Minutes of Consultation on Pre-Budget Memorandum and

Simplification of Tax Laws for the Voluntary Sector.

Place: Committee Room I, India International Centre
Date: 6" January 2007
Time: 10:00 a.m. to 2:00 p.m.

1. Background

Voluntary Sector in India has been instrumental in the implementation of various
social development projects. It focuses on filling the void that is created due to

withdrawal of the State from welfare measures.

Voluntary Sector is presently governed by various legal statutes right from

registration to compliance of various requirements.

However, the various amendments stringent in nature carried from time to time by the

Government reduce the space of the Voluntary Sector.

Voluntary Action Network India (VANI), a network organisation with a strong base
of 2200 voluntary organisations in India is involved in lobbying and advocacy to

voice the concern of the Sector.

Financial Management Service Foundation (FMSF) is a resource organisation that

works closely with VANI in the above cause.

VANI & FMSF together organised the Consultation on the Pre-Budget Memorandum

to discuss and highlight those issues to be considered during the working of the

forthcoming Fiscal Budget for the year 2007 by the Union Government.




About 27 representatives participated in the Consultation. The list of participants is
attached herewith.

Mr. Pooran Chandra Pandey, CEO, VANI & Mr. Sanjay Patra, Executive Director,
FMSF welcomed everybody present in the meeting which was followed by brief
round of introduction of the participants.

Mr. Pandey initiated the proceedings by giving brief overview of the various
developments relating to the VVoluntary Sector and aspects of the Union Budget which
is having or likely to have intended /unintended impact on the external and the

internal environment of the Voluntary Sector.

Mr. Patra also presented his view on the subject and reiterated the importance of
ensuring an enabling environment for the Voluntary Sector through fiscal regulations
as well as the consistency in the application of laws to enhance the service delivery
capacity of the voluntary sector. This included updation on the latest FCRA Bill
passed by the Rajya Sabha and its current status, recalling of the proposals Kelkar
Committee Report by the government, information about ICAI’s initiative in

developing Accounting Standards for Voluntary Sector, formulation of National

Policy for the Voluntary Sector by the Planning Commission etc.

He also invited participants to share their view points and suggestions.

Mr. Patra suggested the participants to put forward their thoughts on the following

aspects in order to guide the discussion:

What exactly the government wants from the sector?

What are the expectations of sector from the government?

Whether it is advisable to have some kind of Self regulatory mechanism or
Self Regulatory Organisation for the voluntary sector as a whole to uphold
the best practices?




» Why or what step should be taken to achieve consistency in the
application of tax laws?

2. Pre-budget Memorandum( 2007)

The discussion started with reviewing the existing legal scenario affecting the NGOs
and the problem associated with the inconsistency in the application of laws affecting
the NGOs. Member participants presented their view and shared their experiences
about the incongruity of tax laws in its application, and the operational difficulties
being faced by them or their clients in complying with the tax laws. Members also
expressed their anguish against the bureaucracy for their suspicious approach towards
the Voluntary Sector as a whole without having any substantial basis for it. The
tendency of bureaucracy in generalising their assumptions on the basis of their

experience of few fraudulent practices of NGOs was also highly condemned.

It was also observed during the discussion that many Indian NGOs have grown their
area geographically and have activities ranging all over South Asia. However, tax

laws have not kept pace with the growth in activities and geographical reach.

In the meeting it was observed that the issues affecting the NGOs in the tax law
environment were of such diversity that it is advisable to restrict the discussion to
only those aspects that concerns the forthcoming budget and make recommendations

to the government for the same.

The following topics came for discussion and recommendation. These topics were

discussed in accordance of with their consensus on the importance of topic.

» Anonymous Donations
> Registration under section 12A
» Section 80G

» Definition of “Charitable Purpose” under Income Tax Act, 1961




> Tax Administration
> New FCRA Bill, 2006

On the basis of discussion on the above topic following suggestions were made by the

participants present.

1. Anonymous donation

As it is not possible to wish away the taxation of anonymous donation, it was felt that
the right approach would be to ask for rules that will govern this provision which are
still not framed, should be framed in such a manner that it is benign in application as
well as interpretation. The group suggested to have such mechanisms that will ensure

transparency in such dealing with such donations such as :

all cash donations should be deposited with the organisation’s bank account; and

also all anonymous donations even it is received by cheques should be deposited
with the bank.

Registration under Section 12A & under Section 80G

As it is observed that large number of NGOs have not obtained registration under section
12A, fearing retrospective effect of the law. It is suggested that a scheme should be
devised to grant a one-time amnesty with retrospective effect of registration. It will not
only ensure compliance of the law but also help raise revenue and better tax

administration such as TDS.

Also obtaining renewal of the time bound registration under Section 80 G becomes a

complicated procedure for many organisations.

Hence it was decided to propose a one time registration across the board which will
enable registration under 12A, 80G, PAN, TAN etc.




Till then, to emphasise for consistency to the Act is to be maintained by implementing
departments while enforcing the same. As per the Act, Section 80 G registration can be
granted upto a maximum of 5 year period. However, in practice the Income Tax

Department grants for a period of 3 years.

3. Definition of Charitable purposes as per Income Tax law.

Charitable purpose as defined by the Income Tax Act has become outdated. Although, it
takes into account the philanthropic aspect of the charity, it still fails to recognise the
developmental and service delivery aspect of the charity. The concept of “Charity” has
undergone massive change from the late sixties onwards. Hence, it is suggested that
definition of *“charitable purpose” should be reviewed accordingly to include /

incorporate latest concepts and practices in “Voluntarism.”

4. Tax Administration

It was commented by the participants that if the government is expecting transparency
and compliance from the NGO sector then the expectations should be reciprocal. Not
only the Voluntary Sector but also the government should do its part in improving the
compliance and transparency by providing an enabling environment. For example, setting
time limits in granting registration under section 10(23)C, 12A and strict adherence to
those time limits. Establishing a specific department to deal VVoluntary Sector, could be
one step in this aspect.

Open House Discussion & Conclusion

Open House discussion was held where participants expressed their view as to the steps

to be taken for presenting demands the government.

A Core Group was formed with the following members:




Core Group Members:

Mr. S. V. Satyamurti
Mr. Joselyn Martins
Mr. Rangan Dutta
Mr. Anup Khosla

. Sudhir Varma

. Arun Bhatia

Action Points:
. to share the report of this meeting by 09.01.2007.
. to receive the feed-back from the participants latest by 11.01.2007
. the Core Group to meet on 12.01.2007 to finalise the Memorandum and send the

same to the Finance Minister.

The meeting was closed with a vote of thanks by Mr. Patra & Mr. Pandey which was

followed by lunch.

Recorded by

S. P. Selvi & Sameer Thapa
Financial Management Service Foundation
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