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1. Key highlights of the proposed DTC related to non-profit organizations 
are as under

	
· No reregistration required.
· Public Religious trust or Institutions are exempt from tax.
· Last month income receipt will not be treated as income.
· NPOs will not be permitted to claim depreciation on Assets.
· The Central Government can notify some NPOs as exempt entity.
· NPOs have to follow Cash Basis of accounting. However section 25 companies can follow mercantile basis of accounting.
· Except loan & corpus donation, other receipts shall be considered as part of Income.
· Anonymous donation will be exempted to the extent of 5% or 1 lakh rupees whichever is higher. The remaining amount will be taxed @30%.







2. Definition of non-profit organization under DTC, 2010



Clause 314(169) of the DTC defines Non-Profit Organization as:
“Non-profit organization” means an organization, by whatever name called, including a trust, if-
· It is not established for the benefit of any particular caste or religious community ;
· It does not provide any benefit for the members of any particular caste or religious community;
· It is established for the benefit of the general public or for the benefit of the scheduled Caste, the Scheduled Tribes, backward classes, women or children;
· It is established for carrying on charitable activities;
· It is not established for the benefit for the benefit of any of its members;
· It actually carries on the charitable activities during the financial year;
· The actual beneficiaries of its activities are the general public, the scheduled caste, the scheduled tribes, backward classes, or women or children; and
· It is registered as such under clause 98;
Besides this, the central government may, subject to such conditions as may be considered necessary, notify a person as a non-profit organization of public importance for the purpose of seventh schedule.



Rates of income tax on NPOs





As per existing income- tax Act, 1961 NPO has been treated as an individual for calculation of tax liability.
DTC makes it a separate entity for the purpose of calculating tax liability.
Rate of tax applicable on non-profit organizations have been specified under the 1st Schedule of the DTC.


	When the total income does not exceed ` 1,00,000
	Nil

	When the total income exceed
 ` 1,00,000
	15% of the (total income -1,00,000)



However, entry 39 of the VIIth Schedule to the code exempts NPOs being a Religious Trust or institutions from income tax subject to fulfillment of certain conditions.


Computation of Income




The proposed DTC has re-affirmed that the NPOs have to apply 100% of their income for their income for charitable purpose and existing provisions of 15% accumulation has been withdrawn.
The total income of a NPO would be the gross receipts as reduced by the amount of outgoings. 
FOR THIS PURPOSE GROSS RECEIPTS WOULD BE THE AGGREGATE OF FOLLOWING:
1. VOLUNTARY CONTRIBUTION RECEIVED;
2. RENT RECEIVED IN RESPECT OF PROPERTY;
3. INCOME FROM ANY BUSINESS, IF THE BUSINESS IS INCIDENTAL TO CHARITABLE ACTIVITY;
4. INCOME FROM TRANSFER OF CAPITAL ASSETS WHERE THE ASSETS ARE NOT USED FOR THE PURPOSES OF ANY CHARITABLE ACTIVITY OR ANY BUSINESS INCIDENTAL TO SUCH CHARITABLE ACTIVITY; (seprate provisions for the computstion of capital gains has been withdrawn)
5. FULL VALUE OF CONSIDERATION ON TRANSFER OF ANY CAPITAL ASSET OTHER THAN ASSET REFERED TO IN SEPRATE CLAUSE;
6. INCOME RECEIVED FROM INVESTMENT OF ITS FUNDS* OR ASSETS*;
7. THE AMOUNT OF ANY INCOMING, REALISATION, PROCEEDS, OR SUBSCRIPTION RECEIVED FROM ANY SOURCE; AND
8. AMOUNT RECEIVED IN THE LAST MONTH OF THE LAST MONTH OF THE IMMEDIATELY PRECEDING F.Y. AND WAS DEPOSITED IN A SPECIFIED DEPOSIT ACCOUNT. (E.G. AMOUNT RECEIVED IN MARCH 2012 WHICH WAS NOT DEPOSITED IN THE SPECIFIED DEPOSIT ACCOUNT DURING THE F.Y. 2011-12 WOULD BE INCLUDED IN THE GROSS RECEIPTS FOR THE F.Y. 2012-13.

However gross receipt would not include any loan taken during the F.Y. and voluntary contributions received with a specified direction that they shall form part of the corpus of NPOs.
 OUTGOINGS FOR THE PURPOSE OF COMPUTATION OF TOTAL INCOME WOULD BE THE AGREGATE OF THE FOLLOWING:
1. The amount paid for any expenditure, not being capital expenditure, incurred wholly and exclusively for earning or obtaining any receipts referred to in the above clause;
2. The amount paid for any expenditure incurred for the purpose of carrying of any charitable activity;
3. The amount paid for any capital expenditure for the purpose of any business  IF THE BUSINESS IS INCIDENTAL TO ANY CHARITABLE ACTIVITY CARRIED ON BY THE NPOS;
4. Amount applied outside India, if amount applied to promote international welfare in which India is interested and the NPOs is notified by the C.G. in this behalf;
5. Amount received in the last month of the F.Y. and deposited in the Specified deposit account in the same year;
6. Amount accumulated or set aside for charitable activities- 
i. To the extent of 15% of the total income (before giving effect to the provisions of this clause) or 10% of Gross receipts, whichever is higher; and 
ii. Invested or deposited in the modes specified, for a period not exceeding Three years from the end of the financial year.
 This may be explained with the help of the following illustration:
	Financial data of ABC Trust (not being a religious trust ) for the year ended 31st March 2012

	Calculation of total income                                           
Gross receipt
Amount of outgoings (excludes amount accumulated or set apart for charitable purpose i.e. ` 300000)
Total Income (A)

Amount accumulated or set aside for charitable activities 
15% of total income 
10% of gross receipts 
Whichever is higher
Therefore , amount accumulated or set apart for carrying on any Charitable Purpose (B)
	
` 2500000

` 1500000

` 1000000



` 150000
` 250000



`250000

	Computation of total income 
Taxable amount (A-B)
Tax Amount 
	
` 750000
15% of ` 650000
(`750000-100000)` 97500



` 250000 being an amount accumulated or set apart for carrying out any charitable activity has to be invested or deposited as per the provisions of clause 95 and applied for the said purpose within three years i.e. 31st March 2015.
· Further, a NPOs would be liable to income tax at the rate of 30% in respect of its net worth* if it:-
1. Converts into any other organization which doesn’t qualify as a NPO
2. Means with any other form of business
3. Fails to transfer all its assets to any other NPO within 3 months from the end of the month in which the dissolution takes place.

* (“net Worth” of the non-profit organization means the aggregate value of total assets of the NPOs as reduced by the liabilities of such organization computed in accordance with such rules of valuation as may be prescribed and shall be computed as on the date of conversion, merger or dissolution as the case may be.)





Anonymous Donations



“Anonymous Donations” means any voluntary contribution, where a person receiving such contribution does not maintain a record of the identity indicating the name & address of the person making such contribution and such other particulars as may be prescribed.
Where the total income of a NPO includes any anonymous donation, the income tax payable shall be the aggregate of-
· The amount of income tax calculated at the rate of 30% on the aggregate of anonymous donation received in excess of the higher of the following, namely:-
1. 5% of the total donations received; or 
2. One lakhs rupees; and
· The amount of income-tax with which NPO would have been chargeable had its total income being reduced by the amount of anonymous donation referred to in the previous point.
· This provision is notwithstanding the anonymous donation has been made with a specific direction that it shall form part of the corpus.
· No outgoing shall be allowed.





This may be explained with the help of the following illustration:-
	
Financial date of DEF trust (not being a religious trust) for the year ended 31st march 2012

	
	Case-1 where the total income is more than Anonymous Donation
	Case-2 where the total income is less than Anonymous Donation

	Gross receipt ( includes ` 500000 as Anonymous donations)
Amount of outgoings 
Total income 


Tax Computation 
1. Anonymous Donation 
Deduction from Anonymous donations
· 5% of total donations (5% of `2500000)
· `100000 Whichever is higher


Amount of Taxable Anonymous donation 


Tax Amount (A)


2. Tax on balance income 
Taxable income 

Tax Amount (B)



Total tax payable by Charitable Trust (A+B)
	` 2500000
`1800000
` 700000






`125000




`375000(500000-125000)


30% of ` 375000
`112500

` 200000
(700000-500000)

15% of ` 100000
(200000-100000)
` 15000

`127500
	` 2500000
` 2300000
` 200000






`125000




`75000(200000-125000)


30% of ` 75000
` 22500

Nil
(200000-200000)

Nil 



`22500



[bookmark: _GoBack]NPOs play a significant role in the society. Therefore, it is necessary to determine which provisions under the proposed DTC would benefit the NPO’s and to what extent they would provide a better structure over the existing Act. The NPO will now have to comply with all the provisions applicable to them on the implementation of DTC. 
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