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NCLAT exemption to
50 IL&FS companies
from CSR obligations

PIONEER NEWS SERVICE
W New Delhi

Insolvency appellate tri-
bunal (NCLAT) has exempt-
ed IL&FS Group companies
— categorised as ‘red’ and
‘amber’ — from Corporate
Social Responsibility (CSR)
on account of interest
expenses accrued on their
loan amount.

The order will benefit
around 50 ‘amber’ and ‘red"
companies of the debt-
ridden IL&FS Group, which
are protected under the
moratorium granted by the
NCLAT from its order dated
October 15, 2018.

242(2) (m) of the Companies
Actinits order passed earlier
this month. “We find that
sufficient cause has been
shown in the application
for allowing the prayer
made by the Applicant to
dispense with the require-
ment to undertake spending
the necessary amount on
CSR activities under Section
135(5) of the Companies Act,
2013 from Red/Amber
Companies,” said NCLAT.
Section 135(5) of the
Companies Act mandates
that the board of every
company shall ensure that
the company spends, in
every financial year, at least
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These ‘red’ and ‘amber’
entities have not been accru-
ing interest on their out-
standing debts, resulting in
such companies showing
notional profits in their
books of accounts under
Section 198 of the
Companies Act.

Such notional profits have
led to such companies liable
to comply with CSR obliga-
tions under Section 135 of
the Act.

IL&FS Group moved an
application last year before
NCLAT to correct this,
seeking exemption for
entities from compliance
with CSR obligations. A
notice was issued to the
Government on the applica-
tion by IL&FS. A two-
memberbench, which also
comprised Chairperson
Justice Ashok Bhushan,
granted the waiver using
its discretionary power
under Sections 241(2) and

2per cent of the average net
profits of the company made
during the three immediate-
ly preceding financial years.

The section applies to
every company having a
net worth of 3500 crore or
more, or turnover of 1,000
crore ormore, ora net profit
of %5 crore.

As per the roadmap, IL&FS
Group companies have
beendivided into three cat-
egories — green,amber and
red —based on theirrespec-
tive financial positions.

Companies under the
green category are those
that continue to meet their
payment obligations.

Red entities are those
failing to meet debt obliga-
tions even to senior secured
creditors, while amber
entities can only meet oper-
ational expenses and
senior secured debt
payments, lacking capacity
for others.
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