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CHAPTER 27: REPORTING UNDER MSMED ACT, 2006

Section 22 of the Micro Small and Medium Enterprises Development Act, 2006 (MSMED
Act) prescribes the requirement to specify unpaid amount with interest in the annual
statement of accounts. The provisions of this section are as follows:

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, namely:-

(iy the principal amount and the interest due thereon (to be shown separately)
remaining unpaid to any supplier as at the end of each accounting year;

(i) the amount of interest paid by the buyer in terms of section 18, along with the
amounts of the payment made to the supplier beyond the appointed day during
each accounting year;

(iii) the amount of interest due and payable for the period of delay in making payment
(which have been paid but beyond the appointed day during the year) but without
adding the interest specified under this Act;

(iv) the amount of interest accrued and remaining unpaid at the end of each accounting
year; and

(v) the amount of further interest remaining due and payable even in the succeeding
years, until such date when the interest dues as above are actually paid to the
small enterprise, for the purpose of disallowance as a deductible expenditure under
Income Tax Act.

CLASSIFICATION OF ENTERPRISES FOR MSMED ACT:

“Enterprise” means an industrial undertaking or a business concern or any other
establishment, by whatever name called, engaged in the manufacture or production of
goods, in any manner, pertaining to any industry specified in the First Schedule to the
Industries (Development and Regulation) Act, 1951 or engaged in providing or rendering
of any service or services;

As per Section 7 of the MSMED Act, 2006, the Central Government may, for the
purposes of this Act, by notification classify any class or classes of enterprises, whether
proprietorship, Hindu undivided family, association of persons, co-operative society,
partnership firm, company or undertaking, by whatever name called:

(A) In the case of the enterprises engaged in the manufacture or production of
goods as:

(iy a micro enterprise, where the investment in plant and machinery does not exceed
twenty five lakh rupees;

(i) a small enterprise, where the investment in plant and machinery is more than
twenty five lakh rupees but does not exceed five crore rupees; or

(i) a medium enterprise, where the investment in plant and machinery is more than
five crore rupees but does not exceed ten crore rupees;

(B) In the case of the enterprises engaged in providing or rendering of services
as:

(i) a micro enterprise, where the investment in equipment does not exceed ten lakh
rupees;
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(i) a small enterprise, where the investment in equipment is more than ten lakh
rupees but does not exceed two crore rupees; or

(i) a medium enterprise, where the investment in equipment is more than two crore
rupees but does not exceed five crore rupees

For the removal of doubt, it is hereby clarified that in calculating the investment in plant
and machinery, the cost of pollution control, research and development, industrial safety
devices and such other items as may be specified, by notification, shall be excluded.

Classification at a glance

Category of Enterprises Enterprises engaged in Enterprises engaged in

manufacturing or producing providing or rendering
goods services
Investment in Plant & Investment in Equipments
Machinery

Micro Enterprises <= Rs. 25 Lakhs <=Rs. 10 Lakhs

Small Enterprises > Rs. 25 Lakhs <= Rs. 5| > Rs. 10 Lakhs <= Rs. 2
Crores Crores

Medium Enterprises > Rs. 5 Crores <= Rs. 10| > Rs. 2 Crores <= Rs. 5
Crores Crores

Where a buyer contravenes the provisions of section 22, he shall be punishable with a
fine which shall not be less than rupees ten thousand [Section 27 (2)].

MSMED ACT VIS-A-VIS AUDITOR:

MSMED Act requires the buyers to make disclosures in the annual accounts. Does this
mean that the Auditor has no duty to verify these disclosures? Obviously, the auditor is
very much required to ensure the compliance of various provisions (for example,
provision of interest under section 16, disclosures required under section 22, etc.) of the
MSMED Act. This is evident from Auditing and Assurance Standard (AAS) 21,
“Consideration of Laws and Regulations in an Audit of Financial Statements.” The salient
features of this AAS are given below:

When planning and performing audit procedures and in evaluating and reporting the
results thereof, the auditor should recognise that the non-compliance by the entity with
the laws and regulations may materiality affect the financial statements. The term ‘non-
compliance’ as used in this AAS refers to acts of omission or commission by the entity
being audited, either intentional or unintentional, which are contrary to the prevailing
laws or regulations. However, non-compliance does not include personal misconduct of
the employees or management of the entity. It is to be noted that sometimes, non-
compliance of relevant rules and regulations may be subject to different interpretations
and in such a case the auditor may take help of legal experts.

This AAS applies to audits of financial statements and does not apply to other
engagements in which the auditor is specifically engaged to test and report separately
on compliance with specific laws or regulations.

It is the management’s responsibility to ensure that the entity’s operations are conducted
in accordance with the laws and regulations. The responsibility for the prevention and
detection of non-compliance rests with the management.
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The auditor is not, and cannot be held responsible for preventing non-compliance. The
fact that an audit is carried out, may, however, act as a deterrent. The auditor should
plan and perform the audit recognising that the audit may reveal conditions or events
that would lead to questioning whether an entity is complying with the laws and
regulations. In order to plan the audit, the auditor should obtain a general understanding
of the legal and regulatory framework applicable to the entity and how the entity is
complying with the framework.

The auditor should also obtain sufficient appropriate audit evidence about the
compliance with those laws and regulations generally recognised by the auditor to have
an effect on the determination of material amounts and disclosures in the financial
statements. The auditor should obtain a written representation from the management
that it has disclosed all the known actual or possible non-compliance with the laws and
regulations whose effects should be considered when preparing financial statements. In
the absence of the evidence to the contrary, the auditor is entitled to assume that the
entity has complied these laws and regulations.

The auditor should document the findings as to non-compliance and discuss them with
the management. When adequate information about the suspected non-compliance
cannot be obtained, the auditor should consider the effect of lack of audit evidence on
the auditor’s report. The auditor should also consider the implications of no-compliance
in relation to other aspects of the audit, particularly regarding management
representations.

The non-compliance may be communicated by the auditor to (i) the management; (ii) the
users of the auditor's report on the financial statements; and (iii) the regulatory and
enforcement authorities.

The auditor may either seek legal advice or consider withdrawal from the engagement if
he concludes that the highest authority of the entity is involved in the non-compliance
(this will effect the reliability of management’s representation) or the entity does not take
the remedial action that is necessary in the circumstances.

SPECIMEN DISCLOSURES:
e Maruti Udyog Limited (Year ending March 31%, 2007)

The Salrce dhe ta Small Scaln Enverprivny zs at Mirch 31, 2007 is R, 176 Milion (Amourit due less shan 30 day), & sum af 8. | Milion due to
thase enterprises & under reconcindion 28 2t Maren 31, 2007, The Compary pay ity verebars within 30 diys and o moevest dorrg the yeur his
bieen paid o s payable e tho carms of The Micrg, Smal and Medium Enverprtes Divelopmant Azt 20,
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TATA Steel (Year ending March 31%, 2007)
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Each and every aspect of Part I and Part II of Schedule VI to the Companies Act, 1956, has been
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Gist of Accounting Standards (AS) has been included at relevant places along with the
Companies (Accounting Standards) Rules, 2006;

The opinion of Expert Advisory Committee and Guidance Notes issued by the Institute of
Chartered Accountants of India (ICAI) have also been included for various relevant accounting
aspects;

The book also contains extracts from the annual reports of some of the well known Indian
Corporates;

A separate chapter has been devoted for Reporting under Micro, Small and Medium Enterprises
Act, 2006;

It also contains a chapter on CARO with specimen checklist and reporting under its various
clauses;

The Gist of Auditing and Assurance Standards (AAS) has also been included as a separate
chapter covering all the thirty five AAS issued by ICAL
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