii) Revenue expenditure on scientific re~arch relating to the 
business carried on by the assessee is allowable as deduction 
in the computation of business income tsec. 35 (1) (i)] 

(iii) Any amount paid to a scientific research association or a 
University, college or other institution, having as its object the 
undertaking of scientific research (not necessarily related to 
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the business of the assessee), is admissible as a business ex-
pense provided the recipient is approved for the purpose and 
the amount is tO be USed for scientific research rSec, 35 ( 1) 
(ii) ]. 

(iv) Any amount paid to a University, college or other institution 
which is approved for the purpose for use on research in 
social sciences or statistical research connected with the class 
of business carried on by the assessee is allowed deduction ia 
computing income from business rscc. 35 ( 1) (iii)] 

(v) From the assessment year, 1968-69, any expenditure of a 
capital nature incurred after the 31st March, 1967 on scienti-
fic research related to the business carried on by the assessee 
!'Sec. 35 ( 2) (ia)] is a11owable in 1full. 

(vi) From 1-4-1974. a weighted deduction of 1-1/3 times the 
amount paid to a scientific research association, University, 
coHege or other institution or to a public sector company is 
admissible if the amount is to be used for scientific research 
under a programme approved by the prescribed authority 
having regard to the social, economic and industrial needs of 
India {1Sec. 35 (2A) 1 

(vii) From 1-9-1980. a weighted deduction equal w 1-1/4 times 
the expenditure incurred by any tax payer in approved in-
house research and development units on carrying out any 
research programme. approved by the prescribed authority 
having regard to the social, economic and industrial needs of 
India. is allowed as a business expense. Both revenue and 
capital expenditure (except expenditure on land and build-
ings) ~ualify for this weighted deduction [Sec. 35 (2B)]. 

(viii) From 1-4-1 980. any sums paid by a tax-payer other than a 
bu~incss assessee to a research association which has as its 
object the undertaking of scientific research or to a University, 
college or other institution, to be used for scientific research 
arc deducted while computing total income provided the re-
cipien• institution is approved by the prescribed authority for 
the purposes of PSec. 35 ( 1 ) (ii) Sec. 80 GGA]. 

1.38 Nothing that the legal provisions regarding concessions for 
scientific research were spread over a number of sections, sub-sections, 
clauses and explanation~ nf the Income Tax Act which had made the rele-
vant 1aw quite cumber!-.omc and complex, the Committee enquired whe-
ther it would not be in the interest of genuine research and development 
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activity in the country as· much as in the interest of revenue to rationalise 
.and simpliJfy these provisions. In their note, the Ministry have stated as 
follows:-

"The Government would examine the suggestion made by the Com-
mittee in depth in the light 0 f, inter alia, the recommendations 
which might be made on this subject by Economic Adminis-
trative Reforms Commission and in consultation with Ministry 
of Law, Justice and Company Affairs (Legislative Depart-
ment)." 

Research institutions connecced •vith large industrial hot(ses 

1.39 In para 1.33 of their 187th Report (Fifth Lok Sabha), the pub-
lic Accounts Committee had expressed an apprehension that the provisions 
of the law were rather ambiguous and there was a tendency on the part of 
some big: industrial houses to sponsor so-called scientific research associa-
tions with a view to claiming deductions from taxable income. The Com-
mittee enquired as to how many of the approved institutions were directly 
connected with big industrial houses. The Ministry of Finance have re-
plied as under:-

"h is difficult to corclatc any particular institution/association as 
having a direct connccion with any particular large industrial 
house. However. prima facie, from the names, 51 institu-
tions/associations could be listed as relating to big industrial 
houses ... 1·idc Appendix. 

1.40 In reply to a question as to how inany of in-service research insti-
tutions enjoying exemption had connection with large industrial houses, 
the representative of the Department of Science & Technology stated, 
·• .... my impression is that about 115 or 116 have connection with large 
houses.'' 

\ 
1.41. In para 1.16 of their 51st Report (Sixth Lok Sabha), the publie 

Accounts Committee had reiterated their apprehensions about the inade-
q\\acy of checks and control in the matter of tax concessions for scientific 
Tesearch institutions and inter alia reiterated the suggesion for amendment 
of the ·law to curb the tendency on the part of big industrial houses setting 
up so-cal1ed research institutions which do no in fact engage in any mean-
ingful research. The Committee desired to know the action taken by 
Government on the above recommendation of the Committee. In their 
Teply. the Ministry have stated: 

'Kind attention of the Committee is invited to the Ministry's Office 
Memorandum dated 15th May. 1<)79 in reply to para 1.16 of 
51st Report of the PAC wherein it was stated that in view 
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of the elaborate system of obtaining detailed information 
from the institutions/associations by the prescribed authori-
ties 'before the gran,t of approvals; the insistence of the pres-
cribed authority on the furnishing of annual reports and 
returns by these institutions for examining whether the funds 
are utilised for research purposes; the system of periodical 
review by the prescribed authorities and the withdrawal of 
approval in a 1number of cases as also the action being taken 
by the ITOs to examine the accounts of these institutions by 
issue of notices under section 1.39(2) etc., a ceiling on tho 
contributions would not be feasible as the amounts required 
for carrying out any particualr scientific research programme 
would depend upon its nature and would vary from program .. 
me to programme. It was also stated that in view of these 
checks and controls etc. no change in the existing provisions 
of the law was considered necessary. 

However, the Economic Administration Reforms Commission is 
seized of the matter regarding amendments in the structure 
of Direct Taxes and if any recommendation in respect of con-
cessions to scientific research associations is made, the same 
would be examined by the Government.'' 

1.42 The Committee desired to know whether the Ministry had any 
suggestion or amendment in mind regard to the existing '!xemption provi-
sions in the Direct Taxes Laws which were necessary for effective imple-
mentation of tbe laws and for prevention of tax avoidance. The Minis-
try of Finance have in their note stated as follows: 

"Section 10(21) of the I.T. Act 1961 lays down that the incomo 
of an approved scientific research association is exempted 
from tax to the extent it is applied solely for the purposes of 
the association, Under a proposed amendment in the Finance 
Bill, 1983, this exemption will not be available i:f any sums 
received by the association by way of contributions or inves-
ted or deposited after 28th February, 1983, otherwise than 
in one or more of the fOrms or modes specified in re\;ltion to 
investment of funds of charitable or religious trusts and in-
stitiuttons. Exemption from tax will also be forfeited if any 
funds of the association, invested or deposited before 1st 
March, 1983 (otherwise tha'n in the forms or mOdEs referred 
to above) continue to remain so invested or deposited after 
30th November, 1983. Further, such association will also 
forfeit tex exemption if they hold any shares in companies 
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(not being a Government company or statutory corporation) 
after 30th November, 1983. 

The proposed amendment will plug the non-applicationlmis-
application of the income of the approved association." 

1.43. Under the provisions of the Income Tax Act, 1961, in com-
puting the business income of an assessee, any sum paid by him 
to a scientific research institution :or to any other institution for 
scientific research is an admissible deducton provi(Jed that such 
·association or institution is approved by the prescribed authority for 
the purpose. The Act was amended in 1974 to provide that if the 
contribution was to be used for specific research undertaken by an 
institution under a programme approved by the prescribed authority 
having regard to the social, economic and industrial needs of India, 
a deduction of a sum equal to one and one-third times of the con-
tribution so paid. hereafter called 'weighted deduct1on', shall be 
allowed. 

1.44. In the previous year relevant to the assessment year 1976-77, 
an industrial company. M/s. Carborandum Universal Limited .. con-
tributed a sum of Rs. 8.50.000 to two scientific research centres-
Rs. 7,50.000 to A.M.M. Murugappa Chettiar Research Centre, Madras 
and Rs. 1.00000 to Nehru Centre, Bombay-both of which were 
approved under Section 35(1)(ii) of the Income Tax. Act by the 
Council of Scientific and Industrial Research. the prescribed 
authority. In the assessment completed in April 1979, the Depart-
ment allowed the assessee's claim for extra deduction of 33-113 per 
cent ·Of the contribution even though there was no approval for any 
sponsored research programme to be undertaken by the twG insti· 
tutions which was a pre-requisite for the grant of the 'weighted 
deduction·. The extra deduction of Rs. 2.83.333 being 33-113 per 
cent of the eontribution. which was not admissible under the Act, 
resulted in short-levy of Income-tax. and Surtax. 

1.45. The Committee note that on the mistake being pointed out 
by Audit. an additional demand of Rs. 1.74.520 was raised by the 
Department which has since been collected. As regards Sur-tax, 
an additional demand of Rs. 31.920 was raised by tbe Department. 
Although this demand had not been collected, the assessee's counsel 
had agreed to wl~draw his objection and make payment. 

*The amendment has been made in Section 10(21) of the Income Tax 
Act, 1961. vide Finance Act. 1983. 0 
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1.46. Altbough the Department has since collected the short-levy 
on account .of Income-tax and is expected also to collect the short-
levy on account of Sur-tax, the Committee cannot help observing 
that the Special Audit Party of the Income Tax Department which 
had also checked the assessment in the present case had failed to 
detect the mistake. The I.T.O. who had passed the original assess-
ment order having since retired. the Department could not give a 
satisfactory explanation as to how the I.T.O. had allowed the 
weighted deduction in this case. Likewise. the I.T.o .. SpeciaJ Audit 
Party who had checked the assessment having also retired, the 
Department could not also explain satisfactorily as to why the 
Special Audit Part~· bad nc:;t been able to detect the mistake. In 
any case. it is apparent to the Committee from the facts of the case 
that both the Income Tax Officer who had made the original assess-
ment as also the Special Audit Party which had checked the assess-
ment had failed t·o do their jobs properly. 

1.47. The Committee observe that one of the institutions referred 
to in the Audit Paragraph-A.M.M. Murugappa Chettiar Research 
Centre. Madras-to whom the assessee company (M/s. Carborandum 
Universal Limited) had contributed Rs. 7,50,000 was floated by . the 
Murugappa Chettiar group who have a substantial interest in M/s 
Carborandum Universal Limited. The second institution-Nehru 
Centre, Bombay-to whom the assessee company had contributed 
.Rs. one lakh, bad, from the date of its approval in April 1974 to 1978 
not done ~my research work. This leads the Committee to the 
general question as to how far the huge exemptions given under the 
Income Tax law for scientific research are being utilised for the 
intended purpose. 

1.48. The Committee note that there are 1018 institutions (in(•h•d-
ing renewals) apprO\'ed for scientific research under Section 
35(l)(ii) ~nd (iii) of the -fncome Tax Act. in addition to 126 specific 
approved programmes of scientific research under Section 35(2A). 
Besides. there are over 800 in-service research institutions. As till 
recently. the prevailing system was t·o give long-term/perpetual ap· 
provals and there were no periodical/annual reviews of the work 
done by approved institutions. it is difficult for the Committee to 
say how far the exempted funds have been utilised for the intended 
purpose or diverted to other purposes. However, a statement of 40 
institutions. whose approvals have been withdrawn in recent years. 
makes shocking revelations. From this statement. the Committee 
observe that some of the approved institutions which had enjoyed 
exemptietn under Section 35 for as many as 25 years or even more 
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had not done any research work whatever. Some of the institutions, 
when asked to submit the annual return indicating the scientific 
research activities being conducted by them, had not given any 
reply. In case of one institution-Research Institute of Anci~nt 
Scientific Studies, New Delhi (approved in February 1965 and de-
recognised in August 1980), the letter asking the Institute to submit 
the annual return indicating the scientific research activities con· 
ducted by it was returned by the postal authorities as no such Insti-
tute seemed to be existing. 

1.49. A tax exemption involves loss of public revenue. This tax 
expenditure is justified only if the purpose behind it is really 
achieved. A heavy responsibility is therefore cast on the authorities 
granting exemption to evolve proper checks and procedures to en-
sure this. The Committee observe with distress that in the case 
of exemptions for scientific research, the authorities concerned had, 
after giving long-termiperpetual approvals, done precious little in 
this regard in tbe past. In para. 1.32. of their .I 87th Report (Fifth 
Lok Sabha) presented to the House on 29 January 1976. the Public 
Ac(·ounts Committee were surprised to find that the Central Board 
of Direct Taxes had not even considered necessary to issue guide-
lines to assessing Gfficers on what constitute "expenditure on scienti-
fic research... In para l.Hi of their 51st Report (Sixth Lok Sabha). 
the Committee reiterated their impression that the checks and con· 
trols exercised till then had been perfunctory. In para 1.4.24 of 
their Final Report (September 1978). the direct Tax Laws Com-
mittee observed that ''hardly any attempts were made in the past 
to ensure that the huge sums paid to research institutions by big 
business houses were spent . usefully and . effective]~, or to ascertain 
the nature of the research activities carried on with the aid of such 
funds and the results achieved''. The Committee observe that it is 
only very recently that a system of time-bound approvals and annual 
reviews has been evolved. 

1.50. The Co-mmittee note that there are 51 scientific research 
institutions co~ected wtth large industrial houses. In addition. 
there are about 110-120 in-house research institutions connected 
with large industrial houses. In para 1.33 of their 187th Report 
presented to the Houst> on 29-1-76. the Committee had expressed 
an apprehension that the provisions of the law were rather ambi-
guous and there was a tendency on the part of some big indus-
trial houses to sponsor so-caned scientific research associations with 
a view to claiming- deductions from taxable income. The Committee 
had desired that loopholes in the Act should be plugged. In para 
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1.16 of their 51st Report (Sixth Lok Sabha), the Committee reiterat-
ed their earlier recommendation. The Committee are glad to note 
that Government haYe recently taken an important step to de-link 
the financial interests of scientific research institutions from those 
6f industrial houses and thereby to prevent diversion of funds to 
unintended purposes. By the Finance Act, 1983, Section 10(21) of 
the Income Tax Act. which lays down that the income of an approv-
ed scientific research association is exempted from tax to the ex-
tent it is applied solely f:or the purposes of the association, has been 
amended to regulate the ·investments. The Committee hope that 
the amendment will go a long way to prevent mis-application of 
the resources of approved associations. They further trust that 
Government would make an in-depth study of the problem and 
take such further measures, legal or procedural. as might be 
necessary to effectively prevent mis-application of resources of 
scientific research institutions for non-research purposes. 

1.51. The Committee feel that the problem cannot be wholly 
soh·ed so long as the institutions getting approval under Section 35 
know that they can get awa:y with the past exempted funds n-ot 
applied to the purpose allowed for. The Committee enquired 
whether the Central Board of District Taxes had issued any instruc· 
tions that in cases where the approved institutions were subse-
quently de-recognised. the earlier assessments of such institutions 
should be re-opened. The Chairman. Central Board of Direct Taxes. 
stated that the~· had not issued such instructions but they took it 
that when an approval was withdrawn. all consequential action 
would be hken by the field officers. The Committee are surprised 
at this complacent approach of the Central Board of Direct Taxes. 
They desire that clear instructions should be issued by the Board 
that in case an institution approved under Section 35 i! subse-
quently de-recognised f·or not having done any scientific research 
work. the assessing officers should re-open all the past assessments 
of the i.Dstitution under the law, and recover the tax due. . , 

1.52. In para 1.4.24 of their Final Report (September 19'78) the 
Direct Tax Laws Committee (Choksi Committee) expressed the 
\'iew that while the Income Tax Department may be in a position 
to enquire into some of the peripheral aspects of activities of 
scientific research associations such as maintenance of proper 
accounts of the sums collected and the utilisation •Of such sums. the 
Income Tax Officer is hardly in a position to make an informed 
technical enquiry into the content and quality of the institution's 
research activities. This function belongs legitimately to the 
prescribed authority which grants the approval to the institution 
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m the first instance and it should be in a position to make technical 
appraisal of the association's activities from the qualitative angle. 
The Committee appreciate the above view and desire that continu-
ed exemption should be subject to periodic appraisal of the 
activities of the .ssociations by the prescribed authority to ensure 
the quality. The Committee would await the procedure evolved 
in this regard. 

1.53. The Oommittee note that the object underlying the tax 
exemptions under Section 35 was to encourage scientific research 
with the aim of developing indigenous technology and self-reliance 
in industry. Although the income-tax exemptions for scientific 
research have been existing from pre-Independence days, the 
Ministry of Finance have not yet cared to conduct a study to see 
how far the object underlying the tax exemption has been achieved. 
The Oommittee understand that Government are now examining 
the question of entrusting a study to the National Institute of 
Public Finance and Policy regarding the impact of various tax con-
cessions for scientific research under the Income Tax Act. The 
Committee desire that this should be done without any further 
delay. They also desire that the National Institute of Public Finance 
and Policy may also be asked to make an assessment of the annual 
amount of revenue forgone on account of various tax concessions 
dven under Section 35 of the Act. 

1.54. The Committee note that the provisions on the subject are 
spread over in a number of sections, sub-sections, clauses and Ex· 
planations of the Income Tax Act. These are quite cumbersome 
and complex and frequent amendments have made them even more 
so. Sectloa 35 alone has undergone as many as 11 amendments in tile 
last few years. The Committee desire that iD the interest of pro-
motion o1 research and development activities in the country and 
also in the interest of revenue, early steps should be taken to 
rationalise and simplify these provisions. The Committee wish to 
.emphasise that bona fide research institutions should be encouraged 
and that the legal and procedural devices employed in connecitoa 
with the grant of exemption from tax of the funds collected and 
utilised by such institutions should be such as would help rather 
than hinder the pursuit of their objectives. 

NEW DELHI; 
December 9, 1983 . 
.i;Tahayan_a_l~S_.-1-=905-,---(S-=-a""""ka-). 

21'82 LS-3 

SUNIL MAITRA 
Chairman. 

Pablle Accounts Committee. 
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APPENDIX I (VIde para r · 16) 

Progms ;, Jmpl,mentatiora i 

ANNEXURE------

ACCOUNTING YEAR-

PROGRESS ON THE IMPLEMENTATION OF THE SCIENTIFIC RESEARCH PROJECT APPROVED UNDER SECTION 35(2A) 
OF THE INCOME TAX, ACT, 1g61 

S. Title of t11e Research Project 
No. (with Brief Details) 

ll 

Notification 
1\o. & Date 
of Approval 

3 

--------------------------· 

1\;ame(s) & 
Address(s) 
of the 

Sponsorer(s) 

4 

1\"ame & Address(s) of the Im-
plementaing Laboratory/ Institu-
tion 

5 

----------------------- --

Date of Date of 
Commencement Completion 

(6a) (6b) 
~ 



Lands & 
Buildings 

?(a) 

·--------------------------------- -
Actual Expenditure Incurred 

Equipment & 
Machinery 

Salari~ Raw l\Ia terials Other items Total 
Please specify 

?(h) ?(c) 7(d) 7(e) 7(f) 1 

Results Achie- Social, Eco-
ved (Attach a nocm.ic & In· 
Separate sheet, dustrial need( 
if necessary) of the country 

Fulfilled 

8 9 

Remarb 
(if any) 

10 'i1f' I 
---------------------------------------------------------------------------------------------------------------------------------------__,_---

• 
S~ture------------------------------------

Head of the Laboratory/Institute 



APPENDIX D 
(Yidl para 1· ~8) 

LIST OF lNSTITUTlO~S / ASSOCIATIO~S IN WHOSE CASES APPROVAL UNDER SECTION 35(1) (ii)/35(aA) WAS GIVEN 
AND SUBSEQ.UENTLY WITHDRAWN 

Sr. Name & the addresses of the institutioo 
No. 

" 
1 Balle Vue Clinic 9, Dr. Brahmachari Street, 

Calcutta•l7 

~ Indian Crucible Company Limited, Howrall • 

S Bmpl Potteries, Calcutta 

4 Botanical Survey of ID.dia, Calcutta 

Date of 
approval 

3 

Date of Date of 
withdrawal effect of 
of approval withdrawal 

4 5 

31·3-1967 12-2-1976 1·4•1976 

• 23-1 r-1946 23·4·1980 1-1-1979 

. 2S•I 1·1946 27·12·1g8o 25·5·1980 

, 23•1 1-1946 17·2•1981 13·1·1981 

Reasons 

6 

No aspect of work presented in the report 
for the year 1974 could be said to be 
of research in nature. As such the 
approval has been withdrawn. I 

No scientific research activities have 
been undertaken by the Institute. 
As such the approval baa been with· 
drawn. 

The Company was requested to submit 
the annual return indicating the scienti• 
fie research activities being conducted 
by them. No reply was received by 
the Prescribed Authority from the 
Company. As such the approval has 

been withdrawn. 

The Botanical Survey of India was not 
interested in the tax exemption approval 

since whole of the expenditure of 
Botanical Survey of India has met out of 
the consolidated fund of India. As such 
the approval has been withdrawn. 



5 Statiatical Publithin( Society, !201, Barrad1pore Twnk 
Road, Cakutta·Sti· 

6 Tamil Nadu Eye Relief' A!sociation, Madurai, 240, 1'\aic.ku 
New St., Madurai-r. 

7 R.N.T. Medical College, Udaipur . 

8 B.B. • C.I. Railway Worbbop• 1\jmar 

g Sadiq :dcmorial A!lficultural University, Srinagar (J & K) 

€-s·lf/5 ll.·r· ~~r2 :;:-t·t·Itf!2 

11·12·1!•i2 l_j·";·l~'1 i Jr.(.;! 't7 

27·3·1974 1-8-1975 27·3·1974 

10·•·1978 lil3·7·1g8o !25·5·1980 

18-4-1975 26·3·1977 !8·4·1975 

11 ~ tlc:tty l'.as infc;rn:ed by· the Pres-
cribed Authority that they are not 
covered under section 35{1)(ii) and 
then they applied to the Ministry 
for approval ufs ss(r)(ili). The 
Ministry of Finance have issued the 

Notification ufs. 35( r) (iii) offhe I.T. 
Act. After considering the facts &: 
circumstances of this case the Prescn'bed 
Authority has decided that the approval 
granted to the Society ufs. 35(1) (ii) 
may be withdra'\\n. 

1 I.e A~:cc'at:< n h:.d neit.hn collected any 
funds nor had undertaken any research 
activities since 1974. As such the 
approval has been ,..;thdra'\\n. 

As no res~arch work had been done at the 
Institute, the approval has been with-
drawn. · 

1he Prescribrd Authority asked the 
Institute to submit annual returns of 
,·esearch activities. The Institute replied 
that as the Institute was not covered 
under the Income tax Act as a scientific 
re~earch Institute, they were not 
under taking any research. As such the 
approval was ~ithdra·wn. 

As the propo~ed university has not been 
established, the approval has been 

withdrawn. 

w ..... 

~ ... , 



---
• ' 4 5 6 

-
10 lnveotion Promotion Board, ~9, Rinc Road, Mulchand 1•1•1972 27·7-1976 I-.f-•1973 The Institute has been merged with the 

Hospital Comer, New De hi·~+ ~ROO and it no longer exists as a 
separate entity: As sycb the approval 
has been withdrawn. 

11 Birla Archaeological and Cultural Re'learcb Institute 15·9-1969 6·I!N979 1•4-•1975 ;'lifo re;earch activity has been carried out 
Hyderabad • .. since April 1 1)75 and a'l such the appro· 

val has been withdrawn. 

Ill Nubition Society of India Hyderabad 30•4•1974 !:16·1l1•1g8o 1•4•198o The Society had not carried out anY 
research work during 1978 & I979· 
A~ such the approval has been with· 
drawn. 

13 M)'IOI'e _Iron and Steel Worla, Bhadravati !:l4·1 1·19~6 18·4•1978 17•3•1978 The A'lsociation was converted into a eAl - limited company; as such the approval I~ 

ha'l been withdrawn. 

14 N.M. Wadia Institute of Cudiology, 3a, Sascon Road, I o-6- I g6'J 17-1-1976 31-1-1976 Tne work related only to collection of data 
Poone-1 and hence there wa~ n'J component of 

re:iearch in the activitie~ undertaken by 
this institution. A'l such the approval 
has been withdrawn. 

15 Syttemt Ra~earcb l01titute, Pune . . :u-12-1977 21·8·1981 15-8·1977 It was brought to the notice of the Pres· 
crib:!d Authority that the Institute 
could not collect any funds from any 
ac;sessee. As such the Prescribed Autho-
rity withdrew the approval granted by it 
earlier. 

: ... ~· 
J6 Sri Gup Rzrn Trust Sodety, RajiDdcr Napr, New Dtlhi Ig•lt•l974 ~~~·7·1975 1•4•1973 Detailed report of the research work 

carried out during the year 1977 not , submitted. Thus the Prescribed Authority 
recommended withdrawal of approval. 



1'7 Indian Association for the Advancement of Education, 7·7·1969 17·2-1976 J-.f.-197'5 Inspite of repeated reminders the Assocla-
Madras. tiotl failed to submit a report of the 

research work and the statement of 
income and expenditure for the year 
!974· As such the approval has been 
withdrawn. 

s8 Medical Education Foundation, Madra! . 15•1H972 17·!2-1976 1-<~·1976 Irupite of repeated reminders, the founda-
tion failed to submit the report of the 
research work and the statement of 
income & expenditure for the year I974· 

As such the approval has beenwith· 
drawn. 

19 L. Madan Mohan Lal Ayurvedic Research Society, Post 9-3-1971 17·2-1976 1·-4·1976 Inspite of r~ted reminders, the Trustee 
Box No. 1185, Bara Hindu Rao, Delhi-6 of the Socxety failed to submit the report 

of the research work and statement of 
income and expenditure for the year 
1974· As such the approval has been 
withdrawn. 

w 
~0 Invention Promotion Board, ~9· Ring Road, Mulchand 1•1•1972 27·7-1976 1-4-1973 The Institute has been merged with the w 

Hoepital Corner, New De hi-24 NRDC and it no longer exists as a 
separate entity. As such the approval 
has been withdrawn. 

lU Research Institute of Ancient Scientific Studies, New Delhi 15•2·1965 23•7·tg8o 25-8-1g8o The Prescribed Authority requested the 
Institute to submit the annual return 
indicating the scientific research conduc-
ted by them. The letter was returned 
by th~ postal authorities. As no such 

institute seemed to be existing, the 
approval was withdrawn. 

22 The Aasociation of Otolaryngolopta, Bombay 25•11-1970 19-ll-1976 1·4-1976 There was very little component of re-
search activities and that the activities 

of organising annual conferences, pub-
lication of journal did not fall within 
the purview of research. As such the 
approval has been withdrawn. 
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--------------------------------------------------------------------------
SIS Gqjarat Rt!leU'dl Society, Samshodhan Sadan, South ! 26-1o-1974 19-2-1976 t-4-1976 

Aftllue, lthar, Bombay. 

24 B.Y.L. Nair Hospital & T.N. Medical Collegt Res~arch 6-11-1g67 31-1-19?6 31-1-t976 
Society, Bombay. 

~>'5 SocietyforPreventionoCHeart Dist-:J~&R.thabititation, ~6-9-1972 17·12-1976 I-.d.-1976 
India House No. 11, Kamp's Corner, Bomba]<-g6. 

a6 Society for Pharmaceutical & Inc:uah ial Reee'\rcb, Kalina"' 1o- 1a-1Q79 
Santa Cruz (Bast) Bombay-ag. · 

1.:.-7-107(j 1-6-Jgjfl 

87 Rote FoWldation, Bombay. I0-5-197:7 30-8-1977 21-3-1977 

v8 l11dtWtrial Foundation. Bombay. tl-3- 1954 5-1-1 gflo 4-11-19/9 

The approval was withdrawn as no re-
search work had been done by the Society. 

Majority of research projects carried out 
related to purdy conduct of clinical 
trials of standard drugs manufactured 
by well known firms. As such the appro-
val has been withdrawn. 

The invest igat ioD carrie~ out was purely 
routine ar.d ordinary clinical examina-
tions and cannot be s:Jid to b~ of the 
nature of research. Ail such tb ~ appro-
val has been witbdtawn. 

Th·· sockty h9d collected large sums of 
tb'! mon~y but actually sp~nt only a 
small fraction of it for the pwpoae of 
research. Tbe bulk of fund!l W'~re w:::d 
for advances/loons to the college of 
Pharmacy. A3 such th! approval bas 
b~en witl•drawn. 

tmpitc of r~~ated r~minders, tbe fcunda· 
tior; fail~ to submit a report of the re-
l;rarcb work and tb~ statement of in-
come anc! expenditure fot the year 1975 
as such the approval has been withdrawn. 

Th~ Foundation have not conducted any 
sci::!ntific res~arcl> in thl' field of natutal 
and applied schnct s. As such the a~ 
proval baa been withdrawn. 

~ 



ag Protein Fooda and Nutrition Alsoclation of India, Bombay. 

!0 Kai1aab Seva Sadan, Bombay, 

3' Stock Exchange, Bombay. 

31Z M. Visweswaraya Industrial Research & Development 
Centre, Bombay. 

33 Industrial&: Scientific Research Association, Madru. 

34 The Indian Institution ofPJant Engin~rs, Madras. 

35 Cadila Laboratories, Manufacturer of PhannaceuticalsJ 
Products, Hari Nasar, Ahmedabad-8. 

g6 Sardar Patel lnatitute of Economic and Social Re&eardt, 
Po11t Box No. 4002, Navrangpura, Ahmedabad-g. 

8-r r-t97S 

15·3·1978 

22·11•1968 

6-g-1965 

6-8-Jg?6 

27·2·1974 

30·6·1965 

23·4·1g8o 17·3·Ig8o The PFNDAI has not conducted any 
scientific research in the field of natural 

and arplied sciences. As such the ap-

7·2·1g8o 11-14•1979 

16-8·1977 31·3·1977 

3·4·1978 I 1·2·1978 

24•4•Ig8o 1-1·1979 

23·2·1976 1•4·1976 

3o·:J-I r,il: ~~6-11-19/7 

orova has been withdrawtJ, · 

The sadan requested the Prescribed Autho-
rity that the tax exemption benefit 
granted to it may be withdrawn. As 
such the approval was withdrawn by 
thl" Prescribed Authority w.e.f. 1-4-1979· 

The approval was originally granted ufs 
35(1) (ii) which was later on convrerted 

in an approval u/s 2~(1) (iii) only. 

The files are not readily available. 

l\o scil"ntific !T~earch work was carried 
out by the Institute. As such the appro-
val has been withdrawn. , · 

'tf.t •, ~.,.~~ f ~ 

The Institute failed to submit the Annual 
return and the report of its scientific 
research activities. As such the approval 
has been withdrawn-

f~ 
The rl"Search and development activity 

forms a part & parcel of the production 
& tl"$ting activity of the organisation for 
promotion of their financial projects 
and as such the approval has been 
withdrawn. 

The report of rt"search activities submitted 
by the Institute for the~year 1975-76 
showed that the areas of research of the 
Institute is social sciences. As such the 
approval u/s 35 ( 1) (ii) has been with. 
drawn. 

&l 
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37 BJ. Medical Colleae, Ahmedabad] 6-r 1-1967 8-7·1977 

s8 Tat a Ir011 & Str!'llnd~.~&try, Jamabedpur. it4·11·I9-f6 st-8-1979 

39 Family Planning Foun(:ation, New Delhi. 

40 'nle Institute of Cbarte~d Accountants, New Delhi : 

5 

I-.f-•1977 

J-1 1978 

6 

lnspite of repeated reminders, the Ins-
titution tailed to submit the report of 
tbe research work and statement of 
income and expenditure for the year 
1975· As aucb tbe apptoval bas betn 
withdrawn. 

Tbe company informed the Prescribed 
Authority that the said company is a 
commercial undertaking. Therefore a 
shown cause notice was issued to the 
company by the Prescribed Authority. 
The company did not propose to make 
anv representation in thJS regard. & 
such the approval was withdrawn. 

The files ar¢ not readily available. 

-do.-

c,., 
0 
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Under the provisions of the Income Tax Act, 1961, in computing the 
bustness income of an assessee, any sum paid by him to a scientific research 
institution or to any other institution for scientific research is an admissible 
deduction provided that such association or institution is approved by the 
prescribed authority for the purpose. The Act was amended in 1974 to 
provide that if the contribution was to be used for specific research under-
taken by an institution under a programme approved by the prescribed 
authority having regard to the social, economic and industrial needs of 
Tndia, a deduction of a sum equal to one and one-third times of the con-
tribution so paid, hereafter called 'weighted deduction', shall be allowed. 

In the previous year relevant to the assessment year 1976-77, an in-
dustrial company, M/s. Carborandum Universal Limited, contributed a 
sum of Rs. 850,000 to two scientific research centres and Rs. 7,50,000 to 
A.M.M. Murugappa Chettiar Research Centre. Madras and Rs. 1,00,000 to 
Nehru Centre, Bombay-both of which were approved under Section (35 
(i) (ii) of the Income Tax Act by the Council of Scientific and Industrial 

C.-' 
-.:i 
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Research, the prescribed authority. In the assessment completed in April 
1979, the Department allowed the assessee's claim for extra deduction of 
33-1/3 per cent of the contribution even though there was no approval for 
any sponsored research programme to be undertaken by the two institu-
tions which was a pre-requisite for the grant of the 'weighted deduction'. 
The extra deduction of Rs. 2,83,333 being 33-1/3 per cent of the contri-
bution, which was not admissible under the Act, resulted in short-levy of 
Income-tax and Surtax. 

The Committee note that on the mistake being pointed out by Audit, 
an additional demand of Rs. 1,74,520 was raised by the Department which 
has since been coUected. As regards Sur-tax, an additional demand of I 
Rs. 31,920 was raised by the Department. Although this demand had not 
been collected, the assessee's counsel and agreed to withdraw his objection 
and make payment. 

Although the Department has since collected the short-levy on account 
of Income-tax and is expected also to collect the short-levy on account of 
Sur-tax, the Committee cannot help observing that the Special Audit Party 
of the In~ome Tax Department which had also checked the assessment in 
the present case had failed to detect the mistake. The I.T.O. who had 
passed the original assessment order having since retired, the Department 
could not give a satisfactory explanation as to how the I.T.O. had allowed 
the weighted deduction in this case. Likewise, the I.T.O., Special Audit 
Party who bad checked the asse~ment having also retired! the Department 
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could not also explain satisfactory as to why the Special Audit Party had 
not been able to detect the mistake. In any case, it is apparent to the 
Committee from the facts of the case that both the Income Tax Officer who 
had made the original assessment as also the Special Audit Party which had 
checked the assessment had failed to do their jobs properly. · 

The Committee observe that one of the institutions referred to in the 
Audit Paragraph-A.M.M. Murugappa Chettiar Research Centre, Madras--
to whom the assessee company (M/s. Carborandum Universal Limited) 
had contributed Rs. 7,50,000 was floated by the Murugappa Chettiar group 
who have a substantial interest in M/s. Carborandum Unive~sal Limited. 
The second institution-Nehru Centre, Bombay-to whom the assessee 
company had contributed Rs. one lakh, had, ;from the date of its approval 
in April 1974 to 1978, not done any research work. This leads the Com-
mittee to the general question as to how far the huge exemptions given 
under the Income Tax law for scientific research are being utilised for the 
intended purpose. · 

The Committee note that there are 1018 institutions (including rene-
wals) approved for scientific research under Section 35 (1 )(ii) and (iii) of 
the Income Tax Act, in addition to 126 specific approved programmes of 
scientific research under Section 35 (2A). Besides. there are over 800 in-
service research institutions. As till recently. the prevailing system was to 
give long-term/perpetual approvals and there were no periodicaljannual 
lf'eviews of tlhe work done by approved institutions, it is difficult for the 
Committee to say how far the exempted funds have been utilised for the 
intended purpose or diverted to other purposes. However, a statement of 

M 
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40 institutions, whose approvals have been withdrawn in recent years, 
makes shocking revelations. From this statement, the Committee observe 
that some of the approved institutions which had enjoyed exemption under 
Section 35 for as many as 25 years or even more bad not done any research 
work whatever. Some of the institutions, when asked to submit the annual 
.return indicating the scientific research activities being conducted by them, 
had not given any reply. In case of one institution-Research Institute of 
Ancient Scientific Studies, New Delhi (approved in February 1965 and de· 
recognised in August l980), the· letter asking the Institute to submit the 
annual return indicating the scientific research activities conducted by it 
was returned by the postal authorities as no such Institute seemed to be * 
existing. 

A tax exemption involves loss of public revenue. This tax expenditure 
is jus-tified only if the purpose behind it is really achieved. A heavy respon· 
sibility is therefore cast on the authorities granting eXemption to evolve 
proper checks and procedures to ensure this. The Committee observe with 
distress that in the case of exemptions for scientific research, the authori· 
ties concerned had, after giving long-term/perpetual approvals, done pre-
cious little in this regard in the past. In para 1.32 of their 187th Report 
(Fi~th Lok Sabha) presented to the HouSe on 29 January, 1976, the Public. 
Accounts Committee were surprised to find that the Central Board of Direct 
Taxes had not even considered necessary to issue guidelines to assessing 
officers on what constitutes "expenditure on scientific research". In para 
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1.16 of their 51st Report (Sixth Lok Sabha), the Committee reiterated their 
impression that the checks and controls exercised till then had been per-
functory. In para 1.4.24 of heir Final Repof! {September 1978), the 
Direct Tax Laws Committee observed that "hardly any attempts were 
made in the past to ensure that the huge sums paid to research institutions 
by big business houses were spent usefully and effectively or to ascertain 
the nature of the research activities carried on with the aid of such funds 
and the results achieved,. The Committee observe that it is only very 
recently that a system of time-bound approvals and annual reviews bas 
been evolved. 

The Committee note that there are 51 scientific res~arch institutions 
connected with large industrial houses. In addition, there are about 11 o-120 
in-house research institutions connected with large industrial houses. In 
para 1.33 of their 187th Report presented to the House on 29-1-76, the 
Committee had expressed an apprehension that the provisions of the law 
were rather ambiguous and there was a tendency on the part of some big 
industrial houses to sponsor so-called scientific research associations with a 
view to claiming deductions from taxable income. The Committee had 
desired that loopholes in the Act should be plugged. In para 1.16 of their 
51st Report (Sixth Lok Sabha), the Committee reiterated their earlier 
recommendation. The Committee are glad to note that Government have 
1 ecently taken an important step to de-link the financial interests of scienti-
fic research institutions from those of industrial houses and thereby to 
prevent diversion of funds to unintended purpo-.cs. By the Finance Act, 
1983, Srction 1 0(21) of the Income Tax Act, which lays down that the 
income of an approved scientific research association is exempted from 

..... ..... 



I ~ 

9 I· 51 Finance (Revenue) 

3 

tax to the extent it is applied solely for the purposes of the association, has 
been amended to regulate the investments. The Committee hope that the 
amendment will go a long way to prevent misapplication of the resources 
of approved associations. They further trust that Government ·would 
make an in-depth study of the problem and take such further measures, 
legal or procedural, as might be necessary to effectively prevent misapplica-
tion of resources of scientific research institutions for non-research purposes. 

The Committee feel that the problem cannot be wholly solved so long 
as the institutions getting approval under Section 35 know that they 
can get away with the past exempted funds not applied to the purpose ~ 
allowed for. The Committee enquired whether the Central Board of 
Direct Taxes had issued any instructions that in cases where the approved 
institutions were subsequently de-recognised, the earlier assessments of 
such institutions shouid be re-opened. The Chairman, Central Board of 
Direct Taxes, stated that they had not issued such instructions but they 
took it that when an approval was withdrawn, all consequential action 
would be taken by the field officers. The Committee are surprised at this 
complacent approach of the Central Board of Direct Taxes. They desire 
that clear instructions should be issued by the Board that in case an institu-
tion approved under Section 35 is subsequently de-recognised for not 
having done any scientific research work; the assessing officers , should re-
open all the past assessments of the institution under the law, and recover 
the tax due. 
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In para 1.4.24 of their Final Report (September 1978) the Direct Tax 
Laws Committee (Choksi Committee) expressed the view that while the 
Income Tax Department may be in a pasition to enquire into some of the 
peripheral aspects of activities of Scientific research associations . such as 
maintenance of proper accounts of the sums collected and the utilisation 
of such. sums, the Income Tax Officer is hardly in a position to make an 
informed technical enquiry into the content and quality of the institution's 
re!'ean:h activities. This .function brlongs legitimately to the prescribed 
authority which grants the approval to the institution in the first instance. 
nnd it should be in a position to make technical appraisal of the association's 
activities from the qualitative angle. The Committee appreciate the above 
view and desire th:lt continued exemption should be subject to periodic 
appraisal of the activities of the associations by the Prescribed authority 
to ensure the quality. The Committee would await the procedure 
evolved ip this regard. 

The (:'ommittc-c note that the object underlying the tax exemptions 
under Section 35 was to encourage scientific research with the aim ot' 
developing indigenous technology and self-reliance in industry. Alfhoug.' 
the income-tax exemptions for scientific research have been existing from 
pre-Independence days, the Ministry of Finance have not yet cared to 
conduct a study to sec how far the object underlying the tax exemption 
has been achieved. The Committee understand that Government are now 
cam.ining the question of entrusting a study to the National Institute Of 
Public Finance and Policy regarding the impact of various tax concessions 
for scientific research under the Income Tax Act. The Committee desire 

... 
ColO 
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that this should be done without any further delay. They also desire that 
the National Institute of Public Finance and Policy may also be asked 
to make an assessment of the annual amount of revenue forgone on 
account of various t<tx concessions given under Section 35 of the Act. 

The Committee note that the provisions on the subject are spread over 
in a number of sections, sub-sections, clauses and Explanations of the 
Income Tax Act. These are quite cumhcrsome and complex and frequent 
amendments have made them even more so. Section 35 alone has under-
gone as many as II amendments in the last few years. The Committee 
desire that in the interest of promotion of research and development acti-
vities in the country and also jn the interest of revenue, early steps should 
be taken to rationalise and simplify these provisions. The Committee 
wish to emphasise that bona fide research institutions should be encour-
aged and that the legal and procedural devices employed in connection 
with the grant of exemption from tax of the funds collected and utilised 
by sutm institutions should be such as would help rather than hinder 
the pursuit of their objectives . 
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