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Abstract 
Business organization in today’s environment cannot operate as a single entity. Jean Jacques Rousseau rightly observed “Society 
and corporations must co-exist and contribute to the well being of each other”. With the increasing awareness both among the 
society and the organizations and globalization, corporate social responsibility is no more an optional add-on service. Rather it 
has become a crucial core competency to succeed in the global market.  
CSR activities are the result of the soft laws that are prevalent in a society and are generated from even more softer side of the 
human personality. When a company or organization undertakes CSR activities these are guided by certain ideologies and 
emotional linking with a cause. Moreover its natural human tendency to be rebel, anything forced is bound to find an escape 
route. These facts raise a basic question that though a novel idea of CSR clause by Indian government, is it feasible. Can 
philanthropy be forced? The research intends to find what are the consequences when soft laws are made hard? And more over 
would there be any law required if all the business activities be carried out ethically. What is being done in the name of charity is 
in fact the right of the stakeholder. Wouldn’t giving responsibility the name of CSR be glorifying the wrong cause. These are 
some of the issues that this research paper endeavor to dig deeper. The conceptual research aims to give a detailed view of the 
CSR clause of the company act 2013 section 135 which came into existence on 9th September 2013 amid a lot of speculation and 
arguments. It also discusses the probable impact and the challenges for the government in implementing section 135. 
There are already many organizations working towards the betterment of the society. Various laws are enacted to for ensuring 
inclusive economic growth. As such compelling the business organizations to indulge in CSR activities cannot be viewed as a wise 
idea. Business organizations are setup with the profit motive and with the emergence of global markets and consumers; 
companies themselves are indulging in CSR activities. Various strategies are adopted to ensure visibility and favorable public 
opinion. In such a scenario compelling philanthropy by government on organizations is if not questionable but thought 
provoking. It’s good to be first …but in the right direction. This research paper is an effort to bring forward this idea. It digs 
deeper into finding the ideology behind the enacting of company act 2013. This research paper also highlights the probable issues 
which may crop up during implementation of company bill 2013. 
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OBJECTIVES OF THE STUDY:  
• To understand different CSR activities in Indian corporate.  
• To understand Indian government role in promoting CSR activities.  
• To understand the probable pros and cons on making CSR mandatory by Indian government. 
SCOPE OF THE STUDY  
Scope of the study is limited to study the role of government in building CSR within the country through the section 135 
of company law 2013. 
METHODOLOGY:  
The study was conducted using secondary data.  
Secondary data  
It was collected from various books, articles, journals and blogs on CSR and government of India.  
 
INTRODUCTION 
The age we live in can be better defined as being more interlinked and interactive than ever before. With the dispersion of 
economical, political, financial and social boundaries this interlinking and interaction has created more awareness 
amongst every section of the society, be it the business organization, government or the consumer. Everyone and 
everything is moving beyond the narrow nation –state concept. The terms like production base, market share, potential 

Can right be termed as charity: A conceptual 
research on the Indian government’s 

Compelling philanthropy clause by making the 
soft law hard  

  
Ms. Durdana Ovais1 and Dr.A.P Singh2 

 
1D-7 Kausar Bunglows, Safia College road  Koh – e – Fiza, Bhopal . 

2Director Maharana Pratap College of management, LIG 81 Nishatpur Housing Board Colony 
Nariyal Kheda Bhopal 



International Journal of Application or Innovation in Engineering & Management (IJAIEM) 
Web Site: www.ijaiem.org Email: editor@ijaiem.org, editorijaiem@gmail.com  

Volume 2, Issue 11, November 2013   ISSN 2319 - 4847 
 

Volume 2, Issue 11, November 2013 Page 436 
 

consumers, and customization have taken a new meaning for entrepreneurs. ‘Corporations are more aware of their role 
towards the society. They are responsible bodies that feel a sense duty towards commonwealth and the environment that 
comes with a growing realization that they, as an integral part of this society themselves, can contribute to its upliftment 
and empower of the entire country in turn. And consumers and citizens' campaigns can make all the difference. This is 
the foundation thought behind the golden handshake between tripartite—companies, society and nation; Corporate Social 
Responsibility or CSR. [1] 
Today companies and organizations are operating in a market place where stakeholders expect and demand that their 
business performs its operations in a more responsible way. Companies are required to adopt standards of accountability, 
transparency, and sustainability. Many are recognizing the benefits of encouraging responsible business practices and 
reducing reputational risk through a responsible and sustainable model called Corporate Social Responsibility (CSR). 
 
This way CSR action can better be regarded as a bridge of business consciences between the organization and the society. 
Sharing the gains with the less privileged sectors of the society and aiming towards equitable gains. Studies show that 
CSR in turn has a positive effect on the company’s bottom line. 
CSR can also be termed as the latest technique to ensure sustainable growth in the dynamic business environment and a 
foolproof method the beat competition even at the international level. 
CSR in truth is the alignment of business operations with social values. It takes into account the interests of stakeholders 
in the company's business policies and actions. It focuses on the social Moreover the field of CRS has enabled the 
organizations to converge their various social activities under one head and with a focus. Thus CSR can better be 
regarded as a point of convergence of CSR initiative. 
There are six core characteristics of CSR. According to modern researchers there is hardly any definition of CSR that 
includes all of these characteristics. However, they are the essential features of the CSR concept that are being reproduced 
in all the CSR definitions.[2] 
According to the authors the basic nature of CSR is that it is voluntary in nature though a lot of activities are being made 
mandatory by law, these activities basically fall in the preview of being voluntary in nature. Secondly it has to manage 
externalities that are the positive and negative effects of others behavior in the society on the organization. Thirdly it has 
to take into not only the shareholders but also the various stakeholders of an organization. Fourthly a company should 
align its social and economic goals as the basic responsibility on an organization still remains to earn profit. Fifthly that 
practices they follow should somehow be imbibed or linked with the value system of an organization. And lastly, the 
authors argue that CSR should be beyond philanthropy and rather be absorbed in the routine business practices.  
Figure 1 [2] 
 

 
By indulging in CSR activities the organizations actually creates a link between the business and various stakeholders 
that extends beyond the financial gains. With the popularity of CSR, more and more companies now perform in non-
financial arenas such as human rights, business ethics, environmental policies, corporate contributions, community 
development, corporate governance, and workplace issues. Now, social and environmental performances are considered 
side by side with financial performance. From local economic development concerns to international human rights 
policies, companies are being held accountable for their actions and their impact. Companies are also more transparent in 
disclosing and communicating their policies and practices as these impact employees, communities, and the environment. 
[1] 
The diagram given below aptly shows the transformation of the concept of CSR through the ages. 
Figure 2 
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Source: Wayne Visser, The Ages and Stages of CSR:  [3] 
 
Current theoretical and political debates and activities conducted at the national and international level, suggest a 
widespread interest shared by government, industry, civil society and non-governmental organizations (NGOs) regarding 
the role of government and business for the natural environment, social development and social inclusion [4]. 
governments are duly acknowledging the fact that the economic growth that coming is not being duly dispersed amongst 
the poorest sections of the society. As such steps are being taken to somehow move towards inclusive development. “The 
important thing for business and society at large to understand is the limit to voluntary action, which is the point where 
government needs to intervene. If we are to live within the earth’s capacity and share its resources equitably, economies 
must be transformed. That cannot be done by business alone”.[5] 
 
A growing concern amid governments is to bring a greater awareness amongst business organizations about their impact 
on the society thereby generating a more responsible behavior. Though it’s a fact unless some legal pressure is put such a 
behavior is difficult to spawn. Ten years after the 1992 Rio earth summit, the world summit on sustainable development 
(WSSD) was held in Johannesburg (26 August – 4 September 2002) to review any progress made since Rio and begin to 
tackle the global issues of environment and development. The world’s governments, however, were unable to agree on a 
binding legal framework on the environmental behaviour of global corporations, despite the calls for government action 
to hold corporations accountable for their activities. Indian government too is working in this direction. 
One way of ensuring inclusive growth is to generate a greater sense of responsibility within corporations leading to 
socially responsible behavior and actions within and outside the organizations. Thus, promoting corporate social 
responsibility. Although corporate India is involved in CSR activities, the central government is working on a framework 
for quantifying the CSR initiatives of companies to promote them further. According to Minister for Corporate Affairs, 
Mr Salman Khurshid, one of the ways to attract companies towards CSR work is to develop a system of CSR credits, 
similar to the system of carbon credits which are given to companies for green initiatives [6] 
Figure 3 [7] 

 
  
Another major factors leading to the growing importance of CSR activities is the emphasis put upon the companies by the 
government. This push factor is being adopted by the government mainly for three reasons. Firstly, because of the 
growing pressure from various social organizations upon the use and misuse of natural resources. Secondly, the pace of 
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development that is demanded at the present scenario to bridge the gap between the underprivileged and the privileged 
cannot be solely done by any particular person or government alone. Thirdly, as a way to curb bureaucracy and red 
trapezium , government is increasingly promoting CRS initiative. [8] 
Besides the private sector, the government is also ensuring that the public sector companies participate actively in CSR 
initiatives. The Department of Public Enterprises (DPE) has prepared guidelines for central public sector enterprises to 
take up important corporate social responsibility projects to be funded by 2-5 per cent of the company's net profits.  [6] 
Moreover, in 2009, the government made it mandatory for all public sector oil companies to spend 2 per cent of their net 
profits on corporate social responsibility.  
Based upon a new article in British newspaper ‘The Guardian’ the landscape for a corporation’s CSR practices have gone 
from being very pedestrian to a fully fledged component of how they do business. This is encouraging news and to be 
expected, the days of a corporation assigning a few employees the responsibility for corporate social responsibility and 
perhaps upping their recycling program are long gone. Not only is CSR becoming a companywide practice but perhaps 
more importantly the perception of business leaders has changed dramatically in the last decade – 10 years ago on the 
11% of CEOs felt that CSR was an integral part of the company’s platform for success whereas today that figure stands at 
more than two thirds of the same population. 
Figure 4 [9] 

 
  
The root of modern definition of CSR lies in Archie Carroll’s “Pyramid of Corporate Social Responsibility.” In the above 
figure an organization has four types of responsibilities: the first and basic responsibility is to be profitable that is to work 
hard to earn revenue. Carroll himself accepted that this is the foundation on which the other three types of responsibilities 
rest. Secondly fulfill the legal responsibilities set forth by the society as well as the law. In fact a country’s law in itself is 
the codification of the society’s sense of right and wrong. Thirdly, an organization should be ethical in the sense that it 
should do what is right even when there is no compulsion to do so. Fourthly this is the philanthropic responsibility stage 
where an organization has to perform as a good corporate citizen. 
 
Literature Review   
Corporate Social Responsibility (CSR) is a concept that encourages organizations to consider the interests of society by 
taking responsibility for the impact of the organization's activities on customers, employees, shareholders, communities 
and the environment [10] in all aspects of its operations as such it can be viewed as a multi dimensional measure [11] 
[12]. This obligation is seen to extend beyond the statutory obligation to comply with legislation and sees organizations 
voluntarily taking further steps to improve the quality of life for employees and their families as well as for the local 
community and society at large. This in turn increases the likelihood to attracts socially conscious consumers [13], and 
socially responsive investors [14] while mitigating the likelihood of negative regulatory, legislative or fiscal action. [15] 
[16] [13] 
Corporate Social Responsibility is a concept whereby companies integrate social and environmental concerns into their 
business operations and in their interaction with their stakeholders (employees, customers, shareholders, investors, local 
communities, government), on a voluntary basis [17]. Corporate social responsibility is the commitment of businesses to 
contribute to sustainable economic development by working with employees, their families, the local community and 
society at large to improve their lives in ways that are good for business and for development[18] this increased positive 
interaction may lead to obtaining better resources [19] [20 ]. [21] [22] suggested that positive social performance could 
reduce the level of waste within productive processes 
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CSR is generally understood as being the way through which a company achieves a balance of economic, environmental 
and social imperatives (“Triple-Bottom-Line- Approach”), while at the same time addressing the expectations of 
shareholders and stakeholders. In this sense it is important to draw a distinction between CSR, which can be a strategic 
business management concept, and charity, sponsorships or philanthropy [23] 
The term "corporate social responsibility" came into common use in the late 1960s and early 1970s after many 
multinational corporations formed the term stakeholder, meaning those on whom an organization's activities have an 
impact. It was used to describe corporate owners beyond shareholders as a result of an influential book by R. Edward 
Freeman, Strategic management: a stakeholder approach in 1984 .[24] 
The World Business Council for Sustainable Development defines the concept of CSR as a “continuing commitment by 
business to behave ethically and contribute to economic development while improving the quality of life of the workforce 
and their families as well as of the local community and society at large ,thereby protecting and enhancing corporate 
reputation [25] [26] [27].Corporate Social Responsibility is a concept whereby companies integrate social and 
environmental concerns into their business operations and in their interaction with their stakeholders (employees, 
customers, shareholders, investors, local communities, government), on a voluntary basis.[17] 
On the other hand, the European Commission hedges its bets with two definitions wrapped into one: A concept whereby 
companies decide voluntarily to contribute to a better society and a cleaner environment. A concept whereby companies 
integrate social and environmental concerns in their business operations and in their interaction with their stakeholders 
on a voluntary basis. This voluntary act increases the possibilities of attaining higher quality employees ,[28] [29] and 
may even act as an advertisement by increasing overall demand for products’ and services. [30] [31] [32] [33] 
In recent years, there has been a growing interest, both in the academic as well as the business world, around the issue of 
Corporate Social Performance (CSP) - a multidimensional measure [11] [12] of corporate social responsibility (CSR) that 
captures firm actions aimed at engaging a broader set of stakeholders and ranging across a wide variety of inputs, internal 
routines or processes, and outputs.[20] [34] [35] [36] [37] [38] [39] 
CSR is concerned with treating the stakeholders of the firm ethically or in a responsible manner. ‘Ethically or 
responsible’ means treating stakeholders in a manner deemed acceptable in civilized societies. Social includes economic 
responsibility. Stakeholders exist both within a firm and outside. The natural environment is a stakeholder. The wider 
aim of social responsibility is to create higher and higher standards of living, while preserving the profitability of the 
corporation, for peoples both within and outside the corporation. 
Gerry Rodgers Director Policy Integration Department Corporate social responsibility: CSR is closely linked with the 
principles of Sustainability, which argues that enterprises should make decisions based not only on financial factors such 
as profits or dividends, but also based on the immediate and long-term social and environmental consequences of their 
activities. [40] 
How to define CSR, particularly in India, is clearly a tricky question. CSR can mean different things to different people -– 
and in many cases, companies engage in a portfolio of “responsible” activities. In India, many companies support health 
and education in their local communities, and increasingly companies are looking to mitigate harm by establishing 
Health, Safety and Environment (HSE) guidelines. Unfortunately, as ITC Chairman Y. C. Deveshwar adroitly noted in a 
recent speech to shareholders, today’s typical company is not seeing the full potential of CSR but is instead looking 
through “a very narrow lens that concentrates only on its ability to extend financial support to socially relevant projects.”  
[41] 
“More and more companies are accepting corporate citizenship as a new strategic and managerial purpose requiring their 
attention. Once seen as a purely philanthropic activity—a source of general goodwill, with no bottom-line consequence—
citizenship is moving from the margins of concern to the center at leading companies [42].  While there is no agreed-
upon definition, the World Business Council for Sustainable Development defines CSR as the business commitment and 
contribution to the quality of life of employees, their families and the local community and society overall to support 
sustainable economic development. World Business Council for Sustainable Development. (2000, January). Simply put, 
the business case for CSR—establishing a positive company reputation and brand in the public eye through good work 
that yields a competitive edge while at the same time contributing to others—demands that organizations shift from solely 
focusing on making a profit to including financial, environmental and social responsibility in their core business 
strategies. Despite what the phrase corporate social responsibility suggests, the concept is not restricted to corporations 
but rather is intended for most types of organizations, such as associations, labor unions, organizations that serve the 
community for scientific, educational, artistic, public health or charitable purposes, and governmental agencies. 
 
There is growing evidence pointing to the validity of and the demand for CSR. For example, 82% of companies noted that 
good corporate citizenship helps the bottom line and 74% said the public has the right to expect good corporate 
citizenship [43]. However, as Niall FitzGerald, chairman of Unilever, explained in his presentation at the London 
Business School, “the reality of corporate social responsibility is there are no precedents to fall back on, and decisions 
must be based on judgment rather than tried and tested formulae.” [44] 
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There are basically three “generations” of CSR in varying stages of sophistication. The first generation has demonstrated 
that companies can contribute to society without risking commercial success. Today, the second generation is developing 
more fully as CSR gradually becomes an integral part of companies’ long-term business strategies. Finally, the third 
generation addresses significant societal issues, such as poverty and cleanup of the environment45]. In recent years, 
intangible assets—company values, human and intellectual capital, reputation and brand equity—have become 
increasingly important to organizations. [46] 
 
CSR clause 
The Indian government had been on a lookout for enacting a new company law for a decade now. Finally the Companies 
Act 2013 was passed and the 57 year old company law  1956. Thereby leading to the introduction of corporate social 
responsibility into Indian company law and making India the first country to have social welfare expenses as part of 
company decree by law. "Corporate social responsibility is a new concept in terms of Indian legislation. India is perhaps 
the first country in the world to have CSR in statute," Corporate Affairs Minister Sachin Pilot told the news channel 
CNBC-TV18."The reason we've done this is to make sure that companies that are large and profitable for a certain 
amount of years are able to qualify to do CSR." [47]. The companies are required to give preference to the area in which 
they are operating and the neighboring one while performing CSR activities.  In the initial stages of its making the bill 
did not made CSR activities compulsory on the part of companies, rather just directed them to ensure undertaking of such 
activities. The companies will have to comply with a set of rules regarding CSR provisions. The CSR clause section 135 
require a company to report their CSR spend in a form provided therein. 
 
According to the Indian Institute of Corporate Affairs, of the 1.3 million companies in India, about 6,000-7,000 
companies are covered under the new CSR rule as it is applicable only to companies that have a minimum net worth of 
Rs. 500 crore, turnover of Rs. 1,000 crore or net profit of Rs. 5 crore . [48] 
 
135. . [49] (1) Every company having net worth of rupees five hundred crore or more, or turnover of rupees one thousand 
crore or more or a net profit of rupees five crore or more during any financial year shall constitute a Corporate Social 
Responsibility Committee of the 
Board consisting of three or more directors, out of which at least one director shall be an independent director. 
(2) The Board's report under sub-section (3) of section 134 shall disclose the composition of the Corporate Social 
Responsibility Committee. 
(3) The Corporate Social Responsibility Committee shall,— 
(a) formulate and recommend to the Board, a Corporate Social Responsibility 
Policy which shall indicate the activities to be undertaken by the company as specified in Schedule VII; 
(b) recommend the amount of expenditure to be incurred on the activities referred to in clause (a); and 
(c) monitor the Corporate Social Responsibility Policy of the company from time to time. 
(4) The Board of every company referred to in sub-section (1) shall,— 
(a) after taking into account the recommendations made by the Corporate Social 
Responsibility Committee, approve the Corporate Social Responsibility Policy for the company and disclose contents of 
such Policy in its report and also place it on the company's website, if any, in such manner as may be prescribed; and 
(b) ensure that the activities as are included in Corporate Social Responsibility Policy of the company are undertaken by 
the company. 
(5) The Board of every company referred to in sub-section (1), shall ensure that the company spends, in every financial 
year, at least two per cent. of the average net profits of the company made during the three immediately preceding 
financial years, in pursuance of its Corporate Social Responsibility Policy: 
Provided that the company shall give preference to the local area and areas around it where it operates, for spending the 
amount earmarked for Corporate Social Responsibility activities: Provided further that if the company fails to spend such 
amount, the Board shall, in its report made under clause (o) of sub-section (3) of section 134, specify the reasons for not 
spending the amount. 
Explanation.—For the purposes of this section “average net profit” shall be calculated in accordance with the provisions 
of section 198. [49] 
 
Corporate Social Responsibility (CSR) is now accepted as a means to achieve sustainable development of an organization. 
Hence, it needs to be accepted as an organizational objective. The Companies act, 2013 will make Indian companies to 
consciously work towards that objective, as it requires a prescribed class of companies to spend a portion of their profits 
on CSR activities. 
Businesses can no longer limit themselves to using resources to engage in activities that increase their profits. They have 
to be socially responsible corporate citizens and also contribute to the social good. Corporate Social Responsibility (CSR) 
is about integrating economic, environmental and social objectives with a company’s operations and growth. Many 
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consider CSR philanthropy, but that is a limited definition. An organization can accomplish sustainable development if 
CSR becomes an integral part of its business process. [50] 
Some countries, like Malaysia, have mandated spending towards CSR for certain industries such as mining. The Danish 
Government too had made it mandatory for every company to report its spending on CSR. 
 
It is currently estimated that the average CSR spend currently is 1-1.25% of profits, while the Companies Act, 2013, 
prescribes 2%.  While the new Act does not make this kind of a CSR spending compulsory, it mandates reporting any 
failure in meeting this target, creating social pressure on companies.  [48] 
Below are some of the facts of Indian Organization. 

 
Figure 5 [7] 

 
 

Figure 6 [7] 
  

 

 
Figure 7 [7] 
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Table 1 [ 51] 
Existing CSR Activities of some companies- 
Company 

Name 

Major CSR Initiatives 

ITC Limited e-Choupal, social & farm forestry, watershed development, women's empowerment, livestock 

development, primary education 

Infosys Employees take up social causes like education, rural rehabilitation and inclusive growth. energy 

conservation, water sustainability, a forestation, waste management, awareness on carbon footprint. 

Jubiliant 

Work Sciences 

Basic healthcare facilities, supporting government rural primary education system, developing resource 

pool through vocational training programmes. 

Reliance 

Industries 

Limited 

Health, education, infrastructure development (drinking water, improving village infrastructure, 

construction of schools etc.), environment (effluent treatment, tree plantation, treatment of hazardous 

waste), relief and assistance in the event of a natural disaster, and miscellaneous activities such as 

contribution to other social development organizations. 

 
Table 2 [51] 

Expected contribution for CSR after the CSR provisions are enforced- 

While corporate affairs minister Sachin Pilot insists the new CSR rule is driven by the principles of self-regulation and 
self-disclosure, corporate leaders like Bajaj Group chairman Rahul Bajaj and Infosys vice-chairman Kris Gopalakrishnan 
have raised concerns over the government dictating terms on philanthropic initiatives of companies.On the other hand, 
many including Kotak Mahindra Bank managing director Uday Kotak welcome the new rule. “There is a very 
fundamental change in CSR. Making it part of the law is path breaking,” Kotak said at a Confederation of Indian 
Industry (CII) conference on the Companies Act, 2013, early this week. [48] 
 
Harmonizing with international norms, fraud reduction measures, new government powers, and accountability provisions 
are all important new facets of the Bill. India, however, is setting itself apart from other Asian countries by codifying 
corporate social responsibility (CSR) spending for targeted companies. Clause 135 of the Companies Bill, 2012 (the “CSR 
Clause”) requires targeted companies to spend a prescribed formula-based amount on CSR for the applicable fiscal year, 
report on these activities, or explain why they failed to spend, in the annual board report. 
(Kordant Report Series 2013) [51] 
 
Corporate contributions should be made to activities within the list defined by the bill (ranging from addressing hunger 
and poverty to promoting education, reducing child mortality and improving maternal health). Failure by companies to 
report on their efforts could result in fines and even prison (up to three years) for officers in the company.  [53] 
 

No. Name of the companies Average Profits(of the FY 2009-10, 2010-

11, 2011-12) 

(Amt in Rs. millions) 

Proposed contribution in CSR  

(2% of the Average Profits) (Amt in Rs. 

millions) 

1. GAIL (INDIA) LIMITED 34,516.03 690.32 

2. HINDUSTAN UNILEVER 

LTD 

23,998.00 479.96 

3. Infosys 69,053.33 1,381.07 

4. Larsen & Tourbo Ltd 42,633.03 852.66 

5. NTPC Ltd 90,181.73 1,803.63 
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"This is a significant and welcome step," said Parvinder Singh, head of advocacy and communications for the Poorest 
Areas Civil Society. 
"But for this opportunity to translate into gains against poverty for excluded communities, the step needs to be backed 
with institutional provisions to link experience of civil society and government entitlements with the CSR framework."  
[47] 
Indeed, a trend is already apparent as the European Union is considering a law that would require CSR reporting and 
disclosure for certain companies, something the European Union calls “non-financial information.” While the E.U. law 
does not require mandatory CSR spending, it demonstrates that governments are expecting companies to do more than 
simply conduct business, provide services, and make a profit within their borders. [52] 
 
A 2011 study by the Oxford Poverty and Human Development Initiative estimated that approximately 650 million people, 
or fifty-three percent of India’s population, live in poverty. In 2010, the World Bank estimated that about 400 million 
people in India live on less than U.S. $1.25 a day. Poverty is also intertwined with illiteracy, gender inequality, and 
disease. Vast environmental issues confront India, such as deforestation, illegal wildlife trading, loss of biodiversity, 
water pollution, air pollution, and the particular vulnerability of Indian populations to natural disasters, among other 
issues. 
 
Union Minister of State for Corporate Affairs(Independent Charge),Sachin Pilot during an interactive session on 'Recent 
Policy initiatives of MCA to Empower Corporate Growth' in Kolkata on Dec. 16, 2012. 
With the Lok Sabha giving its approval for the Companies Bill, 2011, Minister of State for Corporate Affairs Sachin Pilot 
said the aim of the legislation was to make India a safe and attractive destination for investment and to do away with 
‘inspector raj’ on companies. 
 
“The aim is to protect the interests of employees and small investors while encouraging firms to undertake social welfare 
voluntarily instead of imposing that through ‘inspector raj’ and make India an attractive and safe investment destination,” 
Mr. Pilot, who put up a spirited show during the passage of the Bill, said. The passage of the Bill is another important 
part of the reforms process being undertaken by the UPA II government. [54] 
 
QUALIFYING COMPANIES   [55] 
The CSR Clause of the Companies Act 2013 is applicable to any company with: 
(1)  A net worth of rupees 500 crore (about U.S. $90 million) or more; 
(2)  A turnover of rupees 1000 crore (about U.S. $180 million) or more; or 
(3)  A net profit of rupees 5 crore (about U.S. $900,000) or more in any fiscal year. 
 
REQUIRED ACTIVITIES FOR QUALIFYING COMPANIES   [55] 
A qualifying company under the CSR Clause must perform the following activities: 
� Create a CSR committee on the board of directors with the committee consisting of three or more directors of which at 
least one has to be an independent director 
� The committee is required to formulate and monitor the company’s CSR policy and recommend the expenditure to be 
incurred on such activities 
� The CSR activities may comprise any number of activities listed in Schedule VII of the Companies Bill (outlined 
below) 
� The board report will require the disclosure of the CSR committee and the contents of the CSR policy 
� The board is required to ensure that the activities provided under the CSR policy are undertaken and that the company 
spends at least 2% of the average net profits made by the company in the preceding three financial years in accordance 
with the policy 
� Where the board fails to spend such an amount, it is required to provide the reasons for such failure in the report of the 
board of directors 
 
PERMISSIBLE CSR ACTIVITIES   [55] 
The CSR Clause leaves it to the discretion of the company’s board to determine the exact manner in which the CSR 
amounts are spent. However, Schedule VII of the Companies Act requires the CSR policy created by the CSR committee 
involve at least one of the following focus areas: 
1)     Eradicating extreme hunger and poverty; 
2)     Promotion of education; 
3)     Promoting gender equality and empowering women; 
4)     Reducing child mortality and improving maternal health; 
5)     Combating [HIV], [AIDS], malaria and other diseases; 
6)     Ensuring environmental sustainability; 
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7)     Employment-enhancing vocational skills; 
8)     Social business projects; 
9)     Contribution to the Prime Minister’s National Relief Fund or any other fund set up by the Central Government or 
the state governments for socioeconomic development, and relief and funds for the welfare of the Scheduled Castes, the 
Scheduled Tribes, other backward classes, minorities and women; and 
10)  Such other matters as may be prescribed. 
 
IMPACT 
• Spending 2 percent profits on poor 
As the latest Forbes India cover story shows- we expect Rs 63 billion to flow in from India’s top 500 listed companies, 
going by the government’s 2% norm. If we expand this list to the top 1,000 corporations, add MNCs, co-operative banks 
and SMEs, then we are talking about at least Rs 120 billion. Not a bad number for a country of 1.2 billion. If I further 
extrapolate this calculation by geography- each of India’s 660 districts could get over Rs 18 crore of this investment.  [56] 
• Greater accountability and transparency in the private sector 
CSR is strictly embedded with a multitude of business actors. With the call for sustainability and the new role of business 
in society [57], and with increased expectations and new rules and tactics  [58], leadership is bound to come into 
contact—and conflict—with key stakeholders in the arena of responsible business, global versus regional and local needs, 
and different national cultures. The concept of stakeholder engagement and communication with stakeholders looks like a 
catch-22 of leadership practices for CSR [59]. Accountability can make entry and success in new markets easier by 
helping establish direct relationships with key customers and business partners. These relationships can contribute to 
innovation in product development or delivery, help mitigate potential negative media coverage, and enhance market 
presence. Some companies have used dialogue with stakeholders to help make decisions on overseas investments and 
operations, or to overcome the challenges of operating in markets with different cultures, laws, and languages. For 
example, Unilever’s Indian subsidiary, Hindustan Lever, has worked with local stakeholders to develop a new delivery 
system for laundry detergent in Indian villages. The company was experiencing difficulty in selling its product until it 
was suggested by stakeholders that the company package its product in single-use quantities that would be affordable to 
local residents with limited disposable incomes. 
• Improved Overall Management: 
An analysis of Fortune 500 companies conducted at the Boston College Carroll School of Management found that 
companies judged as treating their stakeholders well are rated by peers as also having superior management. [60] 
• Strengthen shareholder rights in a country where many businesses are family controlled 
Many companies that have developed clear CSR performance and accountability systems inside their organizations report 
experiencing an improvement in their management practices overall. 
• Increasingly, companies are finding that the impact of systems designed to increase accountability for CSR performance 
is not limited to the CSR realm, but can also impact performance in other areas as the culture of the organization 
undergoes change. 
• Improved Organizational Effectiveness 
The process of self-assessment and evaluation that is part of increasing accountability can have beneficial impacts on 
company operations. For example, social and environmental auditing and reporting give companies the opportunity to 
assemble and assess more comprehensive information on operations and impacts. This information can help coordinate 
and maximize efficiencies and collaborations across departments, facilities, and business units. Through this process, 
companies compile examples of successful programs from various parts of their organizations and share the learnings 
throughout the company, leading to more effective and efficient policies and practices. Dialogues and partnerships with 
stakeholder groups can help companies build skills and competencies, or align company operations with overarching 
mission and values. 
• Decreased Risk of Adverse Publicity: 
Accountable companies may be better prepared to address the concerns of customers or other stakeholders who might 
otherwise take negative action on social issues. 
• Growth in public expectations: 
One of the most significant developments in the field of corporate social responsibility (CSR) over the past few years has 
been the growth in public expectations that companies not only make commitments to CSR, but also develop systems to 
manage implementation, and systematically assess and report on progress relative to those commitments. Corporate 
accountability encompasses the systems a company establishes to develop policies, indicators, targets, and processes to 
manage the full range of its activities. [60] 
• Modern legislation for growth and regulation of (the) corporate sector in India, 
• Capitalisation of more than 5 billion rupees 
• Lesser dependency on government aids 
• Country's socioeconomic development 
• Effect positive impact in the communities 
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• Enhancing a company’s brand value and market equity through Crs activities 
• Business goodwill 
• Aiming towards inclusive economic growth 
• Decreasing mistrust  
Government regulators, financial analysts, employees, nonprofit advocacy organizations, labor unions, community 
organizations, and the media are among the groups pressing companies to divulge greater amounts of information on 
CSR performance targets, decision-making, and results. These demands represent concern by stakeholders that companies 
will not hold themselves accountable for CSR commitments without public disclosure. In one example, the “Publish What 
You Pay,” campaign, a coalition of non-profit groups, is calling for all publicly traded resource companies to be required 
by regulators to disclose aggregate information about taxes, royalties, fees and other transactions with governments and/or 
public sector entities for the products of every country in which they operate. 
 
The below given table enlist some of the laws already existing in India which are taking care of the permissible CSR 
activities list. 

Table  3 
 
 PERMISSIBLE CSR ACTIVITIES LAWS & PROVISIONS ALREADY EXSISTING 

1 Eradicating extreme hunger and poverty  Food Security Bill 

 National Rural Employment Guarantee Scheme 

(NREGA), 

2 Promotion of education  Right to Education 

 'Sarva Siksha Abhiyan' 

 'Right of Children to Free and Compulsory 

Education Act, 2009 

 National Common Minimum Programme (NCMP) 

3 Promoting gender equality and empowering women  Women’s Reservation Bill 

 Over 95 per cent of the self-help groups are being 

run by women. More than 99 per cent of them 

are successful and growing 

 National Commission for Women Act, 1990 (20 of 

1990) 

4 Reducing child mortality and improving maternal 

health 

 Nirmal Bharat Abhiyan 

 Norway India Partnership Initiative (NIPI) in 

September 2006  

 National Rural Health Mission (NRHM) 

5 Combating [HIV], [AIDS], malaria and other diseases  US$2.5 billion National AIDS Control Plan III 

(NACP) was set up by India in 2007,  

6 Ensuring environmental sustainability  

7 Employment-enhancing vocational skills  government institutes and polytechnics  

8 Social business projects;  This point should not be that difficult to decode. 

It simply says that if you are not being able to 

chose a CSR programme, let your funds go the 

government. It knows where, how and when to 
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spend for a cause. 

 However, when CSR programmes have a lot more 

to them than just spending towards a social 

cause, this second-last point should be the last 

option for a corporate group to look at. 

9 Contribution to the Prime Minister’s National Relief 

Fund or any other fund set up by the Central 

Government or the state governments for 

socioeconomic development, and relief and funds for 

the welfare of the Scheduled Castes, the Scheduled 

Tribes, other backward classes, minorities and women;

 

10 Such other matters as may be prescribed  

 
Implementation Issues 
• CSR not properly defined by the government. 
One of the major concerns in the implementation of the CSR clause is the lack of a self explanatory definition. The Bill 
only provides that sufficient reasons need to be provided for not making the requisite CSR spend. While no specific 
penalties are contemplated in the Bill with respect to CSR, Chapter XXIX of the Bill (Sections 450 and 451) provide for 
general penalties for contravention and repeat offences  [61].How to define CSR, particularly in India, is clearly a tricky 
question. CSR can mean different things to different people -– and in many cases, companies engage in a portfolio of 
“responsible” activities. In India, many companies support health and education in their local communities, and 
increasingly companies are looking to mitigate harm by establishing Health, Safety and Environment (HSE) guidelines. 
Unfortunately, as ITC Chairman Y. C. Deveshwar adroitly noted in a recent speech to shareholders, today’s typical 
company is not seeing the full potential of CSR but is instead looking through “a very narrow lens that concentrates only 
on its ability to extend financial support to socially relevant projects.” [41] 
 
• Proper deployment of funds. 
The new Companies Act, 2013, which proposes that 2% of profits earned by a certain class of companies must be spent 
on corporate social responsibility (CSR) activities,  would mean an estimated Rs. 27,000 crore will flow into grassroots 
development and social enterprise sectors every year, says a think-tank. The government is already spending resources 
through various ministries and programmes, though the quantity is not being questioned here the appropriate use and 
deployment is an enigma. Which raises the concern that although the percentage demanded for CSR activities is much 
less than the harm corporate sector is doing, will this fund serve its purpose. 
 
• Practical aspects of complying with its provision. 
While the Companies Bill promulgates strong language for CSR, companies can, in practice, spend nothing on CSR. The 
CSR Clause is a type or regulation commonly referred to as a “comply or explain” clause. Therefore, as long as an 
explanation for not spending the required amount is contained in the annual board report, a targeted company has thereby 
performed its statutory duty under the CSR Clause. Such a policy makes sense if the company is facing deficits or 
downsizing, and the CSR Clause foresees and accommodates such situations 
 
As the Companies Bill does not provide a definition of what constitutes a valid explanatory statement, such explanations 
could plausibly contain reasoning that the money was better spent on research and development, information technology 
infrastructure, or acquisitions, among many other valid reasons. [54] 
 
• Starkly absent from the CSR Clause are any indicators for measuring CSR impact. 
Just as moving doesn’t signifies progressing spending a particular amount doesn’t means improvement. By confining the 
legal definition of CSR to community development, the government is not encouraging companies to assess and disclose 
their more substantive environmental, social and governance (ESG) impacts. 
The Act ignores the Corporate Affairs Ministry’s very comprehensive national voluntary guidelines (NVGs) on social, 
environmental and economic responsibilities of business. This point was raised by critics over the past two years, while 
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the law was being drafted. Some of these critics now feel that debating the definition of CSR any further could obfuscate 
what can be claimed under the 2 per cent budget; “firms might start claiming that the 2 per cent was spent on water 
conservation in their factory or human rights protection in their labour force”, for example. Instead, a “pragmatic 
solution” offered is that we should now interpret CSR as NVG Principle 8 -- “which states that businesses should support 
inclusive growth and equitable development”. [62] 
• Proper deployment of Funds.  
Companies must always perform proper due diligence on entities that receive CSR funds both to ensure that a positive 
impact is being effected and to ensure that funds are not being used illegally or for corrupt practices. 
It is unspoken knowledge that CSR funds often go to NGOs linked with powers-that-be or to select NGOs operating in 
select electoral constituencies or to causes ‘suggested’ by strategic contacts. The issue is whether the CSR regime under 
the new Companies Act is going to alter this situation. 
From the manner in which CSR is defined, it would appear that a major chance to transform the situation has perhaps 
been missed. 
A recent conference cited an example of a local bureaucrat asking a public enterprise to part with funds from its CSR 
budget for constructing a national highway. It seems that if a company’s board includes ‘roads’ in its CSR policy, such 
demands could well be made of it. Taking a higher moral ground, a recent article in an English daily argued the case for 
tapping CSR funds for financing the food security Bill! 
Such suggestions will increase now with Clause 135 of the new Companies Act 2013, which not only mandates 2 per cent 
of net profits for CSR spending, but also prescribes a list of “activities” constituting CSR. Perhaps keeping strategic 
stakeholders satisfied could be rationalised as a business case for survival!  [62] 
• Lack of clear classification. 
The areas given for undertaking the CSR activities are very broad without a proper definition as to what will be included 
and what will be excluded under each head. For example, a company could spend CSR funds on a charitable trust it owns. 
It is unknown if the CSR Clause would allow this to qualify as CSR spending. Schedule VII, section (vi), mentions 
“ensuring environmental sustainability” as an approved CSR spending category. It is not clear if a company spending 
money to implement a reduction in its own packaging, and thereby reducing its carbon footprint, would count as CSR 
spending under Clause 135. The same is true under Schedule VII, section (vii), for “employment enhancing vocational 
skills.” It is unknown if an internal employee skills training on new equipment or software would qualify. Shailesh 
Vaidya, IMC president, said in Mumbai, "The (negative) repercussions of certain provisions of the Bill must be 
considered. For instance, the definition and role of independent directors is raising concerns within the corporate sector. 
A sense of wariness and unease has crept in with the new code of accountability laid out in the Bill."  [63] 
• Change of Leadership. 
With this change of leadership it is yet unrealized aspect that the government has taken away a good doer image from the 
corporate world. With branding given a lot of importance the CSR clause makes the enterprises as made to do ‘good’.  
Major concerns 
• Will the good idea be actually converted into good deeds. 
The good idea doesn’t necessarily turns into a good deed same as a good plan doesn’t always turn out to be a good act. 
The idea of making CSR compulsory is though a good thought with a lot of ifs and buts .The World Bank defines CSR as 
the “commitment of business to contribute to sustainable economic development, working with employees, their families, 
local community and society at large to improve the quality of life, in ways that are both good for business and good for 
development”. The fact however is that business is not under any obligation to do this, no matter how noble such acts may 
appear, as these do not directly enhance profit which many argue is the primary motive of business. It is sometimes 
argued, for example, that the “social responsibility of business is to increase its profits [64]. In a scathing critique, Manish 
Sabharwal, chairman, Teamlease Services, wrote in The Economic Times on February 11, “Just like the checklist view of 
corporate governance did not lead to better companies, the checklist view of CSR will not create better corporate 
citizens.”  [65] Many businesses have however been accused of lining up behind the global compact, in an effort to “hide 
their social and environmental sins”9 under the blue cover of the UN logo10 - the blue wash problem. Added to this is the 
fact that, the bandwagon effect of an industry driven CSR and Transparency practice has also created a free rider and 
‘green wash’ problem (the efforts at giving a positive public image to accepted environmentally unsound practices. [66] 
 
• Is it just a way to shift burden by the government. 
The areas specified for CSR activities are drawn from the millennium goals. If organizations would be taking care of 
governance, who would be taking care of business activities. What would the ministries and the whole lot of NGO’s do. 
And if these millennium goals are not met would it be the responsibility of the government of the business enterprise.  
Objection to the CSR provision is more basic. It is that it takes a blinkered view of the social responsibilities of an 
enterprise. Any company is bound to have constant dealings with multiple sections of society as it goes about conducting 
its everyday business. It interacts with the local area where it operates its facility, the lenders who fund it, the employees 
who work for it and the exchequer which collects taxes. 
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If a company is fair in its dealings with all these entities, there is scarcely any need for it to make a song and dance about 
CSR. But if it short-changes these entities through questionable practices, this can’t be remedied by paying lip-service to 
CSR. 
 
This argument is based on simple economics. A typical listed company in India spends 30-40 per cent of its revenues on 
buying materials from suppliers and 11-12 per cent on employee benefits. It also pays out about 20 per cent of its profits 
as interest and over 30 per cent as taxes to the government. In contrast, the amount to be earmarked for CSR is a mere 2 
per cent of profits [67]. Industrialist Adi Godrej adds, "It's good to say that [CSR] is desirable. Then people should decide 
[what to do] on their own." Philanthropist Rohini Nilekani is more critical. "I just don't get it," she says. "This is 
outsourcing of governance. This is taking the failure of the state and the corporates and trying to create a model out of it. 
If you want, you tax the corporates and put the money into social programs. But you can't dictate CSR [41] 
• Will the actual owners be willing to part with their profit. 
The basic objective of an organization is to earn profit. And this profit belongs to the shareholder, how anyone can decide 
how it should be spent. Moreover one is already paying a lot of direct and indirect taxes. Apart from that the corporate tax 
is one among the highest in the world that is more than 33%.Why should businesses be even forced to think about CSR? 
Businesses are basically set up to serve the shareholder. The shareholder can focus on social good on his personal money, 
but business, well, they aren’t real people with feelings so they should be left alone. “This is the shareholder money, how 
can the government decide how it should be spent. It is just plain wrong,” says Mohandas Pai, chairman, Manipal 
Education Global and the man instrumental in setting up Akshaya Patra, one of Asia’s largest mid-day meal programmes. 
[65]  
 
• Can philanthropy be forced? 
Philanthropy is born out of the soft corners of a personality and more so by the soft laws of the society. It is also said that 
when one indulges in such activities it is more so to link himself. As such forcing something brings out the natural rebel 
in human beings.  Industry driven self-regulation, manifested through CSR initiatives, has created a widening gulf 
between expectations and results, and has obfuscated the difference between Corporate Philanthropy (exemplified by gifts, 
monetary donations, and building of things like schools and clinics), and CSR.11. Now this entire move to get 
corporations to spend 2 percent of profits has critics. One of the detractors is Azim Premji himself who doesn’t think it is 
a good idea to force companies to spend money. This is a fair observation but the government isn’t really being coercive. 
There are no punitive measures as long as an independent director in the firm can explain the lack of spending. In some 
time most companies will be able to develop a CSR strategy simply because every year they will be publicly stating what 
they did or did not do.[65] 
The Federation of Indian Chambers of Commerce & Industry (FICCI) has suggested tax breaks instead for those who 
meet the voluntary targets. Rival chamber the Confederation of Indian Industry (CII) says that compulsory corporate 
responsibility would be counterproductive. "Companies may resort to camouflaging activities to meet such regulations, 
particularly during recessionary periods and economic downturns," argues the lobbying group. [41] 
• Can right be given a name of charity. 
 CSR as defined in the Companies Bill treats the poor as recipients of charity and not as citizens with rights. The bill may 
lead to a reduction in government accountability for delivering social goods and could exacerbate corruption. The need of 
the hour is to ensure that the companies comply with all the legislations; this in itself will in fact ensure the protection of 
rights of stakeholders and environment. And the fact that this is not being done makes CSR activities taken in India by 
majority of organization just an eye wash. For what they are taking away from the society and future generation should be 
compensation at least. Criticism of this clause has taken many forms. ‘‘Can you tell me why a profit-seeking enterprise 
needs to do any good? That’s the government’s job’’ — argue diehard capitalists. ‘‘It is all just a sham; catch these 
corporate types doing any good’’ — counters the green brigade. So what’s the point in actively cheating the exchequer 
out of a 30 per cent share of profits by evading taxes and then shelling out a paltry 2 per cent as CSR? All the above 
instances suggest that as policymakers sit down to frame the rules for operationalising the CSR clause in the new 
Companies Bill, they should actively consider a system of ‘CSR credits’ that evaluates a company’s social responsibility, 
in its entirety. While awarding ‘credits’ to companies that do deploy 2 per cent of their profits on CSR, it should also 
incorporate negative marks for being in an undesirable business or sharp practices in dealings with suppliers, employees 
and the exchequer. [67] 
India's philanthropic community is also against compulsory CSR. "It is a crazy idea," says Dhaval Udani, CEO of non-
governmental organization (NGO) GiveIndia. "Once you make it mandatory, people will find ways and means to get out 
of it. The rules will be so vague that the reporting will be even vaguer." Deval Sanghavi, co-founder & CEO of Dasra, a 
strategic philanthropy foundation, agrees. "I am not in favor of mandatory CSR. When you make things mandatory, the 
chances of their not being done are greater," he notes . [41] 
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