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Dear Esteemed Members,
Greetings!

As we step Into the dynamic month of April, | extend my best wishes to each one of you
for a successful and scintillating Financial Year 2024-25. Our Managing Committee
remains steadfast in its commitment to stay abreast of the latest amendments and

developments that significantly impact our noble profession.

We have envisaged some activities which includes, Full day session on Artificial
Intelligence in collaboration with the Al committee of the Institute of Chartered
Accountants of India. This cutting-edge topic will empower you with insights into the
future of our profession. As responsible professionals, we believe in giving back to
society. We plan to conduct a Financial Tax Literacy Programme for the general
public. Let us spread awareness and empower individuals with financial knowledge.
Further, we plan to conduct session on Accounting Standards and Peer Review as a
full day programme in association with CPE Committee of ICAL.

As vehicle accessibility to the branch is expected to be restored by the May 2024, we
anticipate organizing more impactful programs.
| invite fellow members to come forward and initiate taking CPE Seminars and Study
Circle meetings at our branch. We have a wealth of expertise within our community.
Let us try our best to promote our own talents.

| urge all members to actively engage with branch activities. Your suggestions and
involvement are invaluable.

Mark your calendars as our Thiruvananthapuram Branch will proudly host the
Navaratna Conference 2024 on June 7th and 8th. Stay tuned for further details.

As Mother Teresa, said “l can do things you cannot, you can do things | cannot;
together we can do great things.”

Let us collaborate, learn, and achieve greatness.

Jai Hind! Jai ICAI!

Warm regards

CA. Rema Sarma N.

Chairperson
ICAI Thiruvananthapuram
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Dear Professional Colleagues,

Warm Greetings!

| trust that you have successfully closed the books for the year ending March 2024,
reflecting diligence and satisfaction. Our Thiruvananthapuram Branch conducted
enriching activities, and | am delighted to share some of the highlights:

International Women’s Day Celebration (March 2nd): We commemorated
International Women’s Day with a captivating session by CA Rajat Rashmi.
Additionally, we provided a platform for women entrepreneurs by allotting space for
stalls at the event.

Bank Audit Refresher Session (March 16th): Our full-day bank audit refresher
session, inaugurated by Shri. Pradeep KS, Deputy General Manager of Canara Bank
(Kerala Circle), witnessed active participation. CA Mony A enlightened us on IRAC
and LFAR, while CA Rathinagiri Subbiah delved into Excel Tools for bank audits.

Contributing to Education (March 19th): The Commerce Department of Kerala
University sought our expertise in revamping the Under Graduate Commerce
syllabus. Our representatives, including CA Lalji Vijayan, CA Anilkumar
Parameswaran, and Shri. Vaidheeswaran, actively participated in the workshop at
Loyola College. The suggestions given were well taken and duly appreciated.

Finance Bill 2024 and NRI Taxation (March 22nd): CA Amit Rustagi, renowned
author of the Guidance Note published by ICAI on NRI Taxation of Artistes and
Sportspersons, shared valuable insights during our session.

Remittances Abroad- Interplay Between FEMA and Income Tax Act (March
23rd): CA.Dr.GK Raju conducted an informative session on “Remittances Abroad.”
The overwhelming response from our members exceeded our expectations.

| extend my heartfelt gratitude to each of you for your cooperation and active
involvement.
Let us continue to learn, share, and elevate our profession together

Warm Regards,

CA. NIKHIL R KUMAR

Vice Chairman & Secretary
ICAI Thiruvananthapuram
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DECODING THE CHANGES:GUIDELINES FOR
ADAPTINGTO THE NEW MSME PAYMENT RULE

What is an MSME?

MSME, an acronym for Micro, Small, and Medium Enterprises,

encompasses entites engaged in the production, manufacturing, and
processing of goods and commodities. This classification serves 1o
delineate businesses in India according to their scale, investment in . >
machinery and equipment, as well as annual turnover. :

MSME is governed by the Ministry of Micro, Small, and Medium Enterprises, an authoritative
executive entity overseen by the Central Government of India. Tasked with the formulation and
administration of policies, regulations, and statutes pertinent to micro, small, and medium-
sized enterprises, the ministry serves as the apex body in this domain within the nation.

Registration of MSME’s:

All enterprises falling within the MSME classification are encouraged to undergo registration and
acquire the 19-digit MSME registration for availing government benefits tailored for MSMEs.
This can be done through the Udyam Registration.

The Udyam Registration is an online registration system instituted by the Govemment of India with
the aim of streamlining the registration process for MSMES. It supersedes the former EM- /Il and
Udyog Adhar memorandum (UAM) systems.

Upon completion of the registration process, typically facilitated through the Udyam
registration portal, enterprises can anticipate receiving the MSME Registration
certificate within a span of 3-5 business days. This certificate is typically dispatched

electronically via email to the registered entrepreneur. Notably, the registration process is
conducted online and is devoid of any associated costs.

The core aim of Udyam Registration is to furnish MSMEs with a streamlined mechanism to
access a myriad of benefits and incentives extended by the government. Such advantages
encompass facilitated credit acquisition, subsidies, and exemptions across diverse schemes
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Individual applicants are not eligible for MSME Registration. However, entities such as
Proprietorships, Partnership Firms, Companies, Trusts, or Societies meeting the investmentcriteria
outlined in the table below are eligible to apply for MSME Registration.

The MSME Classification:
Size of the Enterprise Investmentand Annual turnover

Micro Investment <= Rs. 1crore

Turnover<=Rs. 5 crore
pa—— Investment == Rs. 10 crore

Turnover == Rs. 50 crore
R Investment <= Rs. 20 crore

Turnover <= Rs. 100 crore

Previously, MSME Registration pertained solely to manufacturing and service
sectors. However, in July 2021, the government expanded this classification to include
wholesale and retail trade. As a result, traders now can apply for MSME registration for their
wholesale/retail trade enterprises, with the exception of motor vehicles and motorcycles.

Exploring the Updated TaxCompliance Frameworks: ADeep Dive into
Section 43B.

Delving into the Logic Behind Tax Compliance Changes

The New Payment Rule for MSME Registered Unit under Section 43B(h)—
The Do’s and Don’ts

Commencing from the financial year 2024-25, the Central Government has enacted a new
regulation concerning companies engaging the services of MSMEs. Under this mandate, any
company utilizing the services of a registered MSME is obligated to settle all invoices within 45 days
from their issuance date. Failure to comply with this directive will result in the
disqualification of the payable amount for tax exemptions. Put simply, companies can only avail tax
exemption on payments made to vendors, not on outstanding balances. Adherence to this regulaion
is imperative for companies to avoid incurring additional taxes.
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Consequently, any outstanding invoices generated prior to March 31, 2024, must not be
included in the expense records for the fiscal year 2023-24 to qualify for tax exemptions.

Instead, these outstanding payments should be accounted for in the subsequent financial year,
namely 2024-25."

In India, businesses typically recognize expenses upon their occurrence rather than their
payment. These expenses are factored into tax exemptions for the year in which they occur, not
when they are settled. However, effective April 1, 2024, amendments to Section 15 of the Micro,
Small, and Medium Enterprises Development (MSMED) Act, 2006, and the newly introduced
Section 43B(h) of the Income-tax Act stipulate that all companies and businesses must settle
outstanding dues owed to registered MSMES within 15 days, or up to a maximum of 45 days if
agreed upon.

Consequently, any company or business that retains outstanding payments to
registered MSMEs beyond 45 days by March 31, 2024, and subsequently settles them after
April 1, 2024, may only account for these expenditures in the financial year 2024-25, not
in the preceding financial year 2023-24.

Businesses will transition from claiming expenses on an accrual basis to a payment basis,
resulting in an increase in taxable income and business taxes. This shift has become a
significant concern for businesses with outstanding dues exceeding 45 days in the fiscal year
2023-2024, as their tax liability may significantly escalate in the subsequent financial year
when payments are made.

The Cost of Non-Compliance: Penalties Imposed for Missing Payment
Deadlines to Registered MSMEs under Section 43B(h):

In the event of Non Payment of expenses to registered MSMEs as specified uls 43B(h),
the business may incur penalties in the form of interest on the outstanding amount,
calculated at the rate specified by the Reserve Bank of India (REI) for the designated
period or as per the agreement terms, whichever is applicable. It is crucial to acknowledge
that the interest paid as a penalty will not be permitted as an expense deduction under any
provision of the Income Tax Act, 1961.

Elevating MSMEs: How Section 43B(h) Enhances Opportunities for
Registered Entities:

» Heightened bargaining Authority
» Enhanced liquidity
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+ Diminishing customer payment disputes
« Enhanced Organization.

« Improved Financial management.

What should the MSME's /Suppliers do:

Following the aforementioned points, it falls within the purview of suppliers/Registered MSMES
to duly notify their clientele regarding their registration status as an MSME. In the eventuality that
such intimation is inadvertently omitted, yet the supplier has prominently displayed their UDYAM
registration number on their letterhead or invoice, it serves as an indication thereof. Consequently,
customers cannot cite lack of notification as a valid excuse, and no disallowance shall ensue under
section43B(h).

Leveraging the opportunities presented by the new payment rule, it would be prudent
for registered MSMEs to meticulously compile a roster of customers potentially at risk of
default and diligently pursue timely collection of outstanding dues.

Ensuring timely payments from customers contributes to the accuracy of financial records,
thereby bolstering credibility among stakeholders, investors, and lenders.

In conclusion, the implementation of the new payment rule presents a significant
advantage for registered MSMESs, ensuring timely payments from customers. Moreover,
customers are incentivized to adhere to payment schedules diligently to avert
penalties. This conducive environment fosters a positive atmosphere favorable to
business growth and prosperity.
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A Beginner’s Guide on
How to be Lucky.

CA. Gayathri Karthikeyan

Is luck the sheer outcome of random chance or fate, or is it an intricately designed
challenge awaiting to be conquered by those who are determined to succeed? A
beginner, having levelled up, from what my father rightly described as -1 to O, |
attribute a significant part of the progress to luck. Now, standing at the start of this
game that interlinks life and work, | cannot bring myself to deny the role that luck will
continue to play in the path that shall ensue.

However, the mystery remains: What is luck? | believe that luck is a wild stallion, a
force to be tamed and conquered, the tools — pure hard work (or rather smart work)
and unfaltering conviction. A newly qualified Chartered Accountant who cleared the
course in a single go, | am often chided when | utter the word ‘luck’. Yet, | believe |
was.

| was lucky to have the right support, the right mentors and the right environment. |
was fortunate to be surrounded by a lot of successful people who were ever-willing
to lend me advice. | am privileged to have a father who guides my efforts in the right
direction, a mother who takes care of all my needs and a sister who plays my
teacher, friend and foe. But | acknowledge that these would have added no value
had | not capitalized on the gifts | was endowed with.

One creates one’s own luck. And the first step to the process: understanding one’s
resources; a SWOT analysis of sorts. A smart person knows to engage well with
their environment, to find an opportunity to learn from everything. They are
constantly on the lookout for new information that can be used to their advantage.

In my interactions with successful individuals, | have observed that the common
denominator was all of them were good sponges who had the skill to identify what to
absorb and what to leave at the surface. They have instilled in me the value of being
a seeker who craves knowledge and wisdom alongside having demonstrated the art
of deploying the acquired knowledge for the best results. Personally, such people
around me were the biggest contributors to my achievement. As the wise say, the
secret to success is surrounding yourself with successful people.
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The concept of success though is deeply personal. Different individuals resonate
with different value beliefs. It is one’s value system that translates into their goals.
These goals can be broken down milestones and targets; targets that align with our
skills and resources. Once the targets have been set, plans that leave room for
flexibility and adaptability takes urgency.

There will be speed breakers headed our way, but the objective is to keep moving
forward. And in order to have the courage to pick ourselves back up after a fall, we
should possess courage to think positively. Each time | felt things were not going
according to my plan, | flooded my mind with positive thoughts which helped me
stay motivated

The power of manifestation is indeed profound. When our desires and determination
are unwavering, it seems as though the universe aligns to fulfil our wishes. The
placebo effect at work, directs our efforts towards envisioned outcomes. As my
teacher often emphasized, external forces will guide us to the bridge of goals, but
it's our responsibility to cross it. With cautious effort and determination, we can also
influence luck to ensure that the bridge itself remains steady and secure.

The route | followed was not perfect. There were twists, turns, ups and downs.
Nevertheless, luck came to me in the form of seniors who guided my focus. It came
to me in the form of amazing faculty who simplified the syllabus. It came to me in
the form of pass marks that took me across finish line. | am grateful to everyone
who were part of this journey. | am particularly grateful to my family for being the
source of my motivation.

Luck is not merely a stroke of chance but an element that can be harnessed to
favour success. By leveraging our resources, remaining steadfast in our endeavors,
and manifesting positive outcomes, we can tip the scales in our favour. | am grateful
to have encountered luck in every stage of my life and hope that it continues to be
this way.
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[FAQs] Understanding Section 43B(h) of the
Income-tax Act — Deductions for Payments to MSEs

Last Updated on 14 February, 2024

The Income-tax Act allows the deduction of expenditure according to the system of
accounting followed by the assessee. Where the assessee follows a cash system of
accounting, the deduction should be allowed on an actual payment basis. In the case
of a mercantile system of accounting, the deduction is allowed on an accrual basis.

However, Section 43B of the Income-tax Act, 1961 (IT Act) provides a list of several
expenses which are allowed as a deduction on a payment basis. Thus, even if an
assessee follows the mercantile method of accounting, deduction of the specified
expenses shall be allowed if the payment is made on or before the due date of
furnishing the return of income, except the sum payable to micro and small
enterprises.

The Finance Act 2023 added one more item to the list in Section 43B by virtue of
clause (h), the deduction of which shall be allowed on a payment basis. It provides
that anysum payable to a micro or small enterprise (MSEs) beyond the time limit
specified in Section 15 of the Micro, Small and Medium Enterprises Development Act
2006 (MSMED Act) shall be allowed as a deduction in the previous year in which
such sum is actually paid.

In this article, we have answered the frequently asked questions on Section 43B(h)
and explored the challenges it presents for businesses seeking to maintain smooth
and compliant payment practices with MSEs.

FAQ 1. What does the recently introduced clause (h) offer, and how
does it distinguish itself from the other clauses within Section 43B?

Section 43B applies to sums outstanding as of year-end and paid off after the 31 of
March of the financial year.

The newly inserted clause (h) provides that any sum payable by the assessee to a
micro or small enterprise beyond the time limit specified in Section 15 of the MSME
Act shall be allowed in the previous year in which such sum is actually paid.

Other clauses of Section 43B allow a deduction of year-end outstanding on an
accrual basis if the payment is made on or before the due date of filing the ITR. In
contrast, the deduction for the sum payable to MSEs covered by clause (h) shall be
deductible only if paid on or before the time allowed by Section 15 of the MSMED Act.
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FAQ 2. Who are classified as micro and small enterprises?

In Explanation 4 below Section 43B, clauses (e) and (g) have been substituted to
define the expression “micro enterprise” and “small enterprise” respectively as under:

‘(e) “micro enterprise” shall have the meaning assigned to it in clause (h) of Section 2
of the Micro, Small and Medium Enterprises Development Act, 2006 (‘(MSMED Act’);

(9) “small enterprise” shall have the meaning assigned to it in clause (m) of Section 2
of the Micro, Small and Medium Enterprises Development Act, 2006.’

As clauses (e) and (g) of Explanation 4 to Section 43B make applicable the
definitions of “micro” and “small” enterprises in the MSMED Act to Section 43B(h), it
is necessary to examine the definitions in the MSMED Act.

Section 2(h) of the MSMED Act defines “micro enterprise” to mean an enterprise
classified as such under sub-section (1) of Section 7.

Section 2(m) of the MSMED Act defines “small enterprise” to mean an enterprise
classified as such under sub-section (1) of Section 7

Sub-section (1) of Section 7 of the MSMED Act provides that the Central Government
may, for the purposes of this Act, by notification (in the Official Gazette), classify any
class or classes of manufacturing or service enterprises, whether proprietorship,
HUF, association of persons, co-operative society, partnership firm, company or
undertaking, by whatever name called, into:

« Micro Enterprises
« Small Enterprises
« Medium Enterprises

Sub-section (9) of Section 7 of the MSMED Act provides that the Central Government
may, while classifying any class or classes of enterprises under sub-section (1), vary,
from time to time, the criterion of investment and also consider criteria or standards in
respect of employment or turnover of the enterprises and include in such
classification the micro or tiny enterprises or the village enterprises, as part of small
enterprises.

The Central Government has issued Notification No. 2119(E), dated 26-6-2020, under
Section 7(1) read with Section 7(9) of the MSMED Act. Para 3(1) of the said
Notification provides that a composite criterion of investment and turnover shall apply
for the classification of an enterprise as micro, small or medium. Para 1 provides that
an enterprise shall be classified as a micro, small or medium enterprise on the basis
of the following criteria:
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Category of Criteria for classification
Enterprise

Micro Enterprise

Net investment in plant and machinery or equipment does
not exceed Rs 1 crore; and
« Net turnover does not exceed Rs 5 crores.

Small Enterprise

Net investment in plant and machinery or equipment does
not exceed Rs 10 crore; and
- Net turnover does not exceed Rs 50 crores.

Medium Enterprise « Net investment in plant and machinery or equipment does
not exceed Rs 50 crore; and
« Net turnover does not exceed Rs 250 crores.

It must be noted that only micro and small enterprises are considered suppliers for
the purpose of Section 43B(h). Medium enterprises are not regarded as suppliers and
are not entitled to enforce prompt payment and interest for delayed payment.

FAQ 3. How are turnover and investment reckoned for the
classification of enterprises as micro, small and medium?

Turnover is calculated based on a net turnover basis, which means it encompasses
the turnover of goods and services minus the exports of goods and services.
Similarly, when evaluating investment in plant and machinery or equipment, it is
assessed on a net investment basis as per the income-tax return. This entails the
depreciated cost of plant and machinery or equipment as per the ITR, subtracting the
costs associated with pollution control, research and development, and industrial
safety devices.

Computation of investment

Para 4 of Notification No. 2119(E), dated 26-06-2020, deals with the calculation of
investment in plant and machinery or equipment. It provides that the calculation of
investment in plant and machinery or equipment will be linked to the ITR of previous
years filed under the IT Act.

In the case of a new enterprise, where no prior ITR is available, the investment will be
based on the self-declaration of the promoter of the enterprise, and such relaxation
shall end after the 31 March of the financial year in which it files its first ITR. The
expression “plant and machinery or equipment” of the enterprise shall have the same
meaning as assigned to the plant and machinery in the Income-tax Rules, 1962 and
shall include all tangible assets (other than land and building, furniture and fittings).
The purchase (invoice) value of a plant and machinery or equipment, whether
purchased first-hand or second-hand, shall be taken into account, excluding GST.

The cost of certain items specified in Explanation | to sub-section (1) of Section 7 of

the Act shall be excluded from the calculation of the amount of investment in plant
and machinery.
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Computation of turnover
Para 5 of the Notification deals with the calculation of turnover as follows:

« Exports of goods or services or both shall be excluded while calculating the
turnover of any enterprise, whether micro, small or medium, for the purposes of
classification.

« Information regarding the turnover and export turnover of an enterprise shall be
linked to the Income-tax Act or the CGST Act and the GSTIN.

« The turnover-related figures of such enterprises which do not have PAN will be
considered on a self-declaration basis for a period up to 31st March 2021, and
thereafter, PAN and GSTIN shall be mandatory.

« The exemption from the requirement of having GSTIN shall be as per the
provisions of the CGST Act, 2017.

FAQ 4. What is the time limit prescribed under Section 15 of the
MSMED Act for making payment?

Section 43B(h) refers to the limitation period specified under Section 15 of the
MSMED Act, which provides that where any supplier supplies any goods or renders
any services to any buyer, the buyer shall make payment therefor on or before the
date agreed upon between him and the supplier in writing. However, this agreed date
cannot exceed 45 days.

If there is no agreement on this behalf, the buyer shall make the payment before the
appointed day.

As per Section 2(b) of the MSMED Act, “appointed day” means the day immediately
after the expiry of the period of 15 days from the day of acceptance or the day of
deemed acceptance of any goods or any services by a buyer from a supplier.

For example, where goods are supplied and accepted on 30-03-2024, the due date
for payment under Section 15 of the MSMED Act shall be computed as follows:

Date of Credit Due date for Remarks

acceptance period Payment

of supply

30-03-2024 30 days 28-04- 2024 Due date as per terms
of the agreement

30-03-2024 60 days 13-05- 2024 Due date cannot exceed
45 days from the date of
acceptance

30-03-2024 No agreement  13-04- 2023 In the absence of an

agreement, the due date
cannot exceed 15 days
from the date of

acceptance
If the payment is made on or before the due date specified in the third column, no

disallowance shall be made under Section 43B(h).
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FAQ 5. Should terms mentioned on the invoice or purchase order be
treated as an agreement?

The MSMED Act does not define the term ‘agreement’. Thus, it can be said that
agreement can be written as well oral. In common parlance, an agreement means
when one person makes an offer and another person agrees to it. It includes terms
like due dates, acceptance of goods/services, consequences for late payment, and
dispute resolution. So, if an invoice or purchase order has these details, it can be
seen as an agreement.

FAQ 6. What is meant by the terms “the Appointed Day”, “the day of
acceptance”, and “the day of deemed acceptance”?

The “appointed day” is relevant only if the buyer and the seller have not agreed to any
due date for payment in writing. As per Section 2(b) of the MSMED Act, “appointed
day” means the day immediately after the expiry of the period of fifteen days from the
day of acceptance or the day of deemed acceptance of any goods or any services by
a buyer from a supplier.

The following points are noteworthy:

« “The day of acceptance” means the day of the actual delivery of goods or the
rendering of services.

« Where any objection is made in writing by the buyer regarding the acceptance of
goods or services within fifteen days from the day of the delivery of goods or the
rendering of services, “the day of acceptance” means the day on which the
supplier removes such objection.

« “The day of deemed acceptance” means where no objection is made in writing by
the buyer regarding the acceptance of goods or services within fifteen days from
the day of the delivery of goods or the rendering of services, the day of the actual
delivery of goods or the rendering of services.

FAQ 7. What does the term “Supplier” mean in Section 15 of the
MSMED Act?

The term “Supplier” is defined in Section 2(n) of the MSMED Act. Only a “supplier”, as
defined in Section 2(n) of the MSMED Act, can avail of the rights under Chapter V of
the MSMED Act, such as right to timely payment under Section 15, right to interest on
delayed payment under Section 16, Right to file plaint with MSEFC for recovery of
dues from buyer etc.

Section 2(n) defines “supplier” to mean a micro or small enterprise that has filed a
memorandum with authority referred to in Section 8(1) (i.e., Udyam Registration). The
term “supplier” also includes:
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« National Small Industries Corporation;

« Small Industries Development Corporation of a State or a Union territory; and

« Any company, co-operative society, trust or body registered or constituted under
any law and engaged in selling goods produced by micro or small enterprises and
rendering services which are provided by such enterprises.

It must be noted that only micro and small enterprises that are Udyam-registered are
considered suppliers for the purpose of Section 15 of the MSMED Act. Further, they
shall be regarded as suppliers, in respect of goods supplied by them or services
rendered by them on or after the date of Udyam Registration. Udyam Registration is
not retrospective .

FAQ 8. Will the disallowance apply to the sum payable to retail
traders or wholesalers?

Para 2 of Office Memorandum: No. 5/2(2)/2020/E/P&G/POLICY dated 2-7-2021
issued by Central Government has clarified that “The Government has received
various representations and it has been decided to include Retail and wholesale
trades as MSMEs and they are allowed to be registered on Udyam Registration
Portal. However, benefits to Retail and Wholesale trade MSMEs are to be restricted
to Priority Sector Lending only.” Central Government’s office memorandum
1/4(1)/2021- P&G Policy, dated 01.09.2021, further clarifies that “the benefit to Retail
and wholesale trade MSMEs are restricted up to priority sector landing only and other
benefit, including provisions of delayed payment as per MSMED Act, 2006, are
excluded.

In view of the above Office Memorandum, dated 01.09.2021, a Supplier who is a
micro or small enterprise cannot be treated as “Supplier” for section 15 and section
43B(h) purposes if his Udyam Certificate shows his activity as only a trader.

Although there does not appear to be any legal basis in MSMED Act for the Office
Memorandum and Wholesale & Retail Trade are treated as distribution services
under GATT/WTO, the above position will prevail till any Trader/Traders body
challenges the OM in Court and gets it quashed.

FAQ 9. Will the GST component be disallowed if the sum payable to
MSE attracts Section 43B(h) disallowance?

If the sum payable to the Micro or Small Enterprise includes GST, the disallowance is
restricted to the amount excluding GST if the GST is claimed as Input Tax Credit
(ITC) in the books of accounts. However, if the buyer opts not to claim the input tax
credit under GST and treats it as an expense in its Profit and Loss account, deduction
against GST will only be allowed based on actual payment.
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FAQ 10. Are the provisions of Section 43B(h) applicable to non-
registered suppliers?

Para 2 of the Notification provides that any person who intends to establish a micro,
small or medium enterprise may file Udyam Registration online on the Udyam
Registration portal based on self-declaration with no requirement to upload
documents, papers, certificates or proof. The word ‘may’, used in the notification,
indicates that it is not mandatory for an enterprise to get registered to establish itself
as anMSME. However, Section 43B(h) mentions Section 15 of the MSMED Act, which
talks about the delay in payment to a ‘supplier’. Section 2(n) defines “supplier” to
mean a micro or small enterprise that has filed a memorandum with authority referred
to in Section 8(1) (i.e., Udyam Registration). So, without registration on the Udyam
Portal, Section 15 of the MSMED Act may not be invoked for disallowance under
Section 43B of the IT Act.

Further, it is well-nigh impossible for any buyer to scrutinise the financials, ITRs and
GSTRs of all his suppliers to determine their classification into micro, small or
medium enterprises and to call for financials, ITR and GST data from suppliers every
now and then to check whether there is any change in classification. The only
feasible and accurate method to validate the classification of the supplier is to refer to
his Udyam Registration.

FAQ 11. Is the disallowance under Section 43B applicable if supplies
are made before obtaining Udyam registration?

Section 43B(h) will not apply with respect to payments for supplies made before the
date of Udyam Registration. He would be regarded as a micro-enterprise only from
the dateof obtaining such registration as Udyam Registration does not operate
retrospectively .

FAQ 12. How can an assessee identify that his supplier is a micro or
small enterprise?

It is the duty of the supplier to mention his MSE status on supply orders, invoices,
letterheads and other relevant documents. In the absence of suppliers mentioning
their MSE status on their supply orders, invoices, letterheads and other relevant
documents, it would be very difficult for the assessee to identify MSE suppliers, and
their dues, disclose them in annual accounts, comply with Section 15 and for auditors
of buyer entities to verify required disclosures in annual accounts.

The Government of India had also issued OM No. 2(28)/2007-MSME(Pol), dated 26-
08- 2008, which clarifies that

“it is advisable that the Micro or Small Enterprises should mention/get printed on their
letterheads, supply order sheets, invoices, bills and relevant documents, the
Entrepreneurs Memorandum (EM) number...., so that there always remains an
identification of being an MSE supplier.”
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The above circular seems to absolve the assessee and his auditors of any blame if
their non-detection or omission of disclosures of dues to MSEs is due to suppliers not
mentioning their Udyam Registration Numbers on their letterheads, invoices, bills and
other relevant documents. Possibly, the buyer entity would also be absolved of
obligations under Sections 15 and 16 of the MSMED Act in such a situation.

It is also possible to take a contrary view that mere non-mention of Udyam
Registration Number on Bills/Invoices/correspondence by MSEs will no longer
absolve the buyers from obligations under Chapter V of MSMED Act or under clause
(h) of Section 43B. It is advisable that the buyer entities should request all suppliers
to confirm whether they are registered MSEs and, if so, to furnish the Registration
Number and a copy of the Udyam certificate. They should also request the supplier
for information on the MSE status and a copy of the Udyam certificate when placing a
purchase order or receiving the sales order to ensure registered MSE suppliers are
paid within the time limit stipulated in Section 15 of the MSMED Act.

FAQ 13. How can the assessee ensure their supplier does not
transition from a micro/small to a medium enterprise or vice- versa
during the financial year?

The Udyam Registration Certificate provides the classification of registered
enterprises as micro, small and medium financial year-wise since its incorporation.
Thus, Udyam Registration is the only acceptable evidence of the micro-enterprise or
small enterprise status of the supplier entity. The buyer entities should ask for such a
certificate every year to determine the status of the supplier in that year.

FAQ 14. Is it mandatory for the supplier to update the details of
turnover and investment on the Udyam Registration Portal?

Para 8 of the Notification No. 2119(E) provides that an enterprise having Udyam
Registration shall update its information online in the Udyam Registration portal,
including the details of the ITR and the GST Return for the previous financial year
and such other additional information as may be required, on self-declaration basis.
These details are automatically pulled by the Udhyam Portal from the ITR and GST
returns filed on the respective portals. So, there is no requirement to manually upload
the details of turnover and investment on the Udhyam Portal. However, if there is
anychange in the business activity, the entity should update the details of such new
business activities. Failure to update the relevant information in the online Udyam
Registration portal will render the enterprise liable for suspension of its status.

FAQ 15. A supplier, who is a Udyam-registered small enterprise, has
purchased a plot of land worth Rs. 10 crores. Will this investment
impact his status as a small enterprise?

Investment in land and buildings does not count for the investment ceilings under
Para 1 of Notification No. 2119(E).
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FAQ 16. A supplier, who is a Udyam-registered small enterprise, has
purchased plant and machinery worth Rs. 10 crores. Will this
investment impact his status as a small enterprise?

Yes, this investment will impact its status and will turn it into a medium enterprise.
However, even after this upward re-classification, the entity shall continue to avail of
all non-tax benefits of the category for a period of three years from the date of such
upward change.

There is no definition of “non-tax benefit” in the MSMED Act or the Notification.
Investopedia defines “tax benefit” as “any tax law that helps you reduce your tax
liability.” Section 43B(h) provides no tax benefit in the above sense to the supplier
who is a micro or small enterprise. It provides him with a non-tax benefit of protection
against delayed payments by the buyer by providing a tax disincentive to the buyer
who delays the payment. Section 43B(h) is clearly a non-tax benefit to the Supplier,
within the meaning of para 8(5) of the Notification.

FAQ 17. Will Micro or Small Enterprises having Udyog Aadhaar
Memorandum or EM-Il be regarded as micro or small enterprises for
Section 43B(h) purposes?

UAM or EM-II Registration was valid only up to 30-06-2022. These registrations are
not valid with effect from 01-07-2022. There is no process of automatically migrating
the enterprises from UAM/EM-II to Udyam Registration unless the enterprise files
Udyam. Therefore, enterprises with UAM/EM will not be regarded as micro or small
enterprises for Section 43B(h) purposes.

FAQ 18. What if the amount outstanding at year-end (i.e., 31-03- 2024)
is paid in the next financial year 2024-25 but beyond the time allowed
by Section 15 of the MSMED Act?

Where the amount outstanding at year-end is paid next year beyond the time allowed
in Section 15 of the MSMED Act, such amount shall be disallowed while computing
the business income for the current financial year 2023-24. However, this
disallowance is not permanent or irreversible. Where the amount outstanding at year-
end is paid next year but beyond the limitation period of Section 15 of the MSMED
Act, such amount shall be allowed while computing the business income in the next
FY 2024-25 on an actual payment basis.
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FAQ 19. If goods were purchased from MSEs on 01-04-2023 and
payment was made on 31-03-2024, will it be disallowed under Section
43B(h) for the assessment year 2024-25?

There will be no disallowance. Even though payment is made beyond the time
specified in Section 15 of the MSMED Act, it is made during the same year and is not
outstanding as at the year-end. Therefore, the amount will be allowed on an actual
basis and not disallowed. However, such a delay is not a smart strategy as interest
under Section 16 of the MSMED Act, 2006 will be payable by the assessee to the
supplier at three times the bank rate compounded at monthly rests.

FAQ 20. Is interest payable to Micro/Small enterprises for delayed
payments allowable as a deduction under the Income-tax Act?

Section 23 of the MSMED Act states that interest paid by a buyer for delayed
payments is not deductible under the IT Act.

FAQ 21. Is disallowance applicable if the assessee follows a cash
system of accounting?

Section 43B of the IT Act mandates the allowability of various expenses only on a
payment basis, irrespective of the fact that the assessee follows a mercantile system
of accounting.

In the cash method, the revenues and expenses are recognized only when cash is
received or paid out respectively. In other words, income is recorded when the cash is
received, and expenses are recorded when the cash is paid. Therefore, it will not
impact any situation if the assessee follows a cash basis of accounting as the
assessee is already recording the expenses on a payment basis.

FAQ 22. Does Section 43B(h) apply with respect to the amounts due
towards the purchase of Capital Goods?

Unlike Section 37(1), the deductibility under Section 43B is not linked to the
distinction between capital expenditure and revenue expenditure. Section 43B applies
to sums payable in respect of which a deduction is otherwise allowable under this Act.

Therefore, Section 43B(h) would apply to amounts payable to micro or small
enterprises with respect to the purchase of capital goods for which a 100% deduction
is admissible under Sections 30 to 36. For example, the deduction of 100% of capital
expenditure under Section 35AD and the deduction of 100% of capital expenditure on
scientific research under Section.
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If a 100% deduction of capital expenditure is not allowable, there would be no
disallowance with respect to depreciation on capital goods purchased if the MSE
supplier of capital goods is not paid in time. This is because depreciation is not a
“sum payable in respect of which deduction is otherwise allowable”. What can be
disallowed under Section 43B(h) must have the character of a sum payable in respect
of which deduction is otherwise allowable.

The Courts had taken the view that depreciation cannot be disallowed on the cost of
the asset which was capitalised in books of account, but tax thereon was not
deducted under Section 40(a)(i)/(ia) of the Act .

FAQ 23. Can depreciation be disallowed if payment for the purchase
of a fixed asset is made beyond a prescribed limit?

Depreciation cannot be disallowed under Section 43B. See FAQ No. 22 above.

FAQ 24. Whether disallowance attracts if the assessee opts for a
presumptive taxation scheme under Section 44AD, Section 44ADA,
Section 44AE, etc.?

Section 43B(h) begins with a non-obstante clause “notwithstanding anything
contained in any other provision of this Act”. Therefore, apparently, Section 43B
overrides all provisions of the Act including provisions of presumptive taxation under
Section 44AD, Section 44ADA, Section 44AE, Section 44BBB and Section 115VA

(Tonnage Tax)
However, Sections 44AD, 44ADA, 44AE, 44BBB and 115VA also begin with non-

obstante clauses as ‘Notwithstanding anything to the contrary contained in Sections

2810 43C,....... '
Therefore, Section 43B(h) overrides all other provisions of the Act except Sections

44AD, 44AE, 44ADA, 44BBB and 115VA. Therefore, Section 43B(h) will not apply to
eligible assessee-buyers who opt for presumptive taxation under Sections 44AD,
44AE, 44ADA, 44BBB or 115VA.

FAQ 25. What if the advance is paid to the supplier, who is a micro or
small enterprise?

The advance payment made to the MSEs shall be allowed as a deduction in the year
of payment itself, even if it does not fall due for payment in that year. The Supreme
Court has upheld the deduction under Section 43B for the advance payments .

FAQ 26. What if a 50% advance is given in the current year, and the
balance of 50% is paid to the MSE supplier at a later date?
If the taxpayer settles 50% of the remaining balance during the fiscal year, even after

the due date under Section 15 of the MSMED Act has passed, no disallowance will
occur. However, if this 50% remains outstanding at year-end and is paid after the due
date, disallowance would apply to this portion payable to MSEs.
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FAQ 27. What if the cheque is handed over to the MSEs on or before
the due date, but it is encashed by them after the due date?

As per accepted commercial usages, payment is regarded as made on the date the
cheque is handed over to the payee, provided the cheque does not bounce
subsequently. Therefore, in such cases, payment will have to be treated as made
within the due date.

FAQ 28. Does disallowance attract if provisions are made instead of
crediting individual accounts of the trade creditors/suppliers?

Provisions represent sums payable in respect of which deduction is otherwise
allowable under Section 37(1). Therefore, they would fall within the ambit of Section
43B(h).

FAQ 29. Can disallowance under Section 43B(h) be made while
computing book profit for MAT purposes?
Section 43B(h) is applicable for calculating taxable business profits of a company in

regular assessment under the Act. It is not applicable for the calculation of Minimum
Alternate Tax under Section 115JB.

FAQ 30. What if any charitable trust is making payment to an MSME?
Will Section 43B(h) apply?

Section 43B(h) applies to an assessee carrying on a business or profession whose
income is computed under the head “business and profession.” Charitable trusts are
subject to Sections 11 to 13, which are special provisions governing the taxation of
charitable or religious institutions.

Section 11 of the IT Act deals with the computation of income from property held for
charitable and religious purposes. Section 11(1) provides that the income shall not be
included in the total income of a person to the extent the income is applied towards
charitable or religious purposes in India. It is well-settled law that the ‘income’ as
referred to in section 11(1) must be computed following commercial principles and not
under the ordinary provisions of the Act. In other words, Section 14 and five heads of
income do not apply to organisations registered under Section 12AB.

It may be noted that under Sections 11 to 13, there are specific references to the
provisions of ‘Profits & Gains of Business or Profession’ which have been made
applicable to the computation of income under Section 11, such as the disallowances
for cash payments above Rs. 10,000 or disallowances for non-deduction of tax on
payments made to residents. However, there is no reference to disallowance under
Section 43B(h) while computing income under Section 11. In other words, unless
specifically provided, the provisions of the head ‘Profits & Gains of Business or
Profession’ shall not apply to charitable institutions.
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Hence, the question of disallowance under Section 43B(h) will not arise while
computing the application of income under Section 11 of the Act. However, under
Section 16 of the MSMED Act, interest is payable if the trust delays payments to
micro or small enterprises.

FAQ 31. Will Section 43B(h) apply to an assessee who is also a
Udyam-Registered Micro or Small Enterprise?

Yes. There is no exemption for buyers who are Micro or Small enterprises. It cannot
be said that Section 43B(h) applies only to medium or large enterprise buyers.

FAQ 32. Will Section 43B(h) apply to fees payable to a CA firm?
Nothing in the MSMED Act or Chartered Accountants Act, 1949 disqualifies a CA firm
from filing Udyam Registration as a micro or small enterprise. The MSMED Act does
not exclude professional services from the ambit of the expression “service”.
Therefore, a CA firm may be registered as a micro or small enterprise in terms of
specified turnover and investment by applying for a Udyam Registration.

FAQ 33. How to verify if the Udyam Number furnished by the supplier
by printing on the invoice or otherwise is genuine?

Search his Udyam Registration Number on the Udyam Portal under the newly
enabled “Verify Udyam Registration Number” at the following link
https://udyamregistration.gov.in/udyam_verify.aspx

FAQ 34. Can it be inferred from the Udyam Number printed on the
supplier’s invoice that he is a micro or small enterprise?

No. By looking at Udyam Number, one cannot say whether the supplier is a micro,
small or medium enterprise. The buyer-entity will have to search for the Udyam
Certificate in the Udyam portal by entering the Udyam Number.

The Udyam Number is in UDYAM-XX-00-0000000 format. The XX denotes the State.
00 denotes the first two letters of the PIN Code of the State. And the Seven digits
0000000 represent the number.

FAQ 35. Is it possible to get the Udyam Registration details of a
Supplier by searching for his name or PAN in the Udyam portal?

No. One can obtain his Udyam Certificate details only if one knows his Udyam
Registration Number.

*kkkk
Courtesy- Taxmann
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SURI TENTENARY HALL

FUTE OF CHARTIRR ACCORMT AT
T, -

Kerala University Under Graduation Programme Syllabus Revamping at Loyola College
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NAVARATNA -2024

This year Thiruvananthapuram branch will be hosting the
All Kerala Conference on 7th and 8th June 2024.

Further details will be shared.

We, The Managing Committee of Thiruvananthapuram
branch request the wholehearted support from all our
esteemed members, for making Navaratna Conference 2024

a grant success.
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Thiruvananthapuram Branch (SIRC)
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SUMIV S

2 Apr REBECA K CHACKO

14 Apr ||JUSTIN RAJ S

2 Apr ||SREEHARIM S

14 Apr ||NITHIN MOHAN

3 Apr [|AKSHAY V

16 Apr ||KRISHNAKUMAR S

4 Apr KEERTHI M NAIR

16 Apr ||GEORGE ALEXANDER

4 Apr REMA SARMA N

18 Apr ||VINOD JOHNNY

4 Apr (|[RESHMA B RAMESH

19 Apr ||AKERSH NARAYAN J
6 Apr ||[GOPANTP

20 Apr ||KRISHNAMOORTHY HARIHARAN
6 Apr |[SAJUKR

21 Apr [[PRAKASH GNANASINGH J

6 Apr |[SIVADASS B

23 Apr ({[MOHAMED HUSSAIN
7 Apr ||[KRISHNANATH N

24 A HN JOSEPH
8 Apr ||KAVITHA V KURUP pr [|[JOHN JOS

9 Apr REVATHY RAJA 25 Apr [[GOPAKUMAR C R

9 Apr ||SYAM ARAVIND A V 25 Apr PRINCE N RAVI

11 Apr ||VINOD V'S 25 Apr ||RADHAKRISHNAN NAIR B
11 Apr ||CHERIANJI SAMUEL 25 Apr || SANDEEP R

11 Apr ||MESFIN ZACHARIAS ABRAHAM 28 Apr ||SANJEEV KUMAR

13 Apr ||[ABRAHAM VARKEY PAYNADATH 29 Apr ||HARIC

13 Apr ||[SURESH BABU C 29 Apr ||JOHNSON ROCHE VASAGAN A

13 Apr ||VIJAYAN. M
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Thiruyananthapuram

invitation for ' *

ARTICLES/WRITEUPS

3l Articles / Writeups are hereby invited from members on any key topics to be
published in the upcoming e-Newsletter. Members may kindly send their
articles to trivandrum@icai.org with cc to icaitvm@gmail.com with the
N subject line “Article for Newsletter” on or before the 02nd of the following
¥l month along with mentioned details:

1. Name

2. Membership Number
3. Contact Number

4. E-mail id

5. Photo

6. Article in docx format

Disclaimer: The Thiruvananthapuram Branch of ICAI is not in anyway responsible
for the result of any action taken on the basis of the articles and advertisements
published in the e-Newsletter.

The views and opinions expressed or implied in this E-NewsLetter of the
Thiruvananthapuram Branch of SIRC of ICAI are those of the Authors / Guest
Editors and do not necessarily reflect those of the Thiruvananthapuram Branch of
ICAI. Unsolicited articles and transparencies are sent in at owner's risk and the
publisher accept no liability for loss or damage. Material in this publication may not
be reproduced, Whether in part or in whole, without the comnsent of the
Thiruvananthapuram Branch.

(. 0471 2323789
0471 2328590

T.C 24/ 245(13&14) Pound Rd, Thycaud, https://thiruvananthapuramicai.org
<> Thiruvananthapuram, Kerala 695014 trivandrum@icai org
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