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22 Decembe&
The Hon’bl Minister of Finance Shri Arun Jaitley f”\

. . \ \ )
Ministry of Finance ,,,}\\y

North Bloack, N
New Delhi, Delhi 110001 ‘ )
N/

Dear Sir, x//)
in SEBIR

Z
Representation to GOI to Enable Investment of CSR Funds QE\B{- egistered Category 1, Social
Venture Funds \\ ‘j
-
®
The Impact Investors Council represents nearly 40 socjal.i funds and other eco-system players
uit

including banks. Social Impact Funds are priva eq& ids, but differ in one significant respect,

namely that they invest for social good typica a/manner consistent with the Government's CSR

objectives.
The current model for social support enunciatedin s. 135 of the Companies Act, 2013 is an '

Expenditure Model'. This seems to be Vyeth\gk elf and we support and commend the Government
for this important initiative. (( \ “‘
()

However, we would like to recommend t \t>the Government amend s.135 to also enable an
Investment Model' under the so im@act asset class for the allocation of CSR funds by the

companies covered under s.13 .y
=
The impact funds we are r %r;g are the SEBI Registered Category | AlFs which are included in

e
the SEBI AIF Regulations, \I2 Social Venture Funds'.

L~
The recommended ‘Investment Model’ of CSR has several benefits. It will ultimately lead to larger
benefits to the uné&xﬁg eged beneficiaries.This is due to the advantages of the Investment Model
such as: L~

(i) O Pre-<invéstment due diligence of social ventures which are CSR compliant;
(i) Ploughback i.e. reinvestment of funds into a growing pool of capital available for the
egr?eficiaries both from the social venture funds and their well-performing portfolio
g//é{ocial enterprises;
gooling of funds by various investors enabling the undertaking of more scalable social
entures. This is important because it is only with scale that India can rapidly address the

% social deficiencies;

X(iv) Pooling will also enable economies of scale in the management of CSR funds;




(v) Professional management of pooled funds by talented fund managers ‘j/ the
accepted practise in the capital markets worldwide, including India; and -
Fﬁ@zou)

(vi) Regulation of the funds under SEBI’s existing Alternative Investme
\
These and other benefits as well as the manner of functioning o &hgs/e‘ial venture
)/\,,

S

Regulations.
funds along with illustrations are given in the attachment. //J
(

)
We are attaching the following documents for your reference and kind consicha\raﬁo{\:

7
1. A detailed introduction to social venture funds, illus ati»/()(%Qents made by social
venture funds and the detailed rationale, justification ti as ﬁnﬁ/oduction section of the
CSR investments’; — B
2. Recommended draft amendments to Section 135 titlep/e%presentation to channelize CSR
Funds through SEBI-Registered Category | AlFs. \ ¥/“‘

May our Association request you for a meeting in orpg;txlarif)ny points first hand?

We thank you very much for your consideratio

Best regards,

Respectfully, ’\ O \
AN

Director, Impact Investors C Non Executive Director
Impact Investors Council

&
Ranjna Khanna \\E Mr. Arvind Mathur
incil

+91 98991 81810
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Introduction to Impact Investing from Impact Investor’s
Council(lIC)- ( s.8 registered Association of Impact Investing Fun

"
Note on Recommendation to Enable @%\n\;@of CSR Funds to Impact
tF

Investmen
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e
A. Introduction

The Impact Investors Council(IIC) congratulates the Government for its CSR policy which has I;n/él d
mobilise over Rs. 20,000 crores since its inception.The members of IIC would like to support t is&
initiative and the drive for high-quality CSR spending through the medium of socially-ori t/ed%
Alternative Investment Funds which have been registered with the Securities and Exch{ags\Bﬁr of
India. //*\\

{\

A\ )
India is considered a breeding ground for (social) impact investing due to the epﬁrm&/&\sﬁs’i{ﬁ(of its
demography and the unfulfilled basic demands for social and economic servicésl\ ) )
g

B. Nature of Impact Funds ///\ &

)

Impact investments are made by professionally managed SEBI-regist déh’éstic Alternative
Investment Funds(AlFs)- called Social Venture Funds- and by intg/p/r?\lop impact funds,with the
intention to generate social and environmental impact and the?éby confcribute to enhanced social
welfare and economic development. Impact Investing Fundsir ig;ﬁéve supported more than 300
social enterprises till date. ( / NN

g N
The concept of impact has been well accepted by G %\%\Q\eﬂt India bodies. Besides SEBI, SIDBI is
S

also an active investor in impact investing funds;

s y /
C. Dimensions of Social Entrepreneurshi E/i%ctlnvesting

Impact Investors Council (lIC), the natiory:{’(/fi@sQ iation of all social impact investors in India, is
enthused on the multiple efforts by differ \t\irlgﬂ jutions in India and organs of the Government of
India to define Social Entrepreneurs}ﬁbfg\%oc'ral Impact Investing, which will catalyze inclusive
growth in the country. ‘ “\ ))

The purpose of this memo is to off tﬁ?@idimensions of investments which considered social
entrepreneurship. These dimensions, ich-are consistent with the Government’s CSR policy, are
endorsed by social entrepreneurs.in twelve (12) different sectors where our Social Impact Funds
invest prominently (in alpf}ab\&&'\l\ er):

* Affordable Educatior
¢ Affordable Healthc:

. Affordaleég(:‘jﬁéT\g

e Agriculture & Agri-Business
. I rgy Access

o ate change infrastructure

7 Livelihoods & Skills Development

O
®
;rﬁ”"s\R@al Infrastructure

) Sanitation & Waste Management

< Water




we must define four terms: Social Ventures, Non-Profit Ventures, Social Enterprises and Impact
Investors as follows:

A “social venture” is defined as a “non-profit venture” or a “social enterprise”.

N\

“Non-profit Venture” means a trust, society or company formed with the purpose of“pro; Qtlng?
social welfare or solving social problems or providing social benefits and includes, N
i public charitable trusts;
ii. societies registered for charitable purposes; ([
iii. company registered under Section 25 of the Companies Act, 1956/SecT|on 8 of the
Companies Act, 2013. <

all of the conditions below:

i INTENTIONALITY: It has the achievement of measurable, posI i
objective under its memorandum and articles of assouat;on N

ii. SECTORAL FOCUS: It carries on a business in the areas| of agrlculture affordable healthcare,
affordable education, affordable housing, financial mclusmﬂ/renewable energy, water and
sanitation, livelihoods, or any other area as may| be notlfred by the Government for priority
sector lending, but does not carry on busmess\h the areas of Real estate other than
affordable housing, Infrastructure, Tobacco AICohoI Weapons or Wildlife.

iii. BENEFICIARY FOCUS: It focuses pr|ma y on promotmg the social welfare of, or providing
social benefits to, Specified Beneflmarl who may act as producers, consumers, suppliers
or employees in relation to the Social nterprise. For the purpose of this provision, Specified
Beneficiaries shall be persons W|th annual ‘household incomes of less than a threshold
prescribed annually by the mvestment cpmmlttee of the SEBI-registered Category | social
venture funds making the mveétmeht or be individuals with physical disabilities.

) \

iv. IMPACT MEASUREMENT & REPQRTING It makes a public commitment to and reporting of
impact assessment and A asurement‘

”sd%’l/el impact as a primary

“The social enterprlse buld be obligated to get an annual certification from their statutory
auditors and the ¢ copy of whlch should be shared with the relevant government ministries
that they satisfy- th above definition and the certification, valid for one year, should make
them ellglble for Government s priority sector Iendlng and other reIevant programs

\ ﬁrst aésessment of the number of social enterprises, benef|C|ar|es and value of collective
O imp: ct from the for- profit sector.”

' Annual Report must include type/number of beneficiaries (current & last year) and an
assessment of the value of the impact



iii. DFI

iv. NBFC

V. Individuals and

Vi. Others like Foreign Foundations, International Funding Agencies, FDI, etc. //x

\

and have the following dimensions: //§

i INTENTIONALITY: It has the achievement of measurable, positive social% a
primary objective under its memorandum and articles of association ///?f\\

ii. SECTORAL FOCUS: It carries on a business or activities in the areas of agriculture,
affordable healthcare, affordable education, affordable housing{/’lfﬁﬁ /\fi,a inclusion,
renewable energy, water and sanitation, livelihoods, or any other akea as may be
notified by the Government for priority sector lending, but does ncﬁ\c\\affﬁ/bn business in

the areas of Real estate other than affordable housing, Im‘r/a,s;;ucturf> Tobacco, Alcohol,

Weapons or Wildlife. (( 2

7))

iii. BENEFICIARY FOCUS: It invests primarily in promoting th: c%aereIfare of, or providing
social benefits to, Specified Beneficiaries, who i a’vﬁe\t s producers, consumers,
suppliers or employees in relation to the Social“Exqter/[:irise. For the purpose of this
provision, Specified Beneficiaries shall be pers’p;i;é?\f\r\a*hrﬂjal household incomes of less
than a threshold prescribed annually by the investment committee of the SEBI-
registered Category ! social venture funﬁ@s\aﬂq\ggﬁ/é investment or be individuals with

physical disabilities.

ay

% D
iv. ~ SUPER-MAIJORITY: It invests super: 'ogy (67% or above) of total invested capital in
social enterprises and additionally, super-majority (67% or above) of its capital deployed

is via the Venture Approach to inve ‘i\ (i.e., investment in unlisted securities {equity,
debt, and other financial ins,tr,u\ﬁnéntsy;éf early and growth stage social enterprises)

v.  IMPACT MEASUREMENT & REP\bETi'NG: It makes a public commitment to and reporting
of impact assessment an ‘

ns'since their customers have very low per-capita income. There is a
| capital to social businesses, particularly in a country like India .

Impact investmentfunds
this capital to resc%:c‘éré rt socially-oriented enterprises. Impact investments are made by

\\Z\~ re Funds which are SEBI-registered Alternative Investment Funds(AIFs)
intention to generate social and environmental impact.The AlFs, in turn, invest

Qpes ocial Businesses & Other CSR-oriented Ventures

Appe : i‘xl provides an illustrative list of impact investments made by impact funds in India. Impact
“ i tment funds provide capital to address the world’s most pressing challenges in sectors such as
\Kx\ ﬂ%ble agriculture, renewable energy, conservation, microfinance, and affordable and

-éssible basic services including housing, healthcare, gender inequality and education.

The projects in Appendix | show that investment activities of the socially-oriented AlFs cover many
of the activities enunciated in Schedule VII of the Companies Act 2013:




eHuman development including gender equality, women empowerment, low-cost

preventive health care, opportunities for the differently abled
eEconomic development with inclusive growth

eSocial welfare o
eEnvironment and Inclusive Sustainable Development %

F. Alignment of Impact Investing Funds with the GOIs CSR Policy

(C
By undertaking investment in these activities, socially-oriented AlFs are aligned WitWﬁé\\X\
[ \

Government of India’s ( GOI) CSR Policy. \ ) )
/f:\\;//

As has already been enunciated by the Government, the following expenditure}'s@vill r@t qualify as
CSRand which will not be undertaken or claimed by Socially-oriented impact AlFs: //

7O
/// \
"The CSR projects or programs or activities that benefit only the e Vee?&he company and
their families shall not be considered as CSR activities in accordayze ection 135 of the Act.
—

(N
One-off events such as marathons/ awards/ charitable contribdt\oiig/ a/Ed)“/ertisement/sponsorships of
TV programmes etc. would not be qualified as part of CSR/exp’e iture/
proeni

[ \ )
Expenses incurred by companies for the fulfilment o ) bt[j;a rute of regulations (such as Labour
Laws, Land Acquisition Act etc.) would not count as C enditure under the Companies Act. o
S

ag@oliﬁcal party shall not be considered as a

Contribution of any amount directly or indire
CSR activity.

G. Operating Method of Impact Funds (fr/ééﬁg to as Social Venture Funds included in SEBI’s
Category 1 Alternative Investment F,q;nkk 17E9 egulations)

’/,; x\,,,
The operating method of AlFs are su r@'ﬁ ) below:
s

Fund Structure: AlFs are a pooling vehicle'which mobilise long-term capital from a range of investors
including institutions, high net th individuals and corporates.Besides third-party investor ,the
ests in the Fund.

sponsor/manager of the Fun§q~
SN\
Fund Life: Their typical tenureranges from 5 to 7 years. India-domiciled AlFs are registered with SEBI

as Category 1 AlFs. &;
Eligible Investme :“;\' y\pically identify enterprises which engage in socially beneficial activities
of the type me jg

in S¢hedule VII of the Companies Act, 2013.

Investm Approval & Investment Contract with Investee: Typically, each investment is approved
by a@inve ent committee of the Fund after which an investment contract is signed with the

investee social enterprise.
{/\?‘f\“ﬁ ‘5@2

bﬂ-pijbursement Care and Monitoring: After the investment has been disbursed, the fund

e >\§§a@}e§ pays periodic visits to the investee company to monitor its operations and provides

ssary guidance, where appropriate, mostly through its role as a nominee director.

Follow-on Investing in Further Rounds of Capital Raising:If needed and justified by performance,
the AIF provides additional capital in subsequent rounds to the investee enterprise to help it grow
and scale its operations and reach a larger number of social beneficiaries.
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Exits& Recycling: Ultimately the fund manager exits the investment by selling it. The funds raised by
exits are returned back to the investor. The funds are then again recycled back into n AlFs
managed by the same or other fund managers. /x

stage and needs to be encouraged by the Government given its consistency with the

This investment methodology for investing in socially-oriented enterprises is currently a
\?Went S
CSR policy.

A more detailed description of the process and regulatory framework can be @Jﬂd\‘randbllcatlon
titled Social Impact Investing in India available at \ \ ‘

http://www.nishithdesai.com/fileadmin/user_upload/pdfs/Research_Pa pgrs/SM pact_Investin
g_in_India.pdf //'7

(O
)

In view of consistency of socially-oriented funds with the CSR ppﬂ”cy\t\bg

H. Recommendation

commendation of the

eligible category. See

Impact Investors Council is that the Government should allow c l@a /;S which make CSR
expenditures to be able to invest in SEBI-registered Categgl;yl% n
Representation detailed note.

k&\\//




IHC

Appendix |

s
The IIC community in India has supported more than 300 social enterprises till date. Some |
prominent ones are:

1. HR Foods (Osam Dairy) - http://osamdairy.com/ Osam procures every drop/ m a
network of trained dairy farmers. The rigorous training is supplemented by qu ch cwks at the
time of procurement on a daily basis through Milk Analyser which ch on pre-

defined parameters.

2. Asirvad Microfinance Private Limited is an NBFC-MFI registered with the RBI and received its
NBFC-MFI license on 4th October 2013. Asirvad began its mmro@ce\gp rations in January
2008 under Mr. S.V. Raja Vaidyanathan, who is the current irector. Asirvad operates
in 5 states & 1 UT namely Tamil Nadu, Kerala, Karnataka, Odisha & Puducherry through
a network of 141 branches with a portfolio size of INR 3}/2 illion as of 31st March 2015.
Manappuram Finance Limited recently acquired a maj 1@/ rUIty stake of 85% through

acquisition of 71.14% of existing shares well as an addi @:\ infusion of Rs. 630 mn.

3. Drishti offers quality, affordable eye care servi rlmary and secondary eye care in
underserved markets with an operating model that ned to cover distributed populations.
Founded in 2011 by Kiran Anandampillai company currently has operations in Devanahalli
(~35 kms from Bengaluru city) and adjoinin With the support of Lok Capital, a member of
IIC, it has reached out to 24,800 patient ich 10,100 are women. Drishti also provides
its services through mobile camps in r ﬂ v es. About 88% of the surgeries are free of cost
while paid surgeries are affordak;/prl éd\at/ NR 6000. Drishti also runs one year ophthalmic

i

assistant training program that pr Qﬁ}\t\(ammg to the local population.
| \
/)

4. Hippocampus Learning Centre ru ducation centers in rural Karnataka which offer
kindergarten and afterscho rimary education programs with a goal to create positive and
tangible learning outco children in rural India. 52% of the standard 5th students of
Hippocampus Learnin LC) are able to read simple sentences and 35% are able to

e numbers are 17% and 15% for other schools as per the Annual

t (ASER). With the support extended by Lok Capital, Acumen Fund and

IIC, HLC grew further and developed two programs, MathStar and

). In both the programs, an individualized learning plan based on child’s

Status of Educati
UnitusCapital,
Grow by Rea din

Crores and over 1.7 million clients across 16 states. Janalakshmi’s market-based
ch to financial inclusion is defined by three distinct characteristics: an exclusive focus on
the needs of the urban poor; a strong customer-value driven approach in designing
ncial products and services and the centrality of technology and processes as the foundation
) scalable enterprise. Caspian, Michael and Susan Dell Foundation and Lok Capital have
sted in the Company in multiple rounds over the years and also provided debt support at

holding period of more than 7 years while its second fund IFIF remains invested in the company.

6. LabourNet started in 2006 as an initiative of Movement for Alternatives for Youth Awareness
(MAYA), a non-governmental organization based in Bangalore. In 2011, it metamorphosed in to

7
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10.

LabourNet as a national livelihood enabling social enterprise. In the last eight years, it has

trained more than 100,000 trainees, added 23 livelihood centers, 71 schools and provided more

than 185 on-site training programmes across 25 states. Michael & Susan Dell Foundation and

Acumen, IIC Executive Council members, have invested in LabourNet. AnsarAlam, a cons ion

worker trained at LabourNet, says “I have become more confident and certainly imp %
livelihood as well with which | am able to take care of my family in a better way”.

Micro Housing Finance Corporation Limited (MHFC): MHFC was founded with 9h/7\re\o ctive
of helping urban India’s financially excluded, lower income families own an independent home.

One of the issues stalling the development of low income housing is the la i available
to lower income households (especially those without documentation to prove ﬁ\qomes) to buy
such homes. MHFC was set up to specifically address this gap. MHFC cur perates in six

Indian states and has over 150 employees. It has developed a branch-less, .technologyfocused
operating model. Since starting operations in 2009, MHFC has sa@w’eﬁi ger 12,000 housing
loans (amounting to approximately USD 76Mn) to financially excl families buying homes in
affordable housing projects. www.mhfcindia.com

/
Rural Shores was founded by Murali Vullangati who often OQHB f integrating rural India into
the mainstream knowledge economy. He setup Rural ural BPO in October 2008. Lok
Capital, an IIC member, was an early investor in RuralShores(2009) and supported the growth of
the company through follow-on investments a rovi operational and strategic support.
RuralShores now offers rural BPO and KPO servic ith 2500 employees in 17 centres, 10
states, across 45 processes and more tha Iué?nip clients. Mayuri N., am employee at Rural
Shores, says, “It is just like a dream. B ining here | had never seen a computer, now | am
working on one and am able to provide

Satin Creditcare Network Limited

and established in 1990 is an N registered with the RBI and received their NBFC-MFI
license on 6th November 2013. rates in 11 states which include Uttar Pradesh, Madhya
Pradesh, Bihar, Uttrakhand,. Delhi, jab, Rajasthan, Haryana, Maharashtra and Jammu &

The majority shareholde
Capital and Micro Ves
Ujjivan is a pion
services to the

ly active ‘urban poor’ to help alleviate poverty. Ujjivan has disbursed
n and has total outstanding loan portfolio of INR 16.17 billion. Ujjivan’s
prises only of women and 22.4% of its total employees are also women. It

International Finance Corporation, Caspian, Michael and Susan Dell
Lok Foundation and Unitus, all IIC members, Ujjivan has managed to expand its
nd and outreach.

consisting of enterprises with an annual turnover of INR 120,000 — 1,000,000 which is not
effectively served by the formal financial system. Vistaar is now present in 79 branches across 16
different clusters. As a result, Vistaar is now supporting over 27,500 micro and small enterprises
across 4 states. Overall, Vistaar has disbursed loans to 51,700 customers till date. 65% of the

8
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loans cater to the weaker sections of the society. Key investors of Vistaar include 1IC members,
Elevar, Lok Capital and Omidyar Networks.
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REPRESENTATION FOR CHANNELISING CSR FUNDS THROUGH THE CATEGORY o
ALTERNATE INVESTMENT FUNDS (AIF)

O\

BACKGROUND ( ) )

1. The Union Finance Minister in his union budget speech thls year had
emphasized the need for enhancing expenditure in prlorlty areas of farm
rural sector, social sector, employment generatldn' ‘and ¢ focus on
vulnerable sections of the society. The Government of'/lndla has put
investment in these sectors as one of the core- elements of its socio-
economic progress. In recent past, the governmen“t has created major
financial institutions with a focus on mvestments to provide financial
support to improve the viability of government brOJects with special focus
on energy, water, sanitation, commum”e/at‘ren and social and commercial

infrastructure. While majority of earlier investment projects focused on

/.

debt financing for such |n|t|at|vesv the’ reqwrements are equally critical for

equity financing. Further, th \\f the government in being able to
influence policies plays a major wole in re- energizing the social sector

investments.

es.) Further targeting CSR pool in a focused and more
su(stalnable manner can help tackle our existing financing gap for SME

/enterprlsés and organizations focused on social innovations and




I |C e
SOUNCIL

C. LATENT DEMAND AND DESIRE

3. The idea is to allow CSR funds to be invested in SEBI-regulated a\i’t‘ern ﬂVE

investment vehicles, which would be dedicated to sectoral allocation an\ \\jould
provide investments into social start-ups, social enterprises and MSMEs The
objective is to maximize socio-economic impact mainly through w}vestfnent in
projects through debt and equity that have the potential to ach}eve certaln social

outcomes, including government’s social welfare programs and missions. It can

catalyze impact investing in social startups, MSMEs and' ate employment and

livelihood for thousands of people over the years. The bjectlve IS to provide impact

investing which supports socially or economlcally - nef|C|aI organizations in
disadvantaged communities that generally cannot‘attract eff|C|ent financing through
traditional market mechanisms. The mission |§ to mvrgorate local communities and
provide them with avenues to economlc se sufflclency, while producing positive

social impact.

Thus, instead of spending dirt?c ly: opting to pour funds into government

programs, funds could be aIIowe to. “invested in social impact funds or other
instruments managed by a group -of experts Impact investing is a targeted intention
to create positive social jmpad\m conjunction with social dividends and muted

financial-returns.

Impact investing is \wgy‘(\s\nddne through externalizing the responsibility to another

legal entity, an invest \gh’t/fund. The argument here is that funds can be sustainable

and continuously einvested. Funds can either be managed by individual companies

or pooled tpg herinto one fund. The latter argument of pooled funds allows for

of §cf3|e, including appropriate collation of expertise and research under

R funds can be used for equity, grants, or loans in local communities via

g atlent n:apltal impact investing. Funds can also be used to create or invest in local

munlty development financial institutions. The options are plenty and allow for

\ k\r\ow\tjg] of social enterprises and/or programs already working in the development

ctor without recreating the wheel.

The advantages of channeling CSR funds through Category | AIF pooled vehicles are:




(i) The fund manager acts as a fiduciary on behalf of its investors pIaymg an
important fiduciary and stewardship role; ((

(ii) The fund manager is mandated to apply professional investing and mc;mtormg\/
skills;
(iii)  Investors in AlFs are typically high-calibre entities with busmess acumen such

as HNIs, family offices, family foundations and pension funds, N\

(iv) The fund manager provides frequent reports on portfollo companles to its
investment committee; N—/

(v) The fund manager typically invests in and builds a portfoho of sustainable

social projects, or social enterprises, consistent ith the alms of CSR funds as

enunciated in the Companies Act2013; ) -
(vi) AlFs are registered and regulated by a Gover,ri}/rife‘l;\ \e\g\hlatory authority
i.e. SEBI under its AIF Regulations, 2012; ‘\\;\ j‘
(vii)  AIF pooling vehicles are well- accepted as a sound and valid instrument by
investors in many countries as chann;—;-lgfor mvestmg impact funds in order to

achieve social good;and N
(viii)  Finally, the pooling of funds m AIFsénabIes the leveraging of funds invested
by any single investor.

S. No. Suggested Changes Rationale

The Alternative Investment Funds
y I (Regulation), 2012 (“AIF Regulation”)
modifying. sectlen 135 and Schedule VII of the | can play an enabling role for the
Companie to effectuate the following: spread of CSR activities in India. The

\ AIF Regulationmay have a far-
reaching effect as it can harmonize a
considerable pool of CSR fund
‘ru e Q)‘we hundred crore or more, or | created pursuant to the CSR
\| fumover of rupees one thousand crore or | provision and facilitate investment of
\ \\more or a net profit of rupees five crore or | such CSR funds towards social
more during any financial year shall | ventures at a sustainablecost.
| constitute a Corporate Social Responsibility
Committee of the Board consisting of three | Allowing companies to invest their
or more directors, out of which at least one | CSR funds in social ventures will also
director shall be an independent director. enable scalability and social impact.

(2) The Board's report under sub-section (3)
of section 134 shall disclose the composition
of the Corporate Social Responsibility
Committee.
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(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 or
investment 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 recommendatlonsw,/‘/,,/‘“

made by the Corporate Social Respanmbmty'"”
Committee, approve the Corporate \Socral
Responsibility Policy for the company and Eﬁscldse
contents of such Policy in its repor”fz and also p[ace it
on the company's website, if any," V'such/manner as
may be prescribed; and :

(b) ensure that the act|V|t|es as are included in
Corporate Social Responmbﬂr’cqu cy of the company
are undertaken by the company )

(5) The Board of every comp}any ‘teferred to in sub-
section (1), shall ehs ur that the company spends or
invests, in every"fmangral“year at least two per cent.
of the avera‘gé\ net ‘pr/\ofits of the company made
during the < e \immediately preceding financial
years, in- jipursuance of its Corporate Social
RespO/15|b|htyPohcy

‘:\Pré\ﬂde xthat the company shall give preference to

\th\e\{ocal area and areas around it where it operates,
\fqr spendmg/lnvestlng the amount earmarked for

Carporate Social Responsibility activities:

/N
! \

\ \ JProvided further that if the company fails to spend
4 such amount, the Board shall, in its report made
punder clause (0) of sub-section (3) of section 134,

specify the reasons for not spending/investing the
amount.

“Further, in exercise of the powers conferred under

sub-section (1) of section 467 of the Companies Act,




the Central Government hereby makes the following
amendments to Schedule VIl of the said Act, namely:-

In Schedule VII, after items (i) to (x) and the entries
relating thereto, the following items and entries shall
be inserted, namely: -

“(xi) social business projects”
“ (xii) social enterprise”
“(xiii) social venture or social venture fund as defined

under SEBI (Alternative Investment Funds) Regulatlon

20127

'/

/

tax Act, 1961 (“ITA”)

Section 11(5): the forms and mo/d\e“s nvfé/é/fing or

depositing the money referred

Additional clauses allowing W|der\perm|55|ble modes
of investment by public trusts under Section 11(5) of
ITA. The ITA should amend: seqtlop/‘ll(S) to effectuate
the following:

ﬁCqmpa nles Act”

N\

Qvaaa) investment in social venture fund

\\h

- Eprdnation- In this clause, a “social venture fund”

\ || means an Alternative Investment Fund [set up under
1 the Securities and Exchange Board of India
I (Alternative Investment Funds) Regulations, 2012]]
which invests primarily in securities or units of social

Under the ITA in order to be
eligible for tax benefits, the
funds of the trust have to be
invested in specified
instruments. Thus, a large
majority of charitable trusts
can only invest in eligible
and safe instruments like RBI
bonds and cannot invest in
securities like stocks. In
certain cases, these trusts
own stakes in various
companies as part of a
bequest or legacy and enjoy
tax exemptions. While such
trusts continue to hold
shares in the company, they
are not allowed to put in
fresh money into subscribing
additional shares of the
company. As far as shares in
companies are concerned,
these are not part of the
eligible investments by a
charitable trust. In case the
holdings of the trust arenot
as per ITA, then the trust




ventures and which satisfies social performance
norms laid down by the fund and whose investors
may agree to receive restricted or muted returns.”

becomes ineligible for tax
benefits. In a situation’ whérp
shares are givento a trust it
has a period of up%to yéam
to dispose of them hd\/
remain ellglbl‘e for 5vall|ng of
tax beneﬂxs Fu}the@ a newly
set up trust can bnly make
grants to b@ec(af enterprise
btﬁc is not aLowed to hold

eq y msuch social
{n%erpm/ses In order to spur

: ﬁn‘anual innovation in social
- séctbr public trusts should
/,b/e allowed to invest in
“recognized social enterprises

and profits on such
investments may be subject
to tax.

g tion

nciude “Social Enterprises” as a separate category in the AIF

~
‘ S%/ction 2(u) of the AIF Regulations may be amended
' as follows:

N

| A “social venture” is defined as a “non-profit venture”

or a “social enterprise”.

“Non-profit venture” means a trust, society or

company formed with the purpose of promoting

The AIF Regulations currently
highlight only such Social
Ventures which are
charitable in nature, with the
exception of micro-finance
institutions. However, there
is a wide range of businesses
engaged in agriculture,




IHC .

social welfare or solving social problems or providing
social benefits and includes,

(i) public charitable trusts registered with

Charity Commissioner;

(ii) societies registered for charitablepurposes;

(iii) company registered under Section 8 ofthe
CompaniesAc.

“Social Enterprise” means a trust, society or company

or limited liability partnership which satisfies all of/'

the conditions below:

i) It has the achievement of positive social
impact as a primary objective under its|
memorandum and articles of N\
association \
It carries on a business pin,. the areas of
agriculture, affordable healﬂ‘)&are, affo/rdable
education, affordabks, housmg, "/financial
inclusion, last m|Ie delwery ‘of goods and
services to under\ prl\nleged beneficiaries,

renewable energy, - water -and  sanitation,

livelihoods, or any\othgr\ area as may be
notified by the/Gove\rnment for priority sector
lending, but, dQes not \carry on business in the
areas of Real- estate other than affordable
housmg,\ Infrastructure Tobacco, Alcohol,
Weapons or Wildlife.

iii) It focu\esxpnmarlly on promoting the social
welfare \of or prowdmg social benefits to,

/ /

;\re“l‘ation to the Social Enterprise. For the
purpose  of this provision, Specified
Beneﬂaanes shall be persons with annual
household incomes of less than a threshold
prescribed annually by the investment
committee of the SEBI-registered Category |
social venture funds making the investment or
be individuals with physical disabilities.

healthcare, low costheasmg
etc. which are fOr»prbﬁt Y
entities with a prrmarlly
social mot;r/ef \\/
Recognrzmgpuch soual
enterp\rlses as ‘social
ventures” for the purpose of

:the AlF R’egulat|ons would
,enablﬁ investors to

confrlbute capital to these

WO\ Soually beneficial activities.

The
specifies conditions as to
sectors,

proposed definition

beneficiaries and
social impact objective, to
ensure that social businesses
are the primary recipients of
such funding.
Moreover, explicitly
highlighting for-profit social
ventures or social
enterprises will attract more
capital, which allows India to
bridge the

Investment gaps.

social sector
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