AccountAble™

Intricacies of FC-3 (Part-1)

Issue # 72; Oct-01; Revised & released: June-02

In this Issue

Opening Items 1
AdAress. ..o 1
FCRA registration cancelled..................... 1
Summary of Interest.....c.ccceevveieerireenennnn. 1

Table 2: Receipt & Utilisation................. 1
FCRA LOANS cviiiiiiieee ettt 1
Receipts in Kind .......coovviiiiiiiiiiciiiii, 2

Valuation........ 2

FC-6 oo 2
Materials not reported..........ccccevveuiireieeeennns 2
Who should report? .....ccccooevviiiiiiiiiieiiieceennn, 2
Micro-credit / Revolving Fund.................. 2
‘56: Other Activities’ ....ccoeeevviieieeiiieennne, 2
1] =] (T S 2
Bank INterest .....ccvuveveeieieeiiieee e 2
Revolving Fund Interest.....c....cccuvievevnncneennnn. 2
Corpus INterest ....cevueveeeveii e 3
Second Recipient.......ccceeeviieiiiiiiiiieiieeennas 3
Non-earmarked Donations.........cccc.ceu...... 3
Sale Of ASSetS..cuiiuiieiiiiiiieeiiieeee e, 3
Transfers to Other NGOS ........ccccvvnneennn.ee. 3
Level of Detail c.cuuvveveeniieiiiiieiiiececee e, 3
Unutilised balances ........cccovevveeeiiennnnen. 3
INCash..oooeie e, 3
[T T o 4
Loan transactions with Indian Section...... 4
For opening bank account........c..ccccvuivennnnns 4
During the year ......cccuuveeeieiiieieieiccie e 4

In AccountAble 20, we discussed some of
the basic issues related to filling up FC-3.
Here we take up some of the more intricate
issues.

Opening ltems

Address

In most cases, you
should give the ad-
dress of your regis-
tered office in FC-3.
This should be done
even if the registered
office is merely an
address of conven-
ience and the main office is else where in
the city/ state.

However, in some cases, the FCRA account
is transferred to another state. For example,
your registered office may be in Delhi and

your FCRA account may have been shifted
to Orissa’. In such a case, you should give
the address that is given in the revised FC-
8%

Similarly, if you have shifted your office
within the city or state, you would have sent
a letter to FCRA department regarding the
new address’. When filling up FC-3, you
should use this new address only.

FCRA registration cancelled

In some cases, an NGO’s FCRA registration
may be cancelled. Such NGOs can not ac-
cept any more funds without prior permis-
sion. However, in many cases, they are al-
lowed to use up the existing FC balance
with them. Such NGO should also file FC-3
till the time any balance of FC contribution
remains with them.

Summary of Interest

Under this head, all interest earned through
assets in the FCRA Balance Sheet should
be shown. This interest income should be
taken into FCRA Receipts & Payment Ac-
count. Interest earned on endowments, cor-
pus, micro-credit loans, Fixed Deposits,
Savings bank Account, etc. can also be
shown here.

Remember, that this is merely a summary of
the interest earned. The receipt and utiliza-
tion of interest has to be shown in table 2
and again in tables 4* and 5° as well.

Table 2: Receipt & Utilisation

FCRA Loans
Loans taken from a foreign source should

" This is done after approval by FCRA authori-
ties and filing of fresh FC-8.

? Filed with FCRA department at the time of
shifting of FCRA account.

3 See ‘Undertaking’ in form FC-8

* Donor-wise Receipt of foreign contribution

> Country-wise Receipt of foreign contribution
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be deposited in FCRA bank account and
reported in FCRA receipt & payment ac-
count. These loans should also be reported
in FC-3 as receipt of foreign contribution®.

Repayment of FCRA loan is treated as utili-
sation of FC funds.

Receipts in Kind

‘Receipts in kind’ are different from assets
purchased by your organisation out of for-
eign funds. These are

items (goods, materi- Q

als, etc.) donated or

given at a nominal

price by a foreign

source. These are treated as foreign contri-
bution’. These should be reported in col-
umns 6 or 8 of table 2.

Valuation

How should these be valued? The valuation
does not have to be very accurate. You can
give estimated values, which are reasonably
fair. You can also talk to the donor and find
out approximate landed price in India. Or
you can find out the value from insurance
documents. In some cases, you may have
received a Pro-forma invoice also.

FC-6

The items and figures (for materials) that
you report in the FC-3 should tie up with
your FC-6 as well. Remember that FC-6 is
like a stock record and this should not be
filed with the FCRA®,

Materials not reported...

Some NGOs have not been reporting mate-
rial received and distributed by them under
various ‘food-for-work’ type schemes. This
is sometimes due to lack of clarity on part of
the various agencies involved. Sometimes
these are reported at the regional level —
further distribution is reflected as having
been done by the regional agency. How-

% Section 2(1) (c) does not make any distinction
between grant and loan funds — both are treated
as foreign contribution.

7 Section 2 (1)(c) (i)

¥ See ‘AccountAble 58: Maintaining FC-6’ for
more information on this.

ever, in reality, the distribution is done by
village or block level NGOs.

Who should report?

If you are distributing food/ material received
in your custody, then you should report it to
FCRA. The primary responsibility of fulfilling
FCRA formalities will always remain with the
receiver. You can not avoid this liability by
entering into an agreement with the Donor
Agency.

Micro-credit / Revolving Fund

This topic has been discussed in detail in
AccountAble 24 ‘Revolving Funds’. A sepa-
rate item (item 10: Micro-finance projects,
including setting up banking co-operative
and self-help groups) is now provided in
form FC-3 for this.

‘56: Other Activities’

Any receipt or expenditure, which does not
fit any of the specific items, should be given
here. You may have to attach an annexure
giving summary listing of the items of ex-
penditure. Expenditure out of FCRA interest,
and out of small donations etc. can also be
shown here.

Interest

Bank Interest

Some donor agencies ask for accounting of
interest earned on their funds lying in the
bank account. Such interest can be shown
as addition to their funds in column seven of
the relevant row. This refers to the row
where their main project funds are shown
such as ‘rural development’ or ‘animal hus-
bandry’, etc.

However, some agencies do not insist on
allocation of interest to their project. Some
bank interest, therefore, remain surplus.
Such un-allocated® bank interest can be
shown under item ‘56: Other Activities'.

Revolving Fund Interest
This includes interest and service charges
on micro—credit loans. This income can be

? Interest that has not been allocated to particular
grant making agency
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shown under item ‘56: Other Activities’, un-
der the sub heading ‘interest / service
charges on revolving fund’. You can use
column seven for this.

Any interest paid out on revolving fund capi-
tal can be shown in column ten (utilisation)
of the same row.

Corpus Interest

This interest income would come from in-
vestments made out of Corpus/ Endowment
Fund. This can be shown in column seven,
item 55 (i) (a) ‘Establishment of Corpus
Fund'.

Alternatively, you can show this income un-
der item ‘56: Other Activities’ as ‘interest on
corpus / endowment investments’.

It will be useful to give a footnote showing
the nature of this income in the FC-3.

Second Recipient

In some cases, the funding agency’s Indian
office may be registered in India under
FCRA (e.g. Actionaid). You should then
show receipts from such agencies in the
‘second recipient’ columns (7 & 8).

Non-earmarked Donations

Any foreign donations that are received in
cash should also be shown here. Such do-
nations are often not earmarked by the do-
nor for any particular activity. These should
be shown under ‘miscellaneous’ category
(item ‘56: Other Activities’).

Sale of Assets
With the donor’s consent,
can sell FCRA assets to
any one (whether they
have FCRA or not).

If you sell off any
asset (purchased earlier with foreign funds),
then show the amount received as sale
price here. This can be shown under the
activity for which the asset was originally
received (such as ‘rural development’).

Transfers to Other NGOs
Any amounts given to another association
out of FCRA funds for carrying out a pro-

gram or under direction of Funding Agency
should be shown against item '56: Other
Activities'.  The FCRA number (or prior
permission reference), name and address of
the second recipient should be given as a
footnote.

Level of Detail

How much detail should
be given in FC-3 or
FCRA receipts & pay-
ments  account?  This
depends on the amount of total funds in-
volved and the nature of programmes. For
instance, if utilisation of a crore of Rupees is
shown in one line as ‘rural development’,
then the purpose of reporting is not met'°.

Your auditors should be able to guide in
this. However, in general, you should try to
break down the figures so that each line
item is not more than 5% of total receipts or
Rs.1 lakh, which ever is higher.

For example, if your total receipts are Rs.10
lakhs, then you should try to break down
individual line items to Rs.1 lakh or lower.
However, if your total receipts are Rs.2
crores, then you can show individual line
items up to ten lakhs each.

Unutilised balances

In Cash
For working out the unutilised cash balance,
look at the chart below:

w
(6]
N
N
o
N
N

Previous Balance in
cash
+
Received as first re-
ceiver in cash
+
Received as second
receiver in cash
Utilised in cash
|
Balance in cash

' In such cases, FCRA department often issues
show-cause notice or makes a field-visit.

AccountAble 72 - 3



In Kind

Similarly for working out the balances in
kind, add up column 4, column 6 and col-
umn 8. From this deduct column 11.

4 6 8 11 13

Previous Balance in
kind
Received as first re-
ceiver in kind
Received as second
receiver in kind
Utilised in kind
Balance in kind

You have to do the above exercise for each
row and write the figures in the last column
(column 12 or 13: Balance in cash or kind,
as the case may be).

Loan transactions with Indian
Section

For opening bank account

When you opened the FCRA bank account,
you would have deposited a small amount in
this account from Indian funds. This money
remains in the bank account. It can be
shown in the FCRA balance sheet as below
(Note that the FCRA bank account balance
of Rs.20,500 includes Rs.500 which was
deposited initially to open the account):

FCRA funds are delayed but the project has
to continue.

Our suggestion here is limited only to the
accounting and disclosure aspects'’. Such
loans can be shown in the Receipts and
Payments Account and Balance Sheet as
below:

FCRA Receipts & Payments Account (partial)

Receipts
Grants received  90,000|Project Expenditure 92,000
Loan from In-
dian section 10,000|Indian section 6,000

Payments

Loan returned to

FCRA Balance Sheet (partial)

Liabilities Assets
Loan from Indian Grant receivable 2,000
section 4,500|FCRA Bank Ac-
count 22,500

Continued in AccountAble 73....

FCRA Balance Sheet (partial)
Liabilities Assets
Loan from Indian FCRA Bank Ac-
section 500 |count 20,500

During the year

Can you have loan transactions with the
Indian section of your account books?
FCRA regulations prohibit any mixing of
Indian and FCRA funds. However, as we
have seen above, the FCRA account itself is
opened with Indian funds. Does this not re-
sult in mixing of funds? The FCRA law is
silent on this.

Clearly the intention of FCRA law is to avoid
mixing of funds. Following this opening,
many NGOs frequently borrow / lend money
to the Indian section. This happens when

What is AccountAble: 'AccountAble' covers a
different topic related to NGO regulation or ac-
counting each month and is mailed to about 900
persons in NGOs, Agencies and audit firms. Ac-
countAid encourages reproduction or re-
distribution of ‘AccountAble’ in workshops or
NGO newsletters for non-commercial use, pro-
vided the source is acknowledged.

Interpretation of law: Interpretation of law given
here is of a general nature. Please consult your
advisors before taking any important decision.

AccountAble on the Web: Many of past issues
of ‘AccountAble’ are available on our web-site
www.accountaid.net.

AccountAble by e-mail: You can also get your
complimentary copy of ‘AccountAble’ regularly by
e-mail. For this send an e-mail to
accountaid@vsnl.com.

Complimentary advice to NGOs: AccountAid
provides complimentary advice on these issues
to all implementing NGOs.

Your questions, comments and suggestions can
be sent to AccountAid India, 55-B, Pocket C,
Siddharth Extension, New Delhi-110 014; Phone:
011-2634 3128; Ph./Fax: 011-2634 6041, e-mail:
accountaid@vsnl.com; accountaid@gmail.com

© AccountAid™ India 1996-2002 CE

" Whether this is legal or not is a separate issue.
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