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In brief 
The Department of Scientific and Industrial Research (DSIR) has recently issued new guidelines for 
approval of in-house research and development (R&D) centres and submission of prescribed report 
under section 35(2AB) of the Income-tax Act, 1961 (the Act).  

To encourage R&D initiatives by industry and to make R&D an attractive proposition, the Finance Act, 
1997 had amended sub-section (2AB) of section 35 of the Act, providing for weighted tax deduction of 
200% of expenditure incurred by a company engaged in the business of bio-technology, manufacture 
or production of any article/ thing (other than those specified in the Eleventh Schedule), on scientific 
research (not being expenditure in the nature of cost of any land or building) and on in-house R&D 
centres, approved by the ‘Prescribed Authority’.  

While the new guidelines are broadly in line with the extant guidelines issued in 2010, there are a few 
additional conditions specified with regard to the claim of weighted deduction under section 35(2AB) 
of the Act. 

The additional conditions and amendments are as under: 

 
In detail 
Conditions subject to which 
approval is given 

• Specific mention of 
providing an undertaking 
by the company to 
maintain separate set of 
accounts for each R&D 
centreand to reflect the 
expenditure in the Annual 
Report. 

• The company has to give 
separate undertaking that 
they do not manufacture 
any product listed in the 
Eleventh Scheduleof the 
Act. 

• No weighted deduction for 
capital expenditure of an 
intangible nature. 

• Personnel possessing at 
least a Degree/ Diploma in 
Science or engineering 
discipline shall be eligible 
for weighted tax deduction 
as R&D manpower. 

• No weighted deduction for 
expenditure incurred on 
manpower under the 
category of retainership/ 
as consultants and/or on 
contract basis. 

Policy and Procedure for 
approval 

• R&D centres newly set up 
may be approved from the 
year in which recognition 
was granted subject to 
fulfilment of conditions  

• Online submission of 
application for approval 

− Post online application 
three set of documents 
to be submitted to the 
Secretary, DSIR. 
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The takeaway 
Capital Expenditure on 
intangibles 

• No weighted deduction is 
allowable for amount spent 
on know-how, software, 
patents, copyrights, etc. 
which are essential for 
carrying out research at the 
approved R&D centres. 

• However, a company can 
claim entire 100% of capital 
expenditure in the year of 
incurrence under section 
35(1)(iv) read with section 
35(2) of the Act as against 
claim of depreciation under 
section 32(1)(ii) of the Act 
with respect to these items of 
intangible assets subject to 
fulfilment of conditions 
prescribed under the Act. 

R&D Manpower 

• Narrows the scope and 
excludes domestic 
consultancy, retainership and 
contract labour in addition to 
foreign consultancy as an 
eligible expenditure for 
weighted deduction. 

• Quantum of weighted 
deduction available to 
companies will be impacted 
although the expenditure may 
have been incurred directly 
for in-house R&D purpose. 

• Salary costs of contract 
employees that possess 
necessary qualification and 
are hired for R&D purposes 
will not qualify for claiming 
weighted deduction. 

 

Effective date of approval for 
newly set-up R&D centres 

• This is a welcome policy 
which provides grant of 
weighted deduction from date 
of recognition and not from 
the date of signed 
cooperation agreement 
subject to fulfilment of 
conditions. 

• Substantial controversies 
have arisen around 
interpretation of section 
35(2AB) of the Act and the 
DSIR guidelines, with respect 
to interplay of section and the 
guidelines as also the date 
from which the deduction can 
be claimed under various 
scenarios, viz., where the 
R&D centre is not recognised 
at the time of application for 
approval, existing R&D 
centres are already 
recognised and an application 
for approval of new R&D 
centre is submitted, etc. 

• It would have been desirable 
if the new guidelines had 
synchronized the date of 
deduction as starting with the 
date of recognition for 
claiming weighted deduction 
for all scenarios. 

To sum up, the amendments to 
guidelines have provided 
stringent conditions for eligibility 
of expenditure, facilitating 
smooth processing of online 
approval process and clarity on 
date of deduction for certain 
scenarios. However, it is still 
silent on the period for which 
recognition and approval can be 
granted for R&D centres. 

The new guidelines can be 
accessed from the following link: 

http://www.dsir.gov.in/forms/irdpp
/352ab_guidelines_may2014.pdf   
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