INSIGHT

THE CSR LAW — CHALLENGES
AND OPPORTUNITIES
A year ago, India became the first country in the world to mandate corporate social
responsibility. The Indian government implemented new CSR guidelines requiring
companies to spend 2 per cent of their net profit on social development. Has
industry made any progress on the law? Are companies enthusiastic about
the idea or they think the law is an additional burden? Insights from a
roundtable on challenges and opportunities in CSR.
Words Jacquie irvine

A

year has passed since India implemented new
Corporate Social Responsibility (CSR) guidelines,
becoming the first country in the world to mandate
corporate social responsibility. Last year, on April
1, the government introduced the Companies’ Act 2013, which
included Section 135 that makes it mandatory for companies
of a certain size (net worth of `5 billion or more, turnover
of `10 billion or more or net profit of `50 million or more)
to spend at least 2 per cent of the average net profits of the
company made during the three immediately preceding
financial years, in pursuance of its CSR policy.
Initially, media reports suggested that more than 12,000
Indian companies and several multinational organisations
with subsidiaries in India impacted by this law will spend
an estimated `22,000 crore in the first year. However, the
Corporate Affairs Ministry, in its internal estimate, projected
the spending of around `10,000 crore. In September 2014,
according to a media report, the ministry cut by half its
estimate of CSR spending in the first year to `5,000 crore,
in part because “companies aren’t very enthusiastic to
the idea”.
While some reports mentioned companies not being
enthusiastic about CSR, there were several others that
mentioned how organisations are pledging thousands of
crores to Prime Minister Narendra Modi’s ‘Swatchh Bharat’,
and ‘Clean Ganga’ campaigns as a part of their CSR agendas.
So, what has really happened in the last year? What has
changed? Are companies not enthusiastic to the idea because
they still think the law is an additional burden or because they
are not clear about the various provisions of the law? Has the
industry made any progress on the law or is there still much
ground to be covered? What are the views and opinions of the
corporate world?
To answer these and other questions, Good Values,
a leading international sustainability and corporate
responsibility consultancy, organised a select corporate
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roundtable on the “Challenges and opportunities in CSR
— A year after the introduction of Section 135” at the UK
India Business Council in Mumbai recently. The roundtable
was attended by companies such as P&G, YES Bank, Tata
Capital, Neterwala Group, Transasia Biomedical and
Essar Foundation.
While there were several engaging discussions and
conversations at the roundtable, the key highlights that
emerged were:
The law is a good step forward
When India implemented the Schedule 135 of the Companies’
Act 2013 last year, it became the first country in the world
to legislate CSR. While governments in other countries
encourage companies to spend on social good, no one had
before mandated CSR. In fact, several governments tax
companies and reallocate the fund themselves. Meanwhile,
in countries like the UK there is an unofficial 1 per cent club
where some listed companies spend 1 per cent of their profits
on community programmes. However, this is driven by those
companies’ CR strategies and values, and not by legislation.
Ever since the law was drafted, there were several debates
as to whether India’s approach was visionary or shortsighted. Companies also asked for incentives to encourage
spending on CSR like tax sops, and several sections even
asked for the law to be repealed considering it as an
additional tax.
During our roundtable discussion, the corporates attending
believe that the 2 per cent law is a good step forward. It
allows the sector to come together as a collective for social
change, which was not the case earlier. However, there are
several challenges in implementing CSR in a way that it is
effective and benefits society at large.
One can categorise corporates who fall under the ambit
of the CSR legislation broadly into two sets — one set who
have been doing CSR for a long time and have evolved their
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lives and prevent actual environmental
degradation.”
With talk of penalising companies
not doing CSR rising amongst activists,
companies feel that they must be allowed
to make some mistakes and learn. The
government appears to be listening as
Panjak Srivastava, Director, MCA, was
recently quoted in a news report, “There
are many queries we receive each day
about the CSR rules, and therefore, feel
that it will take some time for private
companies to get used to the process
before they can successfully spend the
mandated 2 per cent of their profits on
CSR activities.”

strategies and programmes, and the
other set who have started CSR only
recently or as a result of the recent
legislation. Those who are experienced
in CSR, realise the benefits that can be
gained, so regard it as an investment by
the business, thereby strategising their
programmes. Many companies who are
now implementing CSR as a result of the
law, consider it as an additional tax, and
only want to comply with the law, thereby
spending it in an ad-hoc manner.
Participants felt that it will take at
least 2 years for companies approach
to the CSR legislation to settle down,
and another 3 years for the real social
sustainable impact to be felt.
At the recent Global Reporting
Initiative’s (GRI) Sustainability Reporting
for Sustainable Development conference
held in Mumbai, the eleven-point
declaration issued by participants, said
that while the government Bill was
welcome, “the 2 per cent ruling could
lead to forced philanthropy, ‘tick box’
behaviour, tokenism or even corruption,
and masking of data to avoid having to
comply. Time will show if this legislation
will have a real impact on poor people’s
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Sustainability is key
Sustainability is critical to the success
of any CSR programme. In order to
maximise the social impact, companies
must look at the sustainability
aspect of their programmes from the
beginning, when they are designing
their CSR strategy. However, you cannot
determine if the project is going to
be sustainable without engaging with
relevant stakeholders. Companies at the
roundtable agreed that partnering with
the community which will be impacted
by the programme is important as
companies must understand that it is
about ‘them’ not ‘us’.
For a case in point, the recent
sanitation campaign has had several
companies pledging hundreds of
crores into making toilets. But is that
a sustainable solution to creating an
open defection free and clean India?
Have companies conducted stakeholder
engagement to find out what the
communities really want? The recent
Research Institute for Compassionate
Economics (RICE) report mentions
sanitation behaviour is closely linked to
social norms of caste and religion, and
not necessarily the infrastructure. For
the project to be sustainable, companies
need to partner with the communities and
invest equally in driving behaviour change
as in building toilets.
When it comes to CSR, many
companies generally have a short-term
strategy. However, not all social issues
can be solved quickly with money. Several
problems require systemic and long-term
sustained commitment. Companies need
to build a 3-5 year plan/strategy in place
for their CSR programmes, similar to how

they create their business or financial
plans. For instance, you can build
multiple schools and provide teachers in
rural areas in order to solve the problem
of education. However, malnutrition,
poverty or not being aware of a child’s
right to education in India may be the real
reasons why a child may not be attending
school. Education is often linked with
other issues and cannot be resolved by
quick structural fixes alone. Changing
mindsets may take time. Hence, it is
important for corporates to engage with
the stakeholders to work out solutions
to their issues by partnering with them
in order to drive a long-term sustainable
change in the society.
Invest in capacity building of NGOs
According to the provisions of the CSR
guidelines, a company can implement
activities listed in Schedule VII on its
own, through its non-profit foundation
or through independently registered
non-profit organisations that have a
record of at least three years in similar
activities. This has led to a further
increase in the number of NGOs in India,
which stands at 3.3 million according to
various reports. With such a high number
of NGOs, companies have a tough task
finding the right one to further its CSR
agenda. Around 52 per cent of companies
mentioned credibility of NGOs as the
biggest challenge in implementing CSR
as a part of the Good Values-UK India
Business Council CSR survey last year.
The situation has not improved much
since then. With scores of activists
waiting and watching the companies CSR
programmes, companies have to be very
careful about where and how to spend.
When selecting an NGO, it is important
to conduct due-diligence and evaluate
and rate it on certain criteria. The Indian
Institute of Corporate Affairs (IICA) is
developing a national NGO hub and setting
up a collaborative projects CSR portal. It
is also trying to create a comprehensive
database enlisting all NGOs (that
corporates could choose from).
A couple of companies at the
roundtable felt that there has been an
improvement in the quality of people in
the NGO sector over the last 3 years.
However, everyone agreed that the
non-profit organisations still have much
to learn in scaling up programmes,
measuring sustainable impacts rather

than just outputs, and do still require
some hand-holding by corporates.
There is also a need for NGOs to look
beyond the traditional programme areas
and consider engaging in social issues
where there are fewer programmes.
Meanwhile, corporates need to
encourage NGOs and invest in their
capacity and capability building.
Measurement is a challenge
Ratan Tata, the former chairman of Tata
Sons, the holding company of the $100
billion Tata Group, had said of the CSR
law: “We have a phenomenon which
is meant to be good but is going to be
somewhat chaotic... we don’t as yet know
what kind of monitoring there’ll be in
terms of how well this money is used.”
His sentiment is echoed by several
other companies a year after the passing
of the law. Measurement was identified
as the biggest challenge in implementing
CSR at the roundtable. Since many
companies have only started doing CSR,
they do not yet have the knowledge
or resources to create a credible

measurement framework.
Measurement is critical for any
CSR programme to be effective and
successful. According to a common
axiom, ‘What we measure, gets done and
can be managed’. ‘What gets measured
can be evaluated’ and ‘evaluation
leads to improvement and validation’.
Measurement allows you to create an
accurate description of your current
state, so that you can set goals and
track progress towards a programme’s
objectives helping ensure that you meet
your goals. Measurement is also a way
to gain understanding and acceptance
from internal stakeholders and provides
data and case studies for communicating
details of the CSR programme internally
and externally.
When measuring the outcomes of a
CSR programme it is key to focus on
outcomes; learn from others; listen to
stakeholders; focus on qualitative along
with quantitative measures, and evaluate
and improve. If a corporate wants to
maximise business returns from a CSR
programme, then it is important that it
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thinks about the measurement process
prior to launching the programme. It
must identify the results it wants to
achieve right at the start in order to
drive bottom-line returns.
What is also important is to
differentiate outputs from outcomes
while measuring. Input is the resources
invested in the programme like your CSR
team, budgets, and employee volunteers.
Outputs are direct and tangible products
from the programme like the number of
children receiving vaccinations or being
mainstreamed into schools. Outcomes/
impacts are the longer-term changes
made to people and communities
resulting from the project — the
difference it makes to their lives.
In the case of a programme focusing
on education of underprivileged
children, the input could be building
a classroom or schools, training of
teachers, and so on. The output would
be the number of new children enrolled
in the school, the reduction in the
dropout rates or increase in number of
children retained. The outcome/impact
would be the increased literacy rate
in the area or the number of children
improving their chances of employment.
Long-term impacts would also include
the number of children gaining
employment as adults and how that
changes the household and potentially

the community’s income, leading to
improved living conditions.
When it comes to measurement, the
participants at the roundtable agreed
that most NGOs in India are struggling
to develop the right measurement
framework and systems. However,
there are a few exceptions, with NGOs
using technology to ensure accuracy of
data and make their processes more
robust. For instance, a start-up NGO
helps corporate/individuals plant trees
and uses technology to locate the tree’s
location and monitor its growth.
Another example is Vodafone India
that has developed solutions to enable
m-Learning and support a state wide
‘Adult Learning’ literacy programme. In
order to monitor attendance of the adult
learning programme in the state of Andhra
Pradesh, Vodafone has created a solution
for recording information on attendance,
including male-female attendance ratio
from every village and collating the
information across villages immediately
for dissemination to the authorities.
Tell a good story well
One of the major challenges and
opportunities discussed at the
roundtable was around communicating
a company’s CSR activity.
There are companies who are
engaged in delivering great CSR

programmes and making a difference
in communities but don’t talk about
it, fearing that stakeholders will
perceive attempts to communicate CSR
achievements as a marketing gimmick.
A lot of corporations, especially in India,
have been engaged in philanthropic
CSR for a long time and believe in doing
good quietly. Conversely, there are
some companies who spend more on
advertising their CSR programmes than
on the actual investments into those
initiatives. While there are others who
don’t really know what to communicate
and how to do it.
It is reasonable to be concerned that
even for companies who engage in CSR
seriously, there are some stakeholders
who are cynical about companies’
motives and programmes. After all,
most stakeholders cannot directly
witness a corporation’s CSR policies or
initiatives and to a great extent must
rely on the corporation’s own reporting.
However, letting your work speak for
yourself is old adage. Companies need
to view CSR as an investment as it
presents an opportunity to do social
good whilst also building reputation and
helping differentiate from competition.
However, the communication must be
based on facts and be open and honest,
for it to work effectively.
It is extremely important for
corporations to have an effective
communication strategy that focuses
on communicating programmes
transparently with stakeholders through
the right communication channels. In
the age of the 24x7 social media, every
single bit of information can be easily
tracked and can go viral. If proved
incorrect it can do more harm than
good to a company.
What then becomes critical for a
communication strategy for CSR is
that when you start talking about
your programmes, ensure that they
have been measured correctly and
you have robust data behind them.
An independent third party audit by
organisations that understand both
charities and corporate would also lend
more credibility to the programme.
Collaborate to maximise social impact
One of the benefits of CSR is that it can
help companies differentiate themselves
from their competitors. However, there
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is also much to be said for companies to
collaborate on some CSR programmes
so that collectively they can have a
greater impact on social issues.
Several social issues cannot be
resolved by a single corporate or an
NGO and there needs to be a multicorporate collaboration to resolve them
or spread awareness. For instance,
the Coca-Cola Support My School
initiative is a public-private partnership
between NDTV network, UN-Habitat,
Charities Aid Foundation (CAF), Sulabh
International, Pearson Foundation and
Tata Teleservices, to provide basic
infrastructure in schools across the
country. All the partners bring their own
expertise into the programme, thereby
maximising the social impact. Moreover,
the programme has also generated a
lot of interest in highlighting the urgent
need for more initiatives to improve
schools and help underprivileged
children lead better lives.
Even if companies are not
collaborating on the execution of
programmes, they can together help
address social issues by sharing their
learnings and best practices with other
companies, government and NGOs.
Participants at the roundtable echoed
this thought and felt that by sharing
their experiences they could initiate
wider dialogue and raise awareness
of social issues amongst institutions,
corporations, NGOs and individuals
for a multiplier effect. For instance,
insurance company Aviva has globally
been raising awareness about the
rights of street children as a part of
its corporate social responsibility
programme ‘Street to School’. It has
not only established itself as a thought
leader in this space but has also,
through its efforts, helped create and
supported the International Day for
Street Children, providing a global
platform to talk about street children’s
rights. This has lead to joint projects
with the UN and raising the rights of
street children up the political agenda.
Corporates are not expected to be
experts in CSR and solving social issues.
Companies should therefore feel more
comfortable in not only talking about what
they are doing well, but also what may not
be working so well in CSR programmes
and importantly the learnings from this.
This helps ensure other companies,
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institutions and NGOs can learn and
together all organisations can move
the social agenda forward. This creates
progress through honest reporting and
dialogue, while also providing credibility
to a company’s CSR strategy.
Having worked with leading
organistions globally over the last 10
years, I strongly feel that with this
new legislation, Indian companies
have a good opportunity to give back
to the society and drive real social
change in India. However, leaders must
understand there is no quick fix strategy
to solving these social issues. To create
sustainable impact, organisations must
invest long-term in their CSR agendas
and link it with their brand and overall
values. India is in a great position with
the new law and is poised to lead the
world by example.

Jacquie Irvine is the co-founder of
the leading international corporate
responsibility (CR) and sustainability
agency Good Values, which has now
set up in India. She pecialises in
ensuring companies maximise their ROI
from their CR strategies and achieve
competitive advantage and stronger
brand reputations.
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