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338: Govt. Bodies Exempted from FCRA 2010

1: Public Disclosure in USA
(25-Apr-01)

In USA, all tax-exempt NGOs have to file form 990 with the Internal Revenue Service. This
form is open to public for inspection and must be provided on request.

The form includes extensive information on income, expenditure, assets, and liabilities as also
remuneration of five top officers and five top consultants.

The US law allows the NGOs to make the form available on its web site instead of mailing to
each person who asks for it.

Quite sensible: World Vision's latest form 990 runs into 69 pages! And this, when USA has a
law called Paperwork Reduction Act, 1995!

2: Trust regulation in India
(5-May-01)

Unlike Societies, there is no law governing public charitable trusts in India. They are governed
by civil law. Indian Trusts Act, 1882 applies only to private trusts.

Public trusts are formed by simply registering the trust deed with a court registrar. They also
register under Income Tax Act to get tax exemption.

However, trusts in Maharashtra and Gujarat are governed by Bombay Public Trusts Act, 1950.

3: Regulation of Charities in UK
(6-May-01)

All charities in UK must register with the Charity Commission for England and Wales. They
must also file an annual return and accounts. Copies of the accounts can be obtained by public.
The Commission also has supervisory and investigative powers. The Commission's register of
charities is open to public and can be searched through the internet (http://www.charity-
commission.gov.uk/).

Some charities are exempt from registration. These include friendly societies, industrial /
provident societies, and charities with annual income less than 1000 British pounds (~ Rupees
70,000).


http://www.charity-commission.gov.uk/
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4: The Number System
(8-May-01)

The Western numerals (1,2,3, ...0) used throughout the world today originated in India. From
here, these passed to the world through Arab scholars. These are, therefore, known as Arabic
or Hindu-Arabic numerals. The Arabs themselves called these as Hindu figures (Al-Arguan-Al-
Hindu). There are also visual similarities between the current Devangari (Indian) symbols and
the Western (English) numerals.

The numerals for 1-9 were developed in India by 200 BC. The numeral for zero was developed
around 500 AD. These traveled to Baghdad along with Arab merchants on the monsoon winds

(According to Ginsburg, a Hindu scholar named Kanka from Ujjain was invited to Baghdad for
this purpose by Abbaside Khalif Al Mansur). From Baghdad, these spread to Europe, which
was then using the cumbersome Roman numerals (ll1, IX, XXXIII, etc.).

[Sources: The Dawn of Indian Ciuviktion, edited by G.C. Pande. 1999. Published by PHISPC; pp. 672
673.

IslamiCity.comhttp://islam.org/mosque/ihame/Ref6.htm

Ginsberg: O6New Light on Our Numer ilcSadety,6Vol.Bou | | et i n
1919, pp.36@

Encycl opaedia O6Britannica 20016 Del-ake Edition CD R

5: Gratuity & NGOs
(9-May-01)

A small example of how things change. Gratuity originally meant a voluntary payment or a gift.
It is now enforced by law! Thus, in India, all societies or Trusts with 10 employees or more
come under Payment of Gratuity Act, 1972. This happened through a natification (S.O. 228
dated 20-Aug-1997) in 1997.

Further, they must take a policy from Life Insurance Corporation of India to cover this liability.
Certain trusts (which have an approved gratuity fund) do not have to take the LIC policy.

(Incidentally, this law applies to profiriented sector as well.)

6: FCRA & Gujarat Earthquake
(12-May-01)

FCRA rules have been relaxed for Gujarat Earthquake relief. You can receive the money and
then apply in form FC-1A. Approval will be almost automatic. Right?

Right. But only till 31st May 2001. The relaxation (see Gujarat_Earthquake FCRA_ITax.htm),
which was valid till 31st March 2001, has been extended to 31st May (MHA press release
dated March 28, on their web-site).

7: FCRA and the Purpose of Registration
(17-May-01)
Indian NGOs registered under FCRA (Foreign Contribution Regulation Act, 1976) for social

work cannot take up religious activities. Similarly, religious groups (missions, ashrams etc.)
registered for religious work cannot take up social work.

So if you want to do both, then you must say tick both at the time of applying for FCRA
registration.


http://islam.org/mosque/ihame/Ref6.htm
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8: Last date for filing Income Tax Return
(30-May-01)

Last date for filing the Income Tax Return by NGOs remains unchanged as 31st October. The
proposed change (31st July) has been withdrawn by the Finance Minister.

However, this is valid only if the NGO's income exceeds Rs.50,000 and they are filing an audit
report in form 10B. For other (smaller NGOSs), the last date remains 31st July.

9:Buildup to FCRA amendment é
(31-May-01)
In October 2000, Mr. Vidyasagar Rao, Union Minister of State for Home Affairs said:

"... the Centre was firm that foreign funds were properly used considering that they would
cross the Rs. 4,000 crore mark during 2000-01. It would be detrimental to national interests if
the money was misused.

He asserted that the Centre had no proof of misuse of these funds by some organisations for
religious conversions. But, 11 such recipients had issued advertisements denouncing the
Vajpayee Government before the last Lok Sabha poll following which they were placed in the
list of outfits, which required permission for receiving funds. The organisations subsequently
apologized for having indulged in activities of political nature.

Mr. Rao said the amendment was also necessitated by the fact that several organisations were
utilizing the funds, furnishing accounts much later and approaching his Ministry for condoning
the delay."

[Source: The Hindu, 2-Oct-2000]

10: FCRA amendment round the corner?

(31-May-01)

Probably. The Centre is proposing to amend FCRA to make sure:

1. NGOs maintain proper accounts;

2. District Collectors or Deputy Commissioners can keep a watch over the NGOs;
3. FC funds are not used for political purposes;

This information comes from Mr. Vidyasagar Rao, Union Minister of State for Home Affairs (The
Hindu, 30-May-2001). He had said this earlier also in October 2000 at Hyderabad (The Hindu,
2-Oct-2000)

11: Last date for filing FC-3
(1-Jun01)

There has been no change in last date for filing FC-3. The last date remains unchanged as 31st
July.

[FC-3 is the annual return for foreign contributions received by Indian NGOs.

Over the last couple of weeks, several NGOs have been asking whether last date for filing FC-3
has changed.

12: Foreigners on your campus?
(1-Jun01)
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Inform the local Police Station whenever you have a foreigner staying in your house, office or
campus.

According to other press reports in The Times of India:
1. This is an old standing order. The Government plans to enforce it more strictly.

2. You have to report only if the foreigner stays with you for 24 hours or more. Rule covers
house, office, campus, etc.

3. You can phone in the details to local Police Station.

[Source: MHA Press Release dated 8th May 2001, see below]

INTIMATION REGARDIN G PRESENCE OF FOREIGNERS
This is for the information of General Public that as per Foreigners (Report to Police) Order, 1971, made
under the Foreigners Act, 1946 (31 of 1946), every householder or other person shall report to the
Officer -in-charge of the nearest Police station about the arrival or presence in his household or in any
premises occupied by him or under his control of any foreigners, if he knows or has reasons to believe
that he is a foreigner.

Non-Compli ance of this order would attract punitive action under the Foreigners Act, 1946 (31 of 1946)
i.e. imprisonment upto a period of five years or with fine or with both.

13: FC Receipts in 99-00

(4-Jun01)

In 99-00, FC Receipts came to Rs.3,810 crores.

This is higher than 98-99 (Rs.3,403 Crores) by 12%.

However, the rate of growth has come down: in 98-99, the receipts had grown by 18.8%.

[Source: Statement of Mr. Vidyasagar Rao, Union Minister of State for Home Affairs. Published in The
Hindu, 3GMay-2001]

14: Funding to BIMARU States
(5-Jun01)
In 99-00, following FC Receipts were reported (in Rupees Crores):

Delhi 572; Tamil Nadu 554; Andhra 531; Karnataka 420; Kerala 366; and,
Maharashtra 351.

What about the BIMARU states? We have information on two of these (Rupees crores):
Bihar 109; and, Uttar Pradesh 107.
While Bihar's inflow has risen by 9%, UP shows a drop of 20%.

[Source: Statement of Mr. Vidyasagar Rao, Union Minister of State for Home Affairs. Published in The
Hindu, 3GMay-2001]

A crore is equal to 10 million. A US Dollar fetches 47 Rupees). There are four BIMARU states:
Bihar, Madhya Pradesh, Rajasthan, Uttar Pradesh. The acronym BIMARU sounds similar to the
Hindi word 'bimar’, which means ill or unwell. FC is short for foreign contribution. The above is a
partial listing out of a total receipt of Rs.3,810 crores. FCRA state-wise classification is not very
accurate as funds are passed on from Agencies in one state to NGOs in another.

15: Publishing your accounts
(8-Jun01)
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NGOs with receipts / income of Rs. 1 crore (10 million) or more should publish their accounts in
a local newspaper. This applies from financial year 2001-02 onwards. If they don't do this, they
will lose their income tax exemption.

This also applies to clubs, temples, churches, gurudwaras, traditional Trusts, universities,
hospitals etc. -- in short, any non-profit organization which enjoys income tax exemption under
section 12 or under clauses (iv), (v), (vi) or (via) of section 10(23C).

16. Fund-raising by Congress
(10-Jun01)

Congress is planning to raise a corpus of Rs.50 crores through graded subscriptions from
members, ticket-seekers, public and corporate houses.

It also plans to get funds from NRIs. However, FCRA does not allow this. Therefore, Congress
is planning 'to set up a foundation to organize political education and training'. Funds from non-
resident Indians will presumably be taken into the Foundation, after the Foundation gets FCRA
clearance.

[Source: The Hindu, Delhi edition. June 10, 2001]

17. FC and non-FC
(12-Jun01)

Indian citizens living abroad can send donations to Indian NGOs without attracting FCRA.
There is no upper or lower limit on this.

However, foreigners (including former Indian citizens) living in India or abroad are on a different
footing. They can not give funds / material to Indian NGOs who do not have FCRA registration
or permission.

The type of currency (Rupees or dollars) does not matter in either case.

18. FCRA items below Rs.1000
(12-Jun01)
Are items below Rs.1,000 in value exempt from FCRA?

No. These are exempt only when received as a gift for personal use. Personal gifts can be
given to individuals, not to organizations.

19: 125% deduction from Income
(14-Jun01)

Responding to the endless calls of "Yeh Dil Mange More™ from fund-raisers and donors...

A Under section® 35(1)(iii) you can offer 125% deduction from taxable income to your donors.

This extra benefit is available to donors who have business or professional income.
A Other donors can claim 100% only under section 80GGA(2)(aa).

A Organizations doing research in social sciences or doing statistical research are eligible for
approval under section 35(1)(iii) by the CBDT.

For more information, se&ccountAble 61

'This heart yearns for moreé
2 Section references are to Income Tax Act, 1961, which applies to India.
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20: National Committee for 35AC
(15-Jun01)

A new committee has been notified for approving projects under section 35AC. The committee
has a three-year tenure beginning 21st May 2001. Justice R.S. Pathak (former CJI) continues
as Chairman.

Names of other members and additional information on 35AC is available in AccountAble 17.
Follow the AccountAble link from www.AccountAid.net

[Indian NGOs approved under 35AC of the Income Tax Act, 1961 can offer 100% deduction from
taxable income to their donors.]

21: Fraud Warning for Charities
(16-Jun01)

The Charity Commission in UK has posted the following information on its web-site:"Charities in
the UK are increasingly being targeted by overseas crime syndicates posing as solicitors and
offering huge sums of money from legacies, bequests or even the funds of deposed political
leaders. Although largely West African in origin, these approaches have come from as far apart
as South Africa and Holland.

Getting the money is invariably conditional on the charity sending these "solicitors" its details,
letterhead and/ or a range of "advanced fees". None of these approaches have ended in money
being handed over to the charity and many have found that sending details results in money
being taken from the charity's bank account. Even sending a letterhead could be asking for
trouble.

Our advice to charities is not to respond and to refer such approaches to the West African
Organized Crime Section at NCIS (National Criminal Intelligence Service) at PO Box 8000,
London SE11 5EN or via e-mail at: westafrican@spring39.demon.co.uk. Further information on
NCIS can be found at www.ncis.gov.uk "

In the past, business-persons in India have been approached by similar groups from Nigeria,
promising large business deals. It is possible that NGOs in India will be their next target.

22: Fell owship of the Ringé
(19-Jun01)

If you are receiving fellowship, scholarship or stipend (exceeding Rs.36,000 p.a.) from a foreign
source, you must file form FC-5 with Ministry of Home Affairs.

Many fellowships offered by Indian NGOs are ultimately funded by foreign sources. Form FC-5
should be filed in such cases also.

[This does noaipply if you have only receiveal set of Tolkien from a foreign soureezd.]

23: FC Funds from CAPART?
(21-Jun01)
Can a grant from CAPART be FC fund? The answer seems to be 'Yes'.

CAPART is an autonomous body registered under the Societies Registration Act 1860. Itis
functioning under the aegis of the Ministry of Rural Areas and Employment, Government of
India.

CAPART is also registered under FCRA. Some of its funds come from foreign sources such as
DANIDA. These funds are passed on to NGOs also (see
http://capart.nic.infvscapart/function.htm#INTERNATIONAL).


http://www.accountaid.net/
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Therefore, it is possible that a CAPART grant to you may have come from CAPART's FCRA
account. If so, you must deposit this in your FCRA bank account and report it in FC-3 in the
second or subsequent recipient column.

[The above is a general statement. Please confirm the source of your grant with CAPART before taking
any decision on this. {mail: capart@caparthqg.delhi.nic)in

23A: Revenue Stamp - limit
(25-Jun01)

A revenue stamp is required only for transactions exceeding Rs.500. No stamp is needed if the
amount is Rs.500.

Stamp duty is levied under the Indian Stamp Act, 1899. For more information on this, see
AccountAble 34 at www.AccountAid.net.

24: Revenue Stamp and donations
(26-Jun01)

Revenue stamp is not needed on receipts for donation. These are payments without
consideration. [Exemption b. Article 53, schedule | of the Indian Stamp Act, 1899.]

Apparently, this exemption does not apply to grants from donor agencies.

25: Revenue Stamp on office advances
(28-Jun01)

Revenue stamp is not required when you give advance to a staff member for office expenses.
Similarly, no revenue stamp is required when you receive a refund from such advance. These
are payments without consideration.

[Exemption b. Article 53, schedulef the Indian Stamp Act, 1899. In re Burn & Co.Gal. 346]

26: The First Accounting Manual
(29-Jun01)

Kautilya's Arthashastra (~300 BC) is the world's first known systematic treatment of accounting
concepts, including modern ones, such as changing prices, distinction between work in
process, finished goods, raw materials, as well as current and deferred revenues.

[Kautilya, also known as Vishnugupt Chanakya, was the Prime Minister during Chandragupta
Maurya's reign. i Ed.]

[Source: Bhattacharya 1988: Modern Accounting Concepts in Kautdyd'mshastra confirmed by
Richard Mattessich in 'Accounting, Business and Financial History, Volume 8, Number 2, 1998; also
"The Beginnings of Accounting and Accounting Thought' ISB81.6334451]

27: FEMA and FCRA
(1-Juk01)

FEMA applies to all NGOs in India [sec.2(u) read with sec. 3 etc. of FEMA]. But this does not
mean that FCRA will not apply. FCRA applies to NGOs in addition to FERA [sec.3 of FCRA|.

[FEMA: Foreign Exchange Management Act, 1999; FCRA: Foreign Contribution (Regulation) Act,
1976.Both are applicable in India.]
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28: Gujarat Earthquake: FCRA relaxation upto 31-August
(5-Jut01)

Relaxation of prior-permission procedures for Gujarat Earthquake Relief has been extended
upto 31st August 2001.

The MHA press-release dated 30th May 2001 is available at http://mha.nic.in/pr052001.htm.
It is also available at www.AccountAid.net.
[FCRA: Foreign Contribution (Regulation) Act, 1976. Applicable in India.]

29: Consolidated TDS Certificate T Form 16A
(27-Juk01)

Are you tired of issuing TDS certificates in 16A every month? If yes, read fourth proviso to
Income Tax Rule 31(3).

According to this rule, you can issue one consolidated annual TDS certificate to each party in
16A. There are only two conditions for this: 1. The party should give you a request for this. 2.
There should be more than one payment in the year.

[NGOs are required to deduct tax at source in some cases, such as professional feesthiegr thist
issue a TDS certificate. This allows the payee to claim a tax eExtjt.

30: Advocacy and FCRA
(31-Jut01)

Supporting an advocacy program in India? Go ahead, but make sure that FC funds do not
reach Indian journalists (sec. 4).

This restriction includes fellowships, scholarships and stipend. However, journalists are not
prohibited from going on sponsored foreign trips (sec.7).

This restriction does not apply when a journalist is working for a foreign newspaper or media
group.
Penalty for violation? Up to five years in prison or fine or both (sec 23).

A journalist is defined as correspondent, columnist, cartoonist, editor, owner, printer or
publisher of a registered newspaper.

31: Consultancy contracts and FCRA
(1-Aug-01)

Does FCRA apply to consultancy contracts also? Yes, IF the contract is with an NGO and the
NGO receives funds under the contract.

[Section 2(1)(c) read wh section 6(1) of Foreign Contribution (Regulation) Act, 1976, applicable to
India]

32: Form FC-3 revised again

(6-Aug-01)

Form FC-3 has been revised again with effect from 26th July 2001. There are three significant
changes:

1. You have to now separately disclose interest earned on FCRA bank account and
investments. This practically means an end to the old controversy about whether this
interest is foreign contribution or not.


http://mha.nic.in/pr052001.htm
http://www.accountaid.net/

AccountAid Capsules

Upto Mar611

2. The earlier form contained 27 items under which you classify FC utilization. This list is
now expanded to 56 items.

3. Establishment expenses have been further sub-classified to show things like corpus,
land, salaries, publications etc.

Strictly speaking, this means that all FC-3 filed after 26-7-01 should be in the new format.
However, in practice, the FCRA Department may allow FC-3 for 2000-01 to be in the old
format.

[Notification number GSR 557(E) dated-Z&1; published in The Gazette of India, part 2, no. 387 dated
26-7-01. FCRA means Foreign ContributifiRegulation) Act, 1976, applicable to India.]

33: FCRA beingrepealedi Cur se of the Monkeyds Paw?
(9-Aug-01)

Several NGO groups have been demanding for a long time that FCRA should be repealed. The
Government has apparently granted their wish.

However, FCRA 1976 is likely to be replaced with a tougher law. The new law is designed to
plug existing loopholes. It is expected that this will help ensure that funds are not used for
religious conversions or by subversive elements.

The new bill is with the cabinet and is likely to be introduced in the current session of the
parliament. FCRA has not been amended since 1985, though these were proposed several
times e.g. in 1988 and again in 1995.

[Nearly a hundred years ago (1902), W.W. Jacobs wrote a story titted”" The Monkey' s Pawo
This was later adapted for the stage by David Mauriello. The moral of the story is: Be careful
what you wish for 1 it just might come true!

Curiously, the spell on the monkeyds paw had been p

The full story isavailable ahttp:/gaslight.mtroyal.ab.ca/mnkyspaw.htiriEd.]

[Source: Times of India, New DelhiAug-01: Centre to control foreign fund flow]

34: Valuation of Pragati Maidan - concept of nominal pricing
(10-Aug-01)

The Pragati Maidan complex at Delhi is shown at Rupee 1 in the ITPO Balance Sheet. Why?
Because the Government sold the land to them for a nominal price of Re.l. Its market price at
that time would have been billions of Rupees.

Howdi d t he concept of nominal pricing come into accoc

However, a clear-cut link is given in Adi Parva of Mahabharata. Mahabharata war is estimated
to have occurred around 1400 BCE. Adi Parva relates to period much before that.

The link is in a dialogue between Vasuman and King Yayati. Yayati refuses to accept a
donation of good deeds from Ashtak and then again from Pratardan.

At this Vasuman says: 00 King. | give all my worl ds
adonation, then you can buy these for a blade of gr
Yayat.i r e s p o nplrshase & B tcompletesfiatiore | have never entered into such

transactions. Why should | do this, when no true pe

[Note: The land was originally sold to Trade Fair Authority of India. It merged with TDA in 1991
to form ITPO. T Ed.

Also see AccountAid Capsule 26: The First Accounting Manual]
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[Sources: 1. For ITPO fixed asset schedule: http://www.indiatradepromotion.com/a_r1998-99-
en/42a.htm#fixed_assets

2. For the dialogue between Yayati and Vasuman: Pag8atikshipt Mahabharajairst Part.Geeta
Press, Gorakhpur. 24th editidfikram Samva2056.]

35: FCRA and Electronic Media
(12-Aug-01)

You cannot give foreign contribution to a journalist (see capsule 30). But the same restriction
does not apply to media-persons with TV networks!

Why? Is it because the Government thinks very highly of TV networks?

No. ltdéds just that the FCRA has not been amended s
was under Government control. So there was no need to extend the restriction to TV networks.

It is possible that the Government will take care of this also in the new FCRA bill.

36: FCRA and fiorganisations of a political natur eo
(14-Aug-01)
Ti || May698, 128 organisations haidalnaten noti fi ed as

These include some well-known names such as ABVP, AIDWA, AIDSO, Anand Marg, NFPW,
NSUI, PUCL, PUDR, RSS, SGPC, SIMI, Tabligh Jamat, and VHP.

Full list (upto May-98) can be viewed at www.AccountAid.net.

Such organizations can not be given FC registration. They must apply to the Central
Government in form FC-1 for permission before accepting any foreign contribution.

[section 5 of Foreign Contribution (Regulation) Act, 1976. Applicable in India]

37: The origins of double entry book-keeping - 1
(16-Aug-01)

Who invented double-entry system of book-keeping? Just as in the case of fire and wheel, no
one knows this really.

But we know that an Italian monk named Luca Pacioli was the first to make it popular on a large

scal e. I n 1494 he publ i shed a book call ed AEvery
Proportiond (Summa de Arithmetica, Ge o-keeping i a Prop
was one of the five topics in this book. The book became widely available, thanks to the

Guttenberg press (which had just been invented by the Germans).

[Source: weksite of Association of Chartered Accountants in the US

38: The origins of double entry book-keeping - 2
(17-Aug-01)

Luca Pacioli did not claim to be the inventor of double entry book-keeping. He gave credit for
this to one Benedetto Cotrugli (Benedikt Kotruljevic of Dubrovnik, Croatia).

Cotrugli had written about doubl e ent heyPerlegtst em i n
Tradero (Delia Mercatura et del Mer cante Perfetto).
published for more than a hundred years.

It is also believed that traders and bankers in Venice were using some concepts of double entry
book-keeping a hundred years before Cotrugli wrote his book.
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ACAUS believes that this had become possible due to introduction of Arabic numerals to
Europe, which were a big improvement over Roman numerals (I, | 1 , V, | Xé) . But that
story (Capsule 4: The Number System).

[Source: weksite of Association of Chartered Accountants in thg US

39: Donation from Jet Airwayse
(18-Aug-01)

Jet Airways Pvt. Ltd. is a company registered in India. Tailwinds Ltd., a company registered in
Isle of Man, UK, owns all its shares. Mr. Naresh Goyal, who holds an Indian passport, owns all
the shares of Tailwinds Ltd.

Jet Airways makes a donation to an Indian NGO. Will this be treated as Indian or as foreign
contribution?

According to our understanding of FCRA, this will be a foreign contribution. According to FCRA,
Jet Airways is a subsidiary of a foreign company (Tailwinds). Therefore, Jet becomes a foreign
source.

[Source: Press release by Jet Airways on its ownership structure, published in Indian Express, Delhi,
page 2, 18ug-01

Sec. 2(1)(e)(iii), (iv) of Foreign Contribution (Regulation) Act, 1976
Sec. 591 of The Companies Act, 1956]

40: FCRA and newspapers
(20-Aug-01)

NGOs registered under FCRA are not allowed to bring out newspapers or magazines with FC
funds. They can not bring out a newspaper with Indian funds either.

The restriction does not apply if the newspaper / magazine does not contain any public news or
comments on public news.

For more information, please s&ecountAble 42: FCRA Registration

[Section 1(1) and part VA of The Press and Riegtion of Books Act, 1867; Section 4(1)(b) of Foreign
Contribution (Regulation) Act, 1976. Applicable in India]

41: Newsletter or newspaper?

(21-Aug-01)

What is the difference between a newsletter and a newspaper?

A newsl etter contfaiidnesntéiianlf onrenvasld6 owhiccomm i s of i ntere:
A newspaper contains Opublic news or comments on pu

interested in such news.

ONewsO6 means O6ésomething told as havingthathast happen

just happened or will soon happenbd.

If your newsletter contains public news, then it will be treated as a newspaper. Marking it as
O0For Private Circulation onlydé wildl not hel p.
[References:

Section 1(1) and part VA of The Press and Registrati@ooks Act, 1867 (PRBA)

Section 4(1)(b) of Foreign Contribution (Regulation) Act, 1976 (FCRA). Applicable in India
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The World book Dictionary (WBD), 1996. pp. 140@01]

42: Checklist for NGO newsl ettersé

(22-Aug-01)

If you have FCRA registration and are bringing out a newsletter, make sure it does not contain:
¢ public news;

comments on public news;

political news;

views or comments on political news;

article or reference criticizing or commenting on any religion, faith, ritual or practice;

O 0 0 0 0

any objectionable material related to things listed in proviso to section 10 of FCRA.

If the above conditions are nactulmdt ,ont lbead yma rdloiersg nic
[References:

Section 1(1) and part VA of The Press and Registration of Books Act, 1867 (PRBA)

Section 4(1)(b) of Foreign Contribution (Regulation) Act, 1976 (FCRA). Applicable in India

Declaration in Form annexed to S.O. 760@&ated 3Aug-87. Published Gazette of India on same date]

43: Myriads of starseé

(23-Aug-01)

Do large numbers scare you? Did you just scrape through in arithmetic at school?
Dondt be e inyoaareimillisriow company!

The ancient Greeks, who gave us philosophers like Aristotle and Plato, also had problems with
numbers. So much so that they could count only up to 10,000.

I n fact, their term for 10,000 was O6myriadébé (pronou
The word &émyri(ach@ altsd | maaorets) oO6countl essd or dbdan ir
[Source:

P. 14. History of the Accountancy Profession in Iridiel. 1; 1973; G. P. Kapadia. Published by ICAI.

P. 663. Websterdés New Encycl e£0p38086-0c1 Di cti onary; 1993. | SBN: ©0

The Greek root for myriad was O6myrioid. Pythagoras M™4'd Euclid we
century BCE and the modern world owes much to the Grédkd.]

44: HDFC Donation

(24-Aug-01)

The Government of I ndia promoted HDFC in the 670s.

2000, HDFC gave Rs.50,000 to an Indian NGO from its own resources. Would this be FC or
Indian donation?

Answer: FCRA. Foreign investors own more than 56% of HDFC.
Moral of the story: Bewar e é
[Source Section 2(1)(e)(vi) of Foreign Contribution (Regulation) Act, 1976. Applicable in India

Shareholding information on HDFC wdite atwww.hdfcindia.com


http://sites.netscape.net/acontaid/AccountAble_Web/FCRA_Act_Rules.htm
http://www.hdfcindia.com/
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The above situation ffictional and designed for academic purpose only.

Information on HDFC shareholding is valid as of&pr-2000.i Ed.]

45: Teasers on Tehelka and FCRA

(27-Aug-01)

Tehelka.com is owned by Buffalo Network Pvt. Ltd. Majority shares of Buffalo Network Pvt. Ltd.
are held by Indians.

Sometimes ago Tehelka reporters carried out a sting operation to expose corruption in arms

deals. For this, a company called Westend International was formed and registered in London.

Tehelka reporters, posing as Westend employees, paid bribes and/ or provided gifts and
6hospitalityé to some politicians and government se
audiotapes.

Tarun Tejpal, the editor-in-chief of Tehelka.com, has said the seed money of his web
newspaper, that hisreport er s used to bribe the politicians and 1
investigative media scoop, came not from benami sources, but from the seed venture capitalist

funding.

Teaser 1: Is Westend International a foreign source as defined in section 2(1)(e) of FCRA?

Teaser 2: Did the politicians and government servants violate section 4 or section 9 of FCRA in
accepting these 6donati onsé, gi fts or O6hospitalityéo

Teaser 3: Did the Tehel ka team members alsso violat
government servants in this?

Teaser 4: Can the politicians or the Tehelka investigators, be penalized under section 23 or
section 25 of FCRA?

[Source Foreign Contribution (Regulation) Act, 1976 (FCRA). Applicable in India. Full textvat. AccountAid.net

The above is based on various news reports and internet sources and may not be true or accurate. It has been dedigméx for aca
purpose onlyi Ed.]

46: Cost of publishing accounts
(30-Aug-01)

From 2001-02, large non-profits have to publish their accounts in a local newspaper (see
Capsule 15).

How much will this cost? Current rates in Delhi range from Rs.100 per column cm in Veer Arjun
to Rs.2,050 per column cm in Times of India. Others include: Statesman @Rs.250, Dainik
Jagran @Rs.400 and Punjab Kesari @Rs.450.

You need about 12 column cm for brief accounts and 30 column cm for more detailed
accounts.

If you select an economical option such as Veer Arjun or Statesman, then the advertisement
will cost you between Rs.1,200 to Rs.7,500 per annum.

47: Charging Depreciation
(4-Sep01)

If an NGO has any commercial or business activities (no matter how small), the Accounting
Standards apply to the entire organization.


http://www.accountaid.net/
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These include AS-6: Depreciation Accounting. According to this, you should charge
depreciation on assets. You should also disclose related information. This standard became
applicable from 1st April 1995.

I f you donét follow this standard, your .auditors wi
[ReferencesAS-6: Depreciation Accounting. Full text http://www.icai.org/
ICAI clarification on applicability of accounting standards to NGOs, The Chartered Accounta®5 Seage 79

AccountAble 6: Accounting tandardswww.AccountAid.ne}

48: Dondét | ose your vouchers
(8-Sep01)

World Bank refused to reimburse Rs.4.49 crores to the West Bengal Government. This money
had been spent on different projects (vocational training, safe motherhood, shrimp farming,
AIDS, sericulture etc.) up to 31-Mar-1998.

Reason? No vouchers are available for these amounts!
Another Rs.11.53 crores was not reimbursed on account of diversion.
Together, this comes to about 10% of the total amount claimed (Rs.170.27 crores).

[References: Para 3.6.6Q2AG Report for the year ended March 1999: Report no. 2 (Civil) of 2@ernment of West Bengal
http://www.cagindia.org/states/westbengal/2000 civil2/index.htm

This loss relates to eight projects funded by IDA fror08xo 31tMar-98 under separate credit / loan agreeménisl.]

49: Disclosing donations in Indonesia
(17-Sep01)
Indonesian Parliament has passed the 6Law on Charity Foundat.i
Some of the rules:
1. Donations above $70 (~INR 3,300) must be publicized.
2. The Justice Ministry must ratify new Foundations.

3. Justice Ministry can withdraw the license of any foundation itkegar as a 6t hr eat to
wel fared.

[References: Dini Djalal, AA Smal/l Bepterhberr20, 2001, pil26jlu st , © Far East ern

50: Income Tax form 3A Changed
(19-Sep01)

People who keep complaining that nothing ever changes in India should take a look at the
Income Tax Rules. On an average, these change every 40 days or so!

The latest change is form 3A, which is used by non-profits to report their income. The revised
form has been issued on 17-Aug-01.

You should use the revised form for any returns filed after this date.

The new form has been completely revamped and looks smarter.

[References: Income Tax (Twentieth Amendment) Rules, 2001. Notification no. 248 of 2001 Alngligt 2001
Gazette of Idia, Extraordinary, Part Il, s. 3(ii) dt. fAugust 2001

(2001) 169 CTR (Statutes) pp.-86]


http://www.icai.org/
http://www.accountaid.net/
http://www.cagindia.org/states/westbengal/2000_civil2/index.htm
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51: Related Party Disclosure
(1-Oct-01)

AS-18, issued by the ICAI became applicable on 1st April 2001. This Accounting Standard
covers disclosing names of and transactions with related parties.

Accounting Standards apply to NGOs also in some cases. For more information on this, see
6Account Abl e 6 : I ndi an Accounting
http://sites.netscape.net/acontaid/AccountAble_Web/AccountAble_Listing.htm.

This means that many NGOs will have to disclose salary and other payments to Chief
Functionary, top management and associated NGOs.

This disclosure will form part of annual audited financial statements. This applies from financial
year 2001-02.

[References:
6Account Abl e 6: I ndi avww.AXccountAidmet i ng St andardsod at

Institute of Chartered Accountants of Indianatiw.icai.ord

52: FCRA for Universities and Institutes
(3-Oct-01)

FCRA regulations cover all Universities and Institutes in exactly the same way as any other
NGO.

This is because these are 06asdon2{l)a), andalse Bavevai t hi n t he
definite educational programme [section 6(1)].

So if you are planning to give a grant or consultancy assignment (out of FC funds) to IIM, IIT,
IRMA, JNU etc.,, make sure that they have obtained FCRA registration or taken prior-
permission.

[References:

Foreign Contribution (Regulation) Act, 1976. Applicable in India. Textatv. AccountAid.ne}

53: FCRA ordinance to be issued?
(8-Oct-01)

According to a news report, the Government is planning to issue an ordinance on FCRA soon.
The ordinance contains strict measures to prohibit funding to terrorist groups, particularly those
in J&K, Northeast and some Southern states.

The ordinance will later be passed as an Act of Parliament.

[References:

AOrdi nance s oo n-rdisers;, ihe Pionee:, NewDelhi@ct-2001 upA.dAlso atvww.dailypioneer.com
FCRA means Foreign Contribution (Regulation) Act, 1976. Applicable in India

Also see AccountAid Capsules 9, 10, 33 and 5dnatv. AccountAid.ne}

54: Laundering foreign contribution?
(8-Oct-01)

A news report in 6The Pioneerd narrat-easonahow J&K |
network of money launderers in 1997.


http://sites.netscape.net/acontaid/AccountAble_Web/AccountAble_Listing.htm
http://www.accountaid.net/
http://www.icai.org/
http://www.accountaid.net/
http://www.dailypioneer.com/
http://www.accountaid.net/
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The persons involved in this were bringing in money, apparently for philanthropic purposes but
were diverting it to militants. To do this, a trust was set up by a Jamat-e-Islami worker in 1991.

The initial amount for the trust came from ISI, Pakistan via Saudi Arabia. Later, the money went
through regular channels to Delhi, where it was paid to business houses as an advance. Finally
it found its way to a leader of the Hizbul Muzahideen in north Kashmir.

[References:
A Or di na tooiptermisbfuneraisers:, The Pioneer, New DelhiQOct-2001, p.4. Also aivww.dailypioneer.com

ISI means Inter Services Intelligence.

Also see AccountAid Capsules 9, 10, 33 and 58wav.AccountAid.ne}

55: Gujarat Earthquake i FCRA relaxation extended
(15-Oct-01)
Yes. lt6s been extended again. This time the extens

[References:
Also see AccountAid Capsules 6 and 28vatw.AccountAid.net
Full text of the press release datedAig-01 atwww.AccountAid.netand athttp:/mha.nic.in/pr082001.htm#881]

56 : The Cool est Oneé
(16-Oct-01)

Once upon a time, there was an NGO in Kerala. One day they bought a refrigerator for
Rs.5,445. They kept it at the Managing Trusteebds ho

The income tax people wanted to know the reason for this.

The NGO sai d: 60ur of fice building was not ready. V
Swedi sh donor séo.

Result? Tax people rejected the explanation and wi
The High Court also confirmed it.

Moral of the story? Make surethe Tr ustees or key persons do not wuse
they are used, recover hire charges from them.

[References:
Agappa Child Centre v. CIT, (1997) 137 CTR (Ker) 295
Section 13(2) of Income Tax At, 1961. Applicable in India

AccountAble 52 atvww.AccountAid.ne}

57: Perquisites, Form 12BA and Form 16
(18-Oct-01)

Income Tax Department has changed the rules (Rule 3) for valuation of perquisites to
employees. The change is applicable from 1st April 2001.

A new form (no. 12BA) has been introduced. This form will show the valuation of the
perquisites. This form will be used where the employee is getting more than Rs.150,000 per
year.

Form 16 (TDS certificate) has also been changed.

[References:


http://www.dailypioneer.com/
http://www.accountaid.net/
http://www.accountaid.net/
http://www.accountaid.net/
http://mha.nic.in/pr082001.htm#31081
http://www.accountaid.net/

AccountAid Capsules

Upto Mar611

Income Tax notification no. 313 of 2001, dtd"ZSep 2001. Applicable in India

(2001) 170 CTR (Statutes) 64]

58: Sale of FCRA assets
(18-Nov-01)
Can you sell off assets purchased with FCRA funds?

Yes, you can sell these assets, if the donor does not object. You don't need any permission
from FCRA people for this.

But what do you do with the money you get?

You should deposit the money in the FCRA bank account. And show it as a receipt in the FC-3
and FCRA Receipts & Payments Account.

And yes, if the value of the asset has gone up, the extra money also
goes into FCRA account.

[References:

FCRA means Foreign Contribution (Regulation) Act, 1976. Applicable in India

Also see AccountAble 22: Mysteries of FCRA on www.AccountAid.net]

59: Filing FC-3 repeatedly?
(7-Jan-02)
Are you filing form FC-3 every time you receive a foreign donation?

According to FCRA rules, the form should be filed only once a year. The form should contain
details of all donations (cash, kind, shares etc.) received during the year from April to March.
The form should reach Ministry of Home Affairs by 31st July.

[FCRA means Foreign Contribution Regulation Act, 1976.
Also see:
- Rule 8 of FCRA Rules, 1976

- AccountAble 20 'How to Fill Up F&' atwww.AccountAid.nef

60: Where is the new FCRA?
(7-Jan-02)

The new FCRA could not make it to the Parliament in this session also. Apparently, the bill was
not even listed on the agenda. So the suspense

continues.

In the meanwhile, please note that the draft bill remains a state secret till it is tabled in the
Parliament. So no one can really say what it contains, and whether it's good or bad for the
voluntary sector.

[References:

Also see AccountAid Capsules 9,133, 53 and 54 at www.AccountAid.net]

61: Tax Exemption for NGOs
(9-Jan-02)


http://www.accountaid.net/
http://www.accountaid.net/
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The Economic Times conducted an internet-based poll yesterday, with some strange results:
AiShould the government scrap tax exemption for cheé
Yes 93%
No 7%
Can't Say 0%0

The Times of I ndi a, when reporting this, was char.i
reflects the opinions of Net users who chose to participate, and not necessarily of the general

public. o
[References:

Economi c Thsea BdndAathttpd/dconB8mictimes.indiatimes.com/

The Times of India, New Delhi,-9anr02, p.15]

62: Dual Citizenship and FCRA
(12-Jan-02)

The Government of India has recently promised dual citizenship to the Indian Diaspora. It is
estimated that about 2 crore (20 million) Indians live abroad. This includes NRIs and PIOs.

What would this mean, so far as FCRA is concerned? Will donations of the dual-citizenship
status Indians be treated as Indian funds? Or will FCRA still apply to their donations?

Surprisingly, a literal interpretation of the Act indicates that their money will still be foreign
contribution. How?

Section 2(1)(e) lists a citizen of a foreign country as a O6f oreign sourceb.
citizenship may be an | ndi an, but wi |l al so be citi

[References:

Section 2(1)(e)(x) of FCRA, 1976

FCRA means Foreign Contribution (Regulation) Act, 1976. Applicable in India
NRI: Non-resident Indian; PIO: Person of Indian Origin.

The Straits Times, o6lndia to allow dual citizenshipbé, Jan 10, 20
http://straitstimes.asial.com.sg/primenews/stoh00,95616,00.htnjl

63: FCRA Registration Statistics

(11-Feb-02)

How many NGOs get FCRA registration each year? We have the figures for last seven years:
94-95: ~690

95-96: ~1300

96-97: ~800

97-98: ~760

98-99: 1336

99-00: 1419

00-01: 1613

The above trend possibly indicates a more liberal attitude to FCRA registration.


http://economictimes.indiatimes.com/
http://straitstimes.asia1.com.sg/primenews/story/0,1870,95616,00.html
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[References:
-MHA web-site http://mha.nic.in/

-MHA Annual Report for 2000-01
FCRA stands for Foreign Contribution (Regulation) Act, 1976. Applicable in India

Figures for 94-95 to 97-98 are approximations based on an MHA chart.]

64: Foreign Contribution in 99-00

(12-Feb-02)

According to the Home Ministry report for 99-00,
A 13,986 organisations filed their FC-3;
A These organizations received a total of Rs. 3,924.63 crores;
A 735 organisations in Delhi received Rs. 636.10 crores;
A USA contributed the maximum funds: Rs.1,086.32 crores;
A Among Islamic countries, Saudi Arabia gave Rs.17.27 crores.
A And even Iraq sent us Rs.3,000!

[References:
6Videshi chanda prapti mei n ani y.aPmmiab ketriaDelhioPkdniBeb@®ar ey kade kanoon

-AccountAid Capsule 13
-FCRA stands for Foreign Contribution (Regulation) Act, 1976. Applicable in India

-A crore is eqal to 10 million.]

65: More on the new FCRA Bill
(13-Feb-02)

According to the Home Ministry, the new FCRA is likely to have tighter provisions to reduce
irregularities in accounting of foreign contribution.

[References:
-6Videshi chandatptaptokmei bhaaanyy &anihbkKekriaDelhioPd. 1Bed@2. vi char 6

AccountAid Capsule 10

FCRA stands for Foreign Contribution (Regulation) Act, 1976. Applicable in India.]

66: Foreign contribution and Hawala
(14-Feb-02)

According to the Home Ministry sources, separatists and terrorist groups mostly receive funds
through hawala channels. The money often comes from Bangkok and Dubai.

The Ministry has instructed its intelligence agencies to crack down on Hawala agents to control
this menace.

[References:
-6Videshi chanda prapti mein ani y.amiabketriaDelhioPkdiniBeb@®ar ey kade kanoon

-AccountAid Capsule 10

-FCRA stands for Foreign Contribution (Regulation) Act, 1976. Applicable in India


http://mha.nic.in/
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-Hawal maberally means o6referenceb. This emerged as a popular mode
seventies.

-A crore is equal to 10 million.]

67: Top receivers of foreign contribution

(14-Feb-02)

According to the Home Ministry sources, some Hindu organizations are among the largest
recipients of foreign contribution. These include Maharishi Ved Vigyan Vishwa Vidyapeeth

(Rs.68.09 crores), Mata Amritanandmayi Mission (Rs.53.07 crores), and Sri Satyasai Central
Trust (Rs.50.15 crores).

[References:

-6Videshi chanda prapti mein ani y.ammiablkestriaDelhioPkiniBeb®®ar ey kade kanoon
FCRA stands for Foreign Contribution (Regulation) Act, 1976. Applicable in India

A crore is equal to 10 million.]

68: Elections and foreign funding-1
(19-Feb-02)

The following comment appears in a report prepared by the ACE Project on Administration and
Cost of Elections in April 1999:

fSecret Money Provided By Foreign Governments

Governments have traditionally used secret service funds to bribe (or, putting it differently, to
assist) prominent foreign politicians and their election campaigns. Other political uses of secret
service funds have included payments to foreign trade unions and to foreign newspapers.

Such payments have a long history. In modern times, the 'Reptile Fund' used by the German
Chancellor, Otto von Bismarck, provided a precedent followed by subsequent German regimes.
During the First World War, the German Foreign Ministry encouraged the Bolsheviks by
sending them money through devious routes across the Baltic. Hitler used similar techniques.
After the Second World War and at least until the 1970s, a secret ‘Chancellor Fund' was at the
disposal of successive West German Chancellors. Secret payments to Chilean politicians in the
1960s and to Portuguese and Spanish anti-Communists in the 1970s reportedly came from this
sourceé 0

continued in capsule 69

[References:

The ACE project is titled 6Administr atuioblRESANDESD@awiDEQf EIl ecti onso
These comments have been taken from the draft report on the Internet

http://www.aceproject.org/main/english/pc/pcd02h.htm. Copyright 1999

69: Elections and foreign funding-2
(19-Feb-02)

The following comment appears in a report prepared by the ACE Project on Administration and
Cost of Elections in April 1999:

fSecret Money Provided By Foreign Governments

Continued from capsule 68:

€As revelations following the fall of the Soviet r
regular funds to foreign Communist parties and to pro-Communists organisations.


http://www.aceproject.org/main/english/pc/pcd02h.htm
http://www.aceproject.org/main/english/copyrght.htm
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Soon after its formation in 1947, the Central Intelligence Agency of the United States also
became active in making payments to anti-Communist politicians, parties, and trade unions in a
large number of foreign countries. In the era of the Cold War, political parties in Africa and
elsewhere reportedly received financial support from the Soviet Union and from China as well
as from the United States. Some oil-rich countries such as Libya are also alleged to have been
active in providing money for foreign political <cau

[References:

The ACE project is titled 6Administration An®EXBawiDERf EIl ecti onso
These comments have been taken from the draft report on the Internet

http://www.aceproject.org/main/english/pc/pcd02h.htm. Copyright 1999

70: Shades of FCRA in other countries

(20-Feb-02)

By 1997, at least 22 countries had placed restrictions on foreign funding of elections:
1. Albania

2.  Algeria

3. Brazil

4. Canada (partial ban)
5. Egypt

6. France

7. Germany (partial ban)
8. India

9. Israel (partial ban)
10. Japan

11. Jordan

12. Malaysia

13. Moldova

14. Poland

15. Romania

16. Russia

17. Spain

18. Taiwan

19. Turkey

20. Ukraine

21. United States

22. Yemen

In India, these restrictions were imposed on 1976 through the FCRA.

[References:

Taken from the ACE draft report of April 699. ACE stands for OAdm
endeavour of IFES, UN-DESA and IDEA. Copyright 1999 _ http://www.aceproject.org/main/english/pc/pcd04d03.htm



http://www.aceproject.org/main/english/pc/pcd02h.htm
http://www.aceproject.org/main/english/copyrght.htm
http://www.aceproject.org/main/english/copyrght.htm
http://www.aceproject.org/main/english/pc/pcd04d03.htm
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FCRA stands for Foreign Contribution (Regulation) Act, 1976. Applicable in India]

71: FCRA in United Kingdom?
(20-Feb-02)

In 2000, UK also joined a growing list of countries, which regulate or prohibit foreign donations
to their political parties.

According to section 54 of the PPER Act 2000, political parties in UK can accept donations only
from indigenous voters and organizations based in UK. Other donations must be returned
within 30 days. Northern Ireland has been exempted from these provisions for the time being.

In India, foreign donations to political parties have been banned since 1976 through FCRA.

[References:

PPER Act stands foPolitical Parties, Elections and Referendums Act 2000 (cAfplicable in UK. This is not an expert
comment but a general integpation only.

6Nl parties 'exempt' f-FebOh htipWnedsibbcgo.uki | | 6; BBC News, 6
FCRA stands for Foreign Contribution (Regulation) Act, 1976. Applicable in India]

72: Unspent funds for Gujarat Earthquake
(21-Feb-02)

If you have unspent funds for Gujarat Earthquake relief, should you deposit these with the
Prime Ministerés Relief Fund?

Yes. But only the amount that remains unspent on 31-Mar-2002.
Secondly, this applies only to funds for which a receipt was issued under section 80G(2)(d).
In other words, this requirement does not apply to most of FCRA funds.

[References:

Sections 80G(2)(d), 80G(5C), tenth proviso to section 10(23C), section X2(i&) lacome Tax Act, 1961. Applicable in India

You may have issued an 80G(2)(d) receipt for a donation from a foreigner (or foreign company) taxable in India. If such funds
remain unspent, then you should deposit these as well.

Interpretation of Income Baaw is an intricate matter. Please consult your income tax advisers before applying this in your case.

FCRA stands for Foreign Contribution (Regulation) Act, 1976. Applicable in India]

7 3: Or pay income tax on theseé

(21-Feb-02)

What happens if you do not deposit unspent Gujarat Earthquake funds with PM Relief Fund?
You will have to pay income tax on these, despite your existing income tax exemption.

{This does not apply to most of FCRA funds].

[References:

See also AccountAid Capsule 72

Sections 80G(2)(d 80G(5C), tenth proviso to section 10(23C), section 12(3) of the Income Tax Act, 1961. Applicable in India
Interpretation of Income Tax law is an intricate matter. Please consult your income tax advisers before applying thiase.your
FCRA stands foForeign Contribution (Regulation) Act, 1976. Applicable in India]

74: Reassessing the Indian donor -1
(22-Feb-02)

It is estimated that the Government lost Rs.1,100 crores in tax revenue due to deductions
under section 80G/ 80GGA in F.Y. 99-00. What does this mean?


http://www.hmso.gov.uk/acts/acts2000/20000041.htm
http://news.bbc.co.uk/
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- Indian taxpayers donated around Rs.6,000 crores under these sections in 99-00.
- Inthe same year, foreign donations (FCRA) came to just Rs.3,925 crores.

- Apparently, even a well-known organization like CRY has only touched the tip of this
charitable iceberg. They received just Rs.7.97 crores (from Indian sources) in 99-00
(0.13% of 6000 crores).

[References:

Tax estimates taken from Parthasarthy Shome Committee Report, p.114 (Foal étehe Advisory Group on Tax Policy and
Tax Administration for the Tenth Plan, May 20@itp://planningcommission.nicjn

CRY Indian donations taken from p. 19 of CRY Annual Report for 18®9

FCRA stands for Foreign Contribution (Regulation) Act, 1976. Applicable in India]

75: Reassessing the Indian donor - 2
(22-Feb-02)

On the other hand, a recent survey pegged total Indian donations to organizations at Rs.811
crores (in 99-00). This is just 13% of the amount based on income tax estimates.

Assuming that both the survey and the income tax figures are correct, what could be the
explanation for this gap?

Possibly something quite innocent. Majority of Indian donors are shy about broadcasting their

charityand seem to be foll owigum-daanbe anci ent tradition
[References:

For results of survey referred above see p. 31 6Giving and Fund
@uptdaandé i s a Hi ndi expression and casedhedonad leeeps mise her identity aecreto n 6 . Il n suc
The donation is shown iguptdabné . aSuocbhntdonmeli @hgy @as edtraditionally

open donations. Donations at public functions are considered, by some, to be the worst form of publicity-seeking
behaviour.]

76: Shome Report i uniformity in exemptions
(23-Feb-02)

The Shome Committee was set up to advise the Government on Tax Policy and administration.
It has made several important recommendations related to non-profit organizations.

The first one is related to differences in exemption between 10(23C) and section 12.
Organisations registered under 10(23C):

A Do not have to file a return,

A Do not have a minimum spending requirement (75% of income for other non-profits),
and,

A Are not barred from distribution of surplus / payments to key-persons.

Shome Committee has suggested that this distinction should be removed. All organizations
should meet the requirements of sections 11 to 13 (listed above).

[References:

Parthasarthy Shom@ommittee Report, p.115 (Final Report of the Advisory Group on Tax Policy and Tax Administration for the

Tent h Pl an, May 2001. The report draws heavily on 6An Analysis
I nstitut i ohtts/MlanbiygcoMmigsierPnicin

Section references are to Income Tax Act, 1961. Applicable in India]


http://planningcommission.nic.in/
http://planningcommission.nic.in/
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77: Shome Report i Commercial NPOs

(23-Feb-02)

Contd. From Capsule 76¢

The second one talks about overall exemption policy for NPOs.

According to the Committee, commercial NPOs should not be entitled to income tax exemption.
No one would argue with that.

However, the catch is in deciding who is a commercial NPO. According to the committee, any
one who is not a donative NPO must be a commercial NPO.

The commi ttee defines a 6édonative NPO6 as one who g

One more Osmall é twist: ear marked project grants
purpose!

[References:

Parthasarthy Shome Committee Report, p.114 (Final Report of the Advisory Group on Tax Policy and Tax Administration for the
Tenth Pl an, May 2001. The report draws heavily oandT#sn/ Anal ysi s
I nstitut i ohtis/MlanbiygconinigsierPnic)n

NPO:nonpr of it organi zation. Strictly speaking, the term 6commerci al
commecial organizations disguised as NPOs.
Applicable to India]

78. Shome Report i Tax ALL NGOs?
(23-Feb-02)
Contd. From Capsule 77E¢

Now we come to the juicy part. If Shome Committee recommendations are accepted, 98% of
the NGOs will end up paying Income Tax! How?

Most of the NGOs work with project grants. Many get income from sale of handicrafts etc.
There are very few NGOs who get 10% or more as donations from public.

Same will be the fate of old corpus based trusts. They depend on investment income 1 not on
public donations.

[References:

Parthasarthy Shome Committee Report, p.114 (Final Report of the Advisory Group on Tax Policy and Tax Administration for the
Tenth Pl an, May 2001. The report dr aws h ela@ontlibytions and Grdsts / Anal ysi s
I'nstitut i ohtts/MlanbiygcohmigsierPnicin

NGOs: Nongovernmental organizations. The term usually excludes religious trusts.

Applicable to India]

79: Shome Reporti Rs. 3000 crores in NGO taxesé
(23-Feb-02)
Contd. From Capsule 78¢

And why should the Finance Ministry accept these recommendations? Well, by exempting all
NPOs, the Government is losing Rs.3,317 crores annually. By taxing most of them, the
Government could raise about 3,000 crores in taxes.

Sounds like a lot of money? Well, 98% marginal rate of tax also sounded like big money in the
1960s. What did it get us? A national habit of evading taxes. We are still trying to figure out the
size of O6umdhemyrogunwhiech it spawned.


http://planningcommission.nic.in/
http://planningcommission.nic.in/
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Obviously, this suggestion seems to be based on the assumption that all NPOs are simply
waiting breathlessly for an opportunity to pay tax on their grants.

[References:

Parthasarthy Shome Committee Report, p.10, 114 (Final Refptire Advisory Group on Tax Policy and Tax Administration for

the Tenth Pl an, May 2001. The report draws heavily on/ 6An Anal ys

I nstitut i ohtis/MlanbiygconmigsierPnic)n

NGOs: Norgovernmental organizations. The term usually excludes religious trusts.

Applicable to India]

80: Shome Report i Banish ALL Charity

(23-Feb-02)

Contd. From Capsule 79¢é

Will the Shome Committee report succeed in banishing charity from India?

Highly unlikely. First, the recommendations are not in tune with general public sentiment.
Second, the Government is quite intelligent and is unlikely to accept something so outlandish.

Third, even if the recommendations are implemented, the work will continue as before. Only the
nomenclature of transactions will change: sales will be called donations; project-specific grants
will be shown as lump-sum grants.

At this stage, it is good to remember this: What do you get by asking for the impossible?
Nothing.
[References:

Parthasarthy Shome Committee Report, pp.10; 115, 131, 132, 134, 137, 142, 143, 149, 150 (Final Report of the Advisory
Group on Tax Policy and Tax Administration for the Tenth Plan, May 2001rTée o r t draws heavily on 6An

Al

Concessions for Charitabl e Cont rhttb/elanhimgecosimissiordnicihr ust s / I nstitutio

Applicable to India]

81: Budget 2002 i Gujarat Earthquake date to be extended
(1-Mar-02)
If the new Budget bill is passed, then:

A The time limit for utilization of Gujarat Earthquake funds [received under section
80G(2)(d)] will be extended to 31 March 2003.

A Unspentfundsasat31-Mar-0 3 wi | | go to PMbés Relief Fund.
A Accounts will have to be submitted by 30-Jun-03.

[References:

Proposed amendment to Section 80G(5C).

Union Budget 2003 http://indigbudget.nic.in/ub20023/bill.htm

The above are budget proposals, presented here for discussion only. The final law may be different. The interpretaon may al
vary somewhat on a deeper study / in a specific case.

Section references to Income Tax Act, 1961. Applicable to India]

82: Budget 2002 i 35CCB may end soon
(1-Mar-02)


http://planningcommission.nic.in/
http://planningcommission.nic.in/
http://indiabudget.nic.in/ub2002-03/bill.htm
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35CCB relates to donations for organizations engaged in conservation of natural resources or
afforestation. Presently 100% deduction is allowed under this section.

If the new Budget bill is passed, then:

A No deduction will be provided for donations made to NGOs approved under section
35CCB after 31-Mar-02.
However, NGOs working in this area will be able to get approval under section 35AC instead.
[References:
Proposedimendment to Section 80GGA(2).
Union Budget 2003 http://indiabudget.nic.infub206@3/bill.htm

The above are budget proposals, presented here for discussion only. The final law may . differenterpretation may also
vary somewhat on a deeper study / in a specific case.

AccountAble 61: Tax Relief on Donations

Section references to Income Tax Act, 1961. Applicable to India]

83: Budget 2002 i Misusing 35AC made difficult
(1-Mar-02)

If a project approved under 35AC is not implemented properly, then approval can be withdrawn
under sub-section 4 or 5 after a show-cause notice. However, the section does not provide any
penalty for funds misused.

If the new Budget bill is passed, then:

A The total amount raised under section 35AC will be added to the income of the NGO /
company. The NGO / company will have to pay tax at the maximum marginal rate on
the total amount added back.

This provision appears to be aimed at deterring some dummy organizations, which issue
inflated receipts for donations.

[References:

Proposed amendment to Section 35AC.

Union Budget 2003 http://indiabudget.nic.in/ub20023/bill.htm

The above are budget proposalsgsented here for discussion only. The final law may be different. The interpretation may also
vary somewhat on a deeper study / in a specific case.

AccountAble 17: Raising Funds in India
AccountAble 61: Tax Relief on Donations

Section references to Income Tax Act, 1961. Applicable to India]

84: Budget 2002 i NPOs need not publish accounts
(1-Mar-02)

Last year, section 10(23) and section 12A were amended. NPOs with income exceeding Rs.1
crore were asked to publish their abridged accounts in a local newspaper. This was meant to
encourage transparency and accountability.

If the new Budget bill is passed, then:

A NPOs will no longer be required to publish accounts. Accounts for 2001-02 also need
not be published.

This amendment is proposed as many NPOs wrote to the Ministry saying that the information
about their income can be misused by anti-social elements (extortion, black-mail etc.).

[References:

Proposed amendment to Section 10(28@) 12A.


http://indiabudget.nic.in/ub2002-03/bill.htm
http://indiabudget.nic.in/ub2002-03/bill.htm
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Union Budget 2003 http://indiabudget.nic.in/ub206@3/bill.htm

The above are budget proposals, presented here for discussion only. The final law may be different. The intergngtatson
vary somewhat on a deeper study / in a specific case.

NPO: Nonprofit organization
Crore= 10 million; Rs. 1 crore =~ 200,000 US Dollars

Section references to Income Tax Act, 1961. Applicable to India]

85: Budget 2002 i Spend 100% of your income
(1-Mar-02)

At present NPOs exempt under section 10(23C) or registered under section 12A must spend
75% of their income each year. The rest can be accumulated for an indefinite period.

If the new Budget bill is passed, then:
A Al NPOS will have to spend 100% of their income each year.

However, the NPO will still be allowed to accumulate part of its income for spending over next
five years. This must be for a specified project / purpose.

[References:

Proposed amendment to Section 10(23C) and 11.

Union Budge®002-03 http://indiabudget.nic.infub206@3/bill.htm

The above are budget proposals, presented here for discussion only. The final law may be different. The interpretation may al
vary somewhgon a deeper study / in a specific case.

NPO: Non-profit organization

Section references to Income Tax Act, 1961. Applicable to India]

86: Budget 2002 i Section 10(23) NPOS must file return
(1-Mar-02)
Presently NPOs exempt under section 10(23) need not file an annual tax return. NPOs
registered under section 12A have to file a return.
If the new Budget bill is passed, then:
A NPOs exempted under section 10(23C) will also have to file annual income tax return.

This is in line with the Shome Committee recommendations.
[References:

Proposed amendment to Section 10(23C).

Union Budget 2003 http://indiabudget.nic.in/ub206@3/bill.htm

The above are budget proposals, presented here for discussjoiTloalfinal law may be different. The interpretation may also
vary somewhat on a deeper study / in a specific case.

NPO: Nonprofit organization

AccountAid Capsules 780

Section references to Income Tax Act, 1961. Applicable to India]

87: Budget 2002 vs. Shome Committee Report
(1-Mar-02)

What happened to the much-f ear ed Shome Committee report? Hereds

Shome Committee recommended that:


http://indiabudget.nic.in/ub2002-03/bill.htm
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1. NPOs getting less than 90% of their income as donations should be taxed as

6comnte al NPOs6. [ Status: Not accepted]
2. Donors should get only 10% tax credit for 80G / 35AC donations. [Status: Not
accepted]

3. NPOS exempt under sec. 10(23C) should also file return. [Status: Accepted]
[References:
Proposed amendment to Section 10(23C).

Union Budget 20003 http://indiabudget.nic.in/ub206@3/bill.htm

The above are budget proposals, presented here for discussion only. The final law may be different. The interpretaion may al
vary somewhat on a deeper study / in a specific case.

NPO: Nonprofit organization

6Not acceptedd here only means O6not accepted so farbd
AccountAid Capsules 780

Section references to Income Tax Act, 1961. Applicable to India]

88: Foreign Contribution and Government Servants
(20-Mar-02)

Section 4 of FCRA bars people in sensitive positions from accepting foreign contribution. In
such a case, can a serving Government officer accept salary payments from a foreign source?

Yes. Section 8 allows such payments without prior approval or reporting.

However, all Government officers must meet standard service rules. Accordingly, the Officer
has to obtain permission from the Government to take up such a job on deputation.

[References:

FCRA stands for Foreign Contribution (Regulation) Act, 1976. Applicable to India]

89: Organisations of a political nature
(25-Mar-02)

Organisations of a political nature (not being political parties) must seek prior-permission before
accepting foreign funds. What is the basis for declaring an organization as being of political
nature?

The Government must make up its mind about this, ba
A Activities;
A Programme;
A 1deology [propagated by it]; or,
A Relationship with activities of a political party.

By Mayd98, some 128 organisations had been notified

[References:

Also see AccountAid Capsule 36 for a list of the organizations notified under this provision.
See Capsule 16 f@ongress () plans to set up a foundation for political education.

Section 5 of FCRA

FCRA stands for Foreign Contribution (Regulation) Act, 1976. Applicable to India]

90: The Infamous FCRA notices of Sep-99 (part 1)
(25-Mar-02)
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In September 1999, Ministry of Home Affairs (MHA) issued notices to 11 NGOs under section
5. These organizations had signed some press adve
Combatdé during the Lok SaSbehpa 06e919)c.t i on campaign (Aug

MHA asked these NGOs to explain why they should not be listed as organizations of a political
nature. Some BJP members argued that money had come from foreign sources.

After a heated debate in NGO circles and the Press, the furor died down after a while. No one
lost their FCRA either.

[References:
See Praful Bi dwai : 6Stifling di ssent and d e Navt 6,6 1990 n Frontl ir
http://www.flonnet.com/fl1622/16221000.htm

Commw al i s m C o mbtta:#www.€brang.co®/8c/comold/octd9/campaign.htm

Irrepsective of haksplitting, the advertisements clearly had a political purpose and were released duriogsl&ttey carried

more weight because they were O6iiEHsuedd by NGOs and not a politic
Al so see Account Aid Capsules 9 for Mr . Vidyasagar Raods stateme
FCRA.

FCRA stands for Foreign Contribution (Regulation) Act, 1976. Applicable to India]

91: The Infamous FCRA notices of Sep-99 (part 2)
(25-Mar-02)

However, the ad campaign had cost a lot of money. The question remained: where did the
money come from?

For an answer to this, we turn to Humanscape of November 1999. Meher Pestonji interviewed
Javed Anand and Teesta Setalwad, editors of 6Commun

Question: The ad campaign is reported to have cost approximately 1.5 crores. Who funded it?
Answer: The Congress, CPIl, CPM and about ten prominent individuals.

[References:

Humanscape, Ne99. Article available on request

Communal i sm C o hitp:Avww.saBrant.com/@cfcomold/octd9/campaign.htm

FCRA stands for Foreign Contribution (Regulation) Act, 1976. Applicable to India]

92: The Infamous FCRA notices of Sep-99 (part 3)
(25-Mar-02)

This story has an important insight into how FCRA works.
We all know that it restricts political activity with foreign funds.

But now we know that FCRA also restricts organizations funded by foreign sources from getting
into election politics at all.

Does this mean that NGOs cannot get involved in politics? No.

It means that NGOs getting foreign funds should not get involved in election politics or related
campaigns.

[References:
FCRA stands for Foreign Contribution (Regulation) Act, 1976. Applicable to India]


http://www.flonnet.com/fl1622/16221000.htm
http://www.sabrang.com/cc/comold/oct99/campaign.htm
mailto:accountaid@vsnl.com?subject=Please%20send%20me%20Humanscape%20Nov-99%20interview%20by%20Meher%20Pestonjee
http://www.sabrang.com/cc/comold/oct99/campaign.htm

AccountAid Capsules

Upto Mar611

93: Budget 2002 i No grants from accumulated funds (Part 1)
(23-Apr-02)

Many NPOs in India make grants to others. These organisations are allowed a deduction for
the grants (made) from their taxable income. The NPOs are also allowed to accumulate up to
25% of their income for future use.

The new Budget has proposed that NPOs must spend 100% of the income in the year of
receipt. If this is not possible, then they can accumulate it for a specific project. The
accumulated amount must be spent within the next four years. Spent, on what?

If the new Budget bill is passed, then:

A The expenditure from accumulated funds must be direct expenditure (spent by the
NPO itself). This means that accumulated funds can not be used to make grants to
other organisations.

This does not make a difference to most implementing NPOs. However, grant-making agencies
will be in great difficulty. They must make their grants in the first year itself. Or pay 35% tax on
the grants made next year!

é.contd.

[References:

Proposed amendments to Section 10(23C) and 11.

Union Budget 200®3 http://indiabudget.nic.infub206@3/bill.htm

The above are budget proposals, presented here for discussion only. The final law may be different. The interpretation may al

vary somewhat on a deeper study / in a specific case.
NPO: Non-profit organization

Section references to Income Tax Act, 1961. Applicable to India]

94: Budget 2002 i No grants from accumulated funds (Part 2)
(23-Apr-02)
€ contd.

Why has the Government proposed such a change? It may have thought that people will be
able to avoid the 100% expenditure requirement by passing the unspent balance around*. This
change will help the Government put a stop to it. However, in this process, Indian grant-making
agencies may fold up. Financial networks** will become unviable. However, foreign grant-
makers will remain unaffected.

One is reminded of a Panchatantra story at this point: A king had a faithful monkey for a
bodyguard. One day the monkey was fanning the king while he slept. Just then a small fly
started buzzing around the king. The monkey tried to wave the fly away using his fan. When
this did not work, he picked up the kingds
on the Kkingosew heevway., Tahned ftlihye fkli ng was ¢é

So as Kartak, the jackal says to his friend Damanak in Panchatantra, it is better to have an
intelligent enemy rather than a foolish fri
[References:

Proposed amendments to Section 10(23C) and 11.

Union Budget 2003 http://indiabudget.nic.in/ub206@3/bill.htm

swor d

endé

The above are budget proposals, presented here for discussion only. The final law may be different. The interpretaion may al

vary somewhat on a deepgudy / in a specific case.
NPO: Nonprofit organization

Section references to Income Tax Act, 1961. Applicable to India

a
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* LIM passes on its unspent balance to XYZ as a grant in year 3, who in turn gives to ABC in year 5, who in turn pelsses it ba
a conation to LIM in year 7.

** Where one NPO receives a consolidated grant and in turn makes grant2Qomil@er smaller NPOs.
Nrap-sevak-vanar Katha, P. 229, Panchatantram. Motilal Banarasidas, 1975

Faithful but Foolish, P. 184. The Pancatantra, Penguin Books,1993]

95: Are you using the latest FC-37?
(8-May-02)

Form FC-3 was last revised on 26-July-2 0 0 1 . When you f-3 makedureiyoss year s
are using the latest one.

How to check whether you are using the latest form? This one has a list of 56 activities i the
previous one only had 27. Also, the new form asks you to show the amount of interest earned
on FC funds.

[References:
Form FG3. Revised 2&)uly-2001. Foreign Contribution (Regulation) Rules, 1976. Availablevaw.AccountAid.net
FCRA stands for Foreign Contribution (Regulation) Act, 1976. Applicable to India]

96: Rural Development and FC-3

(8-May-02)
The new FC-3 has at least 55 heads of expenditure. It appears quite confusing. Instead of
using so many heads, can you <classify all your exf

Devel opment 67?
Some NGOs follow this procedure. It is simple and convenient.
However, FCRA Department does not appreciate this.

Their argument is that the activity must be specified more clearly. You should use as many
heads as required, depending on the nature of expenditure.

But i f you <canébt find a suitabl e hemathdanthgse at al |,
menti oned abovebd.

[References:
Form FG3. Revised 2@uly-2001. Foreign Contribution (Regulation) Rules, 1976.
FCRA stands for Foreign Contribution (Regulation) Act, 1976. Applicable to India]

97: Tax exemption for churches in USA
(10-May-02)

Under the US Tax laws, churches are exempt from income tax. Further, they are not required to
file any return of income with the authorities. This exemption extends to other church-related
organizations also.

Under I ndian Tax | awsgamilZdatoipournbsld carreelalgds ouesx empt f
they are required to file tax returns, just like other NPOs in India.
[References:

AccountAid Capsule 1: Public Disclosure in USA

Under US tax laws, all religious organisations (mosques, temples, synaggpguesu d war as, et c.) are called 6ch
is, therefore, available to all faiths. | ndi arpetifcterml aws use the

US religious organisations have an advantage over other NPOs who have to file form 990 each year. Form 990 is also
open to public. i Ed.


http://www.accountaid.net/
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Section 11, Income Tax Act, 1961. Applicable to India]

98: Election Candidates and FCRA
(10-May-02)

An NGO has FCRA registration. Can the Chief Functionary of this NGO fight elections to the
Assembly or Parliament?

Yes. The NGO is distinct from its office-bearers. Therefore, there is no need to resign from the
NGO before filing nomination papers.

A clear example of this principle is Rajiv Gandhi Foundation, which is chaired by Mrs. Sonia
Gandhi, leader of the opposition.

[References:

Section 4 of FCRA

Rajiv Gandhi Foundation at http://www.rgfindia.com/rgf2/about.htm. The Foundation is registered under FCRA (see
http://www.indiaconnect.com/rgfindia/donforgn.htm).

FCRA stands for Foreign Contribution (Regulation) Act, 1976. Applicable to India]

99: Accumulation upto 15% allowed

(10-May-02)

The Finance Minister has modified the proposed amendments to section 10(23C) and section
11. NPOs can now accumulate upto 15% of their income.

Till last year (March 2002), this figure stood at 25%. The Budget suggested bringing this down
to 0%. Now it appears that the figure will settle down at 15%.

Narrow shave, wasnodot it?

[References:

Amendments proposed to Section 10(23C) and 11 in Union BudgetG®02

The above is based on news reports, presented here for infarroatjo The final law may be different. The interpretation may
also vary somewhat on a deeper study / in a specific case.

The above amendment also proves Einsteinds Theory of Relativity.
it is much worse than 25%. Ed.

AccountAid Capsules 85, 93 and 94
NPO: Nonprofit organization

ATrusts can accumulate 15% of incomebo
Times News NetworkSaturday, April 27, 2002. Economic Times Website
http://economictimes.indiatimes.com/articleshow.asp?art id=8097512&sType=1

Section references to Income Tax Act, 1961. Applicable to India]

100: Barrettébés Believe iwideor not éCorruption world
(22-June-02)

Many think Indians are a corrupt lot. This is quite contrary to what you and we may experience
in the street or in a village. So |l etédés | ook at it
Barrett worked out the following figures for the world in 1990:

1 Computer crime $44 billion (Rs. 2,20,000 crores)
1 Credit Card fraud $500 million (Rs. 2,500 crores)
1 Ecclesiastical crime $1.1 billion (Rs. 5,500 crores)
1 Shoplifting $90 billion (Rs. 4,50,000 crores)


http://www.rgfindia.com/rgf2/about.htm
http://www.indiaconnect.com/rgfindia/donforgn.htm
http://economictimes.indiatimes.com/articleshow.asp?art_id=8097512&sType=1
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1 Tax cheating $180 billion (Rs. 9,00,000 crores)

fwel ook carefully at the natur ecodfl aocdhecattiing nskdo we,u l
siphoned off most of this money.

Secondly, the figures are from late eighties, when computers and credit card had just entered
India. Few shops, if any, employed shop detectives or closed-circuit surveillance.

So Indiads share of the above figures would be very
Where does that | eave us: feeling better,ééor trying
[References:

David Barrett, 6Our (@ilmingham,AlabdmaH\ew Hadpey 1980 ppc 11964 Reproduced at
http://www.stalbans.org.nz/Teachings/RobYule/TenCommandments/tencomm8.htm

The above listing does not include international organised crime ($700 billion; Rs. 35,00,000 crores) or money-
laundering through banks ($1.3 trillions; Rs.65,00,000 crores).

This perception about I ndia is reinforced bepmatipaonlbwhichcplaéted ons | i ke f
India as 62, on a list 0f-100 (1 being least corrupt). It is our submission that the Index gives a distorted picture because it does not
take honesty levels of ordinary citizens into accoufid.

In 90-91, India s GDP was Rs.535,000 crores at current market prices. Ed. ]

101: The Peacemaker

(28-June-02)

The word épaymentd is a noun. I't comes from the ver
And where does 6payd come from? | tds been used in E

It seems that the originalr oot of &épayd was the Latin word dépax§é.
Romana or the current O6Pax Americanadé).

One of the Latin forms of &épaxbd was O6épacarebo6, whi ct
pacify an angry creditor by paying him!

TheFrench changed 6épacared to Opayer 6. From ther e, it
O6paybd. (6WwWel I, he weened with this tiding for to pa
6Payd was often used in the senserydifterthap thisi f yi ngo

meaning died out.
For the | ast 500 years, O6épaymentd has been used onl

And we all know, what a great peacemaker that can be!
[References:

John Ayto, Dictionary of Word Origins , 1990]

102: Establishment Expenses and FCRA
(16-July-02)

The new FC-3 f orm has a separate item called O6Establ i sl
included under this?

In our view, the 'Establishment Expenses' in form FC-3 mean the expenses required to
maintain the establishment. These would include salary of administration staff, rent for main
office, telephone, audit fees etc., which are not related to a particular activity.

Salary of the program staff can be shown as part of the relevant program / activity itself.
[References:
Form FC-3, revised 26-July-2001


http://www.stalbans.org.nz/Teachings/RobYule/TenCommandments/tencomm8.htm
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FCRA stands for Foreign Contribution (Regulation) Act, 1976. Applicable to India]

103: Local Contribution and FCRA

(7-August-02)

Does your FCRA funded project require local contribution also? Be careful how you account for
it.

Any local contribution, whether cash or in kind, can not be brought into FCRA account books.

This should be accounted in the General or Indian cash book and posted to another sub-ledger
maintained for concerned project. Please note that this sub-ledger is part of the Indian set of
books and is different from the FCRA project ledger.

Also do not include this local contribution in the FCRA Receipts & Payments Account when you
file your FC-3 . I f you do, you may get a nand cRCRA ofmu FCRA. ¢

[References:
Rule 8(1)(b) of Foreign Contribution (Regulation) Rules, 1976

FCRA stands for Foreign Contribution (Regulation) Act, 1976. Applicable to India]

104: FCRA flows in 2000-01
(8-August-02)

A total of Rs. 4,535.23 crores was received in 2000-01. In the previous year, this was Rs.3,925
crores. The flow has been growing at 13.84% annually since 91-92, when it was just Rs.1,412
crores.

[References:

MHA web-site http://mha.nic.in/

FCRA stands for Foreign Contribution (Regulation) Act, 1976. Applicable to India]

105: FC-3 filed in 2000-01
(8-August-02)

Only 14,598 associations filed their returns in 2000-01. The figure includes those who filed Nil
return as well. This is about 60% compliance.

Average funds received per NGO came to Rs.31 lacs. In 92-93, this figure was Rs.15.5 lacs.
This amounts to a compounded annual growth of 9% over the last nine years.

[References:

MHA web-site http://mha.nic.in/

FCRA stands for Foreign Contribution (Regulation) Act, 1976. Applicable to India]

106: Biggest FCRA donor countries in 2000-01
(11-August-02)

USA tops the list of donor countries with Rs 1,492.62 crores. This is a huge jump from
Rs.1,086.32 crores in 99-00. Inflows from USA have been growing at over 26% annually for the
last five years.

Next comes United Kingdom with Rs 677.59 crores. In the previous year, this was Rs.662.73
crores. Growth in flows from UK appear to have slowed down this year i till last year the funds
were growing at 30% annually (96-97 to 99-00).

Third on the list is Germany with Rs 664.51 crores. Growth in these funds is practically at a
stand-still (5% annually for the last five years).


http://mha.nic.in/
http://mha.nic.in/

AccountAid Capsules

Upto Mar611

[References:
MHA web-site http://mha.nic.in/
FCRA stands for Foreign Contribution (Regulation) Act, 1976. Applicable to India]

107: Surety Money Deposit
(12-August-02)

An NGO asks forani nvesti gati on into a purported O6Al umini
crore as surety. The money will be forfeited if nothing is discovered.

The investigation may take a couple of years. In the meanwhile, what is the tax implication of
this. Will the amount of deposit be allowed by the Income Tax people as application of funds?

If it is not allowed, then will the NGO have to pay income tax, as its application of funds is less
than 85% (minimum required expenditure to maintain tax-exempt status)?
[References:

Advertisement by NGO named 6P atAudgusi-026 Full Tiext ofhtee advertizsemerg mtdé dat ed
www.AccountAid.net. Cl i ck on &é6Scrap Bookbd.

Section 11 of the Income Tax Act, 1961. Applicable to India. Text of the section at www.AccountAid.net. Click on Scrap
Book ]

108: Biggest FCRA donors in 2000-01
(13-August-02)
The top three donors were all from USA:
1. World Vision International: Rs 80.43 crores. This is a big jump from the Rs.51.93 crores

donated in 99-00. As a result they have moved up from the fourth place to first. Their
contributions to India are now growing at 23% annually.

2. Foster Parents Plan International: Rs. 76.37 crores. Their grants had peaked at
Rs.70.78 crores in 96-97, but now seem to be picking up again. However, they have
lost the first place to World Vision International this year.

3. Watch Tower Bible and Tract Society: Rs. 68.11 crores. A new addition to the big
league. This is the first time in five years that their name has appeared in the top 25
donorsdé I|ist.

More information about the first two is given in AccountAble 68, available for viewing at
www.AccountAid.net.

[References:
MHA web-site http://mha.nic.in/

Information about top donors is dependent on the receivers filing the FC-3 by the time MHA compiles its annual report.
Funds from Watch Tower, USA are mainly given to its associate with the same name in India. See Capsule 108 for
more.

FCRA stands for Foreign Contribution (Regulation) Act, 1976. Applicable to India]

1009: How safe are daccount payeed cheques?
(14-August-02)

Most people thinkthatac heque crossed as Oaccount payeed can
this is not true.

An account payee cheque remains negotiable. It is within the discretion of a banker to collect or
encash the cheque for someone else, provided it is endorsed to him or her.

um

12


http://mha.nic.in/
http://www.accountaid.net/
http://www.accountaid.net/
http://www.accountaid.net/
http://mha.nic.in/
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Using this loophole in the Negotiable Instruments Act, there is a thriving scam in which people
steal cheques from couriers or mail-b o x e s . These are O6soldd to others,
through connivance of some bank officers.

To preventthisfromhappening to your <cheque, cross it as 0Oac(
such a case, you will be able recover the money from the collecting bank (if your cheque is
encashed fraudulently).

[References:

AccountAble 9, 12, 66 atttp:/mywebpage.netscape.com/acontaid/AccountAble Web/AccountAble Listing.htm

Section 13 of The Negotiable Instrument Act, 1881. Applicable to India

Also see section 4 of Cheques Act, 1957 (applicable in Britain). However, in Britain, an account payee cheque loses
negotiability (amendment made in 1994).]

110: Biggest FCRA Receivers in 2000-01
(23-August-02)
The top three recipients of foreign contribution:

9 Sri Sathya Sai Central Trust, Andhra Pradesh: Rs 88.18 crores. Received Rs.50.2 crores in
the previous year. Annual growth rate (5 years): 17%

1 World Vision of India, Tamil Nadu: Rs 85.42 crores. Received Rs.55.1 crores in the previous
year. Annual growth rate (5 years): 26%.

1 Watch Tower Bible and Tract Society India, Maharashtra: Rs. 74.88 crores. Received 14.6
crores in 97-98. Annual growth (4 years): 72%. Associate of Watch Tower Bible and Tract
Society, USA. According to MHA annual report, it seems that they did not file the FC-3 in
98-99 or 99-00.

More information about these three is given in AccountAble 64 and 65, available for viewing at
www.AccountAid.net.

[References:
MHA web-site http://mha.nic.in/
FCRA stands for Foreign Contribution (Regulation) Act, 1976. Applicable to India]

111: And now ¢é Pyramid Charities!
(26-August-02)

Pyramid Schemes are hicikpliyckd®nschoemesi ahedgeodl der n
a percentage of the membership fees of new members. All pyramid schemes survive on
positive cash flow. Sooner or later all crash.

Pyramid Schemes were invented in America. These resurfaced in India a few years ago.
Pyramid schemes try to look like multi-level marketing (MLM) schemes by using a non-product
as an anchor. No one really makes any money buying or selling the product. Everyone gets rich
by slicing money from the entry fees of newer members.

The latest non- product, it seems, is charity. Pyramid Companies are now asking you to

@onated to them and encourage others to donat e. Y
downstream members donate!

After all, o6Charity begins at home. b6 is an ol d sayi
[References:

The 6donati ond may -pioduct Bke anpdmpershipupadk orgnayainvaive buying somevalwe, highprice

food product with a fancy name.


http://mywebpage.netscape.com/acontaid/AccountAble_Web/AccountAble_Listing.htm
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Also look for NourishTheChildren.com, HelpingHands.com, HumanitarianEffort.com, and American Cancer Aid Foundation.
These organisations may or magt be involved in multlevel marketing. This is a complex legal question about which we are
unable to express an opinidnEd.

Source: worldwidescam.com mail dated 25-Aug-02. More on this at http://www.worldwidescam.com/ntcalt.htm]

112: Grant makers--Swi t ch your grants to accrual basi séNOW!

From financial year 2002-03, you will have to spend at least 85% of your income. What
happens if you are not able to pay out all your grants by 31st March '037?

The solution may be to switch the books to accrual basis. If you do
this, then you can account for an outward grant in full, the moment your Board or Committee
approves the grant and the grant agreement is signed.

Ideally this switch should be done for financial year 2001-02 itself, as
there is no effect on tax this year. Switching the basis in 2002-03 will
allow the Income Tax Department to recompute the income on the ground that there is a loss of
tax revenue due to the switch.

Remember, you can stil make the switch easily if your audit for the
consolidated Balance Sheet for 2001-02 has not yet been completed. It does not matter that
your FCRA books are on cash basis.

[References:

Section 11 of the Income Tax Act, 1961. Applicable in India]

113: FCRA and Royalty payments - 1
(4-Sep-02)

Section 4 of the FCRA prohibits some type of individuals from accepting payments from foreign
sources. These include politicians, judges and journalists.

However, there is an exception to this in section 8. Any of these persons can accept foreign
funds, if these are made in the ordinary course of business. And the payments come through
normal banking channels.

Former Chief Justice of Mumbai High Court, Shri A.M. Bhattacharjee has written a book titled

OMusl im Law and The Constitutiond. The book has b
House and is available for Rs.190. Apparently, Shri Bhattacharjee sold the publishing rights for

Arabian countries to a UK-based publisher for $80,000 (Rs. 40 lacs at current exchange rates).

Two problems arose with this: (i) The ©o6publishing
any books. (ii) How would the publisher recover this money from publishing this highly

specialised book to the Arabs?

The matter came up before the Supreme Court. Due to controversy over this, the Chief Justice
resigned his position in 1995.

Cont dé.

[References:

C. Ravichandran lyer v. Justice A.M. Bhattacharjee, (1995) 5 SCC 457

AJudgi ng t hetling, Yoll B4eN0.A20, Pet.@d A17, 1997

http://dspace.dial.pipex.com/town/square/ev90495/lawyers.htm

Foreign Contribution (Regulation) Act, 1976. Applicable in India]

114: FCRA and Royalty payments - 2
(4-Sep-02)


http://www.worldwidescam.com/ntcalt.htm
http://dspace.dial.pipex.com/town/square/ev90495/lawyers.htm
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It now seems that Shri Anirudh Bahl, a journalist (became known for his work with
Tehelka.com) has received Rs. 1.75 crores (75,000 British pounds + $ 250,000 at current
exchange rates) as advance and royalties for a nov e | titled O6Bunker
available in the market.

The receivers would have to pay around 30% in income tax.

Do either of these transactions violate FCRA? Prima-facie, no. Judges and journalists are
covered by restrictions in section 4. However, both the above payments fall within the exception
in section 8.

Still, if it is proved that the payments were a conspiracy to bypass provisions of FCRA, then
there can be problems for the receivers.

[References:

AWhy no tehel ka meverl itther ériy tshemdatai on?o0, Virendra Kapoor,

http://news.indiainfo.com/spotlight/tehelka/20020723tehelka.html

Foreign Contribution (Regulation) Act, 1976. Applicable in India]

115: Foreign Aid through Ministry of Finance?
(13-Sep-02)

According to press reports from Kerala, the Central Government has made some changes in
the way foreign aid is received:

¢ All organisations receiving foreign aid should apply to the respective state Governments.

¢ The bylaws, names and addresses of office bearers, brief history of the organisation,
present area of operation, and FCRA clearance should be attached with the application.

¢ The state Government will forward the application to the Union Ministry of Finance.
Ministry of Finance will then issue an NOC in deserving cases.

¢ The funds should be remitted to the Central

The aid utilisation will be monitored by the Government and will be subject to audit by
CAG.

The above is apparently based on an official release. The provisions apply across India, and
not just to Kerala.

FCRA Department is not aware of this.

Can this be true? Out of a clear, blue sky? Strangely, this appears to have been reported only
in Kerala.

[References:

AFresh norms for foreign aido,-AuBB®2 New I ndian Express,
Also see Malayala Manorama of 29-Aug-02

NOC: No Objection Certificate

FCRA: Foreign Contribution (Regulation) Act, 1976. Applicable in India]

116: Lost funds / kickback shares /windfalls from Africa
(13-Sep-02)

Have you recently received such an e-mail message from Nigeria or another African country?
Or this may be a fax or even a letter.

If you have, please do not, repeat, DO NOT, respond at all. Not even out of curiosity. Just press
6Del et ed.

The

The F

Gov el

Cochin. 2
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This is a long standing, notorious scam operated by some criminal gangs mainly from Nigeria.
They lure people into parting with sensitive financial information and misuse it. Sometimes
people even go over to Africa to 6sign the

The story and the e-mail addresses keep changing. But the windfall bait does not.

[References:

AccountAid Capsule 21: Fraud Warning for Charities. 21-Jun-01

Recently, a highly reputed Indian non-profit narrated to us how they had received such a message regarding an
inheritance and wrote back, turning it down. i Ed.]

117: Bribe Payersd I ndex 2002
(16-Sep-02)
InMay-02, Tr ansparency I nternational | aunched a

In part, this was due to constant criticism that the Corruption Index was not fair. It showed the
developing countries in a poor light. Transparency International decided to do something about
it.

The foll owing Bribe Payersé Index is based

Asia, Africa South America etc. (including India). The more honest are on top, the least honest
at the bottom.

1. Australia; 8.5

Sweden: 8.4
3. Switzerland: 8.4
4. Austria: 8.2
5. Canada: 8.1
6. Netherlands: 7.8
7. Belgium: 7.8
8. United Kingdom: 6.9
9. Singapore: 6.3
10. Germany: 6.3
11. Spain: 5.8
12. France: 5.5
13. USA: 5.3
14. Japan: 5.3

15. Malaysia: 4.3

16. Hong Kong: 4.3

17. ltaly: 4.1

18. South Korea: 3.9

19. Taiwan: 3.8

20. People's Republic of China: 3.5
21. Russia: 3.2

22. Domestic companies: 1.9

Curiously, an index intended to make the developing countries feel better, ends up making
them feel worse. As you can see, they are still at the bottom. The phrase domestic companies
represents, in one lump, firms from the 15 countries that were surveyed!

One wonders why the bribe-seekers give out any contracts to foreign companies at all, when
their own swadeshi companies are so much more obliging?

paper séb
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It is also heard that the index is proving very popular among bribe-seekers: it is helping them
focus their bribe-s ee ki ng behavi our more accuratelyé

[References:

http://www.transparency.org/pressreleases_archive/2002/2002.05.14.bpi.en.html

See also Account Aid Capsule 100: Barreltt 6s Believe it or NotéCor

118: The Worl d Bankodéds Bl ackIl i st
(21-Oct-02)

As part of its campaign against corruption, the World Bank has put up a list of firms on its web-
site. These are firms / individuals who will not be allowed to work with the World Bank for the
period of debarment.

In most cases, they were debarred because they tried to bribe or influence World Bank officials.

A total of 71 firms / individuals have been listed. Following is a country-wise summary of the
ineligible firms:

1. lIreland: 1

2. Netherlands: 1

3. Singapore: 1

4. India: 2

5. Canada: 2

6. UAE:2

7. Uzbekistan: 2

8. Japan: 4

9. Nigeria: 6

10. USA: 7

11. Sweden: 8

12. United Kingdom: 37
Looksasifsomeone had turned the Bribe Payersdé I ndex ups
[References:

The list can be seen at http://www.worldbank.org/html/opr/procure/debarr.html Total exceeds 71 as 2 firms have offices
in two countries each.

Some of the names from Nigeria (3), UK (6) and USA (1) appear to belong to persons of Indian origin.
See also:
Account Aid Capsule 100: Barrettos Believe it or NotéCorruption W

AccountAid Capsule 117: Bribe Payer s 6 | ndex 2002 ]

119: Kelkar Committee i a sweeter 80G
(8-Nov-02)

At present donors get 50% deduction from taxable income u/s 80G for most of the donations to
NGOs. The maximum marginal rate of tax is 30%. This means that presently the maximum tax
benefit to a donor may range from 5% to 15%. Secondly, there is a ceiling of 10% of gross
income on total donations u/s 80G.

Donations to priority segments (armed forces welfare funds, government relief funds, etc.) offer
100% deduction. Here the effective tax rebate ranges from 10% to 30%.

Kelkar Committee has suggested that everyone be offered the same tax rebate of 20%. The
ceiling on donations should also be removed.


http://www.transparency.org/pressreleases_archive/2002/2002.05.14.bpi.en.html
http://www.worldbank.org/html/opr/procure/debarr.html
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[References:

Consultation Paper: Task Force On Direct Taxes (Kelkar Committee; Nov-2002;
http://finmin.nic.in/kelkar/Full_Report.pdf; Extracts can be viewed at www.AccountAid.net]

120: Kelkar Committee i whittling down 80GGA

(8-Nov-02)

The same treatment has been suggested for 8B0GGA, 35(1)(ii)/(iii) also. This will result in some
loss to bigger donors who may be paying tax at 30%

[References:

Consultation Paper: Task Force On Direct Taxes (Kelkar Committee; Nov-2002;
http:/finmin.nic.in/kelkar/Full_Report.pdf; Extracts can be viewed at www.AccountAid.net]

121: Kelkar Committee i delete 10(23C)
(8-Nov-02)

Several people complained to the Task Force that approvals under section 10(23C) take a long
time. The Task force has noted that this is a natural problem with specific approvals. Therefore,
section 10(23C)(iv)/(v) should be deleted. Instead all trusts should get the same treatment
under section 11 to 13.

Remember Marie Antoinette of France? The story goes that someone told her that people have
no bread to eat. She responded with becoming innoce
[References:

Consultation Paper: Task Force On Direct Taxes (Kelkar Committee; Nov-2002;
http://finmin.nic.in/kelkar/Full_Report.pdf; Extracts can be viewed at www.AccountAid.net

The Marie Antoinette story may or may not be true. 1 Ed.]

122: Kelkar Committee i the grading system
(8-Nov-02)

All charities will be required to file tax returns. Some will be selected for scrutiny. This will be
done using a computerised risk assessment method.

The assessing officer will examine the case. If he/she feels that the charity may not be
charitable, the case will be referred to a specialist rating agency.

The rating agency will be selected from a panel drawn up by the C&AG. The rating agency will
examine the case. It will grade the charity.

There wil be only three grades: A+, A, B. What do these mean?
A+: Definitley charitable.

A: Charitable this year, but may not be charitable next year.

B: Not charitable.

A+ can rest on its laurels. A should tread with care. B will lose its tax exemption.
[References:

Consultation Paper: Task Force On Direct Taxes (Kelkar Committee; Nov-2002;
http://finmin.nic.in/kelkar/Full_Report.pdf; Extracts can be viewed at www.AccountAid.net

123: FCRA and private companies
(13-Nov-02)


http://finmin.nic.in/kelkar/Full_Report.pdf
http://www.accountaid.net/
http://finmin.nic.in/kelkar/Full_Report.pdf
http://www.accountaid.net/
http://finmin.nic.in/kelkar/Full_Report.pdf
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Does a private limited company need FCRA registration, if they are carrying out development
activities?

Theanswerseems t o be O0yesbd. These are 6associations6 w
Further, if they have a program which falls within one of the five categories of section 6(1), then
they may need FCRA registration.

There are several examples where private companies have been granted FCRA registration:
1. Development Services (India) Pvt. Ltd., Chennai

The Siloam Youth And Children's Aid Mission Pvt. Ltd., Chennai

Services Association Of SDA Pvt. Ltd., Hosur

Sigma Resource Development Consultant Pvt. Ltd., Patna

Progressive Research Aids Pvt. Ltd., Pune

The Poona Catholic Educational Association Pvt. Ltd., Pune

Good Books Trust Association Pvt. Ltd., Ranchi

Theosophy Company India Pvt. Ltd., Mumbai

© © N o gk w D

The Bombay Xavieran Corporation Pvt. Ltd., Mumbai

10. The Vizagapatam Diocesan Corporation Pvt. Ltd., Vishakhapatnam
[References:
FCRA means Foreign Contribution (Regulation) Act, 1976. Applicable in India.
Five categories of section 6(1) are: cultural, economic, educational, religious or social.]

Computerised Risk Assessment Method: CRAM?]

124: FCRA and cooperatives
(16-Nov-02)

Does a cooperative society also need FCRA registration, if they plan to receive foreign funds?

The answer is 6yesb. These are 6ass@@ikRtheronsd with
their program normally falls within the definition
FCRA..

Some examples where cooperatives have obtained FCRA registration:
1. Indian Farm Forestry Development Cooperative Limited, Delhi
National Federation Of Fishermen's Cooperatives Ltd., Delhi
Dharampur Tal Carpet & Handicraft Cooperative Society, Valsad
St. Josephés Cooperative Farming Society Ltd., R
Tibetan Multipurpose Cooperative Society, Distt. Lohit
Sikkim Co-Operative Milk Producers' Union Ltd., Gangtok
Malabar Region Co-Op Milk Producers Union Ltd., Kozhikode

© N o g~ D

Sri Gopal Milk Producers Sahakari Mandali Ltd., Bhavnagar
9. National Dairy Development Board (NDDB), Anand

[References:
FCRA means Foreign Contribution (Regulation) Act, 1976. Applicable in India.

National Dairy Development Board is associated with the Amul gorup of cooperatives. Other group cooperatives
apparently do not have FCRA.
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Five categories of section 6(1) are: cultural, economic, educational, religious or social.]

125: FCRA and MACCS
(18-Nov-02)

Does a mutually-aided credit cooperative society (MACCS) also need FCRA registration, if they
plan to receive foreign funds?

The answer to this also appears to be o6yesbo. These
section 2(1) ( a) . Further, their program may f al/l wi t hin
listed in section 6(1) of FCRA.

[References:

FCRA means Foreign Contribution (Regulation) Act, 1976. Applicable in India.

Five categories under section 6(1) are: cultural, economic, educational, religious or social.]

126: Charities, auditors and terrorists
(4-Dec-02)

The Saudi Government has decided that auditors are an invaluable weapon in fighting
terrorists. Terrorists are sometimes funded through charity conduits. So they have set up a
High commission to oversee charities. From now on, all charities in Saudi Arabia will have to
get their accounts audited.

Earlier this was not the case. There is no income tax in Saudi Arabia, so no one files a return of
income. Charities are also not required to file any return or financial statements.

So we once again have the setting for the classic question, which remains unanswered till date:

AWhich is mightier: [a bunch of <coloured pencils] o
[References:
fAiSaudi s cdkeitnag loft rtaer r ori st s-Decdpnati onso, CNN. com 3

http://www.cnn.com/2002/W ORLD/meast/12/03/saudi.report/index.html

127: FATF Report on abuse of non-profits
(11-Dec-02)

The FATF (Financial Action Task Force on Money Laundering) was set up in 1989 by G-7. It
currently has 28 member countries.

Recently it has come out withan8page document titled O6Cepmfhiati ng th
Organi sationsd. The atiboacBeshfracticesihehisaréal s | nt er n

The document focuses on abuse of non-profits for channelling terror funds. It also gives an idea
of the international attention that this subject has drawn. In our view, it is likely to generate
significant changes in the way Governments look at non-profits.

Another related document (Typologies) points out that Trusts (as compared to societies or non-
profit companies) are preferred for money-laundering, as these can be set up easily in most
countries, with little or no identification trail.

[References:

AccountAid Capsules 54, 66, 126. www.AccountAid.net

6Combating theprAobfuste Corfg aNoins at httm/mvewl.odcdorgéaif/adf/SR&-NRPCe enpdf. We
thank Prof. Karla Simon at IINL for sending us this link.

Al so see FATF OReport on MOAékebdl,pp. 818 availablegat Typol ogi es 2000
http://www1.0ecd.org/fatf/pdfTY2001 en.pHf
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128: Foreign Aid through Ministry of Finance 7 for Govt. NGOs only!
(23-Dec-02)

Remember the confusion over news-reports regarding the above? At least two newspapers
from Kerala had reported that foreign contribution to Indian NGOs would now be routed through
the Ministry of Finance.

The news reports did not carry any file reference i Ministry of Finance and Ministry of Home
Affairs both were unable to help without a definite reference.

The matter has now been cleared up. The changed procedure applies only to societies, trusts
etc. sponsored or set up by the Government.

It does not apply to any other NGO or non-profit organisation.

[References:

AccountAid Capsule 115 at www.AccountAid.net

Ministry of Finance letter reference: F.No. 3/16/2@BC Vi dated 7J une 2002, reproduced -in Christian
Jand0314. pp. 12

129: New US Guidelines to prevent terror funding

(24-Dec-02)

U.S. Government has recently issued new guidelines for U.S. based charities.

These call for increased scrutiny of granteesd back
The gui del i nesi campbancé maylredutd change$of a chari tyds funds b
blocked by the U.S. Government.

These are likely to affect NGOs around the world, including India. U.S. based charities sent

Rs.1,493 crores to Indian non-profits in 2000-01 i this comes to 33% of the total FCRA flows

during the year.

The move may al so gener at e -raising asindividual dagporsenfaf ect 6 i n
become more worried about where their funds might end up.

[References:

AccountAid Capsules 126 and 127. www.AccountAid.net

U.S. Treasury Press release datedor-0 2 : AResponse to I nquiries from Arab American a

Guidance on Char ihtp#vanwestr&s g/ preBsiraeasies/po360yY.atm

Actual guidelines alittp://www.ustreas.gov/press/releases/docs/tocc. pdf

130: Charities and funding of terror
(24-Dec-02)
Are charities really used for financing terror? There is not much clarity.

There have been isolated instances where funds meant for charity have been diverted to fund
terror or pseudo-charities have been used as conduits for financing terror operations.

One such case appears to be that of Benevolence International Foundation, based in Chicago,
which apparently was passing on funds to Al Qaeda. In India also, there have been some
cases where charities were used to pass funds to terrorist networks in J&K.

On the other hand, International Development Foundation, an Islamic NGO based in UK, was
recently cleared by the British Charity Commission of similar allegations.


http://www.accountaid.net/
http://www.accountaid.net/
http://www.ustreas.gov/press/releases/po3607.htm
http://www.ustreas.gov/press/releases/docs/tocc.pdf
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However, it is becoming clearer that one way of the other, charities are caught in this crossfire.

They may, therefore, have to be prepared for closer regulation and scrutiny of their accounts.

They may also have to become more careful about sel
uncertainty and press coverage may also have a negative effect on their fund-raising from

private sources.

[References:

AccountAid Capsules 54, 66, 126, 127, 129. www.AccountAid.net
AMusl im charity chi ef -Ocf0fhitp/@meas.bbe.co.uki2thilamayicaBBIA95SH.gtrvs , 9
ACharity c€O®hmmiistsyi oonl e ar e d-02dtip://wwevrcfdgoorg.uk/topic82.asp, Au g

131: FATF report and Risk Management
(26-Dec-02)
How should donor agencies respond to these developments?

Should they close down their international programs? Or shrink their funding to give only where
they are absolutely certain of the grantees? This way they can avoid the risk of their funds
falling in wrong hands. This is called Risk Minimization.

Fortunately, there is a middle path, called Risk Management.

This involves accepting the fact that grant-making involves risk-taking. Latent risk exists in
every grant. Therefore, you can set up procedures to assess the risk of a particular grant at the
beginning.

You should also design procedures to manage or optimise the risk.
Finally, you should know how to handle the latent risk if it crystallises into evident risk.
[References:

AccountAid Capsules 54, 66, 126, 127, 129, 130. www.AccountAid.net

Risk-management will be discussed in detail at the AccountAid Workshop for donor agencies on 11th and 12th
February 603. Mor e det avwlAccoanthAid.oet. i Edhe wor kshop at

132: Dr . Ke | k888G OeductiRe por t
(26-Feb03)

Remember Dr. Kel kards consultation paper 2" The Task
December 2002. It has suggested that deduction for donations under section 80G be allowed
as a tax-credit of 20% of the deductible amount. Sounds confusing?

The report clears away the confusion by giving an example: Suppose you donate Rs.1,000 to a
charity. How much is the deductible amount? 50% of this. That comes to Rs.500. How much
will be the tax credit? 20% of this. So it will come to Rs.100.

How is this different from the present scheme? Presently a person with high income gets a
higher tax benefit. Let 6 s say that your taxable income is 2,00
Rs.(1,000 x 50% x 30%), or Rs.150.

However, suppose your income is Rs.1,50,000. Your marginal tax rate will be 20%. So your
deduction will be lower at Rs.(1,000 x 50% x 20%), or Rs.100.

Obviously the committee was concerned that the pre
has reduced the tax deduction to a more o6equitabl ebd

How we wish that the committee were willing to apply the same logic of equity to the tax-rates
also!

[References:
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http://news.bbc.co.uk/2/hi/americas/2314951.stm
http://www.cfdg.org.uk/topic82.asp
http://www.accountaid.net/
http://www.accountaid.net/

AccountAid Capsules

Upto Mar611

Report of the Task Force on Direct Taxes (Kelkar Committee;2DE@; http://finmin.nic.in/kelkar/direct taxes index.htm
Extracts can be viewed atvw.AccountAid.nef

133: Dr . Kelik8@G Lonist Repor t
(26-Feb03)

The overall ceiling of 10% under 80G may also go. Presently deductions under 80G (for
donations to NGOs etc.) are limited to 10% of income. Obviously, the Government believes that
people should be charitable, but not too charitable!

The committee feels otherwise. It has suggested that people should be allowed to donate as
much as they want i even 100% of their income.

Sowhat happens when you donate 100% of your income to a
Rs.2,00,000. You have donated all of this to NGOs. Is it all over now? Unfortunately no.

Deductible amount is 50% i.e. Rs.1,00,000. Tax credit @ 20% of this comes to Rs.20,000. Tax
on Rs.2,00,000 comes to Rs.35,700. What is the difference?

Rs.15,700. And that is the additional amount you have to pay to the Government as income
tax!

[References:
Report of the Task Force on Direct Taxes (Kelkar Committee; Dec-2002;
http://finmin.nic.in/kelkar/direct_taxes_index.htm; Extracts can be viewed at www.AccountAid.net]

134: Budget for 2003-04

(4-Mar-03)

For the last several years, the Government has been tinkering with non-profit taxation. This

year al so, Dr . Kel kards committee had made some i
taxation.

However, the budget this year has been quite different i in this respect at least. There has
been no significant change in tax provisions affecting NGOs.

Shoul d we feel worried at this neglect of the NGO s

[References:
The Finance Bill, 2003. Applicable in India.
A new proviso is being inserted in section 11(3A). This proviso would be relevant if an NGO was being dissolved. i Ed.]

135: No more aidé

(9-Jun03)

The Government of India has decided not to accept any more bilateral aid from countries with

6small erd packages. These count i iyevih IndianiNGOsbe encour

instead of with the Government of India.
This decision will not affect aid from larger donors such as USA, UK and Japan.

[References:
6External Aidé, Para 126, Finance Ministerds speech, The Finance

136: CRA for fund-raisers?
(10-Jun03)

The Law Commission has suggested setting up a Contribution Regulatory Authority (CRA) to
monitor fund-raising in India. The focus of the CRA appears to be fund-raising that follows a
natural calamity, such as the Orissa cyclone or the Gujarat earthquake.


http://finmin.nic.in/kelkar/direct_taxes_index.htm
http://www.accountaid.net/
http://finmin.nic.in/kelkar/direct_taxes_index.htm
http://www.accountaid.net/
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The CRA will have a full time chairman. It will also have members from various disciplines,
including five members from NGOs, media, legal or medical profession.

According to the consultation paper, the fund-raisers will have to be registered with the district
coll ector. They should al so have at |l east three ye
can get registration.

[References:
AlLaw panel moot s -rnaeiws errusloe,s Triome sf uonddnet2008,iPall] New Del hi , 4

137: ICAlI on NGOs
(12-Jun03)

The I nstitute of Chartered Accountants of I ndi a h
Accounting and Auditing in Not-for-Pr of i t Or gani sati onséo.

The 195-page guide focuses on applying the existing accounting and auditing standards to the
not-for-profit organisations. It also provides illustrative formats for financial statements and audit
report of not-for-profit organistations.

[References:
6Technical Guide on Accédarhrt 0 fnigt a@rdg Amnuids ati ingn s dee &) 3, Research C

138: Working outside India

(13-Jun03)

Can a non-profit registered in India spend money on international welfare?
Yes. There is no restriction on spending the money under FCRA.

Will the Income Tax people also allow this as an expense?

Only if the money is spent to 6promote internationa

[References:

Sec.11(1)(c)(i) of Income Tax Act, 1961. Applicable in India only

You are, of course, free to spend the 15% leftover from the minimum spending requirement of 85% in any way
appropriate for your organisation. -Ed.

FCRA: Foreign Contribution (Regulation) Act, 1976. Applicable in India only]

139: More on ICAI Technical Guide
(17-Jun03)

The |1 CAl 86s O6Technical Gui de ofor-PAft to@Wntgiamg sanhdodsdi
generated a lot of excitement in the NGO and accounting circles.

Mrs. Rozmin N. Ajani, FCA, has drafted the comprehensive guide. The draft was thoroughly
reviewed by the ICAI research Committee, and finalized only after inviting comments from a
wide section of people.

Here is what the Lepra India web-site says about the effort:

ALEPRA India sets r e c o rvirse Rozimind Ajarg, tHeadl eof Finaces &
Administration for LEPRA India, was asked to give a presentation on how Non-Profit
Organisations within India raised funds, at a conference held in Bangalore in August. This was
an extremely prestigious conference attended by Government, Finance Professionals, and
representatives of other Non Profit Organisations.

As a result of Mrs Ajani 6s presentation, she was requested b
Accountants for India to produce accounting and auditing guidelines to be used by all Non-
Profit Organisations in India. To assist her in this task she recently spent 10 days in England
with lan Gibbons, Finance Director of LEPRA, formulating the content needed for the guidelines
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and look at the procedures followed in England under the Statement of Recommended
Practice.

This is a extremely important assignment and following on from the input that LEPRA India had
into the | ast World Bank | oan shows the continued h

[References:
6Technical Guide on Accédarhrt 0 fnigt a@rdg Anuids ati ingns &, Nd@03, Research C
http://www.lepra.org.uk/newsarchive2002.html]

140: Profit-making or profit-distributing?
(18-Jun03)

Can an NGO make profits? Or generate income? People often get confused on this issue. The
I CAl 6 s NGO idgssome esefy clanity:

ioMNaprofitd does not mean the organisation must ru
certainly derive profit from extension of services or sale of products. What it cannot do is

di stribute the profioshaemowgr dsustleeste@emay nmg 66i n
or Omabingd, but i-di staminlbtt berg®pd of it

[References:
Para 2.8, P. 9; 6Technical Gui de-ford®m ofAct o Wnmtgiamg s anido nAsudd,i t 2@ @ 3 ,i
Committee of ICAI]

141: Contribution in kind
(14-Aug-03)

Two persons have been arrested for stealing 10 kgs of hair offered by the devotees at Shri
Venkateshwar Temple in Andhra Pradesh, India. This is the fifth such attempt in recent years.

Devotees get their heads shorn as part of their religious vows at Thirupathi. The hair is graded
and sold by the temple trust through public auctions. According to the reporter it is estimated to
fetch Rs.50 crores per year. The trust is managed by the Government.

[References:

6A bad hair day for two Andh-Awust-2003evesd, p.1l, Pioneer, Delhi. 14
AccountAble 61: Tax Relief on donations. The donation of hair is not tax-deductible.

6Biggest Donation of Hairéo, P. 60;851G41D2"0ness Worl d Records 2001. |
The hair is used for making wigs. i Ed.]

142: Temple Donations
(21-Aug-03)

According to a survey published in Economic Times, some of the larger temples in India
reported the following earnings in 2001-02:

1. Shri Tirupati Devasthanam Trust, Andhra: Rs.532 crores

2. Shri Shirdi Saibaba Sansthan, Maharashtra: Rs.62 crores

3. Shri Sabarimala Temple, Kerala: Rs.21 crores

4. Shri Arasuri Ambaji Mata Devsthan Trust, Gujarat: Rs.15 crores (app.)
5. Shri Siddhi Vinayak Temple, Mumbai: Rs.11 crores

The money is mainly used for the maintenance of temples, religious activities. However,
significant amounts also go for non-religious charitable activities.

Some of these temples are under Government administration. All are exempt from tax on their
income.


http://www.lepra.org.uk/newsarchive2002.html
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In most cases, donors are not entitled to any tax incentives on the amounts donated, as
religious charity is not tax-deductible in India.

[References:

"Temple of boom: God's the all-mighty money spinner”, Economic Times, January 6, 2003. The article is not as
irreverent as the heading may suggest. - Ed.

A crore is equal to 10 million. Current exchange rate: US$ 1= Rs.45. i Ed.

A deduction is allowed to the donor under section 80G only where a temple, church, mosque etc. is notified as a place
of public renown and the money is required for repair or renovation of the structure. - Ed.]

143: More on Shri Tirupati
(22-Aug-03)

The Economic Times survey also gives some more information about Shri Tirupati
Devasthanam's finances. The income figure of Rs.532 crores includes:

a. Rs.188 crores from direct offerings (hundi collections)
b. Rs.145 crores from interest on deposits

c. Rs. 50 crores from sale of laddoos

d. Rs.20 crores from sale of hair

The temple's assets include Rs.560 crores in fixed deposits and about five tonnes of gold
(worth app. Rs.250 crores).

The trust runs numerous colleges and schools in surrounding areas and another college in
Delhi. It also runs a 250-bed hospital (BISRR), offering free treatment for complex medical
problems.

[References:

Also see AccountAid Capsule 141, 142

"Temple of boom: God's the all-mighty money spinner", Economic Times, January 6, 2003.
Year-end investments of Rs.560 crores should not be correlated with annual interest income. - Ed.
A crore is equal to 10 million. Current exchange rate: US$ 1= Rs.45. i Ed.]

144: Foreign Banks and NGOs
(3-Sep03)

Several foreign banks are now offering special customised services to charities, including
assistance with FCRA formalities.

Flattered by this irresistible wooing, some NGOs are even shifting their FCRA accounts to
distant metropolitan locations, hundreds of kilometers away from their operational area.

What is the reason for this sudden interest?

Is it because the banks have suddenly become conscious of their duty to the society? Or could
it be the idle money sitting in some charity accounts that the banks are interested in?

Not likely. Moreover, the banks are chasing only those NGOs which get foreign funds.

It seems that a critical factor in this mo(me)netary romance is the commission on foreign
remittances.

So if you are approached by a banker for shifting your FCRA account, ignore the sweet talk.
And focus on making sure that your NGO is not short-changed in the deal.

[References:
'Foreign alms to NGOs up 15.6%' Finance Page, Economic Times, Mumbai, 3rd September 2003. Web edition at
http://economictimes.indiatimes.com ]
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145: Global Development Currency
(12-Feb-04)

An organisation in Netherlands has come up with a novel idea on fund-raising. It has launched
‘currency' notes called Raam NL. NL stands for Netherlands. Raam stands for Shri Ram
Chandra who is worshipped by Hindus as an avatar of Shri Vishnu ji.

The organisation is a part of Maharishi Mahesh Yogi's group. The currency is fully backed by
equivalent Euro deposits in the Fortis bank. Each Raam NL is worth 10 Euro or about Rs.580.

About 167 shops in 45 Dutch cities and villages have started accepting the currency. The Dutch
Central Bank has clarified that there is no violation of Dutch laws so long as the 'currency' is not
presented as legal tender.

According to BBC, the Raam is also circulating as a currency in Maharishi Vedic City, lowa,
USA.
[References:
"[Shri] Raam goes Dutch”, P.54, India Today, New Delhi, 6-Oct-03
"Mabharishi's 'raam' wins" The Telegraph, Calcutta, 5-Feb-2003
"Dutch give nod to 'guru currency™, BBC News. 5-Feb-2003 at http://news.bbc.co.uk/1/hi/business/2730121.stm
Raam - The Global Development Currency at http://www.globalcountry.org/EasyWeb.asp?pcpid=1521
Prospectus dated 16-Oct-2003 at www.poverty-removal.org/images/Prospectus_2003-3.pdf

The notes also carry an image of Shri Ram, with a European complexion. According to established Hindu tradition, both
Shri Ram and Shri Krishna (as well as Arjun) are known as being dark-skinned. An innocent mistake, or natural racial
bias? - Ed. ]

146: New dimensions of religious charity
(13-Feb-04)

Tehelka is back as a weekly newspaper. The inaugural issue carries a cover story alleging that
the US government is collaborating with missionaries and church groups to promote religious
conversion in India.

The story, spanning across two issues of Tehelka, describes the methodology, the sources of
funding and names some of the organisations that are allegedly involved in the evangelisation
drive.

One of the key ideas of the story is that funds for religious activities are being brought into India
by church-based organisations under the cover of HIV/ Aids work.

The newspaper goes on to allege that the Indian Government is not doing much to prevent this
drive, which may lead to more rifts in the Indian society.

The news-story is likely to have major implications in the long run for the proposed FCMA bill,
and the way foreign contributions are accounted and managed.

Bush Administration's move to fund religious organisations has also met with some criticism in
USA itself.
[References:

1. Tehelka, New Delhi, 7-Feb-2004: "Preparing for the harvest...", p.6; "Jesus comes to Karla", p.10; "Those that
shall deliver", p.13; "A private faith made dangerously public", p. 18

2. Tehelka, New Delhi, 14-Feb-2004: "Saving lives, harvesting souls", p.32
3. www.tehelka.com

4. www.constitutionparty.com/ Bushs_faith_based_fascism.htm

5. christianity.about.com/library/weekly/aa013001.htm

6. www.mcjonline.com/news/01a/20010202a.shtml
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See also AccountAid capsules 9 and 33]

147: Faith-based fund-raising
(25-Feb-04)
According to a news report in Pioneer:

1 A senior Catholic priest wanted funds for an awareness campaign in Palamau district, near
Ranchi. He asked for money from the Jesuit Society and other sister concerns of
missionaries. However, they refused as accounts for an earlier installment of Rs.14 lakhs
were still pending.

1 So he turned to his followers in the church. After church prayers, they were asked to invest
money in a Mumbai-based organisation called Trust India Concept. Some 20,000 persons
found the scheme attractive enough to invest Rs.20 crores!

1 Initially the investors got the monthly installments regularly. Later the scheme started
floundering. The investors then started raising a hue and cry.

1 Currently, Father Dharamsheel Kujur and two of his assistants are confined to the Manresa
House office of the Jesuit Society. The police are investigating.

[References:

For more details see, 'Ranchi priest lured followers to invest money', The Pioneer, Delhi, 25-Feb-04, P.8; also at
http://www.dailypioneer.com

'India news: Priest charged with swindling public money', Keralanext;
http://www.keralanext.com/news/index.asp?id=27510]

148: Say 'No' to ... Bilateral Assistance.
(1-Mar-04)

Last year in March 2003, the Government of India announced that it would no longer accept
bilateral assistance from donor countries with 'smaller aid packages'.

In June 2003, it announced that only six bilateral donors could continue to work with Indian
government. These are Japan, UK, Germany, USA, EC and the Russian Federation.

In September 2003, it announced some guidelines for bilateral assistance cooperation. These
guidelines do not apply to bilateral assistance from the above six donors.

[References:
'Bilateral assistance' means aid or loan transfer from one nation's Government to another nation's Government.
See also AccountAid Capsule 135 at www.AccountAid.net

Ministry of Finance & Company Affairs Press release dated 2-Jun-03; Guidelines for Future Development Cooperation
with Bilateral Partners, dated 12-Sep-03]

149: Guidelines for the persistent bilaterals...
(1-Mar-04)
What do the guidelines say?

1 Bilateral assistance from the other countries can now be transferred directly to Indian
NGOs (para 7).

1 However, autonomous bodies, which are largely funded by the Government of India, can
not accept these funds.

1 The donors will have to follow a procedure for transfer of bilateral assistance to NGOs.
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1 They should submit a list of the NGOs to be funded twice a year to the Department of
Economic Affairs (DEA). A profroma has been given in the guidelines for this.

These NGOs should have FCRA registration or get prior-permission.

DEA may make suggestions for modifications. The concerned donor is expected to
consider these and modify the list.

1 Monitoring will be done directly by the concerned donor agency.
[References:
See also AccountAid Capsule 135, 148 at www.AccountAid.net

Ministry of Finance & Company Affairs Press release dated 2-Jun-03; Guidelines for Future Development Cooperation
with Bilateral Partners, dated 12-Sep-03]

150: A guide to the guidelines...
(1-Mar-04)
1 Do the guidelines apply to all grants coming out of an Embassy's office?

No. These apply only to grants made to NGOs out of the bilateral assistance. These do not
apply to grants made by the Embassy out of other, non-bilateral funds.

1 Do these guidelines apply to grants from international donor agencies?
No. These do not apply to non-bilateral agencies at all.

[References:

See also AccountAid Capsule 135, 148, 149 at www.AccountAid.net

Ministry of Finance & Company Affairs Press release dated 2-Jun-03; Guidelines for Future Development Cooperation
with Bilateral Partners, dated 12-Sep-03]

151: FCRA required for multi-lateral funding?
(2-Mar-04)

The UN organisations and many other international agencies have been exempt from FCRA
restrictions for quite some time.

This means that an NGO without FCRA may receive funds from one of these.

The new guidelines make a strange sideswipe at these exempt funds. Para 9 of the guidelines
says:

"Bilateral and Multilateral Partners that are exempt under section 2(1)(e)(ii) of the FC(R) Act,
1976, may also restrict their assistance to organisations that are registered under the Act or are
permitted to receive assistance under the Act."

Does this mean that UN funds are now being restricted to FCRA registered NGOs only?

[References:
See also AccountAid Capsule 135, 148, 149, 150 and AccountAble 40 at www.AccountAid.net

Ministry of Finance & Company Affairs Press release dated 2-Jun-03; Guidelines for Future Development Cooperation
with Bilateral Partners, dated 12-Sep-03]

152: Another Glimpse of the new FCRA law
(2-Mar-04)

According to a news report, the Central Government is planning to pass the new FCRA law,
called Foreign Contribution Management Act, soon.



AccountAid Capsules

Upto Mar611

The final draft is awaiting cabinet approval. It has been finalised after several meetings
between NGOs, the Home Minister and the Law Minister.

Under the new Act, the District Authorities will have a say in the kind of foreign assistance that
is accepted.

[References:
"NGO ko videshi madad aage rajya sarkar ke niyantran mein", P.3, Rajasthan Patrika, Jaipur, 2-Mar-04

AccountAid Capsules 10, 65 at www.AccountAid.net]

153: FCRA Department on FCRA
(2-Mar-04)

According to Shri Praveen Shrivastava, Secretary, FCRA Department at Delhi, they receive
many reports of cheating related to FCRA every year.

Although they seal dozens of NGO accounts each year, it is difficult for them to monitor the
work of all the NGOs with just 20-25 staff in the FCRA Department. The District Authorities will
find it easier to monitor the work.

[References:
"NGO ko videshi madad aage rajya sarkar ke niyantran mein", P.3, Rajasthan Patrika, Jaipur, 2-Mar-04

AccountAid Capsules 10, 65, 151 at www.AccountAid.net]

154: 60% FCRA funds for religious organisations?

(2-Mar-04)

According to the same report, 60% of the funds go to religious organisations, mainly Christian.
Is this true? It is difficult to say.

Our analysis of the top 25 receivers shows that:

1 They received Rs.1,097 crores in 2001-02.

9 Of this, as much as 79% of the funds were received by organisations with religious
linkages.

1 The balance 21% was received by organisations which do not have any religious linkages.

[References:
Please note that funds received by a religious organisation may be spent for secular purposes. - Ed.

"NGO ko videshi madad aage rajya sarkar ke niyantran mein", P.3, Rajasthan Patrika, Jaipur, 2-Mar-04]

155: A Fodder Scam in Barmer?
(5-Mar-04)

Last year saw a severe drought in West Rajasthan. To prevent the villagers from selling off
their cattle during the drought, the State Government helped arrange fodder for the cattle. This
massive effort, which was much appreciated, was oragnised with the help of local NGOs and
charitable organisations.

According to a newspaper report, clever truck owners and local middlemen may have siphoned
off some of the money for the transportation grant. How? During verification of weighbridge
slips, it was found that the fodder was not purchased from one place, and the supporting
documents were obtained from another place.

The District Administration has rejected claims aggregating Rs.13 lakhs so far. The reporter
fears that this may just be the tip of the iceberg.
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The claims rejected include:

1. Prani Mitra Sansthan, Barmer: Rs.8 lakh
2. Manav Seva Sangh, Barmer: Rs.1.50 lakh
3. Bhansali Trust, Barmer: Rs.1.25 lakh

4. Zilla Gau Seva Samiti, Barmer: Rs.50,000

The concerned NGOs have stated that they purchased the fodder from truck drivers. They were
in no position to verify where the truck owners were getting the fodder from.

[References:

"Barmer mein karodon ka parivahan anudan ghotala“, P.9, Rajasthan Patrika, Jaipur, 6-Mar-04]

156: The War on Terror...
(7-Jun04)

Saudi Arabia plans to dismantle all international charities operating in the kingdom. Their
investments and other assets will be placed under a new commission. According to the Saudi
and US authorities, this will stop the flow of their funds to terror groups.

The charities to be dissolved include Al Haramain Islamic Foundation, which was raising as
much as 50 million US dollars at the peak of its operations.

Five of the Al Haramain offices (Afghanistan, Albania, Bangladesh, Ethiopia and Netherlands)
have been designated as "terror financiers".

The new commission will be called "The Saudi National Commission for Relief and Charity
Work Abroad". It will be responsible for disbursing about 100 million US Dollars () annually.

How much is that in Indian rupees: just 4.50 arab rupees or 10% of the annual flow of FCRA
funds to India.

[References:

"Saudi Arabia plans to dissolve charities to block terror funding", p. 7, Indian Express, N. Delhi, 4-June-2004]

157: The Richest 'NGO' in India...
(20-Sep04)

Can you name the richest non-profit organisation in India? It has Rs. 181 crores in bank
deposits, and earned Rs. 73 crores last year (2003-04)?

Itis in the public eye most of the time. Its employees are some of the highest paid individuals in
India. They also spend a lot of their time out of India. You also know most of them by name.

Got it? It is none other than Board of Cricket Control in India.

Surprised? Well, it is registered as a society under the Tamil Nadu Societies Registration Act,
1975.

[References:

www1.cricket.indiatimes.com/articleshow/851406.cms]

158: Fraud Alert for Internet Banking
(23-Sep04)

Do you operate your bank account on the internet? If yes, then you may be vulnerable to the
following fraud:
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You receive an e-mail message on your bank's stationery. It says that the bank is updating its
customer database or revalidating its software. Or there may be some other similar excuse. It
then asks you to log on to your bank account by clicking on a link contained in the message.

What should you do? Nothing. Just delete the message.

Because if you click on the link, it will take you to a dummy address and form. When you fill up
the form with your log in information, the information will be stolen.

These people will then use the information to log on to your account. They will then very kindly
relieve you of the money in your bank account.

They might later send you a thanks message, but well, don't bank on it.

159: BCCIl and FCRA....

(27-Sep04)

Does BCCI have FCRA? No.

Then how is it able to accept so much foreign funds?

Simple. BCCI has been formed for promotion of sports. Sports is not covered by section 6 of
FCRA. This section applies only to NGOs with a cultural, economic, educational, religious or
social program.

[References:

Section 6(1)(a) of Foreign Contribution (Regulation) Act, 1976

www1.cricket.indiatimes.com/articleshow/851406.cms

See also AccountAid Capsule 157 at www.AccountAid.net]

160: BCCI's Public Function and the NGOs
(6-Oct-04)

In February 2000, a writ was filed in Delhi High court. The writ prayed that CAG should probe
how BCCI spends its money. Later the Central Government also became a party to the case.

BCCI argued that it was a private club. It was neither the state nor an instrument of the state.
Therefore, the petition was not maintainable.

The Court has passed an order on this. It has said that BCCl's affairs can be scrutinised by the
judiciary. That is so because BCCI has a public function also. It is these public functions that
can be scrutinised.

Technically speaking, BCCI is an 'NGQ'. Therefore, this ruling has significant implications for
NGOs also. Most NGOs have a public function. If this precedent is followed, then people can
bring writ petitions against NGOs they don't like. They can ask for judicial scrutiny or how an
NGO spends its money.

[References:

BCCI: Board of Cricket Control in India

"BCCI's business is your business too", Hindustan Times, 5-Oct-04

"HC tells BCClI its affairs liable to judicial scrutiny”, Pioneer, 5-Oct-04

See also AccountAid Capsule 157 and 159 at www.AccountAid.net]

161: Revenue Stamps
(6-Oct-04)

The Indian Stamp Act has been amended. The cut-off limit for revenue stamps on receipts has
been revised.
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You now need to fix a revenue stamp only where the amount received exceeds Rs.5,000.
The value of the stamp remains unchanged at Re.1.

This change has become effective from 10th September 2004.

[References:

Schedule 1, Article 53, The Indian Stamp Act, 1999.
Finance Act, 2004]

162: Fake Franking Fraud
(11-Oct-04)

The Delhi Police has arrested one person from Delhi for swindling lakhs of rupees by using a
fake franking machine. The person was working as a mailing contractor for several
organisations, including a public limited company.

The fraud came to light accidentally. One of the Post Office staff became suspicious about a
letter, which had been franked. On checking, it was found to be done with a fake machine. The
Post Office staff then discovered about 42,000 letters franked in the same way.

On contacting the concerned company, they directed the police to their mailing contractor. He
confessed to the fraud. The original machine issued by the Post Office was lying unused in one
corner.

Moral of the story? Check carefully before you hand over your mass mailing to an outside
contractor. Also, if you are using a franking machine in your office, make sure that your
payment procedures are foolproof.

[References:

‘Nakli daak tikat ghotala pakda', 11-Oct-04, Dainik Jagran, New Delhi]

163: Tax St. Peter, and pay to Marx...
(4-Nov-04)

Communist parties often criticise religious intolerance. But their own intolerance for all religious
behavior is not so well known.

In a move that is designed to generate controversy, the Communist parties have now proposed
taxing all religious institutions.

The tax is to take the form of a cess and will be used to fund rural development.

Once the precedent to tax religious charity is set, how long will it be before charity itself is
taxed?

Also proposed is a tax on private schools, nursing homes and hospitals.

[References:

"Left wants cess on holy houses", 4-Nov-04, Hindustan Times, New Delhi]

164: Nobel Prize (?) in Economics...
(25-Nov-04)

A Kolkata court has admitted a petition challenging the depiction of Shri Amartya Sen as a
Nobel Prize winner. The petitioner, Shri Subidh Chandra Roy, has filed a case of cheating
against the publisher of the translated book 'Unnayan O Swakhamata' (Development as
Freedom).

Shri Roy has argued that Shri Amartya Sen did not win the Nobel Prize. He won a prize called
"The Bank of Sweden Prize in Economic Sciences in Memory of Alfred Nobel'.
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This prize is different from the Nobel Prizes and was started only in 1968. The publishers are
allegedly depicting him as a Nobel Prize winner in order to increase sales.

What is the truth? Truth, presently, is sub-judice.

But you can visit the Nobel Prize site yourself and make up your own mind about it. The links
are given below.

[References:

"Court admits Amartya's Nobel authenticity case", 25-Nov-04, p. 1. Hindustan Times - NEXT, New Delhi

http://nobelprize.org/

http://nobelprize.org/economics/]

165: FCRA relaxation for Tsunami Relief
(10-Jan05)

FCRA Department has relaxed FCRA provisions for Tsunami relief. Organisations which do not
have FCRA can now accept FCRA funds / materials by opening a separate bank account. They
should designate this account as 'name of organisation - Tsunami Relief Account'. This account
should be used only for FCRA funds received for Tsunami relief.

They should apply for FCRA permission in form FC-1A within one week of opening the account.
They need not wait for the prior-permission to start accepting funds or materials.

Intimation of receipt should be sent in form FC-3 by 31st July 2005.

This relaxation is valid only upto 31-March-2005. A copy of the press release and the
notification are available at www.AccountAid.net.

[References:

http://mha.nic.in/Tsunami-l.pdf

http://education.vsnl.com/accountaid/Tsunami_FCRA.htm

166: Corporate Takeover of Charitable Hospitals
(31-Jan05)

In a new twist to their sense of Corporate Social Responsibility, some corporate groups in Delhi
are eyeing charitable hospitals for take-over.

Unfortunately for them, the land allotment rules of DDA do not allow alienation of land allotted
as low prices to charitable institutions.

So what? There is always a way around an inconvenient law. The corporate groups are how
entering into 'management contracts' with the concerned Trusts. This allows them to run the
hospital as they wish, including raising the fees 4-5 times. The land allotment rules are also not
violated in a technical sense.

Why takeover an existing hospital instead of building a new one? For several reasons: prime
location, existing clientele, infrastructure, staff, etc.

The first hospital to go corporate is 'Jessa Ram Hospital' in Karol Bagh, which is now renamed
'Fortis Jessa Ram Hospital'. Other cases include Devki Devi Foundation in Saket, and Balaji
Trust in Patparganj, both of whom have entered into management contracts with Max
Healthcare. Mool Chand Khairati Ram Hospital may also go the same way.

What are the implications for charitable hospitals in general? If this trend continues, the
Government will, sooner or later, be forced to revise the rules related to tax exemption for
charitable hospitals.

Curiously, this trend towards more expensive healthcare is driven by mediclaim insurance. If
you are insured you don't really care how much the treatment costs you. Someone else will be
footing the bill.


http://nobelprize.org/
http://nobelprize.org/economics/
http://www.accountaid.net/
http://mha.nic.in/Tsunami-I.pdf
http://education.vsnl.com/accountaid/Tsunami_FCRA.htm
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[References:
DDA: Delhi Development Authority

'‘Corporates cast net on hospitals', P.3. Hindustan Times, New Delhi, 31-Jan-05]

167: Cheques in Drop Boxes
(4-Feb05)

A few years ago, foreign banks in India started a system of drop-boxes for collecting cheques.
Then Indian banks also followed suit. Some customers have always wondered how safe are
these.

Not very safe, it seems. Delhi Police have arrested two security guards for stealing cheques
from drop-boxes. These guards, from a private security agency, were posted at the Preet Vihar
Branch of Indian Overseas Bank. They would steal the cheques, erase the names from the
cheque, write their own names and get the cheques encashed. According to the police, they
had encashed at least five such cheques. At the time of their arrest, they were tampering with a
sixth cheque.

According to the newspaper, several such cases have come to light in recent months.
What can you do about this? One option is to stop using drop-boxes.

Another, more practical solution, is to read AccountAble 9: Banking, and AccountAble 12:
Filling Cheques Safely. Both are available at www.AccountAid.net. Both the issues contain
practical tips on how you to protect your cheques from alteration.

[References:

‘Two bank guards arrested for stealing cheques', P.3. Hindustan Times, New Delhi, 4-Feb-05]

168: Comprehensive Legislation for NGOs?
(31-Mar-05)

If Indian NGOs sometimes feel that the Government does not care for them, then the
Government seems all set to make amends.

The Home Minister chaired a high-powered meeting earlier this month. The meeting was
attended by HRD Minister (Sh. Arjun Singh), Rural Development Minister (Sh. Raghuvansh P.
Singh), Minister for Social Justice & Empowerment (Su. Meira Kumar), and Minister of Culture
(Sh. Jaipal Reddy).

The meeting commended NGOs for their good work. It also felt that some NGOs need to be
more transparent in their working.

What was decided at the meeting? First, that a national database should be set up on NGOs.
Second, that an expert group should be formed to frame a national policy on NGOs. Third, a
comprehensive legislation on NGOs should be passed.

Curiously, just a month prior to this meeting, the Planning Commission had organised a
consultation to draft a national policy on NGOs. Four expert groups have also been formed to
work on this.

What could be the reason for this seeming overlap? Possibly there is a mistake in the latest
news report.

Or it could be due to the way all good Governments should work: the left hand knoweth not
what the right hand doeth!

In the meanwhile, let's keep our own hands crossed and hope for the best.

[References:
'NGO funds under scanner', Hindustan Times, New Delhi, 18-Feb-05

'Swayamsevi Sangathanon per kasegi lagaam’, Hindustan, Nai Dilli, 18-Feb-05]
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169: FCRA receipts in 2002-03
(1-Apr-05)

In 2002-03, NGOs and other charitable or religious organisations in India, received a total of
50.47 arab Rupees as foreign contribution. This includes money as well as materials.

The biggest donor country, as usual, was USA, with Rs.16.80 arab. It was followed by
Germany with Rs.7.15 arab. Next came UK with 6.85 arab Rupees.

Maximum amount of funds were received by organisations registered in New Delhi: about 8.8
arab Rupees.

According to the Home Ministry, there are about 12 lakh (1.2 million) NGOs active in India.
[References:
'NGO funds under scanner', Hindustan Times, New Delhi, 18-Feb-05

'Swayamsevi Sangathanon per kasegi lagaam’, Hindustan, Nai Dilli, 18-Feb-05

One arab is equal to 100 crores (one billion or 1000 million).]

170: Is Gratuity part of Salary?
(11-Apr-05)

In a recent judgment, the Supreme Court has ruled that gratuity can not be debited to the salary
account.

The application had been moved by Rajasthan Welfare Society, and several other educational
societies. These societies get grant-in-aid from the Government. They were debiting gratuity to
the budget head of salary in their grant accounts.

The High Court of Rajasthan had ruled against this practice earlier. Now the Supreme Court
has confirmed the judgment.

The Supreme Court has also clarified that it is compulsory for such societies to pay gratuity
under Payment of Gratuity Act, 1972.

[References:
'Gratuity vetan ka hissa nahin’, Rajasthan Patrika, New Delhi, 11-April-05

Payment of gratuity is compulsory for NGOs employing 10 or more persons. - Ed.]

171: Yet another proposal to amend FCRA!?
(2-May-05)

According to a news-report, there is now another proposal to amend the FCRA. The objective
is to prevent 'massive diversion of foreign funds by NGOs'.

The latest proposal involves the following changes:

1. Making it mandatory for banks to report on transactions

2. Setting up five regional offices of FCRA to improve enforcement
3. Review of FCRA registration every five years

According to the Minister of State for Home, Shri Sriprakash Jaiswal, 'the aim is to ensure that
funds are received and used by the right people and is used for the specified purpose, the
changes will not make receiving foreign funds more difficult.'

No one will disagree with the sentiments of the Honourable Minister. However, FCRA was not
designed to ensure that NGOs use their funds properly. It was designed to ensure that foreign
funds are not used to influence Indian electoral politics. Therefore, if the Ministry is now getting
interested in the proper use of funds by NGOs, then this is a significant change indeed.
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According to the report, the Home Minister, Shri Shivraj Patil has cleared the proposed
changes. A note will be put up to the cabinet soon. After that, the Parliament is likely to be
informed in the current session.

It is said that history repeats itself. There have been several such proposals in the past: in
1988, then in 1996, again in 2002 and now in 2005. None made it to the Parliament. Let us see
whether this proposal fares any better.

[References:
FCRA: Foreign Contribution (Regulation) Act, 1976. Applicable in India
'Centre to scan flow of funds to NGOs', p.4, Indian Express, New Delhi, 1-May-2005]

172: Making NGOs more accountable...
(11-May-05)

According to a news report, the Finance Minister plans to ‘increase the accountability of
charitable organisations'. A Bill to amend the tax laws will be introduced by Friday. This Bill will
bring funds received by charities under the government scanner.

The Minister has also said that the aim is 'only to ensure there is a trail of the financial
transactions in such organisations and not any form of harassment.’'

Why choose Friday, the 13th, which is traditionally associated with bad luck?

Well, be thankful that he did not choose Wednesday, the 11th instead, which happens to be
Akshay Teej!

[References:
'Funds to charitable bodies to be tracked', p.16, Hindustan Times, New Delhi, 11-May-2005
Also see AccountAid Capsules 168 and 171

According to the Hindu Lunar calendar, Akshaya Teej falls on 11th May this year. Anything done this day is considered
to be long-lasting and of great permanence. Which is why many Indians, particularly in Rajasthan, choose to get
married on this day- Ed.]

173: What does the Tax amendment bill contain?
(13-May-05)

This Thursday, the Government has tabled a bill in the parliament. It is called Taxation Laws
(Amendment) Bill 2005. Some of the provisions may make NGOs' fiscal management more
complicated.

According to the news report, the provisions include the following:

1  Exempt schools and hospitals, with receipts below Rs. 1 crore, will also need to file
income tax returns.

1  Public trusts with mainly related persons as trustees may face tougher tax provisions.

1 Rules related to registration and exemption of charities under Income Tax are being
tightened. These may involve deeper scrutiny before registration is granted.

1 Donations above Rupees 20,000 can be accepted only through account payee cheques
or drafts.

1 Audit rules for charities will be tightened.

Please note that these are only proposals in the Bill. These are not yet law. These will become
law only when both Houses pass the bill, and the President gives his assent.

[References:
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'‘Nakad donation se pravesh ka khel ab nahin chalega’, p.1, Dainik Jagran, New Delhi, 13-May-2005
'Anti-tax evasion bill introduced’, p.11, Indian Express, New Delhi, 13-May-05

Rs.20,000 = ~ 460 US $; Rs. 1 crore = Rs. 10 million, ~230,000 US $

Also see AccountAid Capsules 168, 171 and 172

The text of the Bill is not yet available on the Finance Ministry or Lok Sabha web-sites.- Ed.]

174: Check your FCRA application status on Internet!
(13-May-05)

The FCRA Department has recently revamped its web-site. You can now check the status of
your application (for registration or prior-permission) by visiting the following web-site:

http://mha.nic.in/fcra.htm

Follow the following steps once you reach the site:
1  Click on 'Application Status'.
1  Choose the applicable option.
1 Punch in your file number in the window that opens up.

You can use this facility only once you receive an acknowledgement for your application. This
acknowledgement letter contains the file number.

175: MPLAD Funds to open up to NGOs?

(17-May-05)

According to a news report, the MPLAD limit may now go up to Rs.3 crores, from the present
Rs.2 crores. The MPs have been asking for the limit to be raised to Rs.5 crores.

Two important features of the revised scheme may be that firstly, a certain percentage may
have to be spent on drinking water, roads, education, electricity, etc.

Secondly, the MPs may be allowed to spend the money through private institutions, trusts etc.
The MPs have been raising this demand for quite some time. Initially, there may be a limit of
Rs.5 lakhs on this.

Why do the MPs want to spend this money through the NGOs? Well, for one thing, the NGOs
are much better equipped for this and possibly closer to the people. Secondly, it is easier to
work with NGOs, as there is lesser paperwork. Thirdly, the accounting is less complicated.

Whatever may be the reasons, one thing is for sure: the modified scheme will help bring the
MPs closer to the NGOs.

[References:

'Saansadon ko kshetriya vikas ke liye milegi jyada raashi', p.1, Dainik Jagran, New Delhi, 17-May-2005

MPLAD: Member of Parliament Local Area Development Scheme. Under the scheme, each MP is authorised to commit
and spend upto Rs.2 crore in his/her constituency on various public works and other schemes beneficial to the
constituents.

Rs. 1 crore = Rs. 10 million, ~230,000 US $
Rs. 1 lakh = Rs.100,000, ~ 2,270 US $

This is based on a news report about a proposal. It has not yet been implemented.- Ed.]

176: ICAlI on FCRA
(7-June0b)
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The ICAI has recently come out with a useful publication on FCRA. It is titled 'A Study on
Foreign Contribution (Regulation) Act 1976.

The booklet explains the basic provisions of FCRA and contains some useful practice notes for
Chartered Accountants. It also covers some frequently asked questions. The FCRA Act and
Rules are also included though without the forms.

Some of views contained in the book need to be carefully assessed before taking any important
steps. These include views on transactions between FCRA and local funds (pages 5, 64), and
multiple bank accounts (pages 10, 63) for FCRA funds.

Containing 129 pages, the booklet is priced at Rs.100 and is available from ICAI sale counters.
[References:

ICAI: Institute of Chartered Accountants of India; www.icai.org ]

177: The new FCRA Bill
(7-July-05)

On 24th June, the MHA and ICAI organised a workshop at Delhi on FCRA and money-
laundering. At this workshop, it was also announced that the Government is planning to replace
the FCRA with a new law.

The proposed bill is now available at www.AccountAid.net. It is called the Foreign Contribution
(Management and Control) Bill, 2005. It proposes far-reaching changes in the FCRA.

[References:

MHA: Ministry of Home Affairs; http://mha.nic.in/fore.htm; Also see http://mha.nic.in/fcmc-bill-05.pdf for a copy of the
bill.

ICAI: Institute of Chartered Accountants of India; www.icai.org ]

178: A Shiftin FCRA
(29-Sep05)

The NGO sector has been requesting the Government to shift the FCRA Department out of the
Ministry of Home Affairs. So far the Government has not agreed. However, the Department has
shifted its office away from Khan Market.

The new address is:

Ministry of Home Affairs, Foreign Division (FCRA)
Jaisalmer House,

26, Maan Singh Road

New Delhi i 110 011

Ph: 011- 2338 3075, 2469 8009

[References:

FCRA: Foreign Contribution (Regulation) Act, 1976 ]

179: Escorts Hospital and Charity Privileges
(16-Nov-05)

The Escorts Hospital (EHIRC) was set up in Delhi a couple of decades ago as a charitable trust
by the Escorts group of companies. The hospital specialized in heart care and bypass surgery.
It soon developed an excellent reputation. People stopped going to USA for their heart bypass
operations.


http://www.icai.org/
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About three years ago, EHIRC was converted from a charitable trust to a non-charitable trust
and then later to a company. The hospital was then sold to Fortis Healthcare, a company of the
Ranbaxy group. Considering its goodwill and the value of real-estate, it must been an
immensely valuable deal for the both the parties.

One of the trustees of EHIRC took the matter to court. The Minister of Finance also made a
statement saying that such misuse of charity law would not be permitted. DDA also tried to
intervene in the matter saying that the deal violated conditions of allotment of the land at
concessional prices.

Fortis has recently made a statement to clear the air, saying that no law has been violated, and
that DDA consent is not required.

There have been several other cases across India where charitable hospitals have been taken
over by upcoming Medicare chains. Escorts has drawn more attention because it is a well-
known hospital and a pioneer in heart-surgery.

These takeovers point to a general trend where powerful corporate groups are changing the
shape and structure of medical care in the country. This may be partly due to emergence of a
rich class of patients who demand and expect attention and courtesy during hospitalization and
are willing to pay for it. Another reason could be the growing popularity of medical insurance
policies, where the patient doesn't have to foot the bill and doesn't care if he/she is charged
more.

Irrespective of what happens in the Escorts case, it is likely that this deal will have far-reaching
implications for the NGO sector. The case may lead to further tightening of charity law and
erosion of other privileges to charitable organisations.

[References:
EHIRC: Escorts Heart Institute and Research Centre
DDA: Delhi Development Authority

"Fortis says DDA consent not required”, p. 5, Hindustan Times, Delhi, 16-nov-2005]

180: Service Tax on Clubs
(17-Nov-05)

In June 2005, service tax was introduced on fees and subscriptions collected by clubs and
associations from its members. Does this mean that NGOs have to pay service tax on dues
collected from their members?

No. This applies only where the members receive services, facilities or advantages against the
dues paid.

This means tax would be due from clubs such as Delhi Golf Club, Gymkhana Clubs, etc.
Resident Welfare Societies collecting security charges etc. could also end up paying service
tax. However, this is applicable only when their turnover exceeds Rs. 4 lakhs (400,000) per
year.

[References:
Section 65 (25A), Chapter V and VA of the Finance Act, 1994, as amended by the Finance Act, 2005

Section 65 (105) (zzze), Chapter V and VA of the Finance Act, 1994, as amended by the Finance Act, 2005]

181: Service Tax on NGOs
(18-Nov-05)
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If Economic Times is to be believed, then NGOs may also be soon be paying service tax. This
may be done next year by removing the present requirement that the service provider be a
‘commercial concern'.

A small beginning in this direction has already been made in 2005 by bringing in clauses 25A
and zzze. However, an exception is provided for activities ‘which are in the nature of a public
service and are of a charitable, religious or political nature'.

[References:
Section 65 (25A), Chapter V and VA of the Finance Act, 1994, as amended by the Finance Act, 2005
Section 65 (105) (zzze), Chapter V and VA of the Finance Act, 1994, as amended by the Finance Act, 2005

"Service tax likely on charitable societies and non-profit cos", p. 1, Economic Times, New Delhi, 14-Nov-2005]

182: Education Cess and Right to Education
(19-Nov-05)

Presently, the Government spends about Rs.470 arabs annually on elementary education.
After the Right to Education Bill is passed, this will probably double to Rs.1000 arabs. Where
will the Government get the extra money for this?

The Government has introduced education cess of 2% last year. However, annual collections
are coming to just about Rs.80 arabs. So the Government is likely to either borrow money or
raise taxes further.

Incidentally, 6% of GDP, planned to be spent on education, comes to around Rs.1700 arabs. If
that target is to be reached, then the Government has to either cut expenditure on other heads
or raise taxes even more.

Service tax is a likely candidate for further increase. In some Scandnavian countries, service
tax is as high as 25%. This is surely serving as a beacon to the Finance Ministry.

[References:
An arab (100,00,00,000) is equal to 100 crores or 1 billion.

"Right to Education may tax you more", p. 19, Economic Times, New Delhi, 14-Nov-2005]

183: And now: FCRA in Russial
(26-Nov-05)

We had earlier reported how Russia is one of 23 countries, which place legal restrictions on
foreign funding of elections. In this, Russia was among illustrious company, notably that of UK,
USA, France, Germany, Japan, Canada, and Spain.

India also imposes such a ban through FCRA, which is all set to be strengthened further with a
new bill called FCMC. However, the Indian legislation is different in that FCRA also monitors
funding of NGOs, in order to ensure that foreign funds are not used for political activities.
India's neighbors, such as Pakistan and Bangladesh, also exercise some form of control over
NGOs.

Now Russia is also planning to extend similar controls over private charities, which may be
supporting political activities. This has led to protests by the affected groups and some
uncharitable headlines in the Western press.

What provisions does the bill contain? Details are not available, but some of the key provisions
include the following:

1. Foreign organisations would need to register in Russia as Russian organisations. They
would not be allowed to register as branch offices or representative offices.
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2. Such organisations should be governed by Russians or by foreigners living permanently in
Russia. This would give Russian authorities legal jurisdiction over them.

3. It may become more difficult for them to receive foreign funding.

4. The State Commission would have powers to investigate them and shut them down if found
justified.

[References:
FCRA: Foreign Contribution Regulation Act, 1976
FCMC: Foreign Contribution Management and Control Bill

"Kremlin out to stifle NGOs, charities - New law aims to restrict foreign support for political activity; Greenpeace,
Amnesty affected”, p. 25, Times of India/ Times International, New Delhi, 25-Nov-2005

"Nationalists take aim at NGOs 'plotting’ to destabilise Russia" Neil Buckley, FT.Com, Published: November 26 2005
http://news.ft.com/cms/s/9c9dc506-5e42-11da-a9e8-0000779e2340.html]

184: Another Cess (pool)?
(13-Dec05)

NGOs in Maharashtra are quite familiar with the term cess. They have been paying 2% of their
income every year to the Charities Commissioner. Tax-payers also know about the 2%
education cess introduced last year. This yields about 80 arabs annually. There has also been
some talk of a health cess, in addition to the education cess. Why all these cesses, when the
Government already collects, income tax, VAT, Service tax, road tax, etc.

Well, a cess is levied on a limited humber of users, who benefit from a particular service. A key
feature is that the money can not be spent on general objects. It should be spent on specific
purposes.

Now the Delhi Government is planning to introduce a 1% cess on the building industry. This will
be added to the cost of a building and ultimately recovered from the buyers. The cess will be
used to provide insurance and other benefits to construction workers.

This is a strikingly ambitious scheme. Construction workers often migrate from one place to
another and from one trade to another. Administering the scheme would probably be quite a
challenge. In the past, Government has found it difficult to administer schemes such as
Provident Fund, ESI, etc., where the odds are not so high.

Let us then hope and pray that this cess also does not turn into a cess-pool.
[References:

Capsule 182: Education Cess and Right to Education

1 arab = 100 crores = 1 billion

'Social Security for workers', Hindustan Times, New Delhi, 30-November 2005]

185: Sale of Trust Property
(15-Dec05)

Recently, the Delhi High Court has said that prima-facie, trust property can not be sold,
mortgaged or exchanged without prior-permission of court.

The observation was made by Justice Vikramjit Sen in a matter relating to sale of some land by
Sarvadeshik Arya Pratinidhi Sabha to Shri Ashok Mehra.

The case is presently being heard and a final order is expected in due course.
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It may be noted that in some states such as Tamilnadu, Maharashtra and Gujarat, official
permission is required under law for a charity to alienate or mortgage land etc.

[References:

Trust can't sell assets wihtout permission’, Hindustan Times, New Delhi, p. 4, 12-December 2005]

186: Shree Venkateswarads Diamond Headband
(23-Dec05)

On Thursday night, a devotee offered a bejewelled headband to Bhagwan Shree Venkateswar
at Thirupati. The diamond-studded band, valued at Rs.1.4 crores (~$300,000), was received by
Shri APVN Sharma, officer of the Thirumala Thirupati Devasthanam Trust.

Now two questions arise:

1. Can the unnamed devotee claim this as a deduction from his / her income tax?

(@)
(%)

2. Howwillthegifft be valued and accounted in the Trust

Well, the devotee can not claim it as a deduction under section 80G. Reason is that Income
Tax Act in India does not recognize donations in kind as donations at all.

With regard to accounting, the situation is equally peculiar. The ICAI has not released any
accounting standards for charitable or religious organizations. As a result, most people try to
apply the standards issued for commercial organizations in such situations. The result? A gift
valued at Rs.1.4 crore will probably be accounted in the Trust books at Rupee 1.

[References:
d@hagwan Venkateswar ko 1.4 karod ke jewar arpitd , Daini k Jagr an,-Dadanber @5 h i , p. 11, 23

Accounting Standards 10 and 12, issued by the Institute of Chartered Accountants of India]

187: Religious Giving in USA
(23-Dec05)

An article in The Economist has described how some churches in USA are reinventing
themselves by applying sound business practices to church activities. The article also provides
some glimpses into American religious giving. For example:

1 Lakewood Church in Houston had an income of $ 55,000,000 in 2004. Translated into
Indian figures, this comes to Rs.2.58 arabs. This is one out of 1000 churches in USA,
which are counted as mega-churches. Broadly speaking, you qualify as a mega-church
if 2,000 or more people attend.

1 The Fellowship Church in Grapevine, Texas, has an annual budget of $30,000,000
(Rs.1.38 arabs). It spends 15% of its budget (Rs.21 crores) on technology.

1 Willow Creek Association, the consulting arm of the Willow Creek Church, offers advice
to 11,500 member churches. It earns $ 20,000,000 (Rs.92 crores) a year from this.

1 Mr. Creflo Dollar, chief pastor of World Changers Church International in Georgia,
drives a Rolls Royce and travels in a private Gulfstream jet.

1 Ms. Joyce Meyers, often seen on GOD TV, owns a house worth $2,000,000 (Rs.9.20
crores). She also owns private jet worth $10,000,000 (Rs.46 crores).

[References:

desus, CEO: Amer i cabshensosatr es untocdeeslsifnugl tchheummEbe Econemist,aandob,us i nesses 0

p. 51, 24-December 2005
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While all 501(c)(3) charities in USA are required to disclose their finances to public, churches (including non-Christian
religious organizations) are exempt from this requirement. Therefore, relatively little is known about religious giving and
spending in USA. i Ed.]

188: More on Giving in USA -1
(26-Dec05)

The US economy is the biggest in the world. Giving in USA also tends to be appropriately big.
Take for instance enowment funds that American Universities have.

Some of the richer ones each have endowments, which may add up to a billion dollars or more
(Rs.45 arabs).

For example, Harvard has more than 9400 separate endowments. These added up to more
than $22 billion (Rs.10.18 kharabs) as of June 2004.

In an earlier year (2003), its return on the investments came to 12.5%. It then spent 5% of the
total endowment ($770 million, Rs.35.42 arabs) during the year, per tax requirements. Of
course, this was only a small part of its total budget ($2.4 billion, Rs.1.10 kharabs)!

Cont d. i
[References:

Wikipedia: http://en.wikipedia.org/wiki/Financial_endowment

&o Nicely Endowed! 6 Ne ws we e k :egelGaige| Azian C&npo-Flores,
http://www.msnbc.msn.com/id/5626570/site/newsweek/

National Association of College and Universities Business Officers: 2004 NACUBO Endowment Study:
http://www.nacubo.org/x2376.xml]

189: More on Giving in USA - 2
(26-Dec05)
Contd. from 188¢

However, not all endowments are as big. Georgia Perimeter College had just $370,000 (Rs.1.7
crores) in June 2004. St i | | the average size of each
$360,651,000 (Rs.16.60 arabs). 741 institutions participated in the survey.

The University endowments in USA have also come in for some criticism. Most tend to spend
only 5% of their asset base each year. This was meant to be the minimum spending
requirement. However, in effect, it is being seen by the Universities as the maximum spending
limit!

What is the nature of this criticism?

Historically, the endowments have been earning around 10-11%each year. Out of this they
spend 5%. Another 3% can be said to be used to cover inflation. That still leves another 2-3%,
which could be spent safely, without hurting the endowment. If this was to happen, then
possibly the tuition fee could be cut to half at some of the Universities.

[References:

Wikipedia: http://en.wikipedia.org/wiki/Financial_endowment

&o Nicely Endowed! 6 Newsweek: Kaplan Col-Floeegge Gui de, Arian Campo

http://www.msnbc.msn.com/id/5626570/site/newsweek/

National Association of College and Universities Business Officers: 2004 NACUBO Endowment Study:
http://www.nacubo.org/x2376.xml]
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190: 8,673 FCRA Registrations Cancelled
(6-Feb06)

The FCRA Department has cancelled 8,673 FCRA registrations for non-filing of FC-3 for last
three years (2001-02, 2002-03, 2003-04). This is the largest single cancellation in the history of
FCRA.

The last time this happened was in 1997, when 497 FCRAs were cancelled.
[References:

MHA Notification no,. SO 1621(E), dated 26-October 2005, published in Extraordinary Gazette of India, Part I, Section
(3)(ii) of 18th November 2005; available at http://www.mha.nic.in/fore_division.htm

"MHA bars 8,000 NGOs from seeking foreign funds", Indian Express, New Delhi, 4-Feb-06, p.1]

191: More on Cancellation of FCRA
(6-Feb06)

The list of organisations whose FCRAs have been cancelled includes associations almost from
each states: 1,277 in Andhra Pradesh, 974 in Maharashtra, 944 in Tamilnadu, 749 in Kerala,
732 in Uttar Pradesh. 441 organisations in Delhi have had their FCRA cancelled. There are
many more in other states.

The list includes Universities, Chambers of Commerce, Religious organisations, hospitals,
Institutes, and NGOs of every shade and opinion. For once, no one can say that the FCRA
Department has been discriminatory. Because it has been quite indiscriminate!

[References:

MHA Notification no,. SO 1621(E), dated 26-October 2005, published in Extraordinary Gazette of India, Part Il, Section
(3)(ii) of 18th November 2005; available at http://www.mha.nic.in/fore_division.htm]

192: Still More on Cancellation of FCRA
(6-Feb06)

Some of the better-known names include University of Delhi, IIT, Cll, Diakonia, Ramakrishna
Mission Hospital, Catholic Hospitals Association of India, Escorts Heart Institute and Research
Centre, and IGNOU.

What will now happen to these organisations? In many cases, the organisations have stopped
receiving foreign contribution, and will not be affected. In other cases, they have obtained
registration under a slightly different name, and do not use the listed registration any more. \

Still, there are bound to be some cases, where the organisation is active and will be affected
adversely by the cancellation.

In such cases, the concerned organisation should approach the FCRA Department for a
revalidation of their FCRA registration.

[References:

MHA Notification no,. SO 1621(E), dated 26-October 2005, published in Extraordinary Gazette of India, Part I, Section
(3)(ii) of 18th November 2005; available at http://www.mha.nic.in/fore_division.htm]

193: The Economist on Philanthropy
(17-March-06)

The Economist, a London-based weekly, which has an opinion on everything under the Sun,
has come out with a survey titled 'The Business of Giving'.
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This is not intended to indicate that philanthropy is becoming a business. It merely means that it
is becoming more business-like, which is possibly intended as a compliment.

The survey contains some interesting snippets of information, such as how Gordon and Betty
Moore have given away more than 7.05 billion dollars (Rs.3.17 kharab) over the last five years.
Or how religious giving accounts for 62% of the total giving in USA.

Unfortunately, the survey contains very little information on individual giving, or on giving in the
East. That probably is not due to lack of giving, it is more likely due to lack of ready information
on giving.

Overall, the survey concludes that philanthropy is becoming bigger, more sophisticated, and
better targeted. And so it has a future after all.

[References:

The Economist, Feb 25th-March 3rd, 2006]

194: 'We Serve Fudge'?
(18-March-06)

Outlook has recently published a provocative news story with the imaginative title 'We Serve
Fudge'.

Some of the content is equally imaginative. For instance, the story concludes that 8,673 FCRA
registrations were cancelled because the concerned NGOs were 'receiving foreign funding and
not accounting for it' (p.34).

Or that the move to put them on the prior-permission list was 'unprecedented' (p.34). Or that
because an NGO could not be located at the given address, means that it had furnished the
wrong address to begin with (p.36).

There is no doubt that there are many organisations which fudge their accounts. Such
organisations may be from the Public sector, corporate sector or from the NGO sector.

However, it is probably illogical to conclude that all NGOs fudge their accounts, just because
the FCRA Department has just cleaned up its registration records of defunct FCRA numbers.

[References:

Outlook, New Delhi, March 14th-20th, 2006, pp.34-36]

195: Budget 2006
(18-March-06)

Before the Budget was read out, many people were expecting that this time the Finance
Minister will wield the big stick on the NGO sector. As it happened, the Finance Minister has
completely ignored the sector.

Time to celebrate?
[References:

Finance Bill, 2006; India]

196: Anonymous Donations
(22-March-06)

Not yet. The Minister has dealt a big blow to the practice of 'gupt daan' by blocking anonymous
donations.
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If a charitable trust or NGO receives any anonymous donations, then they will have to pay tax
@ 30% onit.

As it is worded, even coin-box collections will attract a tax of 30%. So don't be surprised if you
are asked to show your voter card or driving license before dropping loose coins in a hospital
collection box!

Apparently, the move is targeted at the practice of laundering business funds through charity.
NGOs are not likely to be affected, as most of them maintain detailed records of their donors.

Religious organisations have been exempted from this provision, in view of wide prevalence of
'gupt daan' from devotees, for earning of ‘punya’.

[References:
Proposed section 115BBC. Finance Bill, 2006; India

Anonymous donations are not eligible for deduction from taxable income under 35AC or 80G, as donations need to be
itemised in the tax return before deduction can be claimed. - Ed.]

197: RBI says 'No' to Multiple FCRA Bank Accounts
(28-March-06)

Can you open and operate multiple FCRA Bank accounts? Section 6(1)(b) of FCRA says
clearly that you should receive FCRA funds in the FCRA designated bank account only.

What happens after you receive the funds? Some people argue that rule 8(1)(b) is ambiguous
on this. Therefore, they receive FCRA funds in the designated bank account. After this, they
move the funds to other bank accounts.

These bank accounts may have been opened in far away locations, for operational
convenience. Or these may have been opened in the same city for seggregating donor funds.

In March 2005, RBI has come out with a master circular on FCRA provisions. Under the
heading 'Common Irregularities Observed', the RBI says:

"5. Some of the irregularities observed in this regard are as under:

(a) Certain associations were found to be operating more than one account, either in the same
branch or in different branches (other than the account specified in the communication for
registration), for carrying on transactions of foreign contributions."

The circular concldues with advice to the banks, requesting them to ensure strict adherence to
the instructions issued. Further, it tells the banks that any lapses will be viewed seriously.

[References:

RBI Master Circular- Foreign Cotnribution (Regulation) Act, 1976 - Obligations of banks. Circular No.
DBOD.AML.BC.No. 74/14.01.055/2004-05, dated 5-3-2005]

198: Last date for filing FC-3 extended
(28-March-06)

The FC-3 for 2004-05 was due for filing on 31st July 2005. However, many organisations have
not filed this return so far.

The law requires that every organisation registered under FCRA (or having and active prior-
permission) should file FC-3 each year. This applies even if they have not received any funds
during the year.

Earlier the Ministry had extended the date to 31st October 2005. Now the date has been
extended further to 31st March 2006.
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If you have not filed the FC-3 (for 2004-05) so far, make sure you send it by registered post
within the next three days.

The form should be sent to:

FCRA Department i Foreigners Division
Jaisalmer House,

26, Mansingh Road,

New Delhi - 110011

[References:

MHA Circular dated 14-3-06

Last year the Ministry of Home Affairs had extended the date of filing (for 2003-04) to 31st March 2005. i Ed.

We acknowl edge Vani 6s help in briiiEgl]i ng this notification

199: Interest of FCRA Funds
(28-March-06)

There has been a long-standing confusion regarding interest on FCRA funds. Some people
think that it is not to be treated as FC fund. Others think that it should be treated as FCRA fund.

From a legal point of view, the first view appears to be correct. However, if one takes the
accounting logic of FCRA into account, then the second conclusion becomes inescapable
(interest on FCRA funds needs to be credited in FCRA Receipts & Payments Account).

To resolve this confusion, the Ministry had modified the form FC-3 in July 2001. The modified
form required that interest on FCRA should be reported in FC-3.

However, die-hard adherents of the first continue to argue that the position is not clear. Now the
MHA has come out with an office memorandum on this.

Accordingly , A...interest earned from deposits
treated as FC under the Act. Non-deposit of these types of FC in the designated bank account
of an organisation constitutes violation of

[References:
MHA Office Memorandum No. 11/21022/23(17)/2006-FCRA |, dated 27.2.06
We acknowl edge Vani 6s help in briniggdng this memorandum

Also see AccountAble 20, 22 and 72 at www.AccountAid.net]

200: Crediting Rupee funds to FCRA Bank Account
(29-March-06)

Many NGOs and charities face difficulties in crediting rupee funds to their bank accounts. This
is because some banks think that foreign funds can come only in foreign currency. However,
this is not always correct. For example, if you receive a donation in Indian rupees from a foreign
visitor, it remains FCRA. Same applies to redeposit of funds withdrawn from the bank account,
or those transferred by another NGO out of their FCRA account.

The MHA has now requested the RBI to clarify this matter to all the banks, so that NGOs do not
feel harassed on this account.

[References:

MHA Office Memorandum No. 11/21022/23(17)/2006-FCRA |, dated 27.2.06
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We acknowledge Vani déds help in briniggdhg this memorandum

201: Charities exempted from PF
(29-March-06)

NGOs and other charities have been exempted from EPF Act for a period of five years (1-April-
05 to 31-Mar-2010). This will apply only if the NGO or charity has been notified as such under
the Income Tax Act, 1961.

However, the exemption is not available to any NGO or charity, which runs a college, school,
hospital, nursing home, clinic etc. against charging of fees from students or patients.

[References:
Gazette of India - July 2, 2005. Government S.0. 2368 dated 7-Jun-05; F. No. S-35014/3/02-SS-II
AccountAble 32 and 110 at www.AccountAid.net

We thank Ruchika Social Service Organisation, Bhuwaneswar for bringing this circular to our attention. - Ed.]

202: US Government and Religious Charity
(30-March-06)

With the coming of the Bush administration, US Government has increasingly supported faith-
based charities. A recent White House report has disclosed that the amount given to religious
charities by the US Government last year came to nearly $2.15 billions (approximately 96.75
arab Rupees).

The US public has always been supportive of faith-based charities. According to Indian
University's Centre on Philanthropy Panel study, nearly 62% of all giving in USA is to faith-
based charities. However, the Bush Government initiative has drawn some flak as the USA is
consitutionally secular - i.e. committed to keeping religion separate from Government.

The Bush years have also seen 11 government agencies setting up relgious offices to help
coordinate the provision of social services by faith-based organisations.

Will this move make the faith-based organisations better governed? Or will it make the US
Government more faithful?

Only time will tell.
[References:
The Hindu, 12-March-06, Madurai. P.13

‘The Business of Giving', The Economist, Feb 25th-March 3rd, 2006]

203: RBI on Account Payee Cheques
(31-March-06)

Most people think that an account payee cheque can not be credited to another person's
account. In reality, it happens all the time, under the guise of 'prudent market practice'. This
problem has assumed the proportion of an epidemic with the rush of IPOs.

The RBI has now come out with a circular under the Banking Regulat Act, 1949. Accordingly,
banks have been prohibited from crediting the payment to a third party's account. If the
customer insists on this, then the bank should tell them to get 'account payee' crossing
cancelled by the person who issued the cheque.

[References:
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UPD.BPD.CIR.No. 30/14.01.062/2005-06, dated 30-Jan-06 - 'Collection of Account Payee Cheques - Prohibtion on
crediting proceeds to third party account'

Also see AccountAble 12 and 66 at www.AccountAid.net]

204: Pseudonymous Donations
(12-April-06)
The Finance Ministry has recently proposed introducing a tax on anonymous donations.

Also covered are pseudonymous donations. What does that mean? A person comes and gives
you Rs.1,000. He gives you his name and address. Later the same turns out to be fictitious.
This could be treated as a pseudonymous donation.

So what is the solution? Should NGOs ask the donor for a voter card? Or carry out address
verification before accepting the donation?

Probably not. However, they will be required to maintain a record showing the name and
address of the donor. Also for their own protection, they may prefer to receive donations
through account payee cheques.

[References:
FM6s budget siparaldh (2006)
Proposed section 115BBC. Finance Bill, 2006; India

AccountAid Capsule 196]

205: Charitable Institutions and misuse of Income Tax Act
(12-April-06)

I n this yeards budget speech, our | earned Fi

6The Standing Committee on Finance has
institutions misuse the provisions of the Income Tax Act. | propose to focus on one
misuse... Para(168)

What does the Honourable Minister have in mind? Is the tax on anonymous donations just the
beginning of a long taxation winter for NGOs? Or will it help protect them from pseudo-
charities?

Only future budgets will tell.
[References:

UPD.BPD.CIR.No. 30/14.01.062/2005-06, dated 30-Jan-06 - 'Collection of Account Payee Cheques - Prohibtion on
crediting proceeds to third party account'

Also see AccountAble 12 and 66 at www.AccountAid.net]

206: Zakat Collections
(6-June06)

According to the Saudi Director General of Zakat and Income Tax, total zakat collections have
risen to $ 960 million (43.20 arab rupees). This is an increase of 20% over the last year.

Zakat is an annual Islamic tax, much like the Christian tithe, levied at 2.5% of assessable
wealth on an annual basis. In most countries, both tithe and zakat are voluntary. However, in
some countries these are enforced through or managed by the Government.

In Saudi Arabia it is levied both on individuals as also on companies.
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[References:
6Saudi Arabi a: Coedur-086 dttpewwwalbakaba.comp 0 , 1

AccountAble 113: Accountability and Zakat, www.AccountAid.net]

207: Accountability Charter for NGOs
(6-June06)

A group of international charities are launching an Accountability Charter for NGOs today in
London. The charter is the result of work done by five international NGOs: Oxfam, Amnesty,
Save the Children, Greenpeace and Care.

This is reportedly in response to increasing off-the-record criticism of NGO accountability.

The details of the initiative are not yet known. It is likely to be a code of conduct, with a
commitment by signatories to make themselves more accountable to the stakeholders.

[References:

"NGO Accountability i a charter for success", Ethical Corporation Magazine - London,UK, http://www.ethicalcorp.com/]

208: NGOs in Kenya
(7-June06)

The NGO Coordination Board, Kenya has warned 'briefcase' NGOs in Kenya that they will be
identified and closed down shortly. The Executive Director has requested donors to be more
careful in choosing and funding the right kind of NGOs.

Currently, there are over 4,000 NGOs in Kenya, employing . more than 20,000 people.
[References:

'‘Board warns Bogus NGOs', African News Dimension, Johannesburg. http://www.andnetwork.com/

'‘Briefcase NGOs' is a local colloquial term for NGOs which exist only in a briefcase. i Ed.]

209: Regulation for Micro-Credit NGOs in Bangladesh
(8-June06)

A draft Bill called 'Micro Credit Regulatory Authority Act, 2006' has been placed in the
Bangladesh Parliament. The Bill proposes a micro-credit regulatory authority. The law will cover
all micro-credit programs, whether run by NGOs or by the Government.

The new law is expected to ensure accountability of micro-credit institutions. They will have to
get approval of the MCRA afresh. They will not be allowed to get into any activities,
transactions or services that run against the 'purpose and spirit of the act'.

Each institution will be required to have a minimum reserve fund as specified by the law. They
will not be able to use the reserve fund without approval. No institution will also be able to
distribute the profit without the permission of the MCRA Board, an authority being constituted
under the law.

Violators can be punished with upto one year in prison, as also a fine of upto 5 lakh Taka.
[References:

'Bill to clip NGO wings placed' The Daily Star, Dhaka, Bangladesh. 8th June 2006;
http://www.thedailystar.net/2006/06/08/d6@811812.htnj
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