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Abstract

CSR is an important dimension of ethical and sustainable business practices, recent restrictions
in the input tax credit under the GST regime pose important issues in the implementation of CSR.
The article estimates the financial, operational, and reputational implications of the restrictions
on ITC for the CSRs, calling on firms to adapt and innovate. They are strategies crucial for
dealing with challenges concerning financial planning, prioritizing of only those initiatives with
the best impact, collaboration, and advocacy can be done. Several strategic approaches can be
applied by business to operate with the ITC provision on restrictions for CSR spending such as,
enhanced financial planning, collaborative efforts, Innovating on CSR Approaches, Advocacy
and Policy Engagement, Stakeholder Engagement and Communication, Business Strategy
Integration with CSR, Diversification of Alternative Revenue Streams. Despite constraints in the
regulatory environment, the commitment to CSR is very high, and it therefore brings about a
positive influence on Indian society and sustainable development. The finding demonstrates that
business implementing strategies for navigating ITC restrictions not only mitigate the financial
strain due to ITC restrictions but also enhance operational efficacy to maintain competitive edge,
improve financial health and strategic position.
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Introduction

Corporate Social Responsibility (CSR) is part and parcel of business
today, beyond an ambition for ethical yet sustainable business. Still, the
recent changes in the laws leave a huge scope for challenges in discharging
these CSR obligations, both under the older regime and especially under
the restrictions pertaining to ITC under the GST regime. In the last decade,
businesses in India have contributed phenomenally to a range of social causes,
varying from education and healthcare to environmental sustainability and
rural development, apart from adding resonance for corporate reputation
and societal good. ITC has been very crucial in supporting CSR activity
without imposing an undue financial burden. Unfortunately, however, due
to new regulation, companies will now have to carry this entire expense
related to CSR without the ITC benefit. This further complicates financial
management therefore, the strategic implementation of CSR activities forces
businesses to re-think approaches toward properly keeping up with their social
responsibilities in light of new challenges. Under the GST regime, companies
could claim ITC on CSR-related expenses, including donations. But Section
17(5) of the CGST Act in 2017 curtailed ITC on goods and services that are
indirectly used for the course of business, including CSR expenses, lowering
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monetary benefits for such initiatives. These
restrictions come at a time when corporate
engagements in social causes are relatively pivotal
to overcoming the socio-economic challenges of a
developing nation like India. It is very important
for businesses to sustain their CSR efforts in view
of ITC restrictions and chalk out their strategy to
navigate the same for contributing to social and
environmental development.

Impact of ITC Restrictions on CSR

The disallowance of ITC in relation to CSR-
related expenditure is a big change under the new
regime of GST, which would affect how businesses
manage their financials for CSR activities. In the
earlier regime, companies were able to avail of some
relief from their CSR costs on goods and services
procured for the same by claiming credit for such
costs or otherwise; in the GST regime, this option is
no longer available. However, recent changes to the
regulations make these expenses ITC-excluded, thus
leaving companies to fully bear the cost of their CSR
initiatives. This could have multiple ramifications:

Increased Financial Burden: The first and
foremost impact comes as a financial burden on
the businesses. Since ITC cannot be claimed, the
total cost of performance of CSR activities goes up,
leading to an increase in cost or fall in the volume
of despised activities. In case of huge volumes of
activities in firms, the aggregate cost of performance
of the activities can be quite large, resulting in an
impact on the financial health and the ability to instil
further social activities.

Strategic Resource Reallocation: Businesses
may be asked to re-strategize and define their CSR
budgets to create a space for high costs. They would
probably, therefore, spend the remaining form of
money on intended projects; as such, the vast latitude
of CSR may be made minimal, in some cases.
Organizations may also engage in low-cost CSR
activities to offset such a financial implication.

Operational and Compliance Challenges:
The increased scrutiny and related compliance needs
for CSR spends add another layer of complexity. It
puts further pressure on internal resources through
additional requirements for documentation and
reporting, which in itself needs internal resources for
intermediary and administrative efforts.

Impact on Corporate Reputation: CSR
activities contribute largely to corporate public
image and stakeholder relations. Any perceived
lowering of CSR work based on financial constraints
may affect the organization’s reputation and loss of
trust and goodwill built with these stakeholders.

Reduced Innovation in CSR Initiatives:
Financial pressure from these restrictions by ITC
can limit the company’s potential to innovatively
create in its CSR programs. Firms may then be more
strongly incentivized to comply and be cost-effective
in their CSR initiatives, as opposed to driving
innovation and delivering high-quality impact with
new CSR strategies.

Employee Morale and Engagement:
Employees derive job satisfaction from being proud
of their association with the company due to its CSR
activities. Any lack of financial means that reduce
the level of initiative in CSR may lead to a loss of
satisfaction and engagement among employees, who
will no longer consider the values of the company to
be in line with their personal values.

Supplier and Partner Relationships:
Companies are often in partnership with a set of
suppliers or other partners for their CSR activities.
Inability to claim ITC of such expenses may
challenge these relationships since companies may
negotiate lower costs or decrease procurement from
these partners, thereby impacting a larger supply
chain.

Legal and Regulatory Risks: Companies that
do not comply with new regulations about ITC
may suffer regulatory and legal risks. Compliance
takes very close monitoring and adaptation of CSR
strategies, which may deplete resources and focus
from some other important strategic priorities.

Strategies for Navigating ITC Restrictions

Several strategic approaches can thus be applied
by business to operate within this limitation that
comes with the ITC provision on restrictions for
CSR spending entails:

Enhanced Financial Planning: The costs
emanating from the ITC need to be factored in
all financial planning processes and budgeting
processes. Businesses will need to identify cost
optimization areas and probably start thinking of
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new CSR activity funding mechanisms like Grants,
or partnerships.

Collaborative Efforts: Engaging the company
in partnerships with others, whether they be
companies, non-profits, or government agencies,
helps share the burden of doing things in the name
of CSR. Collaborative efforts enable the pooling of
resources and expertise to improve initiatives in a
more sustainable and impactful way.

Innovating on CSR Approaches: Looking
at new and inexpensive ways towards CSR can
help companies to keep up with the commitments.
Technology, employee volunteer programs, and
community involvement are ways to improve the
span and effectiveness of CSR actions outwardly
immense costs.

Advocacy and Policy Engagement: Engaging
policymakers and advocating for better regulation
that allows for CSR but helps ensure compliance
would do also well. Businesses could work together
to propose some changes in policy that would make
implementing CSR practice smoother without
financial pressures coming in huge quantities.

Stakeholder Engagement and
Communication: Transparent communication with
stakeholders on the huddles the ITC restrictions are
likely to present and the firm’s position to ensure
that its CSR activities continue to hold; it is essential
to involve employees, customer, and investors and
indeed, the entire community in more dialogues
centred on the concern that top management feels are
vital to its CSR activities — what is likely to be the
effect if these are strongly and centrally affected by
further controls from new legal frameworks.

Business Strategy Integration with CSR:
Even though CSR is itself a practice that leads to
sustainability, without integration of these principles
in the core business strategy, one can never be
reasonably sure that its CSR activities are fully
aligned with the values or objectives of the company.
By the same token, embedding CSR considerations
into departmental decision-making will allow the
firm to yield the greatest return on investment
from CSR activity while charting a course that
allows it to avoid, as much as possible, the financial
consequences of ITC restrictions.

Measurement and Evaluation: Sound methods
of monitoring and evaluation must be established
to be able to assess the impacts of the activities
of the CSR. It shall reflect the achievement of
outcomes and progress towards set targets so that the
realization of effective CSR initiatives can be proved
beyond doubt, and data-based decisions can be made
to make optimum resource allocation in the face of
restrictions by ITC.

Diversification of Alternative Revenue
Streams: The way forward is diversification of
revenue streams for the funding of CSR beyond the
traditional sources if the financial blows from the
halting of ITC become significant. Companies need
to actively look at innovative financing mechanisms
like social impact bonds, crowd funding, or revenue-
sharing partnerships, which will help supplement
budgetary support on CSR and keep the flag flying
on sustaining social impact efforts.

Conclusion

The challenges of ITC restriction and CSR
issues present a huge challenge to business
enterprises that are committed to practice ethical and
sustainable business in India. Adaptive changes in
the regulatory mandates for the ITC are on the card to
be implemented to the benefit but CSR commitments
create fiscal and operational complications. Yet,
strategic ways available to overcome these challenges
with better planning of financials, prioritization on
high-impact projects, collaboration, innovation,
and advocacy. Notwithstanding the limitations
on ITC, it is critical to implement CSR to achieve
the good of society, improvement of reputation,
building trust with the stakeholders, and long-term
sustainability. Companies are able to overlay CSR
with core business strategies of an organization
and make a difference in social and environmental
development by interfacing stakeholders in the
culture of transparency. Collective partnerships
among businesses, non-profits, government, and
other agencies can harness the economies of scale
necessary to maximize total impact on systemic
challenges. Regulatory environment surrounding
input tax credit likely to evolve with major reforms
aiming towards and efficiency.
Business needs to stay informed about these changes

transparency
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and adopt strategies accordingly. Further studies can
be done focusing on integration of tax compliance
with social-environmental goals. The reactiveness of
adapting to the evolving CSR and ITC regulations,
focusing on social responsibility, innovation, and
advocacy for supportive policies, can transform the
challenges posed by regulation into opportunities
for development that is sustainable, coupled with
positive impacts on society.
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