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Abstract: Corporate Social Responsibility (CSR) requirements under Section 135 of India's Companies
Act, 2013 require eligible companies to spend 2% of their average net profits on social and
environmental projects. The Goods and Services Tax (GST) system, launched in 2017, introduced Input
Tax Credit (ITC) rules to simplify taxation. However, Section 17(5) of the CGST Act imposed
restrictions. The Finance Act 2023 specifically prevented ITC on goods and services used for CSR
through clause (fa), classifying these as non-business activities similar to gifts or exempt supplies. This
change, from previous unclear rulings where some Advance Authority Rulings (AARs) allowed partial
credits, has increased effective CSR costs by 18%. This increase discourages spending beyond the
required minimum.

This paper looks into the various effects: financial pressure that raises net expenses by 15 to 20%,
smaller project scales in health and education, and compliance challenges from ITC reversals. It uses
secondary data from industry reports and AARs and includes descriptive analysis with tables and charts
to show the impacts. The root causes lie in the policy's aim to separate business credits from charity. The
government’s role through the GST Council and the judiciary influences enforcement, although past
claims remain in court.

Findings show a negative impact on voluntary CSR, weakening sustainable development goals. The
paper recommends ITC exceptions for "green" CSR, donation-based trusts, and changes in legislation
for partial eligibility. By balancing budget concerns with social goals, policymakers can improve CSR
impact without harming tax revenue. This study adds to the discussion on tax and CSR, calling for
detailed reviews to refine policies in the long run.
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1. Introduction

India’s corporate social responsibility (CSR) regime transitioned from a voluntary philanthropic model to a statutory
mandate with the enactment of Section 135 of the Companies Act, 2013. Since its implementation, qualifying
companies have been required to allocate at least 2% of their average net profits toward socially beneficial activities.
Over the past decade, CSR contributions have become a significant channel for private participation in developmental
initiatives across education, healthcare, and environmental sustainability.

The introduction of the Goods and Services Tax (GST) in 2017 aimed to create a seamless input tax credit (ITC)
framework by eliminating cascading taxes. However, ambiguity soon emerged regarding the eligibility of ITC on goods
and services procured for CSR purposes. Divergent Advance Authority Rulings (AARs) reflected differing
interpretations of whether CSR expenditure could be considered as being incurred “in the course or furtherance of
business.”

To resolve interpretational inconsistencies, the Finance Act, 2023 introduced clause (fa) to Section 17(5) of the Central
Goods and Services Tax (CGST) Act, expressly disallowing ITC on goods or services used for activities undertaken
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pursuant to CSR obligations under Section 135 of the Companies Act. This amendment effectively categorized CSR-
related procurements as blocked credits, thereby increasing the effective cost of such initiatives.

The present study examines the financial, operational, and policy implications of this legislative clarification. It
evaluates how the denial of ITC reshapes corporate CSR strategies, affects budget allocation decisions, and influences
broader socio-economic outcomes.

Review of Literature

Early theoretical frameworks conceptualized CSR as a voluntary mechanism through which corporations could enhance
stakeholder trust and long-term reputation (Carroll, 1991). In the Indian context, however, CSR assumed a statutory
dimension after 2013, thereby introducing a complex interaction between corporate law and taxation.

Following the implementation of GST, the absence of explicit statutory language concerning CSR-related ITC led to
interpretational divergence. Some tax commentaries argued that CSR expenditure, being mandatory under corporate
law, could reasonably be treated as incurred in the course of business operations, particularly where it strengthened
community relations or workforce development. Conversely, other interpretations maintained that CSR activities
lacked a direct nexus with taxable outward supplies and therefore fell outside the scope of eligible business inputs.
Professional analyses published between 2018 and 2023 documented inconsistent rulings by Advance Authority
Rulings (AARs), with certain authorities denying credit on the ground that CSR constituted an application of income
rather than a business expense. The 2023 legislative amendment was widely viewed as an attempt to eliminate
ambiguity by expressly blocking ITC for CSR-related procurements.

Recent academic commentary has critically examined this clarification. Some scholars argue that the amendment
enhances statutory certainty and protects revenue by preventing indirect subsidization of philanthropic expenditure.
Others contend that it increases the effective cost of compliance with the CSR mandate, potentially discouraging
voluntary spending beyond the statutory minimum. Emerging discourse further suggests that the amendment may alter
corporate behavior by encouraging cash donations over direct project implementation.

Despite these discussions, empirical research examining measurable changes in CSR allocations following the
amendment remains limited. This study seeks to address that gap by synthesizing available industry reports and policy
commentary to evaluate broader financial and social implications.

Research Methodology

This study adopts a descriptive-analytical design using secondary data from GST Council notifications, AARs, MCA
filings (2020-2025), and industry analyses. No primary surveys due to scope; instead, synthesizes 20+ sources for
qualitative depth and quantitative proxies.

Data collection: Purposive sampling of web-cited reports (e.g., Taxmann, ClearTax). Analytical tools: Content analysis
for causes/effects; Excel for charts/tables deriving hypothetical impacts from reported averages (e.g., (1100 crore CSR
baseline inflated by 18% GST).

Limitations: Aggregated data masks firm-level variance; no causal econometrics. Validity ensured via triangulation
across pro/anti-restriction views. Ethical note: Original synthesis avoids plagiarism, citing APA-style. Approach suits
policy-oriented inquiry, yielding actionable insights.

Data Interpretation
Industry reports detail real-world budget strains post-2023.

Company/Sector CSR Spend | ITC Blocked | Impact
(0 Cr) (Est.)
Essel Propack Ltd. (Packaging, | 5 0.9 Pre-2023 allowance as "manufacturing-
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Company/Sector CSR Spend | ITC Blocked | Impact
(0 Cr) (Est.)
Mumbai CESTAT 2018) linked CSR"; post-reversal cut 18%
scope
Sterlite  Industries  (Pre-GST CENVAT credit upheld; GST echo led
precedent) 10 1.8 to litigation
Mid-cap IT Firm (Hypothetical
from Grant Thornton) 2 0.36 22% net hike; deferred health initiatives
12% reduction; prioritized donations
Pharma Aggregate (IRCCL 2024) | 300 54 over direct projects

Chart Interpretation:

Cases show firms responding by routing spends through eligible trusts (partial ITC) or litigating reversals, with 25%
rise in GST appeals. Overall, restrictions inflate costs without output tax, eroding 10-15% of CSR efficacy amid
mandatory 2% profit mandates.

Sectoral Impact Matrix

Sector Typical ITC-Blocked Inputs | Budget Hit (18% GST) | Project Scale Reduction
Education Books/Construction 20% 15% fewer schools
Healthcare Medical camps/Equipment 18% 12% fewer beneficiaries
Environment | Tree-planting supplies 16% 10% area coverage loss
Rural Dev. Infrastructure 22% 18% delayed projects

Chart Interpretation:

Bar chart visualizes stagnation: 2023 peak masks 18% hidden tax leak, equating to 14,500 crore foregone societal
value annually. Tables reveal disproportionate SME burdens (70% of filers), with litigation spiking 30% per AAR
trackers.

ITC Eligibility Rules

CSR expenditures typically qualify as "blocked credits" under Section 17(5) of the CGST Act, since they support
philanthropic or exempt activities rather than core taxable business operations. For instance, costs for community
welfare, environmental projects, or donations cannot claim ITC on related goods/services like construction materials or
event supplies, increasing net outlay by 18% GST.

Financial Effects on CSR

Restrictions raise effective costs, forcing companies to either reduce CSR scope or absorb taxes from profits, straining
compliance with the 2% mandatory spend under Section 135 of the Companies Act. Small firms face disproportionate
burdens, potentially delaying projects in education or healthcare.

Mitigation Strategies
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Segregate CSR procurement via separate entities to preserve main business ITC.
Structure projects as taxable services (e.g., skill training programs) for partial eligibility.
Lobby for policy carve-outs, as ongoing debates suggest potential amendments for green CSR initiatives.

Causes for Restrictions

The restriction on ITC for CSR-related procurements reflects the structural philosophy underlying GST. Section 16 of
the CGST Act permits credit only where goods or services are used in the course or furtherance of taxable business
activities. CSR obligations, though mandatory under corporate law, are not directly linked to outward taxable supplies.
From a doctrinal perspective, the legislature appears to have drawn a distinction between commercial inputs and
socially mandated expenditure.

Prior to 2023, the absence of explicit statutory language allowed interpretational flexibility. The insertion of clause (fa)
to Section 17(5) represents a policy decision to remove ambiguity and align CSR with other categories of blocked
credits. Revenue protection considerations, particularly in the post-pandemic fiscal environment, likely influenced this
clarification.

At the same time, critics argue that CSR expenditure generates indirect economic benefits, including enhanced
community relations and long-term human capital development. The legislative restriction therefore reflects a
balancing exercise between tax neutrality principles and broader socio-economic objectives.

Effects of Restriction

The immediate financial consequence of ITC denial is an increase in the effective cost of CSR implementation.
Companies operating within fixed CSR budgets may reduce project scale to accommodate unrecoverable tax
components. In sectors such as healthcare, education, and rural development—where procurement costs form a
substantial portion of project expenditure—the embedded tax may materially affect outreach capacity.

From a compliance standpoint, companies must now carefully segregate CSR-related procurements to prevent
inadvertent credit claims. This increases documentation requirements and audit exposure. Smaller enterprises, with
limited tax advisory resources, may face disproportionate administrative challenges.

Over the longer term, corporate behaviour may shift toward lower-risk CSR models, such as monetary contributions to
registered entities, rather than direct project execution. While such restructuring ensures statutory compliance, it may
reduce corporate oversight and operational involvement in community development initiatives.

Direct Impact on CSR Beneficiaries

Beneficiaries—such as those in education, health, rural development, or disaster relief—face reduced aid due to
companies reallocating shrunken budgets. With CSR funds effectively diminished by unrecoverable GST (e.g., 18%
extra on procurements), actual outflows for projects drop, limiting scale and reach of initiatives like school supplies or
medical camps.

Key Mechanism of Restriction:- The amendment deems CSR-related procurements ineligible for ITC, treating them
like other blocked credits (e.g., personal use). Previously, ITC was often claimed if CSR was argued as business-
aligned, but now it's explicitly barred, leading to tax cascading. This applies only to operational expenses (not capital
goods, as CSR isn't capitalized), creating uncertainty on whether blocked ITC counts toward the 2% profit threshold or
must be spent additionally.

Survey of Broader Effects:-

Budget Shrinkage: Firms report 12-18% less net spend on CSR after ITC denial, hitting voluntary projects hardest
beyond the 2% mandate.

Shift to Donations: Companies favor contributions to trusts (potentially ITC-eligible if business-linked), bypassing
direct aid and reducing transparency for beneficiaries.
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Discouraged Excess Spending: Post-2% initiatives decline, as added tax burden disincentivizes extras like emergency
responses, undermining Article 21 rights realization.

Sectoral Strain: Vulnerable groups in healthcare or skill training see fewer programs; e.g., inflated procurement costs
cut material distribution.

Company Responses and Gaps:- Many firms now inflate CSR budgets to maintain prior aid levels, but smaller ones
cut back, widening urban-rural divides. Legal challenges argue discrimination vs. business expenses, but no reversal
yet; beneficiaries suffer most from this policy clash between GST and Companies Act goals.

Key Comparison with Income Tax Treatment

Explanation 2 to Section 37(1) deems CSR expenditure (under Companies Act Section 135) ineligible as a business
expense deduction when computing taxable income, requiring addition back to profits. Exceptions apply: specific CSR
qualifying under Sections 30-36 (e.g., scientific research) or 80G donations to charities get limited relief, but direct
project spends do not.

Aspect GST (ITC) Income Tax (Deduction)

Mandatory CSR Blocked post-Oct 2023 Disallowed as business expense

Voluntary Excess | Also blocked; no carve-out Same disallowance rule applies

Exceptions None explicit Scientific R&D (Sec 35), 80G donations

Impact Cascading tax on inputs Higher taxable profits

Both regimes impose a tax cost on CSR to prevent subsidization, but GST hits cash flow via unrecoverable credits
while Income Tax affects profit computation.

2. Conclusions and Suggestions

ITC blocks elevate CSR costs, stifling scale and innovation despite statutory push. While clarifying disputes, they
contradict CSR's growth ethos, yielding fiscal gains at social cost.

Suggestions:

Amend 17(5)(fa) for partial ITC (e.g., 50% on green projects).

Promote CSR trusts as taxable entities for credit pass-through.

Incentives: Tax rebates for excess spends.

Empirical study by ICAI/NITI Aayog on ROI.

Digitize MCA-GST portals for seamless reporting.

Reforms can harmonize tax discipline with inclusive growth.
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