Sec 145A

First let me tell you about the importance of sec 145A

As the objects of  both statutory bodies ( one is ICAI and One is Income tax department) differs, they frame laws to achieve their objects.

First you what are their objects

1. ICAI.:

To present true and fair view of the books of accounts in turn  to safe guard the readers from being misguided.

2.INCOME TAX DEPARTMENT:

          As you know their intention.  They tries to collect as much possible as money in the form of taxes to help the govt.

But as a company you have to fulfill  the rules framed by the both  governing bodies.

· Companies act made as statutory obligation to all the companies to follow the accounting standards issued by the ICAI.

· Every company should file their tax audit report to the income tax department. 
If you see the Sec 145A 
Method of accounting in certain cases.

145A. Notwithstanding anything to the contrary contained in section 145, the valuation of purchase and sale of goods and inventory for the purposes of determining the income chargeable under the head Profits and gains of business or profession shall be


(a)
in accordance with the method of accounting regularly employed by the assessee; and


(b)
further adjusted to include the amount of any tax, duty, cess or fee (by whatever name called) actually paid or incurred by the assessee to bring the goods to the place of its location and condition as on the date of valuation.

Explanation. For the purposes of this section, any tax, duty, cess or fee (by whatever name called) under any law for the time being in force, shall include all such payment notwithstanding any right arising as a consequence to such payment

The layman understanding of above sec is a company can follow its own method of accounting which is being followed regulary, but for computation of income for payment of tax, some adjustments mentioned in section is to be made.

Valuation of Inventory:

Inventory is to be valued at cost or net realizable value which ever is lower.

Net realizable value is the price at which the product can be sold in the market.

Except tax treatment both accounting standards and sec 145A have similar provision.

Sec 145A provides that all taxes which have been paid should be added to the cost.

Means it allowing the inclusive method.

Previously AS -2 on valuation of Inventory allowed both methods that either you can follow inclusive or exclusive method.

Now AS -2 with drawn the inclusive method ie., every company now should follow only exclusive method.
AS-2 now says that all expenses including taxes to be added to the cost except the taxes which can be recovered later.

However what ever the method you follow the resultant profit you  get will  be same .

Now as per the income tax you have to follow the inclusive method. And as per the As-2 you have to follow the exclusive method.

The requirement of preparation of reconciliation of valuation of inventory under these two method is made compulsory  by the guidance note issued by the ICAI to ensure the nill difference under both method.
Fail to comply with AS-2 by the company ( means company followed the inclusive method in preparing its books of accounts)

· Auditor is required to quality his audit report .

· Not required to prepare the reconcile statement separately. 

Fail to comply with the provisions of sec 145A( means company followed exclusive method of valuation)

· Auditor can give clean report.

· Required to  prepare the reconcile statement separately

So our (HIL) company following the exclusive method to avoid the auditor qualification report and then preparing reconcile statement separately.

So now u required to prepare the reconcile statement separately.
Here I will explain gradually how to prepare the statement   practice step by step

Exaple:1

Suppose xyz ltd purchased some inventory for sale( only for trading) and laying in the stock

Purchase cost 1000

Excise duty 100
Inclusive method 
	Particulars
	Amount
	Particulars
	Amount

	Purchases
	1100
	closing stock           
	1100

	
	
	
	

	
	
	
	


 Exclusive method:
	Particulars
	Amount
	Particulars
	Amount

	Purchases       
	1000
	closing stock           
	1000

	
	
	
	

	
	
	
	


Exaple:2

Suppose HIL purchased some inventory for sale( only for trading) and sold for Rs 2000 and collected the same excise duty of Rs 100

Purchase cost 1000                 

Excise duty 100

Inclusive method 

	Particulars
	Amount
	Particulars
	Amount

	Purchases      
	1100
	Sale
	2100

	Profit
	1000
	closing stock           
	0

	total
	2100
	total
	2100



 Exclusive method:

	Particulars
	Amount
	Particulars
	Amount

	Purchases      
	1000
	Sale
	2000

	
	
	
	

	
	
	closing stock           
	0

	Profit
	1000
	
	

	total
	2000
	total
	2000


U will find the same profit under both the methods
Reconsilition statement for the above example

	particulars
	amount
	particulars
	amount
	

	Decrease in profit as duty I ncluded in purachases 
	100
	Increase in profit as a duty included in sales
	100
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	


Exaple:3

Suppose HIL purchased some inventory for sale( only for trading) and sold for Rs 2000 and collected the same excise duty of Rs 100

HIL sold only 50% of it s purchses and laying remaing 50% in its stock.

                         value       excise duty 

Purchase cost  1000         100

Sale 50%         2000          50         

closing stock   500              50

Inclusive method 

	Particulars
	Amount
	Particulars
	Amount

	Purchases      
	1100
	Sale
	2050

	Profit
	1500
	closing stock           
	550

	total
	2600
	total
	2600



 Exclusive method:

	Particulars
	Amount
	Particulars
	Amount

	Purchases      
	1000
	Sale
	2050

	
	
	
	

	Excise duty
	50
	closing stock           
	500

	Profit
	1500
	
	

	total
	2600
	total
	2600


U will find the same profit under both the methods

	particulars
	amount
	particulars
	amount
	

	Decrease in profit as duty I ncluded in purachases 
	100
	Increase in profit as a duty included in sales
	50
	

	
	
	Increase in profit as a duty included closing stock
	50
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	


Carefully follow the difference between each method
Cost :
Neither income tax  nor accounting standards have difference in valuation of the net realizable value.

But they differ in the valuation of the cost.

Cost includes all the cost incurred to bring the goods to its present location.( not the exact definition)

Eg. Purchase price, carriage, fright, loading…… taxes.
Exaple:4

Suppose HIL purchased some inventory for sale( only for trading) and sold for Rs 2000 and collected the same excise duty of Rs 100

HIL sold only 50% of it s purchses and laying remaing 50% in its stock.

                         value       excise duty 

Purchase cost  1000         100

Sale 50%         2000          100  ( in previous example for understanding purpose we have taken the ED % on sales olso , now in this example u will learn how to prepare the statement using the different % of ED on sales)       

closing stock   500              50

Inclusive method 

	Particulars
	Amount
	Particulars
	Amount

	Purchases      
	1100
	Sale
	2100

	Provision for ed on clg stock
	  50
	
	

	Profit
	1500
	closing stock           
	550

	total
	2650
	total
	2650



 Exclusive method:

	Particulars
	Amount
	Particulars
	Amount

	Purchases      
	1000
	Sale
	2000

	
	
	
	

	
	
	closing stock           
	500

	Profit
	1500
	
	

	total
	2500
	total
	2500


U will find the same profit under both the methods

	particulars
	amount
	particulars
	amount
	

	Decrease in profit as duty I ncluded in purachases 
	100
	Increase in profit as a duty included in sales
	100
	

	Excise duty to be paid on closing stock
	50 
	Increase in profit as a duty included closing stock
	50
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	



Exaple:5 Carry forwarded to the next year , last year closing balances  will become the opening balances

Contimue with the previous example . and during the next year in addition to the previous it has purchased 

Suppose HIL purchased some inventory for sale( only for trading) and sold for Rs 4000 and collected the same excise duty of Rs 100

HIL sold only 50% of it s purchses and laying remaing 50% in its stock.

                         value       excise duty 

Purchase cost  2000         100

Sale 50%         4000          200  ( in previous example for understanding purpose we have taken the ED % on sales olso , now in this example u will learn how to prepare the statement using the different % of ED on sales)       

closing stock   1000              50



Inclusive method 


	Particulars
	Amount
	Particulars
	Amount

	Opening stock
	  550
	sales
	4200

	Purchases      
	2100
	
	

	Provision for ed on clg stock
	150
	
	

	Profit
	3500
	closing stock           
	2100

	total
	6300
	total
	6300


	Opstock
	50
	sales
	200

	Purchases
	100
	Clgstock( assumed that opening stock was sold
	100

	Provision for ed on clg stock
	150
	
	

	Total
	300
	Total
	300



 Exclusive method:

	Particulars
	Amount
	Particulars
	Amount

	Opening stock
	500
	Sale
	4000

	Purchases      
	2000
	
	

	
	
	closing stock           
	2000

	Profit
	3500
	
	

	total
	6000
	total
	6000


U will find the same profit under both the methods

Reconciliation statement
	particulars
	amount
	particulars
	amount
	

	Decrease in profit as duty I ncluded opening stock
	50 
	Ref (1)
	
	
	

	Decrease in profit as duty I ncluded in purachases 
	100
	Ref (2)
	Increase in profit as a duty included in sales
	200  Ref (4)
	

	Excise duty to be paid on closing stock
	150 
	Ref (3)
	Increase in profit as a duty included closing stock
	100 Ref (5)
	

	
	
	
	
	

	
	
	
	
	


The above explained example is compherencive. It covers all the practical situations .
Various organizations follows various terminologies . u may find different terminology in HIL but the concept is same.

The way to collect the information in HIL inrespect of excise duty:

REF (1) excise duty on opening stock u can get from last year file

REF(2)  Excise duty on purchases u can get from the avialment of RG 23A+RG23C (  they prepare one excise duty reco statement , ask sharma to show RG 23A & RG 23C reco statement , he will show u the statement or call me I will explain the sharma , then he will tell u)

REF(3). Balance in figure
REF (4) same as in ref (2)

REF ( 5) collect the information about excisable closing stock in qty then   multifly  with the duty rates   ,then u will get the information

Rs 2000 sales + Rs 100 collected as excise duty








Notice the profit under this method





Notice the profit under this method





Rs 2000 sales + Rs 100 collected as excise duty








Notice the profit under this method





Notice the profit under this method





As the excise duty is an allowed expenditure on payment basis. 


Ed on sales Rs50           (Liability arises on collection)


Less: Ed paid on purchases Rs. 50 


( total paid is 100, out of which 50 is utilized to payment








Rs 2000 sales + Rs 100 collected as excise duty








Notice the profit under this method





As the excise duty is an allowed expenditure on payment basis. 


Ed on sales Rs100          (Liability arises on collection)


Less: Ed paid on purchases Rs. 100


( total paid is 100, out of which 100 is utilized to payment








Notice the profit under this method





Duty on closing inventory laying in stock is liability to be paid by the company in previous examples , as the rates of ED are same on purchase and sales this amount has not been provided. Now in this example the rate of ED on sales is higher than on rate of purchase. Ie 


Collected is 100 + ED on  clg stock 50= 150, Less paid on purchases is 100. so now liable to pay is RS.50





Closing stock of last year





Notice the profit under this method








Notice the profit under this method





Rs 4000 sales + Rs 100 collected as excise duty














