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Taxation of Voluntary Contribution to Charitable and
Religious Trusts or Institutions: Implications of Sec. 115BBC

The Finance Act, 2006 inserted section 
115BBC, to check loss of revenue, on account 
of anonymous donations to charitable 

institutions.  This is followed by some amendments 
to section 2(24), section 10(23C) and section 13. 
Legislative intention and the impact of this move 
can be studied by analysing the provisions of the 
new section 115BBC.

An Analysis of the New Section 115BBC
Income comprising anonymous donation 

received by an assessee on behalf of the following 
fund, institution, or trust shall be included in the 
total income of such assessee and taxed at the 
rate of 30%. Please refer to Table A.

It is discernible that this section does not bring 
within its fold the following Trusts, Institutions or 
Associations:
1) Scientific Research Association referred in 

section 10(21)
2) University, not for profit, financed by 

Government referred to in section 10 (23C)(iii 
ab)

3) Hospital, not for profit, financed by 
Government, referred to in section 10 (23C) 
(iii ac)

Sub section (2) stipulates that the section shall 
not apply to anonymous donations received by

a) Trusts or Institutions created or estab-
lished wholly for religious purposes.

b) Trusts or Institutions created or estab-
lished wholly for religious and charitable 
purposes. However, where anonymous 
donation is made with a direction that 
it is meant for any university or other 
educational institution or any hospital 
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or other medical institution run by the 
trust or institution, the amount thereof 
becomes taxable and in the hands of 
the trust or institution.

The  other amendments/insertions/provisions 
of relevance in this context may be reviewed as 
given below:
1) Anonymous donation: 115BBC (3)

It means any voluntary contribution where 
the person receiving such contribution does not 
maintain a record of the identity, indicating the 
name and address of the person making such 
contribution and such other particulars as may be 
prescribed.
2) Voluntary contribution: 2(24) (iia)

In this context the definition of income would 
include voluntary contribution received by the 
following institutions:

a. University or other educational institu-
tion (10(23C) (iiiad) and hospital or oth-
er institution (10(23C) (iii ae) whose ag-
gregate annual receipt do not exceed 
Rs. 1 crore.

b. University or other educational institu-
tion (10(23C) (vi) and hospital or other 
institution (10(23C) (via) approved by 
Chief Commissioner/Director General 
of Income Tax. This is included by Fi-
nance Act, 2006 with retrospective 
effect from 1 April 1999.

c. Fund or institution notified by the Central 
Government having regard to its objects 
and its importance throughout India or 
any State(s) – Section 10(23C) (iv).

d. Trust or institution notified by the Cen-
tral Government having regard to the 
manner in which the affairs are admin-
istered to ensure application of income 
for the objects – Section 10(23C)(v).

e. Scientific association referred to in sec-
tion 10(21).
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Table - A

S.
 No

Nature of the 
organisation

Distinguishing features Purpose of the 
organisation

Referred to under 
section

1 University & other 
Educational Institution

The aggregate annual receipts do not exceed 
Rs. 1 crore

Educational 
purpose & not for 
profit

10{23C} (iii ad)

2 University & Other 
Educational Institution

Which may be approved by the Chief 
Commissioner/Director General of Income Tax, 
other than those-
(i) substantially financed by Government &
(ii) those with a ceiling on their annual receipts 
of Rs. 1 crore.

Philanthropic 
purposes & not for 
profit

10{23} (vi) (to apply for 
grant/continuance of 
exemption in For 56D)

3 Hospital or other 
Institution

The aggregate annual receipts do not exceed 
Rs. 1 crore.

Philanthropic 
purposes & not for 
profit

10{23C}(iii ae)

4 Hospital or other 
institution

Which may be approved by the Chief 
Commissioner/Director General of Income Tax, 
other than those-
(a) substantially financed by Government &
(b) those with a ceiling of their annual receipts 
at Rs. 1 crore

Philanthropic 
purposes & not for 
profit

10 {23C} (via) (to apply 
for grant/continuance 
of exemption in for 56D)

5 Fund or Institution Notified by the Central Government having 
regard to its objects and its importance 
throughout India or any State(s)

Established for 
charitable purposes

10{23C} (iv) (to apply for 
grant/continuance of 
exemption in Form 56 

6 Trust (including any 
other legal obligation) 
or Institution

Notified by the Central Government having 
regard to the manner in which the affairs are 
administered to ensure application of income 
for the objects thereof.

Established wholly 
for public religious 
purposes and 
charitable purposes

10{23C) (v) 
(To apply for grant/
continuance of 
exemption in Form 56

7 Trust or Institution 
referred to in section 11

Those whose exemption of income not covered 
under section 10 dealing with income which do 
not form part of total income and have to apply 
for Registration under section 12A.

Charitable or 
religious purposes

Sections 11 & 12 
(Registration procedure 
to be followed under 
section 12A & 12AA)

f. Trusts created wholly or partly for chari-
table or religious purposes covered un-
der section 11.

3) Thirteenth Proviso added to section 10(23C) 
lays down that anonymous donation on 
which tax is payable shall be included in the 
total income of the trust or institution.

4) Sub section (7) as inserted in section 13 
provides that the provisions of sections 11 and 
12 would not apply to anonymous donations 
liable to tax under section `115BBC.

The impact of the new provision
Anonymous donations though serving “social 

good/cause” could not have been subjected to tax 
either in the hands of the donor or the receiver. 
The section 115BBC seeks to correct this anomaly 
and the Government garners its share in such 
donations.

Even the application of such donations for the 
purposes of the trust or institution does not confer 
exemption from tax and the amount available for 
spending on the objectives will be reduced by the 
amount of tax payable by the recipient.

The provisions in section 11 and 12 are 
overridden by the new section. It can be reasonably 
and logically concluded that the condition of 
applying 85% of the income for the  objects of 
trust or institution will be of no avail so far as 
anonymous donations are concerned. And there 
can be no bar on the amount set aside for future 
application. However, the trust or institution may 
have to keep the income accumulation invested in 
the manner and modes specified in section 11(5), 
in order to continue availing exemption in respect 
of its other income.

This provision targets Educational and Medical 
Institutions (established though not with a view to 
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making profits), receiving voluntary contributions 
and not maintaining a record of the identity of the 
donor indicating his name and address and other 
particulars as may be prescribed.

For approved Educational and Medical 
Institutions, voluntary contribution would 
constitute income and will have retrospective 
effect from Assessment Year 1999-2000 (see 
section 10(23C) (vi) & (via). Following this the 
conditions regarding application of 85% of the 
income for purposes of the trust or institution 
should be complied with for getting exemption. 
This retrospective amendment directly applies to 
pending assessment and may result in reopening/
rectifying completed cases, with the attendant 
consequences like interest.

Voluntary contribution received by any 
university/educational institution or hospital/
medical institution referred to, respectively under 
section 10(23C) (iiiad) & (iiiae), constitute income 
in their hands, from the Assessment year 2006-07.

Application for approval for exemption of 
income under section 10(23C)

a) Where the one crore limit is exceeded
University or educational Institution or Hospital 

or other Medical Institution
Where the aggregate annual receipts of 

Rs. one crore limit is exceeded, approval of the Chief 
Commissioner/Director General of Income Tax is 
required, by applying in Form No.56D, with the 
particulars and documents called for therein (vide 
Rule 2CA). The approval lasts for three years.  Fresh 
application is required thereafter for continuance 
of exemption.  The conditions as to application of 
income accumulation and investment of income 
in the modes specified continue to apply {10(23) 
(vi) & (via)

b) Fund or Institution established for char-
itable purpose and notified by Central 
Government: Application in Form No. 
56 may be made to Director-General 
(Income tax exemptions) as per Rule 
2C by the Fund or Institution notified 
by the Central Government having re-
gard to its objects and its importance 

throughout India or any State(s) – sec-
tion 10(23C) (iv).

c) Trust or Institution wholly for religious 
purpose or wholly for religious and 
charitable purpose and notified by 
Central Government: Application can 
be made in Form 56 to Director General 
(Income tax exemptions) as per Rule 2C 
by the Trust (including Legal Obliga-
tion) or institution established wholly 
for public religious and charitable pur-
poses and notified by the Central Gov-
ernment for claiming exemption under 
section 10(23) (v)).

Time limit for application: As per the twelfth 
proviso inserted to section 10(23C), with effect 
from 1-6-2006, the application for the grant 
of exemption or continuation thereof, shall 
be made at any time during the financial year 
immediately preceding the assessment year from 
which exemption is sought. Stated differently, the 
application shall be made in the previous year 
relevant to the assessment year from which the 
exemption is sought.

An Institution might have been established in 
the PY 2005-06 and has not applied for exemption. 
It is advised that it should take immediate action 
for getting approval for claiming exemption for 
the AY 2006-07, as the new proviso comes into 
effect from 1-6-2006.

Because of delay from the department side 
and the new proviso being effective from 1-6-
2006, there maybe some transitional problems for 
which the CBDT may be approached for a general 
or special order to admit an application for any 
exemption.

Conclusion
A total review of this section along with the 

related provisions of the Act, suggest that tax 
evasion is sought to be curbed to a limited extent, 
when funds are released by way of anonymous 
donations to Trusts & Institutions set up for the 
cause of Education and Health. In some quarters 
the introduction of Section 115BBC in the Income 
Tax Law is viewed as a permanent amnesty scheme 
enshrined in the Statute. r


