Background:

Books of accounts are maintained by
employing two methods — Mercantile or
Accrual System and Cash System. The
Mercantile system records incomes and
expenses, regardless of actual receipt or
payment, and is widely followed. Thus, while
computing the income subjected to tax under
the head ‘Profits and gains from Business and
Profession’, the Income-tax Act 1961 (the ‘Act’)
allows deduction of expenses on accrual basis.
However, section 43B of the Act deviates from

this norm, allowing deduction of expenses only

if they are actually paid, irrespective of date of

incurrence.

New provisions of Sec. 43B(h) applicable

to all business entities from 1%t April 2023:

In the case of vendors / service providers
classified as micro or small enterprises,
expenses are allowed only when they are
actually paid within the time limit prescribed
under the Micro, Small and Medium
Enterprises Act, 2006 (hereafter referred as
‘the MSME Act’). If not paid within the
prescribed time limit, expense to be allowed as

a deduction in the year of payment.



Payment timelines as per Sec 15 of the
under the MSME Act for sec 43B(h) of the
IT Act

Sec 15 of the MSME Act provides that the
payment to be made within the following

period:

o Date agreed between the parties in
writing subject to a maximum of 45 days
of acceptance of goods or services?

o Where no such date is agreed in writing,
then within 15 days from the date of

acceptance of goods or services

! Date of acceptance means the day of the actual
delivery of goods or the rendering of services

Meaning of Micro and Small Enterprise:

To identify whether an enterprise is a micro or

small enterprise, following parameters are

provided under the MSME Act:

Type of

Enterprise

Micro
Enterprise
Small

Enterprise

Investment

in Plant &
Machinery

or
Equipment
UptoRs.1 AND
crore
Up to Rs. AND

10 crores

Turnover

Up to Rs.
5 crores
Up to Rs.

50 crores



For the provisions of S. 43B(h) of the Act

to be applicable, the vendor/supplier

must be:

> Registered as a MSME under the category of
‘Micro’ or ‘Small’ Enterprise
» Must be a manufacturer or a service

provider (Excludes wholesale/retail traders)

Illustration:

Mr. A purchased goods of Rs. 10,000/- from A
& Co., a micro enterprise on 01 March, 2024.
As per the written agreement between them,
the payment has to be made by 30" March,
2024. Mr. A follows mercantile method of

accounting.

(i) If Mr. A paid the sum on 28" March, 2024

Since Mr. A paid the sum on or before 30
March, 2024, the deduction would be allowed
in the return of income filed for FY 2023 - 24.

(i) If Mr. A paid the sum on 20 April, 2024

Since Mr. A paid the sum beyond the time limit,
the deduction would be allowed in the return
of income filed for the year of actual payment
i.e. FY 2024 — 25. Thus, even though under the
mercantile system of accounting, Rs. 10,000/-
will be recorded as purchase in the books of FY
2023-24, for income tax purposes, Rs. 10,000/-
will not be allowed as an expense for FY 2023-
24 but instead in the year of payment which is

FY 2024-25.



K P B Comments

1. The business owners must ensure to obtain a
certificate of registration under MSME Act
from all their suppliers of goods and services
to identify the suppliers that are micro and

small enterprises.

2. It would be preferable if a written agreement
between the business owner and the
supplier exists in which credit period is
mentioned. However, such credit period

must not exceed 45 days.

3. Where no such written agreement for credit
period is present between the parties, the
payments must be made within 15 days from

the date of receipt of goods and services.

4. If payment is not made within the prescribed
time limit under the MSME Act, interest is
charged at the rate of three times the bank
rate and such interest is not allowed as

deduction while computing taxable income.

5. All companies that default or make delayed
payments to their micro and small enterprise
suppliers are obligated to file Form MSME-1
under Companies Act 2013.




At K P B & Associates, we are a Chartered Accountancy firm
committed to elevating your business performance through
knowledge-driven solutions. Our overarching vision is to
establish ourselves as a paragon of excellence and efficiency,
dedicated to furnishing bespoke professional services for our
valued clientele. With a legacy spanning over two decades, we
bring forth a wealth of experience to offer superior solutions in
assurance, risk management, internal audit, regulatory
compliance, financial advisory, and business consultancy.

Navigating today's rapidly evolving business landscape requires
adaptability. In the midst of this dynamic and demanding milieu,
we provide a beacon of clarity, underpinned by a tradition of
client-centric service, a trajectory toward excellence, and an
unwavering commitment to ethical standards in every project
we undertake.

KPB is founded upon a bedrock of fundamental principles:

e Professional Expertise: We house a team of accomplished
multidisciplinary professionals and capable assistants,
continuously honing their skills with up-to-date technical
knowledge to meet our clients' diverse needs.

e Ethical Business Practices: Our operations are rooted in
unwavering ethical standards, ensuring integrity in all our
dealings.

e Responsiveness to Client Needs: Our approach is highly
responsive to the unique requirements of each client,
fostering effective collaboration and tailored solutions.

e Value for Money: We offer optimal value for our clients'
investments, ensuring that the services provided align with
their objectives.

Our partners actively contribute to knowledge dissemination by
crafting articles for diverse professional publications,
newspapers, magazines, and more. Furthermore, they assume
roles as educators, imparting their expertise at seminars,
conferences, and within various organizations, covering a broad
spectrum of technical subjects.

What sets us apart is our comprehensive suite of integrated
services, encompassing Taxation, Audit and Assurance, Risk
Management, Forensic Analysis, Insolvency Resolution, Business
Administration, Financial Consultancy, Regulatory Advisory,
Valuations, and more. We stand ready to be your steadfast ally
in propelling your business toward excellence and prosperity.

Disclaimer: The information contained herein is for general guidance. It is not intended
to be relied upon as accounting, tax, legal or other professional advice. The reader is
requested to obtain professional advice before taking any action. KPB & Associates or
any of its partners or directors or employees are not responsible for loss caused to any
person upon acting or refraining from action as a result of any information in this
publication.
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