CSR Laws
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S.135 of Companies Act, 2013-Corporate
Social Responsibility (CSR)

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,—

e 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;

e recommend the amount of expenditure to be incurred on the activities referred to in
clause (a); and

e 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,—

e 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

e ensure that the activities in CSR 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:
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e 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:

e 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.

e Provided further that if the company fails to spend such an amount, the Board shall,
in its report made under clause (0) of sub-section (3) of section 134, specify the

reasons for not spending the amount.

Schedule VII-See Sec 135

Activities which may be included by companies in their Corporate Social Responsibility Policies

Activities relating to:

1. Eradicating hunger, poverty and malnutrition, [‘“promoting health care including
preventive health care’’] and sanitation [including contribution to the Swach Bharat Kosh
set-up by the Central Government for the promotion of sanitation] and making available
safe drinking water.

2. Promoting education, including special education and employment enhancing vocational
skills especially among children, women, elderly and the differently abled and livelihood
enhancement projects.

3. Promoting gender equality, empowering women, setting up homes and hostels for women
and orphans; setting up old age homes, day care centres and such other facilities for
senior citizens and measures for reducing inequalities faced by socially and economically
backward groups.

4. Ensuring environmental sustainability, ecological balance, protection of flora and fauna,
animal welfare, agroforestry, conservation of natural resources and maintaining quality of
soil, air and water [including contribution to the Clean Ganga Fund set-up by the Central
Government for rejuvenation of river Gangal].

5. Protection of national heritage, art and culture including restoration of buildings and sites

of historical importance and works of art; setting up public libraries; promotion and



development of traditional art and handicrafts;

6. Measures for the benefit of armed forces veterans, war widows and their dependents, 9[
Central Armed Police Forces (CAPF) and Central Para Military Forces (CPMF) veterans, and
their dependents including widows];

7. Training to promote rural sports, nationally recognised sports, Paralympic sports and
Olympic sports

8. Contribution to the prime minister's national relief fund 8[or Prime Minister’s Citizen
Assistance and Relief in Emergency Situations Fund (PM CARES Fund)] or any other fund
set up by the central govt. for socio economic development and relief and welfare of the
schedule caste, tribes, other backward classes, minorities and women;

e Contribution to incubators or research and development projects in the field of
science, technology, engineering and medicine, funded by the Central Government
or State Government or Public Sector Undertaking or any agency of the Central
Government or State Government; and

e Contributions to public funded Universities; Indian Institute of Technology (lITs);
National Laboratories and autonomous bodies established under Department of
Atomic Energy (DAE); Department of Biotechnology (DBT); Department of Science
and Technology (DST); Department of Pharmaceuticals; Ministry of Ayurveda, Yoga
and Naturopathy, Unani, Siddha and Homoeopathy (AYUSH); Ministry of Electronics
and Information Technology and other bodies, namely Defence Research and
Development Organisation (DRDO); Indian Council of Agricultural Research (ICAR);
Indian Council of Medical Research (ICMR) and Council of Scientific and Industrial
Research (CSIR), engaged in conducting research in science, technology,
engineering and medicine aimed at promoting Sustainable Development Goals
(SDGs).]

9. Rural development projects

10. Slum area development.

11. Disaster management, including relief, rehabilitation and reconstruction activities.

Wide Circular 13/2021 dated 30th July 2021, MCA has permitted spending of CSR funds for COVID-

19 Vaccination.



Companies (CSR) Rules 2020

Companies that are engaged in R&D of new vaccine, drugs, and medical devices are permitted to
undertake research and development activity of new vaccine, drugs and medical devices related to
Covid-19 for financial years 2020-21, 2021- 22 and 2022-23 subject to fulfilment of the following

conditions:

e Such research and development activities shall be undertaken in collaboration with any of
the institutes or organisations mentioned in item (ix) of Schedule VII to the Act
e Details of such activity shall be disclosed separately in annual report on CSR included in

board's report

Scope of Schedule VIl widened Paradigm shift in CSR regime - Spend or explain to

Mandatory Company fails to spend CSR amount in any financial year,

1. The unspent amount is required to be transferred to any fund specified in Schedule VII,
within a period of six months of the expiry of the financial year (in the case there is no
ongoing project).

2. The unspent amount is to be transferred to a special account to be opened by the
company in any scheduled bank to be called to the unspent CSR account within 30 days
from the end of the financial year (in the case of an ongoing project). Such amount shall
be spent on CSR activities within three financial years failing which the unspent amount is
required to be transferred to any fund specified in Schedule VII, within 30 days.

3. Introduction of penal provisions: Penalty of twice the unspent CSR or INR 1 crore,
whichever is less may be imposed on the company, and penalty of 1/10th of unspent CSR

or INR 2 lakh, whichever is less may be imposed on all officers in default.
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Definition of CSR

Activities permitted under Section 135 of Companies Act 2013Exclusions:
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e Activities undertaken in pursuance of normal course of business of the company;

e Contribution of any amount directly or indirectly to any political party under section 182 of
the Act;

e Activities benefiting employees of the company as per Code on Wages (apprentices not
included)

e Activities supported by the companies on sponsorship basis for deriving marketing
benefits for its products or services;

e Activities carried out for fulfilment of any other statutory obligations under any law in

force in India.

Companies (CSR Policy) Rules 2021 and
which NGOs are eligible

Modes for undertaking CSR: CSR activities can now be undertaken by the company itself or through

Section 8 company/registered public trust/registered society-12A and 80G registration
under Income-tax Act, 1961 established by the company, either singly or along with any

other company, or

Section 8 company/registered trust/registered society established by the government; or

Any entity established under an Act of Parliament or a state legislature; or

Section 8 company/registered public trust/registered society, (with 12A and 80G
registration under Income-tax Act, 1961) having an established track record of at least

three years in undertaking similar activities.

URN and Form CSR-1

From 01 April 2021, every entity who intends to undertake any CSR activity, shall register itself

with the Central Government by filing Form CSR-1 electronically with the Registrar of Companies



(ROCQ).

e On successful submission of Form CSR-1, a unique CSR Registration Number shall be
generated by system automatically.

e No timeline specified for registration. Only registered entities will be able to undertake
CSR activity from 1.4.21

e Applicable for 4 eligible entity types for getting CSR Funding

e Following documents are required for filing Form CSR-1 on MCA portal:
o Copy of PAN Card of the NGO
o Details of Directors/BOT/Chairperson/CEO/Secretary/Authorised Rep

o

Copy of Registration Certificate

o

Digital Signature of the Authorised Person with his PAN Number

o

Certification by Practising Professional

CSR-2

e CSR-2 is a web based form available on the online portal of MCA wherein the details
pertaining to the entity, constitution of CSR committee, whether or not the company has
disclosed on its website details about its CSR committee, impact assessment, details of
amount spent in the preceding financial years, unspent amount of CSR, ongoing projects,
unspent amount of CSR, creation of capital assets etc. are to be disclosed. reporting of
CSR has been mandated under the directors’ form CSR-2 introduction, MCA is planning to
use data analytics and elligence to identify the irregularities or misuse of CSR no

e For the preceding financial year 2020-21, the form CSR-2 is to be filed separately on or
before March 31, 2022 after filing of Form AOC-4 or AOC-4 XBRL or AOC-4 NBFC (Ind AS),

as the case may be.

Companies (CSR Policy) Rules 2021



o Companies may now engage international organisations for designing, monitoring and
evaluating the CSR projects and for capacity building of their personnel for CSR. Notified
by CG under this Act.

e Administrative overheads have been defined and capped to 5% of total CSR expenditure.
Admin OH means any expenditure for general management and administration for CSR
function but designing, implementation, monitoring and evaluation of CSR projects will not

be part of admin overheads

CSR Committee

CSR Committee mandatory if CSR spend is more than Rs.50 lakhs in a year otherwise discharged

by BOD

1. The CSR Committee shall formulate and recommend to the Board, an annual action plan
in pursuance of its CSR policy, which shall include the following, namely:
e The list of CSR projects or programmes that are approved to be undertaken in areas
or subjects specified in Schedule VIl of the Act;
e the manner of execution of such projects or programmes as specified in sub-rule (1)
of rule 4;
e the modalities of utilisation of funds and implementation schedules for the projects
or programmes;
e monitoring and reporting mechanism for the projects or programmes; and
e details of need and impact assessment, if any, for the projects undertaken by the
company:
2. New Format for Annual Report on CSR activities from 1.4.2020 (Annexure Il) to be
appended to the company AR-unspent, impact asstt. Admin OH, capital assets, location of

CSR projects etc.

Surplus arising out of CSR projects



e Any surplus arising out of the CSR activities shall not form part of the business profit of a
company and shall be ploughed back into the same project or shall be transferred to the
Unspent CSR Account and spent in pursuance of CSR policy and annual action plan of the
company or transfer such surplus amount to a Fund specified in Schedule VII, within a
period of six months of the expiry of the financial year.

e This means in case the project is income generated by way of fees etc., such income
should be ploughed back into the same project but not form part of the business profit of

the company.

Creation of assets from CSR expenditure

e The CSR amount may be spent by a company for creation or acquisition of a capital asset,
which shall be held by:
o a company established under section 8 of the Act, or a Registered Public Trust or
Registered Society, having charitable objects and CSR Registration Number under
Rule 4(2); or
o beneficiaries of the said CSR project, in the form of self-help groups, collectives,
entities; or
o a public authority
e Provided that any capital asset created by a company prior to the commencement of the
Companies (Corporate Social Responsibility Policy) Amendment Rules, 2021, shall within a
period of one hundred and eighty days from such commencement comply with the
requirement of this Rule, which may be extended by a further period of not more than
ninety days with the approval of the Board based on reasonable justification.

e The asset will be transferred and the exp needs to be considered CSR exp.

Visibility and UC by CFO



e Display of CSR activities on company website. The Board of Directors of the Company
shall mandatorily disclose the composition of the CSR Committee, and CSR Policy and
Projects approved by the Board on their website, if any, for public access.

e UC by CFO of the company that the CSR funds have been spent as per AAP not the CSR

Committee

Carry forward and set off of excess spend

e Any excess CSR spend beyond requirement in a year can be set off in the next 3 FYs.

e Board resolution

Impact assessment

Rule 8: Companies having an average CSR obligation of INR 10 crore or more in three

immediately preceding financial years will be required to do impact assessment, through

an independent agency

CSR projects having outlays of INR 1 crore or more

Completed not less than one year before undertaking the impact study.

Ceiling 2% or Rs.50 lakhs per FY whichever is higher

Cost to be budgeted in the year of undertaking impact assessment

Advisory by ICAl to companies to which
CSR provisions apply (May 2020)



e ICAIl has prescribed the format of auditors report and UC format to be issued by auditor for
CSR funds implemented by NGOs/third party

e Advisory link here.

Resources for new business for reference

Websites of corporates

National CSR Portal

MCA website

FAQ by MCA attached with this PPT

For funding and proposal writing: NGOBox, CSRBox, Fundsforngos.org,
ProposalsforNGOs.com Devnetjobsindia.org, Terravivagrants.org, Tamuku Websites of

Ministries and Donors other than CSR, Ngosindia.com, Pandadoc.com, Ngochrome.com
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