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DISCLOSURE & TIMELY PAYMENT TO MSME SUPPLIERS UNDER INCOME TAX ACT AND
ALLOWANCE / DIS-ALLOWANCE UNDER INCOME TAX ACT, 1961.
AMENDED SECTION - 43B(h)

(PRIVATE AND COFIDENTIAL)

APPLICABILITY: FROM F.Y. 2023-24 (A.Y. 2024-25) FROM 01-04-2023
APPLICABLE TO: ALL ASSESSEE
SECTION 43(b) OF THE INCOME TAX ACT, 1961

WL osRllelelle} 3 BUDGET 2023 i MSME HI85|, R0 Aos M3 Aezutsd) WA &l st WILERA dal WAl
W2 Ul Ysarll 1R ol Ran wasAR stael Hi wadl dlul 8. w W2 otcll san ¥36{l (RlA) GRRaHl uUad
8. MSME H1855], A Aos ABAM AoYlsU) W@ Acll Ylle B MSME 2006 3601 A S 82,

e MSME ACT, 2006 SIAEL 360 AB2S, MSME UNIT ol (AQAt 32030 (A Yool B, Boll i ARA oll sl
Ad puaadl adl AgA.

W85l (AY) (Rs.) ¥lle (ellell) (Rs.) I3 (Mtaun) (Rs.)
ez / Hllot?l Hi AsLQL wal 1 5As Yl Aa 10 52As Yl ual uo s2As Yl Ua
aAlls eclallaR u s2As Yl wo sAs Yl U0 sAs Yl

o Ul 438 ol olcdl A dlflw 01/0%¥/2023 &l WHAl tatdl. Ll sEM Yorol A 53 WILERA el dlaa
Al AUUaAR U5, %1 MSME ACT 2006 8601 AR2$ &lal wal HIBsl dal Hd 32931 il Ylle sla Al Astl
U2 o] usdl.

UL YR Ao ol Aol YEIRA VLA tRULL A :

v MSME (e Wl st WA el dlBct Ad of Ysag], WIlEl setR / Acl Aotk A olet ol Adlw &l
W Ray 1l yscl viucis] 6. (A 88 Aulld 5212 «18l st 8l Al)

v MSME (e WAl st WIERA dal ladt Acl of yYsag], WIEL 561k 7 Acl Aotk A ollet ol Adlw &l
¥U Ra dl Yscll vucls] 26 (B 88 Aulld $A2 st 8l Al)

v %l o Wl dA 52AR 53 A YsaLll ofl Yed cuRatdl A 2t AUl AULR Hul A uo3u 362 RRAS
aul? ala Al uel ¥u Ray ol vie: ysay s sBald D.

v @ ad Hl Ysag] srelHl wad A ad Hl wWIEl / Wl ale Had. allsla ad R023-% ot ollat
algisla ad 20R%-u Ui U / YU [Rad ugl ysal ui A A WIEl 7 Wl aeusla ad 0:%-u i
olle HOA U2d otRiglal ay 2023-2% ay Hi W€l 7 Wl sty U daUl dell GUR wlasARA el usal
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v MSME ACT, 2006 406l ® 2sH U / ¥U (B (BUR Yu) Ul Ysacl i wWa dell BUR MSME ACT,
2006 ol (A2 Y OUTSTANDING/PAYMENT AMOUNT UR WILEL 50tk / Acll Aollk A 1Y% UASYGl

UL PAYMENT s2¢clloll sclloteldl aulal,

v dy Ui GUR Yol MSME UNIT ol au/¥u (B ol WSl Ysapll UR B INTEREST (INTEREST ON LATE PAYMENT
TO CREDITORS) YsclellHl 1A d INTEREST INCOME TAX HU DIS-ALLOW UlA A2A ¥ GlLE oll HA.

v MSME 860 U ollllAA Sl Al AL {ld ML AUl MSME oled?, AH Al [Bcticle ® dal A2 231l / 332

QARas uel dvll dtwdl (ddias 8.,

v AU Foll WA Al Wil 52 B / Act A B Axell MSME R 2et ol (Aot Hdl Al dal Axell [Act
Hi uel UAee 21 7 382 Ras cdvitl Al Bdlas ®.

DUE DATE OF PAYMENT TO MSME SUPPLIERS AS SPECIFIED AS PER PROVISIONS OF SECTION 15

CONTAINED UNDER MSMED ACT, 2006:

e Where any person purchases goods / services from a micro/small enterprise, the payment shall be
made before the date agreed upon between him and supplier in writing.

¢ In no case the period agreed upon between the supplier and the buyer in writing shall exceed 45

days.

o If, however, there is no such agreement between supplier and buyer, the payment shall be made

within 15 days of acceptance/deemed acceptance of goods/services.

CONSEQUANCES OF AMENDMENT TO SECTION 43B

Different Situations

In which year deduction is to be allowed

Beyond Time Limit - If payment is made by an
assessee to a micro or small enterprise beyond the
time-limit specified under MSMED Act

Such payment will be deductible in the year
making payment

Within time-limit — If payment is made by an
assessee to a micro or small enterprise within the
time-limit specified under MSMED Act

Such payment will be deductible on accrual basis
(if assessee maintains books of accounts on
mercantile basis)

PRACTICAL EXAMPLES - TO UNDERSTAND IMPACT OF ABOVE AMENDMENT

EXMPLE - 1

X Ltd. purchases raw materials on credit from Y Ltd. (value of Invoice: Rs.6,40,000, Invoice date &

goods acceptance date : 01/02/2024).

Y Ltd. is a mfg. company and its investment in P &M is Rs.3.00 Crores.
X Ltd makes payment within 30 days (no written agreement is there between X & Y for payment time)

Now, what will be the amount allowable or dis-allowance as per newly inserted section 43B(h) if X Ltd.
has made payment to Y Ltd on various dates as below :

- If payment is made on 28/02/2024
- If payment is made on 31/03/2024
- If payment is made on 10/04/2024
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ANSWER / SOLUTION

Y Ltd. is a small enterprise as per MSME definition and there is no agreement between X Ltd. & Y Ltd.
Hence, as per provisions of MSMED Act, 2006 payment should be made within 15 days, i.e. payment
should be made on or before 16/02/2024. Deduction to X Ltd. on various situations will be available
as under:

Due date of Actual date of Whether Basis of deduction F.Y. in which

payment of payment considered as late deduction is
invoice as per payment & Sec. available to X

MSMED Act 43B applicable? Ltd.

16/02/2024 28/02/2024 Yes Payment basis 2023-24

16/02/2024 31/03/2024 Yes Payment basis 2023-24

. 2024-25
16/02/2024 10/04/2024 Yes Payment basis (See Note)
Note:

> In above case of payment on 10/04/2024 by X Ltd to Y Ltd., Invoice of Rs.6,40,000 dated
01/02/2024, is paid by X Ltd. beyond 15 days from bill date (since there is no agreement between
X & Y, payment terms as per MSMED Act shall be 15 days).

> Hence, Rs.6,40,000 will be dis-allowed and added to the taxable income of X Ltd. for FY 2023-24
(A.Y. 2024-25) in ITR and X Ltd. will have to pay tax on the same. However, the same will be
allowed as deduction to X Ltd. in FY 2024-25 (AY 2025-26) on payment basis in filling of ITR for FY
2024-25.

EXMPLE - 2

Z Ltd. purchases goods on credit from A Ltd. (value of Invoice: Rs.11,20,000, Invoice date & goods
acceptance date : 02/03/2024).

A Ltd. is a mfg. company and is a micro/small enterprise as per MSMED Act, 2006.
As per written agreement between Z Ltd. & A Ltd. Z will make payment on or before 30/04/2024 (i.e.
credit period agreed in writing between them is 60 days)

Now, what will be the amount allowable or dis-allowance as per newly inserted section 43B(h) if Z Ltd.
has made payment to A Ltd on various dates as below :

- Rs.1,00,000 paid on 30/03/2024
- Rs.2,00,000 paid on 06/04/2024
- Rs.4,00,000 paid on 15/04/2024
- Rs.4,20,000 paid on 06/05/2024

ANSWER / SOLUTION

A Ltd. is micro / small enterprise as per MSMED Act. Date of Invoice is 02/03/2024 & both parties have
written agreement for payment terms of 60 days.

Hence, due date of payment as per MSMED Act, 2006 is 16/04/2024 (i.e. agreed date or 45 days
whichever is earlier - as per MSMED Act provisions).
Deduction to Z Ltd. on various payments will be available as under:

Page 3 of 7



Whether

Payment inRs. / Due date as per | considered as late Basis of ';:d:::tl“;hr:ﬁ:
payment date MSMED Act payment & Sec. deduction .
. available to Z Ltd.
43B applicable?

100000/30-03-24 16/04/2024 No Accrual basis 2023-24

200000/06-04-24 16/04/2024 No Accrual basis 2023-24

400000/15-04-24 16/04/2024 No Accrual basis 2023-24

2024-25
-05- p .

420000/06-05-24 16/04/2024 Yes ayment basis (See Note)
Note:
» In above case of payment on 06/05/2024 by Z Ltd to A Ltd., payment of Rs.4,20,000 is paid by Z

Ltd. beyond 45 days from bill date (there is an agreement between Z & A for payment terms of 60
days credit period, but as per MSMED Act, 2006 in case there is written agreement between buyer
& seller for payment, it shall not be more than 45 days. Hence, in above case payment due date is
16/04/2024).

Hence, Rs.4,20,000 will be dis-allowed and added to the taxable income of Z Ltd. for FY 2023-24
(A.Y. 2024-25) in ITR and Z Ltd. will have to pay tax on the same. However, the same will be
allowed as deduction to Z Ltd. in FY 2024-25 (AY 2025-26) on payment basis in filling of ITR for FY
2024-25.

Yl €35 client ol YAoll JUAHL A B 3,

01-04-2023 &l books of accounts Hl ERS& supplier/creditor of MSME ol [Ran HY¥H
bifurcation 32@&[([ SQCLLcj 239, Balance Sheet Hi Gltll creditor/supplier Oj MSME
creditor/Non-MSME creditor @AM separate bifurcation Aud,

€8  supplier/creditor of MSME certificate aq UA ac’j status update AW ie.
Micro/small/medium.

01-04-2023 Ul QQI{QL supplier ol w payment credit period 45 Rau Al ay _u Al ouﬂ
WA 45 (B HIZ written agreement 531 aq. %l UNe /332 M2 written agreement ol &l
Al $:AB2aUlt 15 (Eay Ul payment S:cllof 8.

MSMED ACT oil [Qan H%O : Buyer ol supplier R QQI{QL credit/payment period aissl
g2l 8la Al Ul %\ payment 45 (8t Ul sclMl MA Al MSMED act ol section 16 4%
buyer UR supplier ol Interest Ysclcll ol slAEISA WUHELR] Q.

Year ending C{U{a, AeA ¥ 31-03-2024 oll A% WdUG &l outstanding creditors (January-
2024) dl As s3] ol UNe s3] £ WA VI Lllot AMG 5 31-03-2024 oll A% ¥ outstanding
supplier/creditor 8l W MSME ol guidelines H¥W U / ¥U Rax ot [[Qan H¥ W bifurcated
alal. @ Yl 51 creditor section ¥3B Ml dis-allow oll AUL2L.

Ul AU €5 2BU all creditors/suppliers e o] Ul @, ®U% creditors for Raw
Materials/Packing/spares/fixed assets/ services/construction etc...
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IN RESPECT OF OLD OUTSTANDING CREDITORS/SUPPLIERS FOR MORE THAN 1-2-3-4... YRS.

€35 client ol VUL YAoll § L olcll ¥3B(h) AN UL Income Tax 8l Yol¥ ol creditor %
% 2-3-¥-U oMl &l outstanding 82 Aaj Sl clarification VUMl WAA ot&l. Wloll HAAHO
A UlA § 39-03-2% oll A% %l SIS old outstanding creditors 8 & ¥ 2-3-¥-U oy ¥ Al
ool Sl Wl A MSME creditor 8l cl d &l outstanding amount 31-03-20%% il A%
alcll section43(B) %0l unpaid Al el FY 2023-24 ol ITR ML section 43B(h) HL DIS-ALLOW
A A8, @ ofl AU tax liability UR uld AeA ¥ A unpaid amount UR Income Tax Rl
ud. 2@ %ell creditor 5 ¥ -3-¥-U <Ml &l outstanding & def cd €N 2let AecHe or
payment 53| £q % &l 531 ol 31-03-2024 Ul dis-allow oll &l el additional tax liability ol
L.

€38 client ol YAoll AUl HL A B ¥ %UR Hl FY 2023-24 oll books of accounts Audit
Aol ITR HIZ HICO HL HISELA U AL Yol Y6l CREDITORS/SUPPLIERS of bifurcation el
MSME STATUS ofl details & AU 5(QLS TAX AUDIT REPOT Ml MSME CREDITORS RELATED
REPORTING 43\

L (UM €5 ASSESSEE ol GL9] US B. AUDITABLE &2l ¥ NON-AUDITABLE.
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DISCLOSURES FOR ALL COMPANIES ONLY
AS PER COMPANIES ACT, 2013

As per disclosure requirements and format of financial statements as per Schedule - Il of the
Companies Act, 2013, every company is required to disclose in their Audited financial statements
suppliers / creditors in following categories :

IN AUDIT REPORT / AUDITED BALANCE SHEET:

Trade Payables shall be bifurcated into:

(A) Total outstanding dues of micro enterprise and small enterprise

(B) Total outstanding dues of creditors other than micro enterprise and small enterprise.
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IMPORTANT PROVISIONS OF

THE MICRO, SMALL AND MEDIUM ENTERPRISES DEVELOPMENT

ACT, 2006 (MSMED ACT, 2006)

Section 7 : Classification of Enterprise

Revised Classification applicable w.e.f 1st July 2020

Composite Criteria: Investment in Plant & Machinery/equipment and Annual Turnover

CLASSIFICATION MICRO SMALL MEDIUM
. Investment in Plant and | Investment in Plant
Investment in Plant and . .
. Machinery or | and Machinery or
Machinery or . .
Manufacturin Equipment: Equipment: Equipment:
. & quip Not more than Rs.10 | Not more than Rs.50
Enterprises and | Not more than Rs.1
) crore crore and
Enterprises crore and
and Annual Turnover : not
Annual Turnover : not
Annual Turnover : not | more than Rs. 250
more than Rs. 5 crore
more than Rs. 50 crore crore

Section 15 : Liability of buyer to make payment :

Where any supplier supplies goods or services to buyer, the buyer shall make payment to
supplier on or before date agreed upon between him in writing. However, if there is no
agreement in writing, then payment shall be made within 15 days.

Further, in case where there is agreement between buyer and supplier in writing for payment
terms, such payment / credit period shall not exceed 45 days.

Section 16 : Interest payable by buyer to MSME supplier :

Where any buyer fails to make payment of the amount to the supplier, as required under section
15, the buyer shall, notwithstanding anything contained in any agreement between the buyer
and the supplier or in any law for the time being in force, be liable to pay compound interest
with monthly rests to the supplier on that amount from the appointed day or, as the case may
be, from the date immediately following the date agreed upon, at three times of the bank rate
notified by the Reserve Bank.

Section 22 : Disclosure of un-paid amount with interest to MSME suppliers in annual accounts :

Where any buyer is required to get his annual accounts audited under any law for the time
being in force, such buyer shall furnish the following additional information in his annual
statement of accounts:

(i) Outstanding amount and interest payable which is un-paid to MSME supplier at year end.

(ii) Interest and outstanding amount paid by buyer to MSME supplier during the year.

(iii) Interest due and payable to MSME supplier for outstanding amount which is paid late
without interest

(iv) Interest accrued and remaining unpaid to MSME supplier for the year.
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