
 

Taxing donations made by one charitable or religious institution to another 

Background 

In the world of philanthropy, well-known 
charitable or religious institutions often 
receive the most donations. This is because 
they have a wider reach and are more 
recognized in philanthropic circles. However, 
this means that lesser-known charitable or 
religious institutions may receive fewer 
donations, even if they are doing important 
work at the grassroots level. To address this 
disparity, well-funded trusts often donate to 
smaller trusts. 

This alert explores the tax implications of 
donations made by one charitable or religious 
institution to another in India. It outlines how 
recent amendment under the Income Tax Act 
of 1961 (the Act) may cause undue hardship on 
the grant of donations by one charitable or 
religious institution to another. 

Restriction on donations made by one trust to 

another out of the income of the current year 

Upto 31st March 2023, 100% of the amount of 
any donation made by one trust to another out 
of the income of the current year was 
considered to be an application of income for 
the donor trust. However, effective from 1st 
April 2023 this has now been reduced to 85%. 

This amendment applies to both charitable 
organizations and organizations established 
for religious purposes, irrespectively whether 
the recipient charitable or religious institutions 
applies the donation towards its activities 
carried on by itself or through anyone else. 

To illustrate, the Established Foundation 
(donor) has granted a donation of Rs. 
2,00,000/- to the New Foundation(donee) 
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Particulars Upto 31-
3-2023 

Post 1-4-
2023 

Income from 
property held 
under the Trust 

Rs. 
10,00,000 

Rs. 
10,00,000 

Donation to other 
Trusts  

Rs. 
2,00,000 

Rs. 
2,00,000 

Less: Donation to 
other Trusts 
allowable as a 
deduction 

Rs. 
2,00,000 

Rs. 
1,70,000 
(85% of Rs. 
2,00,000) 

Less: Other 
Charitable & 
Admin Expenses  

Rs. 
6,50,000 

Rs. 
6,50,000 

Less: Exemption of 
15% u/s. 11(1)(a) 

Rs. 
1,50,000 

Rs. 
1,50,000 

Income subject to 
tax after 
exemption 

Rs. NIL Rs.     
30,000 

 

Thus, post amendment, Established 

Foundation will be subjected to tax @ 30% on 

the entire amount of Rs. 30,000/- u/s. 115BBI 

of the Act without the basic exemption limit. 

Revenue Justification  

It is stated that the reason for this amendment 
is to prevent trusts from avoiding paying tax by 
simply donating their income to other trusts. 
Any Charitable or religious institution is 
required to apply at least 85% of its total 
income. On application of 85% of its income, 
the balance of 15% is tax-exempt and allowed 
to be accumulated without any restrictions.  

The legislative intent of the amendment is to 
deter trusts from circumventing the 85% 

application of income requirement by forming 
multiple trusts and accumulating the 15% at 
each layer. This practice, known as "cascading 
trusts," allows trusts to reduce the amount of 
income that is actually applied to charitable or 
religious activities. By forming multiple trusts, 
each of which applies only 85% of its income, 
the effective application of income can be 
reduced to a much lower percentage. 

Implications  

The amendment aims to prevent this practice 
by limiting the amount of donation that can be 
considered as application of income to 85%. 
However, amendment leads to creating undue 
harassment to the donor trust.  

Firstly, where the donor trust intends to avoid 
payment of tax, it will have to spend, an 
additional sum equivalent to 15% of the 
donation so made to the donee trust, towards 
the activities of the donor trust.  

Where the above option is not viable, the 
donor trust will have to pay tax.  

However, where the donor trust, being a 
charitable or religious institution, has spent the 
whole of their income received during the year, 
it is left with no funds, either to  pay the tax or 
to spend the additional amount of 15% which 
is not being allowed as a deduction. 

Thus, the new provisions inadvertently impede 
the operations of smaller charitable or 
religious institutions that are making a 
significant impact at the grassroots level. 
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Disclaimer: The information contained herein is for general guidance. It is not 

intended to be relied upon as accounting, tax, legal or other professional advice. 

The reader is requested to obtain professional advice before taking any action. KPB 

& Associates or any of its partners or directors or employees are not responsible 

for loss caused to any person upon acting or refraining from action as a result of 

any information in this publication.   
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