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I, the Chairman of the Public Accounts Committee, as anthorised 
by the Committee, do present on their behalf this Hundred and 
Twenty-First Report (Fourth Lok Sabha) on Charitable and Reli- 
gious Trusts. 

2. The question of tax avoidance through formation of charitable 
and religious trusts was considered by the Committee at their 
sittings* held on 19-12-1969 (AN) and 5-1-1970 (AN). The Commit- 
tee considered and fhalised this Report at their sitting held on the 
29th April, 1970 (AN). Minutes of this sitting from Part TI** of the 
Report. 

3. A statement showing the summary of the main cmclusionsl 
recommendations of the Committee is appended to the Report 
(Appendix). For facility of reference these have been printed in 
thick type in the body of the Report. 

4. The Committee place on record their appreciation of the 
assistance rendered to them in the examination of the matter by the 
Comptroller and Auditor General of India. 

5. The Committee would also like to express their thanks to the 
ofecers of the Ministry of F'inance for the cooperation extended by 
them in giving information to the Committee. 

ATAL BIHARI VAJPAYEE, 
Chairman, 

Public Aacounb Committee. 
April 29. 1970 
Vaisakha 9, 1892 (S). 

.*Nor pnrital (One cfckut).X.d COPY) hid on the Tubk d the HOUt md fiVe wkr 
pka-rl in PP1lpmmt Lfbrary). 



1.1. During the course of ev- , &.%(a) af Audit 
Report (Civil) on Revenue Receipts, la, the g&mittee raiaed the 
QwWun of e~~mpt ione  enjoyed by chartfnble truJte Uuder the 
bcomc~tax Lnw. The present Report attempts an analysis of 
some of the issues arising out of this question ia the light of in- 
formation that has been made anrailable to the Coxxdttee, 
1.2 Religiwe and charitable trusts are a rn- of the 

instincts of piety and benevolence of the human race. Almoet all 
countries very rightly recognise the need to enc~lra~pe such p h i b  
thmpy. This recognition has led to properties applied for religious 
and dmritable purposes being excluded fram the rule against per- 
peNty and an exempWm from Income-tax liability being given to 
such properties. In India, the concession under the Income-tar 
law has been a regular feature right from 1886. Under the present 
Act, any income derived from property including a business under- 
taking held under trust wholly for charitable or religioue purposes 
is exempt from Income-tax and Super-tax, aubject to certain res- 
trictive stipulations. Any voluntary contributions received by such 
Trusts and institutions are also exempt from tax, subject to certain 
conditions. Such a donation given to an institution or fund estab- 
lished in India for a charitable purpose qualiflea for relief from 
Inoome-tax under the proddons of Section 80G. Likewise, any 
donation for a charitable purpose by a company in which the public 
are nut mbstantially interested which will earn reIfef under Sec- 
tion 86G fs allowed to be deducted from its profits for flnding out 
whether f i e  provisions of Section 104 are applicable or not (uide 
section 109). 

(ii) Tnrsb aa cr means ef tax avoidance 
1.3. WhiktFusts fulfU a laudabls social objective, tl&$ htrc dm 

been used as a d m  to m6ib tax. TMa bes betin 8 tmhmd 
pheoom~non, In US, the Royal COIZUPisSfsn on Taxatio~s of Profits 
and Income called attention to thts pmbltrm in a repost subanitkrl 
in 1055. They made the fo1Eowing observations: 





-m* SC1 ~ Q ~ Q Y  tax. In 
cam, wbq4 en b- wwOejt a tnut for 

StQPnthClM"hrn4aad mb*vtrdtbLitopaptodo118 k m m ~ t b w e f m m w a ~ t o b e  
inwakd in the s h a m  oi a o o z a ~ q y  tb;rou%k whioh the 
Bonqr controlled 0 t h ~  compa4eo in which be was inter- 
-tad, ft wslaherldby theC&tbatthsincosueoithetrust 
still enjoyed exemption from tax under W o n  4(3)(i), 
because the income of the trust property was ultimately 
set ~pnrt for charitable prrpoees. In this way the objecb 
d a trust as also the object of granting exemgtian under 
Section 4 0 )  (i) of the Income-tax Act, are being defeat  
ed!' 

"Another wide loophole rests in the interpretation of the word 
'propctrty', whereunder a trust could carry on bugin- 
which had nothing to do with the primary object of the 
trust itself and still get exemption in respect of the income 
from this business. Courts have held that business can 
also be 'proprty' held under trust. Certain amendments 
in Section 4(3) (i) of the Income-tax Act were made 
through the Indian Income-tax (Amendment) Act, 1953 to 
t q  to e m m  that income of a 'charitable' business got 
exemption only if the business was carried on on behalf 
of a reliqious and charitable institution and was cam& 
on in the course of implementing a primary purpose of 
the institution or the work of the business was mainly 
done by the beneficiaries of the Institution. This was done 
by adding provisr, (b) to Section 4(3) (i) of the Indian 
Incoma-tax Act. That proviso says that the income deriv- 
ed from property held under trust for r e w o w  or charit- 
able purposes shall not be exempt and shall consequently 
be included in the total bcome.n 

"Courts have, h o m e r ,  taken the view that the above two 
conditions (tn the proviso) for getting exemption apply 
only wbere business is carried on on behalf of a religious 
or charitable fnstitution and not where the business itself 
is held upon trust, and that as such the f n c m  of such a 
business would still be entitled to exemption under the 
aubau\tive part of Section 4($)(i) despite non-fulfUment 
of the conditions set out in the 

" S o w  raceat judicial. decisions have also held that if the prl- 
objmt of a trust was of a chuitabla nature, the fact 

that *re: waa a proviaion in the tnrprt deed that in carrg- 
ing out hust tbs needs of the seletiaas and I- 
m m b m  d the donor would be @- prior&, would not 
rsNX1iafhttrurrtbsiagdeaiedthrreXlslm;ptlmru3dmSac- 
ttanfI@)(i) oE tba Auk. Thur, a tnut -tsd 



by a person for the purpose of giving ,ducation, medical 
aid and monetary help for various other purposes, to  t h e  
poor, may still enjoy exemption under Section 4(3) (i) of 
the Income-tax Act even if, by virtue of a clause in the 
trust deed, the trustees are asked to give preference to the 
poor relations of the donor and even if in so doing the 
entire income of the trust is spent only on the relations of 
the donor." 

1.9. To plug the above loopholes, the Direct Taxes Administration 
Enquiry Committee made the following suggestions for the amend- 
ment of the law: 

"(a) The accounts of all charitable institutions with the excep- 
tion of those audited under the requirement of any other 
law or regulation, having an income of Rs. 5,000 or over, 
must be compulsorily audited and a certificate from the 
auditor in a form to be prescribed should be furnished to 
the assessment officer in support of its claim for exemp 
tion from tax. 

(b) A charitable trust carrying on a business which is not in 
the course of carrying out the primary object of the trust 
itself should not be entitled to the exemption under Sec- 
tion 4(3)(i) of the Income-tax Act and this should be 
made clear in the substantive part of the Section itself. 

(c) Where a trust deed contains a clause that the funds of the 
trust should also be utilised for the relations and family 
members of the donors or that in carrying out the charit- 
able objects of the trust priority should be given to such 
relations or members, exemption should not be available 
under Section 4(3) (i) of the Income-tax Act, or under 
Section 5 ( l )  (i) of the Wealth-tax Act. 

(d) If any charitable trust had invested, at  any time during 
the previous year, in the shares or capital of an industrial 
or commercial undertaking, in which the donor was him- 
self substantially interested, an amount more than five per 
cent of the paid-up capital of that undertaking, then the 
dividends or share income from such investments should 
not be eligible for exemption and should be taxed in the 
hands of the trustees. 

(e) As regards the other incomes of the trust, they will be 
exempt if the conditions under Section 4(3) (i) of the In- 
come-tax Act are f~~lfilled, but if more than 25 per cent of 
such income of a trust is set apart for being spent subse- 
quently for charitable purposes, the amount set apart in 
excess of 25 per cent should be taxed in the year in which 
it is so set apart. The Central Board of =venue should, 



however, be empowered to increase this percentage in fit 
cases. 
If on enquirieti into the use to which the properties be- 
longing to a charitable trust were being put, the assess- 
ing officer found that they were being utilised (i) by the 
donor or his nominees.or any of his family members or, 
(ii) by a trustee or his nominee or his family, the proper- 
ties should not be allowed the exemption admissible under 
Section 5(l) (i) of the Wealth-tax Ad,  unless in the case 
of (ii) above, the occupatim of the property by the trustee 
was necessary for carrying out the objects of the trust. 
The assessing officer should also ensure that gift-tax is re- 
covered in respect of the properties enjoyed by such p e ~ -  
sons.". 

1.10. The law relating to exemptions of incomes of charitable 
trusts was amended in the light of the Direct Taxes Administration 
Enquiry Committee. The major changes brought about by the 1961 
Act were as follows: 

(i) Under the 1922 Act, charitable and religious trusts en- 
joyed exemption without any restriction upon accumula- 
tion of income. The new Act provided that any income 
accumulated in excess of 25 per cent or Rs. 10,000 
whichever is greater, would be taxable under Section 
11 (1) (a) unless the following special conditions re- 
garding accumulation set out in Section ll(2) were ful- 
filled: 

(a) The person in receipt of the income has, by notice in 
writing given to the Income-tax Officer, specified the 
purpose for which the income is being accumulated or 
set apart and the period for which the income is to ac- 
cumulate or set apart. But in no case, the period is to 
exceed ten years. 

(b) The accumulated income is invested ;n any Central 
Government security or any other security approved by 
the Central Government in this behalf. 

If the accumulated income is not applied to the purposes for 
which it was accumulated within one year of the expiry 
of the 10 year period, the exemption would be forfeited 
and the accumulated income would be chargeable to tax. 

(ii) Any charitable trust which is created on or after the 1st 
April, 1962 would not be entitled to exemption if (a) the 
trust property is held in part only for charitable pur- 
poses, or (b) the trust is for the benefit of any particular 
religious cornmunitg or caste, or (c) & ~ g  part of the 

income enures directly or indirectly for the benefit of 



W? m?Mlbr or lIfs rebtiolrlsf. A religiolihl trud which is 
created on or aiter the 1st April, 1962 would likewise be  
not entitled to exeraaption. The lQZ2 Act did not with- 
hold exemption to any trust on any of these th ree  
grounds. 

'(ii) Under the 1922 Act as m e n d e l ,  if a business was car- 
ried on on behalf of a charitable or religious institution,. 
its profits were exempt from tax only if certain special 
conditions were fulfilled These were; the business was 
carried on in the course of the actual carrying out of a. 
primary purpose of the institution or the business was 
mainly carried on by beneficiaries of the institution. 
Under the new Act, the income of a business undertak- 
ing held under a charitable or religious trust qualifies 

for the same exemption as income from any other spec- 
ies of property, subject only to the condition that if M e  
income of the business computed in accordance with the 
provisions of Act relating to assessment is in excess of 
the income shown in the accounts of the business, such 
excess is deemed to be applied to non-charitable pur- 
poses and is chargeable to tax accordingly. 

(iv) Under the 1922 Act any object of "general public utility" 
was regarded as a charitable purpose whereas the new 
Act has inserted a qualification-the object should not 
involve "the carrying on of any activity for profit." 

(iv) Donations for charitable purposes 

1.11. Section 8Q-G of the Indian Income-tax Act, 196'1, also pro- 
vides for donations for "charitable purposes" being deducted as spe- 
cified from an assessee's income. The 1922 Act gave exemption from 
tax to donations to anv institution or fund established in I&a for 
a charitable purpose and approved by the Government of India. 
%e lists of such institutions approved bv Government were publish- 
ed by Government from time to time. With effect from the assess- 
ment year 1953-54; Section 15B of the 1922 Act was amended dis- 
pensing with need f w  Government's approval of the institution or 
hand. &lief, t h e f o r e ,  became admissible in respwt d donations 
b stny no~lt~emmaad charitable fund or in&itutiow established in 
M i a ,  pprvidsol &t fulfilled some specified wnditioas. Upto the assess- 
ment year 1967-68, the relief was in the form of rebates at  the ave- 
rage rate 01 t a t  (hkhrdfng S a w - t a x  for certaIri categoti& of a 5  
raeasee$) from the tax payable on tge don6r'S total iricome. From the 
asgrss&~?~~t year 19;6&bg, the donatibns to charifable h n d s  and insti- 
tathh~, ma& w5&&1 dpecifiec? WniCs, are todsrlljt e ~ c h d e d  from the 
Wal hcof& uf the drUno*. [e SWt!icin H5B of Me Income-tax 
Act, 1m an& Sktio~ig 88 a d  80G of the Inm#le-t& A&, 19611. 



qio) salai#&i ' @ f a d  tomi rYLlPfwl% ladmwd'. 
1.12: In *cSi$n 3.419 of khe Zncome-trur A&, *, the !BqXcssion 

"&i'&ble ~ucplsee" has been m e d  as fdows:  
"Chafialti1t pmpode" includw refhf of %)le poor, aducaticnz, 

rnoCtit%I renidf and the advancement "oY any other object of 
$cnlPral pdblic utility not involving the ca-g on of any 
attfitity for profit." 

1.13. It would be observed that charitable purposes have been 
grouped under four headings: (a) Relief of the poor, 0) Educatida, 
(c) Medical Relief, (d) Any other objwt of general public utility not 
involving the carrying on of any actiblty for profit. Commentiig on 
the connotation of the last group, a leading comentary* on the 
subject states- 

" 'Any other object of general public utA)ty' are very wide 
words. Their exact scope has not yet been and perhaps 
cannot be defined . . . . The definition seems to incIuae 
all objects of general public utility in the category of cha- 
ritable purposes except those 'involving the carry* on 
of any activity for profit . . . . . . 

1.14. The Supreme Court's decision In C.I.T. us. Andhra Chamber 
oY Commerce is the leading authority on the concept and construc- 
tfon of 'any other object of general public utility'. In that i t  was 
held that a Chamber of Commerce which is lncorpotrrted as a com- 
pany under Section 25 of the Companies Act, 1956, ~ " h o u t  a prc& 
motive, with the object of promoting trade, commerce and industry 
is established for charitable purpose. Like such a company, incor- 
porated without a profit motie, with the object of running and main- 
taining a stock exchangee* or promoting home industries, arts and 
crafts? or a society whose object is the general improvement and 
promotion of agriculturett or to effect economic amelioration by im- 
parting technical education, setting up model industries and redac- 
ing unemployment@ is established for charitable purposes . . . . . . ** 

1.15. The Committee desired to know the total number of chasi- 
table trusts and endowments in India which enjoyed basic exemp- 
tion and the total tax involved in such exemptions. In a written 
reply, the Ministry have stated: 

"After the amendment of Section 15B ~f the Income-tax Act, 
1922 wit$ effect from 1st April, 1953 the Central Govern- 
ma& is not required to approve an inetitution ar fund lset - -..------ 

am Income Tax"-Kanmand hlltiwsla 
(St%?xm BBlthSd66# to?. 

**H~darshod Stock Exchrme Ltd. V.C.J.T. 
(1967) 66 I T R 195. 

Industries Asmodation 106 48 I T R  181. 
* ~ O S " r ~ r s o ,  r ; ~ v . L - - .  



up for charitable purposes. Thereafter, She Cummissioners 
of Income-tax have been approving trusts and other chad- 
table institutions for the purposes af the grant of exernp- 
tion u/s 4(3) (i) of the Income-tax Act, 1922 and Sectlm 
11 of the Income-tax Act, 1961. As such, the information 
is not available with the Ministry. The Commissioners of 
Income-tax will be able to furnish the total number of 
charitable endowments and trusts enjoying basic exemp- 
tion in their charges, but it may be quite impossible for 
them to indicate the amount of tax involved in such ex- 
emptions." 

1.16. During evidence, the Committee enquired whether there was 
any system of registering charitable trusts. The representative of 
the Board stated: "There is no system of registering. But I may ex- 
plain. The procedure is this. When for the first time, a charitable 
trust comes up for assessment, the case is, I think, submitted to the 
Commissioner for checking whether the grant of exemption is correct 
ar not." 

1.17. The Finance Secretary added: "Most of them may have to 
register as societies. We will have probably to go to the State Gov- 
ernments to collect this information as to what are the trusts which 
have been actually registered. A great number of these may have 
been so registered." 

The Committee desired to have an idea of the extent df tau eva- 
sion through charitable trusts. The representative of the Board 
stated: "I do not have any statistics to show that. This sort of evasion 
is practised through trusts, where donations are given without dis- 
closing the sources of money. We do attempt to And out or check up. 
As to how many such cases we have come across, we do not have sta- 
tistics on this." 

The Finance Secretary added: "There is a great deal of room for 
evasion through the medium of trusts. That the extent of evasim is 
large is a recognised fact even without going into the collection of 
facts as to what are they actually doing and so on. I think we are 
aware of this fact that this is a loophole and so evasion is possible. 
This is a matter which of course is now engaging the attention as 
how to tighten this up by law. The matter is under examination." 

1.18. In a subsequent note furnished to the Committee, the Mi* 
try of Finance have stated: 



"On 3041983, further instructions were issued under the 
Board's F. No. 20126(62IT(AI), directing that a register of 
all cases in which exemption under Section 11 of the In- 
come-tax Act, 1961 is granted, be maintained in each Com- 
missioner's charge. The latest instructions were issued on 
18-41969 under the Board's F. No. 201316&IT(AI), directing 
that exemption certificates should be-initially made valid 
for only one assessment year and only after a scrutiny of 
the accounts of the f i s t  year should a certificate be issued 
for the subsequent three years. Further, renewals are to 
be given only after careful examination of the whole case 
again." 

1.19. The Committee desired to know whether any action was taken 
against a person who after accumulating the income from property 
held for charitable or religious purposes for a number of years-less 
than 10 years-suddenly winds up the institution. The representative 
of the Board stated: These  trust deeds are to be irrevocable. You 
cannot wind up. If it is misappropriated, then it is utilised for a pur- 
pose which is not prescribed here. It would be liable to be taxed in 
the year in which it is misappropriated." 

1.20. The Finance Secretary added: "Misappropriation ia a separate 
question. But if ,under any law it is possible to wind up the trust 
before the expiry of the period and for any person connected with 
that trust, to get money into his own hands, it would certainly be 
taxable in his hands. From that point of view, he does not escape 
the tax." Asked under what pmvision of the law the aforementioned 
action could be taken against the assessee. the representative of the 
Board promised to examine the legal position. 

Trusts connected w i t h  Industrial Houses 

1.21. The Committee desired to know the number of charitable 
trusts connected with big industrial groups. In their reply. the Mi- 
nistry of Finance have stated: 

"The information presently available concerns 45 trusts, each 
with a corpus of over Rs. 5 lakhs, in which 25 per cent or 
more of the total corpus is invested in publiclprivate com- 
panies and other concerns connected with some p u p  of 
business." 

1.22. From the data furnished by Government, the Committee o b  
serve that the total amount in the corpus of the above 45 t r u s b  was 
about Rs. 24.11 crores. Out of these 45 trusts, the investment of 52 in 
the industrial concerns of the group was more than 50 per cent of the 
total amount in the corpus. The inwlament of quite a number of 
them was more than 90 per cent of the entire amount in the *.orpus. 



1.23. The Committee enquired what safeguards had been provided 
against t ax  evasion in  the follnwinm ~a te fmry  of cases. An individual 
transfers the shares held by him fo!. b!~ing kept in a trust's name bu t  
keeps full control over the profits accruing from t h r  shares nominally 
shown to be accumulated in the accounts of the trust. The represen- 
tative of the Bnard stated: "The point has to he looked into. T h i ~  
does leave that viability." 

1.24. The Comm~ttce drew attention to the obbeivat~ons of the  
Tax Evasion Enquin Committcc a b ~ u t  conccalrd income "mas- 
querading as donations" to trusts "from a la]-gc n u t n h r ~  of :host or 
anonymous donors" The rrprcsentat~\ e of tl-E Board s::~tctl ' What 
you say is corrsct U n d o  Sect~on 1') psri:c:~lnrlr whcrc the Trust 
is created and donations glrrcn or contr~butrons glt7en, thvsc cnntrlbu- 
tions are not liable t o  t a s  T invlte nttcntlon tn Section 12(1)." 

1.25 Thc Committcc dcvrc~d to know 1 h ( %  chcrks c,xcrcised by the 
Income-tax Department to guard acalnst i n s  cwsion in abuse of the  
exemption provicions of the 1ncc:rne-tar la\\. in regard to charitable 
trusts Thev des:rcd to 1 x 1 0 ~  In particular the .;teps taken by the De- 
partment to ascertain whether the exempted income had in  fact been 
applied for the  avowed purposes In a note f u n i s h r d  to the Com- 
mittee, the hl,nlstly o r  F~nanrc haw,  s t l t rd  

"The officers of thc Tncomr-t,~.: Dc~pnrtmci~t -I:' t'.ipt.cted t.,) And 
the factual position " 

"Instruction- n el e ~ i s u f v '  1.v tlir, I30 trd unt1c.1 t hc C R.R Circular 
No. 1 (XXIII-8) D of 1955 dntcd 10-1-1955 dirsctlnq that the  cases. 
of exemption to trusts ,hould b r  rc\lc.n-cd and the accoi~nts of the  
trusts for the  years for which thcv had  cn~ovsd  e ~ c ~ r n p t i ~ l n  scrutl- 
nised and that if the ~ c r u t l r ~  ciiic'o cd that ce r ta~n  inconlc dld not 
actuallv qualify for exempt~on under Src tlon 1(3) ( I ) .  L ; ~  2s were 
taken to bring such m-on7cL to tax " 

1.26. Under clauses 5. (I and %!) uf the Finance Bill. 1970 it is pro- 
posed to effect important r h 3 ~ ; y s  in the provisions relating to accu- 
mulation and appl!r, t T f , . .  1 2 f  mrwili of c . h : ~ r ~ t a ; > i  . ! - . , I  r;:!irrious trusts. 
The following extracts irc.im the Memorandum explaining the provi- 
sions in the Finance Rill .  1970 explain thr. position: 

"The tax concssslon. (such as exempt~on of accuinulated lnoomc) 
have facilitated accurn~~lation of t a s  cvrmpt funds with chantable 
and religious trusts and such funds are often used. for acquiring con- 
trol over industry and husinvs~ Further, although the law provides 
for forkiturc of thc cx.l-mpt In In a casc where t1l<, lncrlmc. of a cha- 
rltable trust or ~n:;tltutrf.n wures.  or the income or property of the  
trust o r  insti tut~on is used or applied for the  benefit of the  author of 
the  trust or founder of the inst~trltion, these provisions have not been 
effective in preventing indirecat henefits being provided to  such 
author or founder out of the t r u q t  funds in a v a r ~ e t y  of ways. With 



a view to checking theze abuses and reducing the scope for the use 
of tax-exempt funds of charitable and religious t m t s  and institu- 
tions to acquire control of industry and business, it is proposed to 
make certain changes in the provisions relating to the exemption 
from tax of the income of charitable and religiow truats, as explain- 
ed in the following paragraphs. 

(1) Exemption from tax wdl bc allowed only in respect of in- 
come actually applied to the purposes of the trust in India 
ln the same year or within a period of 3 months imme- 
diately following. Any income which is not so applied to 
the purposes of the trust but is accumulated or set apart 
for future application to such purposes will be subjected 
to tax. The exsting provision for exemption from tax of 
nccumulat~ons of such income upto 25 per cent. of the in- 
come of the trust or Rs. 10,000, whichever is higher, is 
being dropped altogether 

( i l )  The ex~sting provision for accumulation of income for a 
10-year pcrlod with the permission of the Income-tax OW- 
ccr a i d  subject to certam requirements regarding invest- 
ment of the funds so accumulated in Government ~ecuri- 
ties or other approved securities will, however, continue. 

( i i i )  The exemp~ion from tax will be forfeited, in the case of 
a trust or institution created or established after 31-3-1962, 
if under the :elms of the trust or the rules governing the 
lnsl~:il~lol~, all:, j~drt o f  t hc  tril:l income cnures for the 
dirt-t or indlrect benefit of the author of the trust, or 
Smi~lde1. L ~ I  i h ~  irisl~i~rt~ori or certain t~crsons connected 
with then]. In the case 0:' a trust or institution, whenever 
created or established, the exemption will be forfeited alsc) 
~rlicre the trust income or property is used or applied dur- 
Ing the relevant year for the direct or indirect benefit of 
such persons. (This disability will not apply in the case 
of a trust or institution created or establirhed prior to 
1-4-1962, if the use of the trust income or property is in 
compliance m.ith n mandator). provision in the terms of the 
tnlst or rules governing the institution). 

( iv )  In particular, the trust lncomc or property will be re- 
garded as having been used or applled for the benefit of 
such persons if the trust or institution engages in certain 
categories of transactions. These are broadly: 

(a) lending of the income or property of the trust or insti- 
tution to any one of the specified persons without either 
adequate security or adequate interest or both; 

(b) making available land, building or other property of the 
t m t  or institution, for the use of any of the specifled 



persons without charging adequate rent or other com- 
pensation; 

(c) payment of excessive remuneration to any of the speci- 
fied persons for services rendered by him to the trust or 
institution; 

(d) making the services of the trust or institution available 
to my of the specified persons without adequate remu- 
neration or other compensation; 

(e) purchase of shares, securities or other properties for the 
trust or institution from any of the specified persons for 
more than adequate concideration; 

(f) sale of shares, securities or other property of the trust 
or institution to any of the specified persons for less 
than adequate consideration; 

(g) diversion of a substantial portion of the income or pro- 
perty of the trust or institution in favour of any of the 
specified persons; 

(11) investment of the trust funds in any concern in which 
any of the specified persons has a substantial interest. 

(v )  The persons specified for the purposes of the above men- 
tioned transactions are (a) the author of the trust or 
founder of the institution; (b) any person who has made 
a substantial contribution to the trust or institution; (c) 
where such author, founder or person is a Hindu undivided 
family, any member of the family; (d) my relative of any 
such author, founder, person or member; and (e) any con- 
cern in which any of-the above mentioned persons-has a 
substantial interest. A person will be regarded as having 
a zubstantial interest in a concern if, in a case w h k e  the 
concern is a company, equity shares in the company cam- 
ying not less than 20 per cent of the voting by him and 
beneficially owned by such person or partly by him and 
partly by other such persons; and in any other case, where 
such person is entitled, or such person and one or more 
of other such persons are entitled, in the aggregate, to not 
less than 20 per cent of the profits of the concern. Where 
the trust funds are invested in any concern in which any 
of the specified persons has a substantial interest and the 
quantum of the investment does not exceed 5 per cent of 
the capital of the concern, the trust or institution will for- 
feit the exemption from tax only in respect of the income 
arising from such investment. 

(vi) For the eletective enforcement of the new provisions ap 
stated earlier, it is being specifically provided that it will 



be obligatory on the part of the persons in charge of chari-. 
table or religious trusts or institutions to furnish a return 
in respect of the income of the trust or institution in al l  
cases where the total income of the trust or institution. 
without taking credit for the exemption from tax, ex- 
ceeds the minimum taxable limit. Such a return has k, 
be furnished in the form to be prescribed in the Income- 
tax Rules and verified in the prescribed manner and shall 
set forth such other particulars as may be prescribed in 
the said rules. The r e t m  will be due by the 30th June 
of the assessment year, or later date as in the case of other 
tax-payers. Information contained in such return may be 
made available by the Commis~oner of Income-tax, to a 
person who applies for it, in accordance with the existing 
provisions in the law and subject to the usual conditions. 

0 

(vii) These provisions are bein'g made effective from 1st April, 
1971, i .e. ,  in relation to current incomes of the Anancial 
year 1970-71 or other corresponding accounting year rele- 
vant to the asses.ment year 1971-72." 

1.27. During the course of evidence in December last, the Com- 
mittcw cxpresscd wncern over the problem of tax avoidance through 
formation of trusts. In a note furnished to the Committee, the Mi- 
nistry of Finance have, mte~-aha stated: "Taking due notice of the 
importance attached by the Committee in the course of the evidence 
given by this Pv11nist.r~. before them on D~ccmber 19 and 22, 1969 to 
the problem of trusts in general, the Government have since set up 
a Commission under the Chairmanship of Shri K. N. Wanchoo, ex- 
Chief Justice of the Supreme Court, which will study the problem 
of trusts, 'inter aha' others." 

1.28. The following are the term:: of reference of the Commission: 
"The Committee will: 
(a) recommend concrete and effective measures; 

(i) to unearth black money and prevent its proliferation 
through further evasion, 

(ii) to check avoidance of tax through various legal devices. 
including the formation of trusts, and 

(iii) to reduce tax arrears; 
(b) examine various cxcmptions allowed by the Tax Laws 

with a view to their modlflcation, curtailment, or with- 
drawal; 

(c) indicate the manner in which tax asseauunent and adminln- 
tration may be improved for giving effect to all i t  xaccun- 
mdations." 



1-29. The Committee recognise that trusts serve a very laudable 
social objective. At the same time unscrupulous elements have been 
and continue to employ them as tax-dodging devices. This is a phe- 
nomenon that is universally prevalat.  In U.K. a Royal Commission 
which investigated the problem found that a number of trnsts man- 
aged to avoid tax, though they were conducting activities which 
"have no real connection with the idea of charity at all". In U.S.A., 
the Ways and Means Committee of the House of Representatives 
pointed out as recently as 1969 that "unlimited" deduction on account 
of charitable contributions "has allowed a small number of high 
income persons to pay little or no tax on their inconme!' 

1.30. In India, the problem of tax avoidance through trusts has 
been the subject matter of investigations on a number of occasions. 
AS a resuJt. changes have also been made in the tax statute. How- 
ever, the problem continues to elude a satisfactory solution. Follow- 
ing certain recommendations made by the Direct Taxes Admin- 
istration Enquiry Committee in 19%-59, the provisions in the Act re- 
lating to trusts were overhauled. While this might have improved 
the position, it still left loopholes. The Tax Evasion Enquiry Com- 
mittee pointed out in 1968 that "trusts" contiuue to be used us one 
of b6tax-dodging" devices. They went on to say: "Charitable trusts 
are created with a corpus of concealed income masquerading as dona- 
tions from a large number. of ghost or anonymous donors. Exemp- 
tion is obtained in regard to the income of these trusts, although u 
suitable portion of the trust funds and income, in fact, remains at the 
disposal of the donor himself through handpickerl nssewccx. Even 
businesses are carried on by such trusts created ostensibly for chari- 
table purposes!' 

1.31. In what manner trust funds are deployed would be evident 
from the data furnished to the Committee (which unfortunatrly is 
not complete). There are 43 trusts connected with industrial houses, 
each with a corpus of funds of over Rs. 5 lakhs. Their total funds 
amounted to Rs. 24.11 crores. 32 of these trusts have invested 50 per 
cent of their funds or more in concerns managed by the connected 
industrial houses. In some cases the investment amounted to as 
much as 90 per cent of the funds of the Trust. 

1.32. The Committee note that a number of changes are being pro- 
posed in the tax statute through the Finance Bill, 1970. This should 
rectify the situation to some extent. However. the dimensions of the 
pnoblem being what they are, a comprehensive study by Government 
is clearly indicated. The Committee note that, after evidence on this 
point was taken by them, Government have constituted a Commis- 
sion to  r-d concrete and efiective measures inter alm "to 
wmutb Mack monef' and "to check avoidance of tax through vari- 
ous legal devices, ineluding the formation of trusts." The Committee 
have no doubt that this Commission will examine the problem of 



trusts in el1 its aspects. The following points which hove a bearing 
on this problem call for  investigetion: 

(I) Whether it would not be necessary to have a system, of 
registration of trusts with the Income-tax Authorities, in 
order that their ~ctivities could be watched. 

(ii) Whether it would not be desirable to have a system of 
compulsory auditing of the accounts of trusts having in- 
come above certain stipulated m i n i m m  limits. 

(iii) Whether the term 'charitable purpose' occurring in the 
Income-tax Act, which is at present rather loasely defined, 
rould be made more precise in scope, so that i t  applies only 
to roses of ge:luine charity. 

(iv) Whether the cxisting provisions in the Act relating to ac- 
cumulation of funds with trusts leave scope for tax avoid- 
anre irnd if so, how the positioh should be rectified. 

(v) What procedures would be necessary to track down trusts 
rnnstituted with concealed income donated by "ghost o r  
anonymous donors." 

( v i )  Whether, in caws where the income and/or property of 
11 trust is found to have been used for purposes not ger- 
mane to the objects of the trusts, the assessees c o n c e r n  
should be made liable to pay not only income-tax but abo 
wealth-tax. 

1.33. The Cornmittre would like to make it clear that it is not their 
intention that the Inu .sholdd be nude  so draconian as to dincanrage 
thc growth of j i e n ~ ~ i ~ i r  trusts or chari t ie .  Traditionally, from an- 
rirnt times thrse i~istitutinns have served as a medium for genuine 
philanthropy in the country and have. by and large, met to some 
zxtent not only the requimments of the poor and needy sections of 
the populntion but II-ire u l m  contributed to the advancement of 
hci~lth, education and terhnology. The Con~mittee therefore f e d  
that the law should continut. to prvvicte a conge~lial climate for tbe 
growth of these institutiarrs. 

ATAX, BIHARI VAJPAYEZ, 
Chairman, 

Plr h l w  rlccounts Committee. 
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I 1.29 l'imnce The Committee recognise that trusts serve a very laudabIe 
cocral objective At the same tune unscrupulous elements have been 

,nd continue to employ them as tax dodging devices. This is a phe- 
nomenon that 1s universally prevalent In U.K a Royal Commission 
which lnvest~gated the problem found that a number of trusts man- 
aged to avoid tax, though they were conducting activities which 
"have no real cannectlon with the idea of charity at all". In U.S.A., - 
the Ways and Means Committee of the House of Representatives * 
pointed out as recently as 1969 that "unlimited" deduction on account 
of charitable contributions "has allowed a small number of high 
income persons to pay little or no tax on their income." 

In India, the problem of tax avoidance through trusts has 
been the subject matter of investigations on a number of occasions. 
As a result, changes have also been made in the tax statute. How- 
ever, the problem continues to elude a satisfactory solution. Follow- 
ing certain recommendations made by the Direct Taxes Admin- 
istration Enquiry Committee i n  1958-59, the provisions in the Act re- 
lating to trusts were overhauled. While this might have improved 
the position, it still left loopholes. The Tax Evasion Enquiry Cam- 
mittee pointed out in 1968 that "trusts" continue to be used as om 
of "tax-dodging" devices. Thq, went on to say: "Charitable trusts 
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are created with a corpus of concealed income masquerading as dona- 
tions from a large number of ghost or anonymous donors. Exemp 
tion is obtained in regard to the income of these trusts, although a 
suitable portion of the trust funds and income, in fact, remahi  a t  the 
disposal of the donor himself through handpicked assessees. Even 
businesses are carried on by such trusts created ostensibly for chari- 
table purposes." 

In what manner trust funds are deployed would be evident 
from the data furnished to the Committee (which unfortunately is 
not complete). There are 45 trusts connected with industrial houses, 
each with a corpus of funds of over Rs. 5 lakhs. Their total funds 
amounted to Rs. 24.11 crores. 32 of these trusts have invested 50per 
cent of their funds or more in concerns managed by the connected 
industrial houses. In some cases the investment amlounted to as 
much as 90 per cent of the funds of the Trust. 

The Committee note that a number of changes are being pro- 
posed in thk tax statute through the Finance Bill, 1970. This should 
rectify the situation to some extent. However, the dimensions of the 
problem being what they are, a comprehensive study by Government 
is clearly indicated. The Committee note that, after evidence on this 
point was taken by them, Government have constituted a Commis- 
sion to recommend concrete and effective measures inter a h  "k 
unearth black money" and "to check avoidance of tax through vari- 
ous legal devices, including the formation of trusts." The Comanittee 
have no doubt that this Commission will examine the problem of 



__1--- -- - - - 

1 2 3 
I_--- --I - . . . .. _ .  

4 
- - __.~. - 

trusts in all its aspects. The following points which have a bearing 
on this problem call for investigation: 

(i) Whether it would not be necessary to have a sys ten  of 
registration of trusts with the Income-tax Authorities, in 
order that their activities could be watched. 

( i i )  Whether it would not be desirable to have a system of 
compulsory auditing of the accounts of trusts having in- 
come above certain stipulated minimum limits. 

(iii) Whether the term 'charitable purpose' occurring in the 
Income-tax Act, which is at present rather loosely defined, 8 
could be made more precise in scope, so that it applies only 
to cases of genuine charity. 

(iv) Whether the existing provisions in the Act relating to ac- 
cumulation of funds with trusts leave scope for tax avoid- 
ance and if so. how the position should be rectified. 

(v) What procedures would be necessary to track down trusts 
constituted with concealed income donated by "ghost or 
anonymous donors." 

(vi) Whether, in cases where the income and/or property of 
a trust is found to have been used for purposes not ge- 
mane to the objects of the trusts, the assessees concerned 
should be made liable to pay not only income-tax but ako 
wealth-tax. 



5 1 .33  Finance The Committee would like to make it clear that it is not their 
intention that the law should be made so draconian as to discourage 
the growth of genuine trusts or charities. Traditionally, from an- 
cient times these institutions have served as a medium for genuine 
philanthropy in the country and have, by and large, met to some 
extent not only the requirements of the poor and needy sections of 
the population but have also contributed to the advancement of 
health, education and technology. The Committee therefore feel 
that the law should continue to provide a congenial climate for the 
growth of these institutions. - _ __ - _. . ._ 



St. N- d Wt Irrs S i  N- of &am 
No. 

Aancr 
h0. 

DBLWl '33. Cmkd &rot& 6 b  

XI ah I.Ln Badr m , C m -  
mlghc Plrs. New DelhL 



PUBL~SHED UNDER R u m  382 OF THB RULES OF PROCEDURB AND (X)NOUC? OP 
B U S I N H ~ ~  IN LOR SABHA ( F I P . ~  EDITION) AND PRINTED BY THE GENERAL MANAGER, 

GOVBRNMENT OP I ~ X A  PRESS, MINTO ROAD, NEW D U I  




