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The objective of PCP Tax Guide Series is not to provide legal advice, but to give interest-

ed persons access to informative materials and for understanding of tax regime.

Recognizing that the NPO Tax laws change and their interpretations may be varied.
Hence, Pakistan Centre for Philanthropy (PCP) is not liable for the variances that may
accrue due to interpretation of tax laws.



One of the major stakeholders in national development is civil society. Thousands of
NPOs are working with communities throughout the country. They are contributing
enormously towards poverty alleviation and other sectors i.e. health, education etc.
It is therefore, in the interest of the national development agenda that NPOs are
developed, strengthened and made financially viable. Generally an NPO is entitled to
certain benefits and concessions across the board whether or not it is approved by the
tax authorities for tax benefits.

NPOs approved by the tax authorities at various levels have an entitlement to some
additional benefits i.e. tax credits/exemptions on different utility bills, custom duties
etc. In Pakistan, tax benefits are provided in the Income Tax Ordinance (ITO), 2001 and
Income Tax Rules (ITR), 2002. These provide an elaborate system whereby the NPOs
get tax benefits with reference to their defined activities. From the attainment of NPO
status against the defined activities of an NPO, the taxation system of Pakistan has
provided detailed process for tax benefits.

The Pakistan Centre for Philanthropy (PCP) is an authorized agency evaluating NPOs
and recommending them for tax benefits to the Federal Board of Revenue (FBR). PCP
is in constant interaction with NPOs seeking an approved NPO status, philanthropists
who contribute to NPOs seeking tax benefits/credits and government functionaries i.e.
FBR, Economic Affairs Division (EAD) etc. who form an important link in the chain. PCP
is often asked to answer all kind of questions related with requirements/process of
tax benefits for NPOs, tax liabilities of NPOs and has therefore aimed to facilitate this
application process for all NPOs.

In order to help its stakeholders and in an effort towards fulfilling its mandate of
supporting the civil society, PCP has undertaken an exercise to compile the PCP tax
guide series, for information on tax benefits pertinent to NPOs. Each edition of the
series will deal with a separate tax-related issue for NPOs.

Naveed Yousaf

Programme Manager Certification
Pakistan Centre for Philanthropy
January 2024
naveedyousaf@pcp.org.pk

The objective of this tax guide series for tax benefits is to present an overall picture
of the tax benefits related provisions provided in Pakistan's income tax law. An NPO
approaches RTO/LTO offices for availing tax benefits relating to exemptions (as listed
below). These include: getting the status of an approved NPO; tax credits on income
of an NPO; donors getting benefits for the donations paid to an approved NPO and
receiving exemption or a lower rate certificate related with advance payment of tax.

1. Approved NPO status under section 2(36) of the (ITO) 2001(1st step for availing tax
benefits).

3. Entitlement of tax credit to persons for charitable donations under section 61 of the
ITO 2001

4. Exemptions related with withholding transactions of NPOs in section 159 of the ITO,
2001.

PCP guide series (1) will now take you step by step for availing tax benefits for the 2nd
step as listed above. After the status of an NPO is approved under Section 2(36), NPOs
case can be further processed for Section 100C. Our subsequent series will provide a
guiding framework for the next procedures as listed at serial 3 and 4 above.



The tax benefits under Section 100 C of the Income Tax Ordinance, (ITO) 2001 are
granted to the NPOs by the Chief Commissioner of the Regional Tax Office (RTO) or
Large Taxpayers Office (LTO) concerned.

Applications are made to the Chief Commissioner office or any of his designated
functionaries. Exemption is available on the funds expended in Pakistan on carrying
out the

(1) The persons mentioned in sub-section (2) shall be allowed

of tax payable under any of the provisions of this Ordinance including
minimum and final taxes in respect of incomes mentioned in sub-section (3) subject to
the conditions and limitations laid down in subsection (4).

: The provisions of this section shall apply to the following persons,
namely:

a  Persons specified in Table -Il of clause (66) of Part | of the Second Schedule to this
Ordinance

b | A trust administered under a scheme approved by the Federal Government
and established in Pakistan exclusively for the purposes of carrying out such
activities as are for the welfare of ex-employees and serving personnel of the
Federal Government or a Provincial Government or armed forces including
civilian employees of armed forces and their dependents where the said trust
is administered by a committee nominated by the Federal Government or a
Provincial Government

c  Atrust

d A welfare institution registered with Provincial or Islamabad Capital Territory
(ICT) social welfare department;

e AnotforProfit Company registered with the Securities and Exchange Commission
of Pakistan under section 42 of the Companies Act, 2017

f | A welfare society registered under the provincial or Islamabad Capital Territory
(ICT) laws related to registration of co-operative societies

g A wadf registered under Mussalman Wagf Validating Act, 1913 (VI of 1913) or any
other law for the time being in force or in the instrument relating to the trust or the
institution;

h | Auniversity or education institutions being run by nonprofit organization existing
solely for educational purposes and not for the purposes of profit;

i | Areligious or charitable institution for the benefit of public registered under any
law for the time being in force; and

j | International Non-governmental Organizations (INGOs) approved by the Federal
Government.

The following income in eligible for tax credit, namely:
a Income from donations, voluntary contributions and subscriptions
b | Income from house property
¢  Income from investments in the securities of the Federal Government
d | Profit on debt from scheduled banks and microfinance banks;
e  Grantreceived from Federal, Provincial, Local or foreign Government

f | So much of the income chargeable under the head “income from business” as is
expended in Pakistan for the purposes of carrying out welfare activities:
Provided that in the case of income under the head “income from business”, only
so much of such income shall be eligible for tax credit under this section that
bears the same proportion as the said amount of business income bears to the
aggregate of income from all sources; and

g  Anyincome of the persons mentioned in clauses (a), (b) and (h) of sub-section (2)
of this section.

Eligibility for tax credit shall be subject to the following conditions, namely:

a Return has been filed

b | Taxrequired to be deducted or collected has been deducted or collected and paid
¢ | Withholding tax statements for the relevant tax year have been filed;
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d | The administrative and management expenditure does not exceed 15% of the
total receipts:
Provided that clause (d) shall not apply to a nonprofit organization, if-
(i) Charitable and welfare activities of the non-profit organization have
commenced for the first time within last three years; or
(ii) Total receipts of the non-profit organization during the tax year are less than
one hundred million Rupees;

e Approval of Commissioner has been obtained as per requirement of clause
(36) of section 2: Provided that the condition of approval in respect of persons
mentioned in Table-Il of clause (66) of Part | of the Second Schedule to this
Ordinance, shall take effect from the first day of July, 2022 and the requirements
of clause (36) of section 2, shall not be applicable for earlier years

f | None of the assets of trusts or welfare institutions confers, or may confer, a
private benefit to the donors or family, children or author of the trust or his
descendants or the maker of the institution or to any other person:

g Astatementofvoluntary contributions and donations receivedin theimmediately
preceding tax year has been filed in the prescribed form and manner.

(5)Notwithstanding anything contained in sub-section (1), surplus funds of organizations
to which this section applies shall be taxed at a rate of ten percent.

(6) For the purpose of sub-section (5), surplus funds mean funds or monies:

a. Not spent on charitable and welfare activities during the tax year,
Received during the tax year as donations, voluntary contributions, subscriptions
and other incomes,

¢.  Which are more than twenty-five percent of the total receipts of the non-profit
organization received during the tax year, and

d. Are not part of restricted funds.

Explanation: For the purpose of this clause, “restricted funds” mean any fund received
by the organization but could not be spent and treated as revenue during the year due
to any obligation placed by the donor or funds received in kind.]

The procedure for applying under Section 100 C sub section 2 of the ITO, 2001 is pro-
vided under rule 220 A sub rule 1 & 2 of ITR, 2002. It provides that:

1. An organization established in Pakistan requiring the approval of the
under clause (c) of sub section (2) of section 100C of the Ordinance,
shall;

a. make an application to the “Chief Commissioner” in Form-I annexed to this rule
(Rule 220A).
b. the application shall be accompanied by:

i. A duly attested copy of the constitution, memorandum and articles of asso-
ciation, rules and regulations or bye-laws, as the case may be, of the organization
specifying the aims and objects for which organization is established;
ii. A certified copy of the registered trust deed, in case of a Trust;
iii. A certified copy of the certificate of registration in the case of an organization
registered under Companies Ordinance, 1984, the Societies Registration Act, 1860
(XXI of 1860), or the Voluntary Social Welfare Agencies (Registration and Control) Or-
dinance, 1961 (XLVI of 1961), or under any other law in substitution thereof relating
to the registration of welfare organizations as applicable;
iv.  Duly attested copies of balance sheets and of revenue accounts of organiza-
tion as audited by a for the three years immediately pre-
ceding the tax year in which the application is made;
v.  The names, CNIC/NTN, last income declared, tax year and addresses of the
promoters, directors, trustees, president, secretary, treasurer, manager and other
office bearers, as the case may be, of the organization and indicating clearly their
family relationships, if any, with each other]; and
vi. A detailed report with regard to the performance of the organization, for
achieving its aims and objects during the three financial years immediately pre-
ceding the date of the application duly evaluated and certified by

approved and appointed by the Federal Board of Revenue.

that the “Chief Commissioner”, Regional Tax Office or Large Taxpayers Office

shall also receive applications for performance appraisal and certification of applicant
organizations till at least two such agencies have been appointed:

further that Chief Commissioner, Regional Tax Office or Large Taxpayers

Office shall apply the same parameters on applicant organizations for the purpose
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of aforesaid evaluation as are approved by the FBR to be applied by the certification
agency.

2. (a) On receipt of an application for registration under this rule, the Chief Com-
missioner, subject to the requirements and conditions specified in sub-rule (3) and
after such inquiry as it may deem necessary, grant approval to the organization if:

i. the organization has been formed for the purpose of establishing hospitals or
providing education or for community welfare or development;

ii. it has operated and functioned anywhere in Pakistan, for a period of not less
than three years and has complied with minimum acceptable standards of inter-
nal governance, accountability, transparency and efficiency prescribed by any law
for the time being in force;

iii. its area of operation is wholly within Pakistan; and

iv. its books of accounts are maintained regularly and in accordance with
the generally accepted accounting principles and satisfactory arrange-
ments exist for their inspection by interested members of the public-.
(b) The approval shall be notified in the official Gazette.

(c) The approval granted under rule 220A (2) will remain in force for subsequent
years unless withdrawn under sub-rule (7) of rule 220A.

(d) For the purposes of this rule, “qualified accountant” has the same meaning as
assigned to it in clause (f) of sub-rule (2) of rule 211.

a retired audit, accounts, treasury or taxation officer of the Government not
below BPS-17 or a bank manager, where the annual receipts of the organi-
sation do not exceed Rs.0.5 million;

in other cases, a Chartered Accountant as defined under the Chartered Ac-
countants Ordinance, 1960 (X of 1960) or

a Cost and Management accountant as defined under the Cost and Manage-
ment Accountants Act, 1966 (XIV of 1966) or

a firm of Chartered Accountants as defined under the Chartered Accoun-
tants

Ordinance, 1960 (X of 1960) or

a firm of Cost and Management Accountants as defined under the Cost and
Management Accountants Act, 1966 (XIV of 1966);]

To,
The Chief Commissioner of Inland Revenue
With reference to clause (c) of sub section (2) of section 100C of the Income Tax Ordi-

nance, 2001 {XLIX of 2001), I, the undersigned, hereby apply, on behalf of
(name of the organization) for its approval for

the purposes of the said clause for the tax year ending on

2. Necessary particulars are set out below and in the schedule to this application.

3. The following documents required under clause (b) of sub-rule 1 of Rule 220A are
enclosed.

(i)

(i)

(iii)

(iv)

v)

Signature
Name (in block letters)

Designation

Application must be signed either by the President or the Secretary of the organization
or by a Trustee of the Trust.



1. Name of the Organization (in block letters).

2. Full address of the organization (in block letters).

3. Date of registration of the organization.

4. Its aims and objects

(a)

(b)

(c)

5. Where the organization has been registered under the Companies Ordinance,
1984, the Societies Registration Act, 1860 (XX.I of 1860), or the Voluntary Social
welfare Agencies (Registration and Control) Ordinance. 1961 (XLVI of 1961), or any
other law or established in pursuance of a Trust Deed. Please give/ state the law,
the number and date of Registration

6. Whether the constitution, memorandum and articles of association, trust deed,
rules and regulations or bye-laws, conforms to the provisions of sub-rules (2) and
(3) of rule 220A. If so, please give the number of article/ clause/ rule for each pro-
vision.

7. Whether the organization ensures for the benefit of the general public or a partic-
ular community or class of persons only (give full details).

8. The number of members/ trustees of the organization on the date of application.

9. Accounting year of the organization commences on and ends on

10. The following books of accounts are being regularly maintained by the institution
and are open for inspection without any hindrance to the general public.

(i)

(if)

(iii)

Signature

Name (in block letters)
Designation

a duly attested copy of the constitution, memorandum and articles of association,
rules and regulations or bye-laws, as the case may be, of the organization specifying
the aims and objects for which organization is established;
a certified copy of the registered trust deed, in case of a Trust;
a certified copy of the certificate of registration in the case of an organization
registered under Companies Ordinance, 1984, the Societies Registration Act, 1860
(XX.I of 1860), or the Voluntary Social Welfare Agencies (Registration and Control)
Ordinance, 1961 (XLVI of 1961), or under any other law in substitution thereof
relating to the registration of welfare organizations as applicable;
duly attested copies of balance sheets and of revenue accounts of organization as
audited by a for the three years immediately preceding
the tax year in which the application is made;
the names, CNIC/NTN, last income declared tax year and addresses of the
promoters, directors, trustees, president, secretary, treasurer, manager and other
office bearers, as the case may be, of the organization and indicating clearly their
family relationships, if any, with each other]; and
a detailed report with regard to the performance of the organization, for achieving
its aims and objects during the three financial years immediately preceding the date
of the application duly evaluated and certified by

approved and appointed by the Federal Board of Revenue.

that the “Chief Commissioner”, Regional Tax Office or Larg Taxpayers Office
shall also receive applications for performance appraisal and certification of applicant
organizations till at least two such agencies have been appointed:

further that Chief Commissioner, Regional Tax Office or Larg Taxpayers

Office shall apply the same parameters on applicant organizations for the purpose of
aforesaid evaluation as are approved by the FBR to be applied by
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The sub rule 3 of the Rule 220A of ITR, 2002 provides the reasons for refusal of approval
under Section 100 C. It states that: approval shall not be granted to an organization if
the Chief Commissioner is satisfied that-

a. any of the requirements or conditions specified in sub-rules (1) and (2) of Rule
220A has not been fulfilled; or
b. the organization has been or is being used or is likely to be used for
of any particular person or a group of persons; or
c. the organization has been or is likely to be used for propagating the views of a
particular or
d. the organization has not been or will not be able to achieve its declared aims
and objects in view of its set up, administration or otherwise
or
e. the constitution) memorandum and articles of association, trust deed, rules and
regulations or bye-laws, as the case may be, specifying the

i. for of the organization, every year by a
uqualified accountant”;

ii. for the transfer of its assets, in the event of its dissolution) after meeting all
liabilities, if any, to an organization approved under this rule or rule 212

of the dissolution under intimation to the Chief Commissioner.

iii. for the regular maintenance of books of accounts in accordance with the

and for their inspection by the

interested members of the public, without any hindrance, at all reasonable

times;

iv. for the or any part thereof
solely for promoting the objects specified in sub-clause (i) of clause (a) of sub-
rule (2);

v. for the being kept in a

scheduled bank or in a post office or national savings organization, National
Bank of Pakistan or nationalized commercial banks;

vi. for in the constitution, memorandum
and articles of association, trust deed,

that such surpluses or monies validly set apart are invested in Government
securities, National Saving Schemes issued by the Central Directorate of National
Savings, NIT units, a collective investment scheme authorized or registered under the
Non-Banking Finance Companies (Establishment and Regulation) Rules, 2003, mutual
fund, a real estate investment trust approved and authorized under the Real Estate
Investment Trust Rules, 2006, or scheduled banks:
For the purpose of this rule, mean any fund received
by the organization but could not be spent and treated as revenue during year due to
any obligation placed by the donor.

Sub rule (4) states that the Chief Commissioner on the
application of the organization within of its receipt.

PCP Guide to Applying for Section 100C | 100% Tax Credit 12



The sub rule 7 of the ITR 2002 states that the Chief Commissioner may, at any time,
withdraw approval granted under rule 220A (2), if he is satisfied that-

a. the constitution, memorandum and articles of association, trust deed, rules and
regulations or bye-laws, as the case may be, specifying the aims and objects of
the organization do not provide for prohibiting the making of any changes in the
constitution, memorandum and articles of association, trust deed, rules, regula-
tions and bye-laws without prior approval of the Chief Commissioner;

b. the organization has-

i. been oris being used for of any particular person or a group

of persons;

ii. been propagating the view of a

iii. been or is being managed in a manner calculated to its
members or their families; or

iv. has not been, or will and objects

in view of its set up, administration or otherwise as evaluated and certified by
an independent certification agency;

v. failed to give or not utilizing, or accumulat-
ing surpluses, excluding restricted funds, in excess of twenty five percent of
the income for the year;

supported with the following
namely;

a. the statement of audited balance sheet and statement of accounts;

b. statement showing names and addresses of the persons from whom do-
nations, contributions, subscriptions etc exceeding
have been received during the tax year;

c. statement showing the names and addresses of donees and beneficiaries
etc. to whom payments, services etc. have been
made during the tax year; and

d. statement showing the money set apart or kept un-utilized with reasons
thereof; and

e a in terms of sub-clause (vi) of
clause (b) of sub-rule (1) of rule 220A, after every three years;

that where such is not submitted
on or before the 30th of September following every three Tax Years, Chief Commissioner
shallissue a show cause notice for withdrawal of approval to the concerned organization
as required under para (2) of the sub-rule;

vii. failed to under section 165 of
the Income Tax Ordinance, 2001 read with rule 44.

approval shall not be withdrawn under para (1) of sub-rule (7) unless the
organization has had cause against the action proposed to
be taken; and

where the Chief Commissioner decides to withdraw an approval under
para (1) of sub-rule (7), he shall of the decision
including a statement of reasons for the decision.

The Chief Commissioner any of the requirement(s)
or condition(s) of this rule in any individual case, if it is satisfied that the requirement(s)
or condition(s) could not be fulfilled by the applicant
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An NPO approved by the Chief Commissioner under Section 100 C clause 2 (c) is
additionally entitled to tax exemption on its (1) property (2) income and (3) that part of
its business income as is expended in Pakistan for welfare activities.

Taxable business income is computed after deducting tax admissible expenditure
and allowances from the gross amount of revenue. Any expenditure that cannot be
entirely related to business income for being partly related to income from any other
source will be apportioned between business income and income from other sources.
Expenditure apportioned to business income only will be tax deductible against taxable
business income.

The gross tax liability computed with reference to taxable income for a tax year will be
reduced by the sum total of the following:

taxes withheld from payments
taxes paid with utility bills
taxes paid in advance

unpaid tax refunds

After adjusting the amount of gross tax liability for the above, the net resultant will
be paid with the tax return. In case, the sum total of a) to d) above is in excess of the
tax liability for the tax year, the excess amount will be refundable. Tax exemption in
relation to business income is restricted according to the following formula:

Where;
Ais income from business; and
B is the aggregate of income from following sources:

a) Donations, voluntary contributions and subscriptions
b) Property income

¢) Profit (interest) from Government securities

d) Business income

Following example may simplify this formula:

The following is the makeup of the income of an NPO approved by the Chief
Commissioner:
Grants, donations and subscription

100,000

Net property income (held under trust) 10,000
Profit (interest) from Government securities 35,000
Net business income 150,000

Out of net business income of Rs. 150,000, a sum of Rs. 100,000 was expended in
Pakistan on welfare activities. The sum of Rs. 145,000 will be exempt from tax. Tax
exemption in relation to business income will be calculated as follows:

NPOs tax exempt income for the tax year will be 145,000 plus 76,271 =221,271

NPO will be required to pay tax on its business income of Rs. 73,729 [150,000 (total
business income) less 76, 271 (Tax exempt business income)]
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