‘Solely’ in Sec. 10(23C)(vi) means exclusively; Profit-oriented
institutions can’t claim exemption: SC

Facts of the case - New Noble Educational Society v. CCIT - [2022] (SC)

The subject matter of appeal in the instant case was the rejection of the appellant’s
claim for registration as an institution/trust set up for the charitable purpose of
education under the Income-tax Act, 1961. The Andhra Pradesh High Court held
that the appellant was not created ‘solely’ for the purpose of education. It had
other objects which means that it ceased to be an institution existing ‘solely’ for
educational purposes.

The appellant relied upon the ruling of American Hotel and Lodging Association v
Central Board of Direct Taxes (2008) 10 SCC 509 and Queen’s Education Society
(2015) 8 SCC 47. It was submitted that the test for determination was whether
the ‘principal’ or ‘main’ activity was education or not, rather than whether some
profits were incidentally earned.

Decision of the case:

e The Supreme Court of India held that the interpretation adopted by the
judgments in American Hotel as well as Queens Education Society as to the
meaning of the expression ‘solely’ are erroneous.

e The word "Solely" in section 10(23C)(vi) means only/exclusively and not
primarily.

e The requirement of the charitable institution, society or trust, etc., to ‘solely’
engage itself in education or educational activities, and not engage in any
activity of profit, means that such institutions cannot have objects which are
unrelated to education. In other words, all objects of society, trust, etc., must
relate to imparting education or be with educational activities.

e Where the objective of the institution appears to be profit-oriented, such
institutions would not be entitled to approval under Section 10(23C). At the
same time, where surplus accrues in a given year or set of years per se, it is
not a bar, provided such surplus is generated in the course of providing
education or educational activities.

e The seventh proviso to Section 10(23C), as well as Section 11(4A), refers to
profits that may be ‘incidentally’ generated or earned by the charitable
institution. The same applies only to those institutions which impart education
or are engaged in activities connected to education.

e The reference to ‘business’ and ‘profits’ in the seventh proviso to Section
10(23C) and Section 11(4A) merely means that the profits of a business which
is ‘incidental’ to the educational activity. In relation to education, it is the sale
of textbooks, providing school bus facilities, hostel facilities, etc.

Thus, a trust, university or other institution imparting education, should
necessarily have all its objects aimed at imparting or facilitating education. Having
regard to the plain and unambiguous terms of the statute and the substantive
provisions which deal with exemption, there cannot be any other interpretation
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