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Direct tax collections register 7.5 per cent growth upto February 

Net direct tax collections during first eleven months of the present fiscal (up to
February 2010) stood at Rs.2,78,373 crore, up from Rs.2,58,902 crore in the
same period last fiscal, registering a growth of 7.52 percent. Growth in Corporate
Taxes was 10.89 percent (Rs.1,80,318 crore as against Rs.1,62,617 crore), while
Personal Income Tax (including STT, and residual FBT and BCTT) grew at 1.84
percent (Rs.97,692 crore as against Rs.95,930 crore).  

During the month of February 2010, on a year-to-year basis, growth in direct tax collections was 27.54 percent
(Rs.14,675 crore compared to Rs.11,506 crore), whereas during January 2010 there had been negative growth of
19.84 percent . During February, while Corporate Tax recorded a growth of 16.87 percent, PIT growth was
37.58 percent.  

The final installment of advance tax for both corporate and non-corporate taxpayers is due by 15th March 2010.
The Corporate taxpayers are required to pay 25 percent and non-corporate taxpayers 40 percent of their advance
taxes in March.  

During April 2009 to February 2010, growth in Securities Transaction Tax (STT) stood at 17.65 percent
(Rs.5,975 crore as against Rs.5,079 crore), while wealth tax grew by 31.72 percent (Rs.431 crore as against
Rs.327 crore) compared to the corresponding period last fiscal. 

          Source : www.caclubindia.com 
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Inspection of Companies 

After the Satyam scam, Ministry of Corporate Affairs has asked the Registrar of Companies (ROC) to 
inspect the financial statements of more than 149 private sector companies and some charitable 
organizations. To do inspection of companies, the powers are given to Registrar of Companies, officers of the 
Central Government and the officers of SEBI through Section 209A of the Companies Act 1956 which relates to 
inspection of the books of accounts and other records of companies. In this Article, the importance in 
conducting the Inspections, who can conduct the inspections thereby his powers and duties, the documents 
verified during inspection and penalty for default have been discussed in detail. 

The criteria for selecting the companies for inspection 

1) If any complaints are received against companies relating to non-refund of deposits/debentures, non-
transfer of shares and mis-management. 

2) Adverse qualification of Statutory Auditors in the Balance Sheet and Profit and Loss Account. 

3) References received from other Government departments namely, Income Tax, RBI, SEBI etc. 

4) The companies who have come out with the Public issue of Shares and Debentures. 

5) Companies incurring losses continuously for more than three years 

Why to conduct the Inspection?  

1) The inspections could be conducted in order to detect fabrication of the accounts due to 
overstatement/ understatement of income.  

2) To know about the misconduct or oppression which adversely affect the interest of company creditors 
and the shareholders. 

3) To have a check whether the statutory auditors have discharged their duties as per law. 
4) To enable the Government to ascertain the quantum of profits accrued are adequately accounted and 

thereby implementing remedial steps to protect from liquidation.  

Overall the purpose of sec. 209A of companies act is to keep a watch on the performance of the 
company and to ensure that the books are maintained as required by law. 

Who can conduct the Inspection?  

The inspection of the books of account, documents and papers of the company can be conducted by 
the registrar or such officers of Central Government or by the officers of SEBI any time during the business 
hours of the company, these inspections could be conducted without giving any prior notice to the Company 
as per the provision to section 209A (1) of the Act but in normal practice about two weeks before the 
commencement of inspection of books of a company a letter will be written by the Joint Director or Deputy 
Director for inspections who supervises the inspections to the company requesting to provide the MOA, AOA 
and the certified copies of last three years annual reports and also for the information relating to the 
management and shareholding pattern and asks to provide facilities to carry inspection by the Inspecting 
Officers.  

The Directors, Officers and Employees of the Company shall produce books and other papers to the 
Inspecting Authorities and furnish the required information on time. 

The books of accounts and other records, papers of companies are required to be kept either in the 
registered office of the company or some other place {section 209A (5) (iii)}. The inspecting officer either he 
can visit the registered office, or can demand inspection of books of accounts at his office. 

Powers and duties of the Inspector: 

The person making the inspection has some powers and duties which are prescribed under section 
209A (4) like the Inspecting Authorities can take copies of the books or place marks of identification thereon. 

Great things are not done by impulse, but by a series of small things brought together. 

- Arjun Muralidhar
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Write to The Editor

“Continuous learning process” is the vital essence of our Profession. To keep
ourselves in pace with the emerging concepts, is what we have endeavored
through our E-Newsletter, “The Articled”. We also intend to build this into a
common knowledge sharing platform for all and welcome any contributions to
strengthen this common pool. Your views will help us fortify the forthcoming
Issues. You can mail us at newsletter@dnsconsulting.net or write to: The
Editor, #10, South Park Road, Nehru Nagar, Seshadripuram, Bangalore – 560020.

During the course of an inspection they can exercise the following powers that are vested with the Civil 
Courts under the code of civil procedures, 1908 

1) Discovery and production of books of account and other documents at such place and at such time as 
may be specified. 

2) Summoning and enforcing attendance of persons and examining them on oath. 

3) Inspecting any books, registers or other documents of the company at any place. 

4) The Inspecting officer shall have all the powers of the ROC under the Act in relation to the making of 
inquire. 

Inspection Report: 

After the inspection gets concluded the inspecting officer in accordance with section 209A (6) has to 
make a report to the Central Government or SEBI as the case may be. There is no time limit prescribed under 
Companies Act 1956 for submitting the report, however it is the responsibility of the officer to submit the 
report within the reasonable time. 

Penalty for Default: 

According to Section 209A(8), if a default is made in complying with the provisions of section, every 
officer of the company, who is in default, shall be punishable with a fine which shall not be less than fifty 
thousand rupees and also with imprisonment for a term not exceeding one year. 

Conclusion: 

There is no remedy to directors except to comply with the provisions of Section 209A as the offense 
under this section is not compoundable under section 621A as the penalty provision is for compulsory 
imprisonment in case of conviction. 

Straight from ICAI  
Announcement For the Attention of the Members - Guidance Note on Audit of Banks 

This is to bring to your kind notice that the Auditing and Assurance Standards Board (AASB) of the 
Institute of Chartered Accountants of India (ICAI) has decided to continue with the 2009 edition of 
the Guidance Note on Audit of Banks for the financial year ended March 31, 2010. Accordingly, 2009 
edition of the Guidance Note on Audit of Banks would be relevant for the banks audits conducted on 
or after March 31, 2010. Additional implementation Guidance on any relevant aspects of bank audits 
for the year ended March 31, 2010, if necessary, will be hosted at the website of the Institute. 
Members are, therefore, requested to keep a watch at the website of the Institute for further necessary 
guidance. 
 

It's kind of fun to do the impossible
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RBI Policy on Base Rate Effecting 

Interest Rates of Banks  
More Transparency? Non Discriminatory? 

Following the announcement in the Annual Policy Statement for the year 2009-10, Reserve Bank 
constituted a Working Group on Benchmark Prime Lending Rate under the Chairmanship of Shri Deepak 
Mohanty, to review the present benchmark prime lending rate (BPLR) system and suggest changes to 
make credit pricing more transparent. 

I) Objective behind the recommendation 

Lending operations of a bank needs to aid growth in economy by directing flow towards 
productive uses at reasonable interest rates.  

In this context, interest rates play a very crucial role and are critical to the rise and fall of the 
economy. There is an ample evidence of this in the US housing boom and crash, which indicates that lack 
of regulation and transparency in the credit system which created havoc for the economy. 

Interest rates: 

 To be mutually beneficial and realistic for both the lenders and borrowers.  

 Veering too high or dipping too low can spell trouble and can become a cause for concern for 
credit quality and financial stability. 

 Need to conform to changes in the monetary policy, to avert any possibility of such a disaster.  

II) Need for the BPLR system to be replaced by a base rate system? The base rate and its 
backdrop.  

The RBI has suggested a move away from the existing BPLR (Benchmark Prime Lending Rate) 
system to a more transparent Base rate system. 

Although it may seem very ironical that the BPLR itself was introduced with the same motive of bringing 
more transparency to the business of loans, but following are some issues:  

 It was twisted and tweaked by big borrowers.  

 The small borrowers were being forced to take loans at higher rates above the BPLR whereas big 
borrowers were getting better and cheap deals. 

 The system of BPLR, according to the RBI, has evolved in such a manner that it has lost its 
relevance as a meaningful reference rate as the bulk of the loans are advanced below BPLR. 

  Further, this impedes the smooth transmission of monetary signals and makes the loan pricing 
system non-transparent. 

 The report submitted by the working group indicates that in the current system, the BPLR did not 
have a bearing with the existing market conditions and was not responsive to changes effected in 
the monetary policy. Also, the group felt that the larger percentage of loan disbursals were at sub-
BPLR rates, which was a bottleneck for establishing transparency. 

III) Some of the guidelines of RBI  

The Working Group submitted its report on October 20, 2009 and it was placed on the Reserve 
Bank’s website for public comments. After considering the recommendations of the Group and the 
suggestions received, Reserve Bank has decided as follows: 

 The Base Rate system will replace the BPLR system with effect from April 1, 2010. Banks may 
determine their actual lending rates on loans and advances with reference to the Base Rate. Base 

Every really new idea looks crazy at first

- Sailaja
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 Base Rate will be the minimum rate for all commercial loans, banks are not permitted to resort to any 

lending below the Base Rate 

 Each bank may decide its own Base Rate. In line with the RBI Guidelines, banks may announce their 
Base Rates after seeking approval from their respective Boards.  

 Some of the criteria  for determination of the Base Rate are:  

 cost of deposits;  

 adjustment for the negative carry in respect of CRR and SLR;  

 unallocatable overhead cost for banks such as aggregate employee compensation relating to 
administrative functions in corporate office, directors’ and auditors’ fees, legal and premises 
expenses, depreciation, cost of printing and stationery, expenses incurred on communication 
and advertising, IT spending, and cost incurred towards deposit insurance; and 

 Profit margin.  

 Thus, All loans given after 01 April 2010 will be calculated as below :  

Lending rate = Base rate + X.  

The variable X will be based on certain parameters.. The actual lending rates charged to borrowers 
would be the Base Rate plus borrower-specific charges, which will include product-specific operating costs, 
credit risk premium and tenor premium.  

 All categories of loans henceforth priced only with reference to the Base Rate. The Base Rate could also 
serve as the reference benchmark rate for floating rate loan products, apart from the other external 
market benchmark rates. The floating interest rate based on external benchmarks should, however, be 
equal to or above the Base Rate at the time of sanction or renewal.  

IV) Interest rate treatment to certain categories of advances on account of introduction of Base 
rate: 

 The current stipulation of BPLR as the ceiling rate for loans up to Rs. 2 lakhs stands withdrawn. It is 
expected that deregulation of lending rates will increase the credit flow to small borrowers at 
reasonable rate. Thus, direct bank finance will provide effective competition to other forms of high cost 
credit.  

 Interest rates on loans under the DRI scheme will continue to be fixed without reference to the Base 
Rate.  

 Stipulation for export credit is expected to be announced by RBI shortly.  

V) What is expected to change? 

 All external aspects with relevance to the current BPLR system will still prevail in the base rate regime.  

 There will sti ll be scope for more trend setting loan schemes like the Teaser home loan rates or the 
fixed-cum-floating rate. In other words, the interest rate is fixed at a low rate for the first few years 
after which it becomes the prevailing floating rate. 

 Expected to change the level of transparency in the retail and corporate lending market with banks 
expected to announce the rate changes as and when happen and also display them at their respective 
bank websites. This would create more awareness for the borrower who will then evaluate his loan cost 
better based on the base rate his bank adheres to. 

VI) How does it bring more transparency? 

 The RBI has clearly stated that irrespective of the parameters based on which the bank fixes the base 
rate, the rate has to be clearly displayed at all branches and the websites of the banks. 

 Any changes to the rate have to be promptly conveyed to the common public from time to time 
through appropriate channels.  

The only fool bigger than the person who knows it all is the person who argues with him 
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 The banks have also been advised to inform the RBI of the minimum and maximum rates charged to 

their customers on a quarterly basis. 

 More importantly the central bank has warned the banks not to lend below the base rate under any 
circumstances. This is seen as a move that will ensure that large borrowers do not use their purchasing 
powers to squeeze very low rates of interest. 

 Apart from transparency, banks to ensure that interest rates charged to customers in the above 
arrangement are non-discriminatory in nature.  

VII) How will it help the common Indian? 

 The earlier rule stating that loans below Rs 2 lakhs have to be charged at above the BPLR rate has been 
taken off. This in effect means that the small borrowers can now expect a lower rate of interest for their
new loans. 

 Higher credit flow could ensure that small borrowers can at least afford to ignore other stressful 
sources of funding like pawn brokers etc. 

VIII) What about existing loans? 

The new system has been mooted for all loans given after 01 April 2010. 

 Existing borrowers and new borrowers may still have a certain degree of difference in their respective 
lending rates. This concern is being taken up by the RBI in a separate process with the Indian Banks 
Association (IBA) who are not very inclined to reverse the existing loan rates to the base rate system, 
which is expected to come into effect this April. 2010. IBA feels that such a move could have a negative 
impact on banks’ earnings. 

 The Base Rate system will be applicable for all new loans and for those old loans that come up for 
renewal. However, if the existing borrowers want to switch to the new system before the expiry of the 
existing contracts, in such cases the new/revised rate structure should be mutually agreed upon by the 
bank and the borrower.  

IX) Hopes and Apprehensions  

 The new system will surely be a good sign for small borrowers but could give a few sleepless nights to 
big borrowers who could see their rates of borrowing move Northwards.  

 The first week of April 2010 could provide a clearer picture of how each bank tackles and implements 
the new system. Till then here’s hoping the credit flow picks up soon to help the Indian economy gain 
higher momentum towards growth. 

 There are some apprehensions, although it must be admitted that it seems very farfetched that banks 
will really give a very low rate for these small loans as the “customer specific” charges for the low 
quantum loans are high enough to wipe off the savings generated by moving to the new system. 

 After introduction of Base rate, one should wait and watch to see the effectiveness of Base rate to the 
expectations of all the concerned and RBI measures in the direction to make it a powerful weapon to 
achieve the objective.  

All my life I've wanted to be someone; I guess I should have been more specific 

Watch your thoughts; they become words. 
Watch your words; they become actions. 
Watch your actions; they become habits. 

Watch your habits; they become character. 
Watch your character; it becomes your destiny. 

 
- Frank Outlaw 
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Find a job you like and you add five days to every week  

Reading a Balance Sheet 
The oldest profession “Accounting” as we believe, known to mankind even today stands tall. One of 

the Hindu Gods Chitragupta assigned with the task of keeping complete records of actions of human beings 
(Kindly don’t question why animals are missing!!!) on earth and upon their death, deciding their destination in 
heaven or hell, depending on their actions (Karma) on the earth. 

Accountants can be best compared to “Chitragupta”, who are responsible for maintaining the books of 
account of an enterprise. Books of account give the basic information that one can rely on and which helps 
the management to take strategic decisions, of course with the help of statistical analysis. 

Collectively, accountants of various Industries put together are responsible for fuelling the growth of a 
nation. The results that are drawn from the books maintained depict the success, failure or a stage where 
uncertainty lurches over the future of the organization. 

In a nut shell, the books of account form the back bone of the organization which has its importance at 
the micro level & at the macro level reflecting the economics nationally & globally. Books of account are the 
basic records that are maintained to prepare further analysis statement that give an insight on the operations 
of an enterprise. 

The purpose of a financial statement is to report a company's financial status on a given date noted on the 
statement. The statement is a snapshot because it shows company’s worth at a set date. The statement shows: 

 What the company owns 
 What the company owes 
 What belongs to the owners 

Compositions of Financial statement: 

 Balance Sheet 
 Profit & Loss Account 
 Cash Flow Statements 
 Notes to Account 

Composition of a Balance Sheet:  

Assets 

What an enterprise owns is called assets. These could be in physical form such as buildings, Vehicles, 
inventories of products, equipment, and cash. Or intangible assets such as goodwill, trademarks, and patents. 

Assets are either current or noncurrent. Current assets are convertible to cash within one year. Finally , 
current assets include cash and securities such as treasury bills and certificates of deposit an enterprise 
expects to convert to cash within the year.  

Non-current assets are things an enterprise does not intend to convert to cash in the near future or 
that would take longer than a year to convert. Non-current assets include fixed assets, often listed as 
"property, plant, and equipment" because that is what they usually are. Companies use fixed assets to 
manufacture, display, store, and transport products.  

Liabilities 

On the statement of financial position, debts are called liabilities. All  companies have liabilities. 
Examples of liabilities include:  

  Money owed to banks, financial institutions and other lenders  
  Money owed to suppliers of goods and services (accounts payable)  
  Taxes owed to government authorities  
  Rents owed to owners of land and buildings

- Abhishek Kothari
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Men for the sake of getting a living forget to live  

Liabilities are either current (short term) or long term. Current liabilities are due within one year. Long
term liabilities are due after one year. 

Although liabilities are a necessary part of doing business, companies must manage their liabilities
carefully. If an enterprise cannot make interest payments on time and repay the principal when due, the
company can be forced to declare bankruptcy and either reorganize or split. 

Stockholders' Equity  

Stockholders' equity is the amount, owners invested in stock plus the retained earnings, since its
inception (retained earnings is the amount of profit kept after dividends are paid). 

On the statement of financial position the amount of stockholders' equity always equals the value of all
the assets minus all the liabilities. 

Profit & Loss Account 

Income: Comprises of sales, professional charges, other income & all other items that are capable of bringing
in cash into the enterprises being revenue in nature. 

Expenditure: Comprises of amounts expended/provided in the books of account to generate income/revenue
for an enterprise, basically it is expended to generate revenues. 

Cash Flow Statement:   

Statement that that outlines the flow of funds, it highlights the funds generated under the various
heads i.e. Operating, Finance & Investments. Cash flow statements describes the cash position of an enterprise,
it ideally provides information on the internally generated cash (Operating Cash Profits). As an analytical tool,
the statement of cash flows is useful in determining the short-term viability of a company, particularly its ability
to pay outstanding. The balance sheet is a snapshot of a firm's financial resources and obligations at a single
point in time, and the income statement summarizes a firm's financial transactions over an interval of time.  

The cash flow statement includes only inflows and outflows of cash and cash equivalents; it excludes
transactions that do not directly affect cash receipts and payments. These noncash transactions include
depreciation or write-offs on bad debts or credit losses to name a few. 

As stated earlier the Balance sheet & Profit & Loss Account are generally prepared on accrual basis, i.e.
even the non cash items are factored in to the statements. The position drawn under the balance sheet is
based on certain set of accounting standards. The cash flow statement is intended to provide information on a
firm's liquidity and solvency and its ability to change cash flows in future circumstances. 

The cash flow statement has been adopted as a standard financial statement because it eliminates
allocations, which might be derived from different accounting methods, such as various timeframes for
depreciating fixed assets or elements that do not have a current financial implication. 

Reading a Balance Sheet: 

The financial statement analysis generally involves common size analysis, ratio analysis (liquidity,
turnover, profitability, etc.), trend analysis and industry comparative analysis. This allows the valuation analyst
to compare the company to other businesses in the same or similar industry and to discover trends affecting
the company and/or the industry over time. By comparing a company’s financial statements in different time
periods, an expert can view growth or decline in income or expenses, changes in capital structure or other
financial trends.  

Following are the various factors/indicators that one needs to be aware of, to interpret a Financial Statement: 

1. Ratios: Ratios are highly important profit tools in financial analysis that help financial analysts
implement plans that improve profitability, liquidity, financial structure, reordering, leverage, and interest
coverage. Ratios primarily report based on past performances and provide lead indications of potential
problem areas. 
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Nothing will work unless you do 

Ratio analysis is primarily used to compare a company's financial figures over a period of time. Trend 
analysis assist in identify trends, good and bad, and adjust your business practices accordingly. One can 
compare the ratios of the enterprise with the industry standards. 

There are numerous factors one must be aware of when comparing ratios from one financial period to 
another or when comparing the financial ratios of two or more companies.  

Following are some of the factors that need to be kept in mind while relying on the ratios ascertained: 

 While making a comparative analysis of a company's financial statements over a period of time, make 
an appropriate provision for any changes in accounting policies that occurred during the same time 
period. 

 Accounting policies are capable of window dressing the financial statements, if the same are not 
applied appropriately financial statements can be misleading. 

 Determine whether ratios were calculated before or after adjustments were made to the balance sheet 
or income statement, these adjustments can significantly affect the ratios. 

There can be several ratios that can be computed from the financial statements, however one has to 
analyze which ratios are the most important for an enterprise and accordingly apply them. The appropriate 
selection of ratios requires a sharp understanding of the meaning and limitations of various ratios and good 
judgment of the business of the firm. It’s quite interesting to note that most of the ratios are drawn from a 
common element, for e.g. Sales figure is a common element in various ratios.  

Though industry averages & yardsticks are generally used to interpret the financial results, however it 
is to be noted that it may not be always appropriate to interpret, based on the industry averages. A high 
current ratio need not always mean great liquidity, as it could be because of high unsold inventory. Therefore 
it is important that one realizes the short comings of ratios & interpret the ratios in a manner which is not 
detrimental to the users of financial statement. 

However most of the ratios found in traditional literature of financial analysis have been proposed in a 
somewhat intuitive fashion. The ratios are often not related to logically  well define theoretical framework. 

2. Economic Conditions: Balance Sheet has to be read with the economic conditions in which it exists. 
The reader may adjust the company’s financial statements to facilitate a comparison between the company 
and other businesses in the same industry or geographic location.  

 These adjustments are intended to negate differences between the published industry data and the 
company’s data as presented in the financial statements. 

3. Window Dressing: Window dressing refers to projecting a favorable picture or projecting something 
which misleads the user of a financial statement. For eg. To declare better profits the closing stock may be 
valued at market value instead of cost/net realizable value. Also the reporting date of any financial statement 
may be misleading, for eg. On the given reporting date the stock of an enterprise may be at its lowest level, 
depicting an excellent liquidity position but in reality the low stock could be attributed on the reporting date 
alone. 

4. Changes in Price: Financial accountings, as it is currently  practiced in most of the countries, do not 
take into account price level changes as a result the balance sheet figures are distorted and profits are 
misreported. Hence the statements can be misread by the users. 

5. Accounting Policies: Enterprises have latitude in the treatment to be given to the items of income 
expenditure, like depreciation, stock valuation, R&D costs etc. The liberty that an enterprise has in this respect 
needs close attention.  

Due to the diversity in the accounting policies applied by the enterprise a comparative analysis of the 
enterprise may not be possible without negating the effects of diversion in accounting policies. 
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The harder I work, the luckier I get 

In a nutshell, a balance sheet is prepared based on past events that is read & understood by an
individual to establish its current & future position. There is no thumb rule to read or understand a balance
sheet, all the above factors are to be read in totality to understand the true position of an enterprise. The
reader of a financial statement needs to be well versed with the factors that impact the financial position.
Following are a few guidelines that could be handy for analysis of statements 

 Ratios provide clues to hit the right area & have the right questions.  

 Selection of ratios is very critical; one needs to know which ratio is apt for a particular
situation/enterprise. 

 Ratios operate best in comparison; therefore selection of bench mark facilitates the right
interpretation. 

 Accounting treatment plays an important role in the preparation of Balance sheet, therefore one need
to know the tricks of the trade & the devices employed by the accountants to window dress a financial
statement. 

 Notes to account & accounting policies provide valuable information about the enterprise. 

 Financial statement analysis is a mixture of art & science, there is no thumb rule that can be applied to
interpret a financial statement. 

An oxymoron is usually defined as a phrase in which two words of contradictory meaning are 
brought together:- 

a. Clearly misunderstood 

b. Act naturally 

c. Virtual Reality 

d. Exact Estimate 

e. Small Crowd 

f. Act Naturally 

 

 

g. Found Missing 

h. Fully Empty 

i. Pretty ugly 

j. Seriously funny 

k. Only choice 

l. Original copies 

m. Happily Married  

Oxymoron 
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VAT on Warranty 
Market penetration is a challenging task if a manufacturer has to set up his own unit throughout the 

geographical area he desires to capture. This challenge is made simpler by appointing agents, dealers, 
stockiest who operate business using their own funds but deal with the products of the manufacturer.  Motor 
vehicles, watches, electronic goods are some of the products where majority of the manufacturers will have 
arrangement with the other concerns to market and sell their product.    

These products normally carry a warranty for a period ranging from 1 to 5 years.  Apart from selling 
the product, the manufacturer will also entrust the responsibility of aiding the company to fulfill its warranty 
obligation to such agent, dealer and stockiest.   

The manufacturer will either provide the replacement part/goods to the agent/dealer and the 
agent/dealer in turn will perform the servicing. On the sales tax/VAT front this arrangement is not risky. 
However, if the agent/dealer replaces the defective part out of his stock and manufacturer pays the 
agent/dealer or issues a credit note there is a risk of levy of sales tax/VAT.  In this article, an attempt is made 
to simplify a complicate issue faced by many dealers/agents today. 

Let us take an example of a company which manufactures motor cars. An exclusive dealer is appointed 
by the company for sale of motor cars.  The company gives a warranty of 2 years on purchase of vehicle from 
the date it is sold to the final customer.  The company for the purpose of ease authorizes the dealer to 
perform the obligation under the warranty agreement the company has it with the customer.    

Say a customer has a problem with the motor car purchased by him 6 months ago from the dealer and 
approaches the dealer for servicing.  The dealer diagnosis that, the problem lies in a spare part of the motor 
vehicle. The arrangement between the company and dealer can take shape of the following 

Case 1: The Company takes back the defective spare part and supplies a new spare part to the dealer. 

Case 2: The dealer purchases a new spare part of the company from the open market and replaces the 
defective part.  The company reimburses cost by means of cash payment or by means of issue of a credit note.

We have to look into whether such an arrangement will attract levy of sales tax/ VAT in the hands of dealer.   

What element of a transfer of property in goods viz., sale, exchange, and barter is present in this arrangement?
 

 

 

 

 

 

 

 

The term exchange includes barter, and the term exchange includes sales to the extent of involvement 
of goods and money consideration. 

In the first case, where the company is taking back the defective spare and replacing a new spare, it 
shall be more specifically called as an exchange.  However, it cannot be said that such in such an exchange the 
dealer will not feel the tax brunt. This is because, in case the dealer replaces the spare to the customer on 
which he has already claimed input tax credit and the company replenishes the stock of the dealer, there is a 
change in use of the spare on which input tax has been availed.  As per Section 19 of the KVAT Act, 2003 
where there is a change in use, input tax on the same should be reversed.  

Elements of Sale Elements of Exchange  Elements of Barter 

a.  Existence of goods. 

b.  Transfer of property in 
goods. 

c.  Two or more persons. 

d.  Payment in cash, deferred 
payment or other valuable 
consideration. 

a.  Existence of property 

b.  Transfer of property in one 
thing for another thing. 

c.  It can involve some payment 
of money consideration to 
bring equality of valuation.   

d. Two or more person 

a.  Existence of moveable 
property 

b.  Transfer of moveable 
property in 
consideration of transfer 
of another moveable 
property 

c.  Two or more person 

- CA Sumana. Rao

It's clearly a budget. It's got a lot of numbers in it. 
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The second case is to be examined in the light of decisions rendered in the case of Mohd. EKRAM 

KHAN AND SONS v COMMISSIONER OF TRADE TAX, UTTAR PRADESH, LUCKNOW, 2004 (57) KLJ 249 
(SC), dist.  In this case, Mohd. EKRAM KHAN was an agent of M/s Mahindra and Mahindra (M&M).  M&M had 
warranty agreement with the purchasers of vehicles to replace defective parts during the warranty period.   

The appellant purchased these parts for replacing defective parts.  Against such replacements, M&M 
raised credit notes on the appellant towards the cost of replacing the defective parts. The inference from the 
Supreme Court’s decision is that if not for the existence of Mohd. Ekram, Mahindra and Mahindra would have 
purchased the spare parts from open market to fulfill its warranty obligation and on such purchases it would 
have paid sales tax.  Thus, although Mohd. Ekram has delivered the goods to the customer; it was only done 
on behalf of Mahindra.  Since credit notes were given which is as good as money, it amounted to 
consideration for Mohd.  Ekram for sale of the spare part to Mahindra but delivered to the customer. 

There is yet another recent judgment in the case of COMMERCIAL TAX OFFICER (AE), JODHPUR v. 
MARUDHARA MOTORS, JODHPUR 2009(67) KLJ 416 (Raj) (HC) where a distinction has been made from 
Mohd. Ekram case on basis of the facts of the case.  

The facts of the case are that the appellant is under a dealership agreement with Tata Motors. The 
vehicles sold by Tata Motors are under a warranty period. During the warranty period, if there is need to 
replace defective parts the appellant sends back the material to Tata Motors. Tata motors can in turn replace 
the defective part or issue credit notes of the value of new parts replaced by appellant. Since title of property 
in goods namely spare parts passes from the hands of respondent–assessee to the customer free of costs and 
such title of property in spare parts does not pass from assessee-dealer to the manufacturer, no taxable sale 
can be said to have taken place in the hands of respondent-assessee at all.   

These two transactions viz, one between customer and dealer and another between dealer and 
manufacturer are independent and are not linked to each other.  First is sans consideration against goods and 
second one is sans transfer of property in goods. Credit notes given by manufacturer to dealer in discharge of 
its warranty obligations to customers cannot be taxed under sales tax laws in hands of respondent assessee.   

The distinction between Mohd. Ekram case and Marudhara Case has been pointed out in Marudhara Case 
seen below 

SL. 
No 

MOHD. EKRAM KAHN AND SONS MARUDHARA MOTORS 

A The relationship between assessee Mohd 
Ekram and the manufacturer was that of 
agent and principal 

The relationship between assessee Marudhara 
Motors and the manufacturer was that of 
principal to principal 

B Dealers were purchasing goods (spares) 
from other dealers. 

Dealers purchased goods (vehicle and spares) 
from principal only and not from other dealers.   

C Assessee had supplied the goods for which 
it received the consideration by way of 
credit note or other modes of payments. 

Spare Parts or defective parts collected by the 
Marudhara are sent back physically to the 
manufacturer who either replenishes those spare 
parts or gives credit note equal to the value of 
such replaced parts.   

Although Marudhara Case has distinguished Mohd. Ekram’ Case and held the appellant is not liable to tax, the 
following aspects have not been considered in the decision: 

1. Who has the title to the defective goods – Customer or Marudhara? 

2. Whether the return of goods belonging to customer by Marudhara to Tata Motors amount to purchase 
return of Marudhara? 

3. Whether Tata Motors can issue credit note to Marudhara where customer has returned goods 
belonging to him? 

Every human being is the author of his own health or disease 
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In fact,  

a. The title to defective goods is passing from Customer to Tata Motors and Marudhara is only an 
intermediary for movement of goods.   

b. Where Marudhara does not have the title to defective goods and its stock remain in the same position
even after giving the defective goods to customer, the question of purchase return will not arise. 

c. A credit note for sales return is to be given, if the property in goods belonging to Marudhara has been 
returned.  But here since customer is returning material, a credit note cannot be raised on Marudhara 
under Warranty cover. 

Based on the above facts and analysis, the conclusion that can be drawn is that there should be an 
element of output tax payable in case goods are removed from dealers stock to fulfill warranty obligation of 
the manufacturer.  The value received from manufacturer should be considered as consideration for such a 
sale.  In case manufacturer gives the consideration with VAT, the dealer should remit the same as output tax. 

Crossword - 33 

 

ACROSS 

2

 

The fixed overhead variance 
resulting from operating at a level 
different from budgeted level of 
activity  

4
 

Changing the number of years in 
the useful life of an asset is 
referred to as change in an  

7 Person who makes a will  

9 Member of legal Profession  
10

 
An alternative name for the time 
period assumption  

11
 

For this liquidity ratio, Inventory is 
excluded from current assets  

12 Alternative term for book value of 
an asset  

 

  

DOWN

1
 

The Components of financial 
statements (Assets, Revenues, losses) 

3
 

Persuade or encourage someone not 
to do something  

5 A Civil wrong 

6
 

A member of the legal profession 
who has been called to the bar  

8 Accrual accounting is associated with 
this principle  
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Eggplant universally known as  

Brinjal or BT Brinjal  
Introduction 

India is the centre of origin of the most of the vegetables consumed by people. One among the most 
popular vegetable is Brinjal. There is another tale of most consumed and healthy vegetables being genetically 
modified. The decision for the above saga is as well of now most controversial issue raised, discussed, 
criticized about all segment of society including teenagers, senior citizens and also proficient people is about 
‘BT Brinjal’. What does BT indicate? BT stands for Bacillus Thuringiensis. BT brinjal is genetically modified 
variety of brinjal which gives more resistant to Brinjal plant against insects. 

History & Its Biological Process 

The transformation work on BT Brinjal started in Year 2000. Biosafety tests like pollen flow studies, 
acute oral toxicity etc., were taken up along with back-crossing programme from 2002. After two years of 
greenhouse evaluation, in 2004, multi-locational field trials were conducted in 11 locations with five hybrids 
[Mahyco MHB-4 BT Brin jal, MHB-9 BT Brinjal, MHB-10 BT Brinjal, MHB-80 BT Brinjal and MHB-99 BT Brinjal].  

This was also the year when ICAR [Indian Council for Agricultural Research] took up trials with the 
same hybrids under the All India Coordinated Research Project on Vegetable Cultivation in 11 locations. While 
the ICAR second year trials continued for these five hybrids in 2005, three more new hybrids were assessed by 
the company [MHB-11 BT Brinjal, MHB-39 BT Brinjal and MHB-112 BT Brinjal] and ICAR in the same year in 
eleven centres.  

BT Brinjal is a genetically modified strain created by India's number one seeds company Mahyco M/s 
Mahyco [Maharashtra Hybrid Seeds Company]. Now, the company wants to take up large scale field trials with 
the permission of the GEAC (Genetic Engineering Approval Committee).  

The importance of this development can be understood from the fact that no GM Brinjal has been 
released for an advanced stage of field trials in open conditions anywhere in the world and that this is the first 
time that GEAC could be giving permission for large scale open trials for a food crop in India. Needless to say, 
a vegetable, more than other food items, goes through very little processing and is directly consumed through 
cooking and therefore requires great caution in decision making 

BT Brinjal is a transgenic brin jal created out of inserting a gene [Cry 1Ac] from the soil bacterium 
Bacillus thuringiensis into Brinjal. The insertion of the gene into the Brinjal cell in young cotyledons has been 
done through an Agrobacterium-mediated vector, along with other genes like promoters, markers etc.  

This is said to give the Brinjal plant resistance against lepidopteran insects like the Brinjal Fruit and 
Shoot Borer (Leucinodes orbonalis) and Fruit Borer (Helicoverpa armigera). It is reported that upon ingestion 
of the BT toxin by the insect, there would be disruption of digestive processes, ultimately resulting in the 
death of the insect.  

Why BT Brinjal?? 

BT Brinjal is having an intrusion with other customary vegetables and fruit as this modified variety is 
able to kill a common pest called the Fruit and Shoot Borer. According to the National Horticulture Board in 
2006 Brinjal was grown over 0.55 million hectares, with a total production of 9.13 million tonnes and India is 
the second largest producer of Brinjal in the world after China. 

The pest has caused losses of up to 70 per cent of commercial plantings, according to the International 
Service for the Acquisition of Agri-biotech Applications in New Delhi, a GM food advocacy organization. The 
group asserts that farmers must apply pesticides to brinjal up to 40 times during the 120 days from sowing to 
harvest, which is every third day. 

Minds are like parachutes. They only function when they are open 

- Virali Sanghvi
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In favor Opinions 

The main advantage of this genetically modified variety is stated to be its pest-resistance capability , 
which will prevent the need for pesticides. 

GM crops are not just about science; they are about food safety, consumer choice, health, agro-
ecology, farmer livelihoods, seed sovereignty, social justice, bio-diversity, Biosafety and, above all, the threat of 
permanent contamination of the biosphere. It is well known that the largest pesticide manufacturers in the 
world are also the largest seed companies (all of who are in the business of producing GM seeds). Once GM 
food crops are approved, these companies can get rid of both pesticides and GM seeds. 

Those in favor of BT Brinjal say:  

 The use of Pesticides and costs will go down.  
 The yield of Brinjal will increase.  
 Farmers will therefore earn more.  
 India’s food security will benefit.  

Against Opinions 

      Environment activists says the effect of GM (genetically modified) crops on rats have shown to be fatal 
for lungs and kidneys. It is dangerous to introduce these experimental foods into the market without proper 
research. A study by experts have also given the view that the tests conducted by Mahyco, the company 
producing Bt Brinjal, were not valid and potential health hazards in foods bio-engineered in this manner. GM-
fed animals in various studies have shown that there are problems with growth, organ development and 
damage, immune responsiveness and so on. Besides the environment hazards, activists allege that the GEAC 
has shown a bias towards companies like the Monsanto. This would be a big threat to India's agriculture with 
MNCs charging Indian farmers for their seeds. The supply of seeds will be regulated and thus costlier. Indian 
farmers would have to depend on MNCs for seeds. BT cotton has already been declared a farce with crop 
failures and mass suicides of farmers in India.  

Results of this Controversy!! 

 After studying so many views, the government has not granted the permission of cultivation of 
genetically modified Brinjal and has decided to  put freeze on this development due to lack of consensus on 
the issue in the scientific community. Hence, a suspension is welcomed until proper studies and survey prove 
the safety for the cultivation of genetically modified vegetable. 

Source: internet

The only fool bigger than the person who knows it all is the person who argues with him 

Answers to Crossword - 32 

                              ACROSS:                           
 

1. Expunge 
4. Delict 
5. Warranty 
6. Yarrish 
8. Champerty  
9. Sojourn 
10. Prima Facie 
11. Escrow 

        DOWN: 
 
1. Paralegal 
2. Jeopardy 
7. Feasible 
8. Citation 
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Budget 2010-11 
Budget – in general terms can be defined as Financial Planning/Estimation. Mr. R K. Sanmugham 

Chetty the first finance minister had presented the first Budget of India on November 26, 1947. Early years of 
independence budget was much focused on Agriculture sector, gradually other sector where included like 
industry and finance etc. 

Last working day of February is called Budget day of India. The Finance minister presents the union 
financial plans of India before the parliament for discussion. The Parliament has one month to review and 
modify the budget proposals. In any case if the discussion or review has not been completed by April 1, the 
proposed budget comes into effect and subject to retroactive modification after parliament review. 

State Government, the Indian Railways, the largest Public-Sector Enterprise, and the Posts and 
Telegraph Departments have their own budgets, funds, and accounts. 

KEY FEATURES OF BUDGET 2010-2011 

TAX REFORMS 

 DTC (Direct Tax Code) - 

  the process for building a simple tax system with minimum exemptions and low rates designed
to promote voluntary compliance 

  wide-ranging discussions with stakeholders is concluded 
  DTC will be in force from April 1, 2011. 

 GST (Goods and Service Tax) 

  Structure of GST on the verge of finalisation, expected along with DTC i.e., April 1, 2011 
financial year.  

FOREIGN DIRECT INVESTMENT 

 Simple FDI regime to make policy user -friendly 
 Technology transfer fee, trademark, brand name and royalty payments through automatic route  

BANKING SECTOR 

 Additional banking licenses to private sector 
 NBFCs are also eligible for license after meeting RBI’s eligibility criteria 
 Rs. 16500 crore to public sector bank to attain a minimum 8 per cent tier-I capital by end of financial 

year 
 Strengthening the capital base of RRBs (Regional Rural Banks) to support the increase rate of lending  

EXPORTS 

 Extension of existing interest subvention of 2 per cent for one more year for exports covering 
handicrafts, carpets, handlooms and small and medium enterprises. 

AGRICULTURE GROWTH 

Government will follow a four-pronged strategy, covering 

 Agricultural production 

  Rs. 400 crore provided to extend the green revolution to the eastern region  
  Rs. 300 crore provided to organise 60,000 “pulses and oil seed villages” in rain-fed areas during 

2010-11 and provide an integrated intervention for water harvesting, watershed management 
and soil health, to enhance the productivity of the dry land farming areas. 

  Rs. 200 crore provided for sustaining the gains already made in the green revolution areas 
through conservation farming 

When you reach the top, that’s when the climb begins  
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 Reduction in wastage of produce 

  Government to address the issue of opening up of retail trade. It will help in bringing down the 
considerable difference between farm gate, wholesale and retail prices. 

  Deficit in the storage capacity met through an ongoing scheme for private sector participation 
– FCI to hire godowns from private parties for a guaranteed period of 7 years. 

 Credit support to farmers 

  Banks have been consistently meeting the targets set for agriculture credit flow in the past few 
years. For the year 2010-11, the target has been set at Rs.3,75,000 crore. 

  The period for repayment of the loan amount by farmers extended by six months, Incentive of 
additional one per cent interest subvention to farmers who repay short-term crop loans as per 
schedule, increased to 2% for 2010-11. 

INFRASTRUCTURE 

  Rs 1,73,552 crore provided for infrastructure development which accounts for over 46 per cent of the 
total plan allocation. Allocation for road transport increased by over 13 per cent from Rs. 17,520 crore 
to Rs 19,894 crore.  Rs 16,752 crore provided for Railways, which is about Rs.950 crore more than last 
year. 

INDIA INFRASTRUCTURE FINANCE COMPANY LIMITED (IIFCL) 

 IIFCL’s disbursements are expected to touch Rs 9,000 crore by end March 2010 and reach around Rs 
20,000 crore by March 2011. 

ENERGY 

 Plan allocation for power sector excluding RGGVY doubled from Rs.2230 crore in 2009-10 to Rs.5,130 
crore in 2010-11. 

 Plan outlay for the Ministry of New and Renewable Energy increased by 61 per cent from Rs.620 crore 
in 2009-10 to Rs.1,000 crore in 2010-11. 

 Solar, small hydro and micro power projects at a cost of about Rs.500 crore to be set up in Ladakh 
region of Jammu and Kashmir. 

EDUCATION  

 Education Plan allocation for school education increased by 16 per cent from Rs.26,800 crore in 2009-
10 to Rs.31,036 crore in 2010-11.  In addition, States will have access to Rs.3,675 crore for elementary 
education  

HEALTH 

 Plan allocation to Ministry of Health & Family Welfare increased from Rs 19,534 crore in 2009-10 to Rs 
22,300 crore for 2010-11. 

FINANCIAL INCLUSION 

 Augmentation of Rs.100 crore each for the Financial Inclusion Fund (FIF) and the Financial Inclusion 
Technology Fund, which shall be contributed by Government of India, RBI and NABARD. 

RURAL DEVELOPMENT 

 Rs. 66,100 crore provided for Rural Development. Allocation for Mahatma Gandhi National Rural 
Employment Guarantee Scheme stepped up to Rs.40,100 crore in 2010-11.   

 An amount of Rs.48,000 crore allocated for rural infrastructure programmes under Bharat Nirman.   
 Unit cost under Indira Awas Yojana increased to Rs.45,000 in the plain areas and to Rs.48,500 in the 

hilly areas. Allocation for this scheme increased to Rs.10,000 crore. 

We didn't actually overspend our budget. The allocation simply fell short of our expenditure
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 Allocation to Backward Region Grant Fund enhanced by 26 per cent from Rs.5,800 crore in 2009-10 to 

Rs 7,300 crore in 2010-11.  Additional central assistance of Rs 1,200 crore provided for drought 
mitigation in the Bundelkhand region. 

URBAN DEVELOPMENT AND HOUSING 

 Allocation for urban development increased by more than 75 per cent from Rs.3,060 crore to Rs.5,400 
crore in 2010-11. 

 Allocation for Housing and Urban Poverty Alleviation raised from Rs.850 crore to Rs.1,000 crore in 
2010-11. 

 Scheme of one per cent interest subvention on housing loan upto Rs.10 lakh, where the cost of the 
house does not exceed Rs.20 lakh — announced in the last Budget — extended up to March 31, 2011. 
Rs.700 crore provided for this scheme for the year 2010-11. Rs.1,270 crore allocated for Rajiv Awas 
Yojana as compared to Rs.150 crore last year. 

MICRO, SMALL & MEDIUM ENTERPRISES 

 High Level Council on Micro and Small Enterprises to monitor the implementation of the 
recommendations of High-Level Task Force constituted by Prime Minister.  Allocation for this sector to 
be increased from Rs.1, 794 crore to Rs. 2,400 crore for the year 2010-11. The corpus for Micro-Finance 
Development and Equity Fund doubled to Rs.400 crore in 2010-11. 

UNORGANISED SECTOR 

 National Social Security Fund for unorganized sector workers National Social Security Fund for 
unorganized sector workers to be set up with an initial allocation of Rs.1000 crore. This fund will 
support schemes for weavers, toddy tappers, rickshaw pullers, beedi workers etc. 

 Rashtriya Swasthya Bima Yojana benefits extended to all such Mahatma Gandhi NREGA beneficiaries 
who have worked for more than 15 days during the preceding financial year. 

  A new initiative, “Swavalamban” will be available for persons who join New Pension Scheme (NPS), 
with a minimum contribution of Rs.1,000 and a maximum contribution of Rs.12,000 per annum during 
the financial year 2010-11, wherein Government will contribute Rs.1,000 per year to each NPS account 
opened in the year 2010-11. Allocation of Rs.100 crore made for this initiative. 

SOCIAL WELFARE 

  “Saakshar Bharat” to further improve female literacy rate launched with a target of 7 crore non-literate 
adults which includes 6 crore women. 

 Mahila Kisan Sashaktikaran Pariyojana to meet the specific needs of women farmers to be launched 
with a provision of Rs 100 crore as a sub-component of the National Rural Livelihood Mission. 

 Plan allocation for the Ministry of Minority Affairs increased by 50 per cent from Rs.1,740 crore to 
Rs.2,600 crore for the year 2010-11. 

STRENGTHENING TRANSPARENCY & PUBLIC ACCOUNTABILTY 

 Rs 1,900 crore allocated to the Unique Identification Authority of India (UIDAI) for 2010-11. UIDAI will 
be able to meet its commitments of issuing the first set of UID numbers in the coming year. 

SECURITY AND JUSTICE 

 Allocation for Defence increased to Rs. 1,47,344 crore including Rs 60,000 crore for capital 
expenditure.  About 2,000 youth to be recruited as constables in five Central Para Military Forces from 
Jammu and Kashmir in the year 2010. 

 Planning Commission to prepare an integrated action plan for the thirty-three left wing extremism 
affected districts.  

 Government has approved the setting up of National Mission for Delivery of Justice and Legal Reforms 
to help reduce legal backlog in courts from an average of 15 years at present to 3 years by 2012. 

A budget is just a method of worrying before you spend money, as well as afterward  
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BUDGET ESTIMATES 2010-11 

 The Gross Tax Receipts are estimated at Rs. 7,46,651 crore  The Non Tax Revenue Receipts are 
estimated at Rs. 1,48,118 crore.   

 The total expenditure proposed in the Budget Estimates is Rs. 11,08,749 crore, which is an increase of 
8.6 per cent over last year. The Plan and Non Plan expenditures in BE 2010-11 are estimated at Rs. 
3,73,092 crore and Rs. 7,35,657 crore respectively. While there is 15 per cent increase in Plan 
expenditure, the increase in Non Plan expenditure is only 6 per cent over the BE of previous year. 
Fiscal deficit for BE 2010-11 at 5.5 per cent of GDP, which works out to Rs.3,81,408 crore. 

 Taking into account the various other financing items for fiscal deficit, the actual net market borrowing 
of the Government in 2010-11 would be of the order of Rs.3,45,010 crore. This would leave enough 
space to meet the credit needs of the private sector. 

 The rolling targets for fiscal deficit are pegged at 4.8 per cent and 4.1 per cent for 2011-12 and 2012-
13, respectively . Against a fiscal deficit of 7.8 per cent in 2008-09, inclusive of oil and fertilizer bonds, 
the comparable fiscal deficit is 6.9 per cent as per the Revised Estimates for 2009-10.  

Conscious effort made to avoid issuing bonds to oil and fertilizer companies. Government would like 
to continue with this practice of extending Government subsidy in cash, thereby bringing all subsidy 
related liabilities into Government’s fiscal accounting. 

SERVICE TAX AMENDMENTS 

A budget should reflect the values and priorities of our nation and its people.  
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1) How long did the Hundred Years' War last?
2) Which country makes Panama hats?  
3) From which animal do we get cat gut?   
4) In which month do Russians celebrate the October Revolution?   
5) What is a camel's hair brush made of?   
6) The Canary Islands in the Pacific are named after what animal?  
7) What was King George VI's first name?  
8) What color is a purple finch?  
9) Where are Chinese gooseberries from?  
10) What is the color of the black box in a commercial airplane? 

Remember, you need only 3 correct answers to pass.  
ANSWERS  
1) 116 years  
2) Ecuador  
3) Sheep and Horses  
4) November  
5) Squirrel fur  
6) Dogs  
7) Albert  
8) Crimson  
9) New Zealand  
10) Orange  

 
 

Puzzle 
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Currency  Rate

Australian Dollar (AUD) 41.87

British Pound (GBP) 68.88

Chinese Yuan (CNY) 6.66

Euro (EUR) 61.72

Hong Kong Dollar (HKD) 5.86

Japanese Yen (JPY) 0.50

Pakistani Rupee (PKR) 0.53

Singapore Dollar (SGD) 32.58

South African Rand (ZAR) 6.22

Swiss Franc (CHF) 43.08

UAE Dirham (AED) 12.38

US Dollar (USD) 45.50

Values as on 19
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