To All,

We hereby inform of the following amendments/changes made recently to the Income-tax Rules and other Laws:-

Section 14A of the Income Tax Act

1.
Rule 8D has been prescribed for determining the disallowance in case the Income Tax Officer is not satisfied that the disallowance made by the assessee suo moto in respect of expenditure debited to the Profit & Loss account and which is incurred in relation to Income-tax which is exempt from the Income Tax Act within the meaning of Section 14A of the Income Tax Act.


Rule 8D is reproduced below:-


“Method for determining amount of expenditure in relation to income not includible in total income.


8D(1)  Where the Assessing Officer, having regard to the accounts of the assessee of a previous year, is not satisfied with-

(a) the correctness of the claim of expenditure made by the assessee; or

(b) the claim made by the assessee that no expenditure has been incurred,

in relation to income which does not form part of the total income under the Act for such previous year, he shall determine the amount of expenditure in relation to such income in accordance with the provisions of sub-rule (2).

The expenditure in relation to income which does not form part of the total income shall be the aggregate of following amounts, namely:-

(i) the amount of expenditure directly relating to income which does not form part of total income;

(ii) in a case where the assessee has incurred expenditure by way of interest during the previous year which is not directly attributable to any particular income or receipt, an amount computed in accordance with the following formula, namely:-

A x B
       
       C

	Where A =
	amount of expenditure by way of interest other than the amount of interest included in clause (i) incurred during the previous year;



	B = 
	the average of value of investment, income from which does not or shall not form part of the total income, as appearing in the balance sheet of the assessee, on the first day and the last day of the previous year;



	C = 
	the average of total assets as appearing in the balance sheet of the assessee, on the first day and the last day of the previous year;


(iii) an amount equal to one-half per cent of the average of the value of investment, income from which does not or shall not form part of the total income, as appearing in the balance sheet of the assessee, on the first day and the last day of the previous year.”

For the purposes of this rule, the `total assets’ shall mean, total assets as appearing in the balance sheet excluding the increase on account of revaluation of assets but including the decrease on account of revaluation of assets.

The above rule being procedural will apply from A.Y. 2007-08 i.e. from  1/4/07 date on which Section was introduced.

2.
With effect from 01.04.2008 following persons have to pay tax electronically:-

(a) a company; and

(b) a person (other than a company), to whom provisions of Section 44AB are applicable.

For the purposes of this rule:-

(a) “pay tax electronically” shall mean, payment of tax by way of—

(i) internet banking facility of the authority bank; or

(ii) credit or debit cards;

(b) the word “tax” shall have the meaning as assigned to it in clause (43) of Section 2 of the Act and shall include interest and penalty”.

Note:  Tax will also include TDS.

3. The Income-tax department has notified return forms for the A.Y 2008-09.  The forms are hosted by the department on their website--

“incometaxindiaefiling.gov.in”

4.
P.F. on leave encashment

As per recent Supreme Court judgement the amount of PF is not to be paid/ provided in respect of encashment of earned leave/provision of leave liability at the year end.

5.
Changes in respect of Accounting Standards
· Harmonisation of Accounting Standards issued by ICAI and those notified by Central Govt.

· Changes in the applicability of Accounting Standards

· Amendment in Accounting Standard 11 – Foreign Exchange rates


Harmonisation of Accounting Standards issued by ICAI and those 
notified by Central Govt.

· Introduction of concept of “Small and Medium Sized Company” (SMC).

“Small and Medium Sized Company” (SMC) means, a company-

i. whose equity or debt securities are not listed or are not in the process of listing on any stock exchange, whether in India or outside India;

ii. which is not a bank, financial institution or an insurance company;

iii. whose turnover (excluding other income) does not exceed rupees fifty crore in the immediately preceding accounting year;

iv. which does not have borrowings (including public deposits) in excess of rupees ten crore at any time during the immediately preceding accounting year; and

v. which is not a holding or subsidiary company of a company which is not a small and medium-sized company.

Note:  For  being a SMC, all the above conditions should be satisfied at the end of relevant accounting period.


Changes in the applicability of Accounting Standards

· Following accounting standards which were earlier not applicable to a SMC have become applicable from the current year:
     

a. Accounting Standard AS-18 – Related Party Disclosure

b. Accounting Standard AS-24 – Discontinuing operation 
c. Accounting Standard AS-28 – Impairment of assets

This standard has become applicable to SME in respect of all accounting year commencing after 6th December 2006.

· Accounting Standard AS-19 – Leases

Earlier the information under paras 37(g) and 46(e) were not applicable to SMC, however, now the information is required to be disclosed.


Accounting Standards applicable to All Companies in its entirety

	· AS 1
	Disclosures of Accounting Policies

	· AS 2
	Valuation of Inventories

	· AS 4
	Contingencies and Events Occurring after the Balance Sheet Date

	· AS 5
	Net Profit or Loss for the Period, Prior Period Items and Changes in Accounting Policies

	· AS 6
	Depreciation Accounting

	· AS 7
	Construction Contracts (Revised 2002)

	· AS 9
	Revenue Recognition

	· AS 10
	Accounting for Fixed Assets

	· AS 11
	The Effects of Changes in Foreign Exchange Rates (Revised 2003)

	· AS 12
	Accounting for Government Grants

	· AS 13
	Accounting for Investments

	· AS 14
	Accounting for Amalgamations

	· AS 16
	Borrowing Costs

	· AS 18
	Related Party Disclosures

	· AS 22
	Accounting for Taxes on Income

	· AS 24
	Discontinuing Operations

	· AS 26
	Intangible Assets



Exemptions or Relaxations for SMCs
(A) Accounting Standards not applicable to SMCs in their entirety:

	· AS 3
	Cash Flow Statements

	· AS 17
	Segment Reporting

	· AS 21
	Consolidated Financial Statements

	· AS 23
	Accounting for Investments in Associates in Consolidated Financial Statements

	· AS 27
	Financial Reporting of Interests in Joint Ventures (to the extent of requirements relating to Consolidated Financial Statements)


(B)
Accounting Standards in respect of which relaxations from certain requirements have been given to SMCs:
· Accounting Standard AS-19 – Leases
Paragraphs 22 (c), (e) and (f); 25 (a), (b) and (e); 37 (a) and (f); and 46 (b) and (d) relating to disclosures are not applicable to SMCs.

· Accounting Standard AS-20 – EPS

       
      Disclosure of diluted EPS is not mandatory for SME.

· Accounting Standard AS-29 – Provision, Contingent Liabilities and Contingent Assets

       
      Para 66 & 67 of the standard are not applicable to the SME.

· Accounting Standard AS 28 - Impairment of Assets

· SMCs allowed to measure the ‘value in use’ on the basis of reasonable estimate thereof instead of computing the value in use by present value technique.

· Consequently, if an SMC chooses to measure the ‘value in use’ by not using the present value technique, the relevant provisions of AS 28, such as discount rate etc., would not be applicable to such an SMC.

· Further, such an SMC need not disclose the information required by paragraph 121(g) of the Standard.

· Accounting Standard AS 15 – Employee Benefits ( Revised 2005 )

· Small and Medium-sized Company may not comply with paragraphs 11 to 16 of the Standard to the extent they deal with recognition and measurement of short-term accumulating compensated absences which are non-vesting (i.e., short-term accumulating compensated absences in respect of which employees are not entitled to cash payment for unused entitlement on leaving).

· Small and Medium-sized Company may not discount contributions that fall due more than 12 months after the balance sheet date.

· Small and Medium-sized Company may not apply the recognition and measurement principles laid down in paragraph 50 to 116 in respect of accounting for defined benefit plans.  However, such a company should actuarially determine and provide for the accrued liability in respect of defined benefit plans as follows:

· The method used for actuarial valuation should be the Projected Unit Credit Method.

· The discount rate used should be determined by reference to market yields at the balance sheet date on Government bonds as per paragraph 78 of the Standard.

· Small and Medium-sized Company may not apply the presentation requirements laid down in paragraphs 117 to 118 of the Standard in respect of accounting for defined benefit plans.

· Small and Medium-sized Company may not apply the disclosure requirements laid down in paragraphs 119 to 123 of the Standard in respect of accounting for defined benefit plans.  However, such a company should disclose actuarial assumptions as per paragraph 120(1) of the Standard.

· Small and Medium-sized Company may not apply the recognition and measurement principles laid down in paragraph 129 to 131 of the standard in respect of accounting for other long-term  employee benefits.  However, such a company should actuarially determine and provide for the accrued liability in respect of other long-term employee benefits as follows:

· The method used for actuarial valuation should be the Projected Unit Credit Method.

· The discount rate used should be determined by reference to market yields at the balance sheet date on Government bonds as per paragraph 78 of the Standard.

· Where termination benefits fall due more than 12 months after the balance sheet date, they should be discounted using the discount rate specified in paragraph 78.

· Small and Medium-sized Company may not discount amounts that fall due more than 12 months after the balance sheet date.

6.
Disclosure in Notes to Accounts of SMC

· A company which is a small and medium sized company has to give a note in their notes to accounts as follows: 

“The Company is a Small and Medium Sized Company (SMC) as defined in the General Instructions in respect of Accounting Standards notified under the Companies Act, 1956.  Accordingly, the Company has complied with the Accounting Standards as applicable to a Small and Medium Sized Company.”

7.
Amendment in Accounting Standard 11 – Foreign Exchange rates

· Position prior to amendment

Foreign exchange fluctuations arising with respect to assets imported from outside India was to be adjusted to the cost of the fixed assets. 

· Position after amendment

Foreign exchange fluctuations arising with respect to assets imported from outside India is now required to be expensed of/taken to income to the Profit & Loss Account. 

Note :  However for the purpose of tax audit the Foreign Exchange Fluctuation will be capital expense/receipt and has to be reported in clause 17(a) of Form 3CD and adjusted to cost of fixed asset in clause 14.

8.
Changes in payment of Bonus Act
· Applicable w.e.f. 1st April, 2006.

· Eligible limit increased to Rs 10,000 p.m.

· Limit of minimum bonus increased from Rs 2,500 p.m. to Rs 3,500 p.m.

9.
Following Accounting Standards Interpretations (ASI) issued by the Institute of Chartered Accountants of India have not been incorporated in the Accounting Standard Rules 2006:

	Accounting Standard (AS)-2 & 10
	-
	Accounting Standard Interpretation (ASI)-2.
	Accounting for Machinery Spares.

	Accounting Standard (AS)-7
	-
	Accounting Standard Interpretation (ASI)-29.
	Turnover in case of Contractors.

	Accounting Standard (AS)-18
	-
	Accounting Standard Interpretation (ASI)-23.
	Remuneration paid to key management personnel.

	Accounting Standard (AS)-20
	-
	Accounting Standard Interpretation (ASI)-12.
	Applicability of AS 20

	Accounting Standard (AS)-22
	-
	Accounting Standard Interpretation (ASI)-11.
	Accounting for Taxes on Income in case of an Amalgamation.

	Accounting Standard (AS)-25
	-
	Accounting Standard Interpretation (ASI)-27.
	Applicability of AS 25 to Interim Financial Results.


Note :
According to us there may not be any issue due to non-incorporation of above Accounting Standard Interpretations in the Accounting Standard Rules except ASI-2 relating to accounting of Machinery Spares. In case you require any information as to the impact of non-incorporation of other ASI please do let us know. The impact of non-incorporation of ASI-2 will be that Machinery Spares are to be accounted for as an item of stores and expensed off as and when issued after the date of notification of Accounting Standard.
10.
Impact of changes made by Finance Act, 2007 on Tax Audit Report
	Section
	Amendment
	Applicable

from
	Impact
	Clause No.

of Form 3CD

	35(2AB)

Clause 5
	Expenditure incurred after 31st March 2012 shall not be considered for calculation of permissible deduction for Scientific Research
	1-Apr-08
	Period has been extended from 31.3.2007 to 31.3.2012.
	15(d)

	40A(3)(a)
	Where the assessee incurs any expenditure in respect of which payment has been made in a sum exceeding

Rs.20,000/- otherwise than by an account payee cheque drawn on a bank or account payee bank draft, no deduction shall be allowed in respect of such expenditure.
	1-Apr-08
	Instead of 20% now 100% amount shall be disallowed.
	17(h)(B)

	40A(3)(b)
	Where an allowance has been made in the assessment for any year in respect of any liability by the assessee for any expenditure and subsequently during any previous year (hereinafter referred as subsequent year), the assessee makes payment in respect thereof otherwise than by an account payee cheque drawn on any bank or account payee bank draft, the payment so made shall be deemed as profit and gains of business or profession of such subsequent year/s if the amount of payment exceeds Rs.20,000/-
	1-Apr-08
	Liability recognized in earlier years and payment (if more than Rs.20,000/-) made otherwise than by account payee cheque or account payee bank draft, the said payment shall be treated as Profit/Gain of Business and Profession of such subsequent year/s. 
	17(h)(B)

	44DB
	The deduction under Section 32, 35-D, 35-DD or Section 35-DDA shall, in a case where business reorganization of a Co-operative bank has been taken place during the financial year, be allowed proportionately on the basis of no. of days between predecessor and successor Co-operative Bank.
	1-Apr-08
	Allowance on proportionate basis.
	14, 15(i,j,k)

	80ID
	Gross total income of hotel/convention centre

located in a specific area which start functioning

between 1st April 2007 and 31st March 2010.

  
	1-Apr-08
	Income exempt for a period of 5 consecutive assessment years beginning with the year in which the undertaking start functioning.
	26

	115-O
	Tax on distributed profits of domestic companies has been increased to 15%.
	1-Apr-07
	Dividend distribution tax has been increased from 12.5% to 15%.
	29

	115

WB(1)(d)
	Fringe benefit includes any specified security or

sweat, equity shares allotted or transferred directly or indirectly by the employer free of cost or at concessional rate  to his employees (including former employees or employees)
	1-Apr-08
	Fringe benefit includes sweat equity or specified securities.
	Annexure-II

	115

WB(2)(D)

(vii)
	Expenditure incurred on distribution of free samples either free of cost or at concessional rate shall not be considered as fringe benefit.
	1-Apr-08
	No FBT on free or concessional distribu-tion of samples.
	Annexure-II

	115

WB(2)(D)

(viii)
	Any payment made to any “Brand Ambassador” shall not be considered as sales promotion expenses for the purpose of fringe benefit.
	1-Apr-08
	No FB tax on payment made to any Brand Ambassador for promoting of sales or services.
	Annexure-II

	Others

	14A
	Disallowance prescri-bed as per Circular. Refer para 1 above.
	1-Apr-08
	Disallowance of expense with respect to investments and other assets yielding tax free income.
	17(e)

	32/43(1)
	Disallowance/deletion of foreign exchange fluctuation debited/ credited to Profit & Loss Account on account of AS-11. Refer para 7 above.
	1-Apr-08
	Disallowance under the head `Capital Expenditure’ due to impact of AS-11 (Revised). Refer para 7 above.
	14 and 17(a)


11.
Deemed Dividend
In case of a company other than a company in which public has substantial interest and has given loan to parties covered u/s 2(22)(e) of the Income tax Act, the same will be treated as deemed dividend in the hands of recipient company.  Accordingly the payer company has to deduct TDS u/s 194 of the Income tax Act.
Section 194 states as follows:

Quote

“The principal officer of an Indian company or a company which has made the prescribed arrangements for the declaration and payment of dividends (including dividends on preference shares) within India, shall, before making any payment in cash or before issuing any cheque or warrant in respect of any dividend or before making any distribution or payment to a shareholder, [who is resident in India,] or any dividend within the meaning of sub-clause (a) or sub-clause (b) or sub-clause (c) or sub-clause (d) or sub-clause (e) of clause (22) of section 2, deduct from the amount of such dividend, income-tax at the rates in force.”

Unquote

Section 2(22)(e) of the Income tax Act has been on the statute for a long while, however, with the amendments to CARO and form 3CD, the auditors may be required to comment on the non-deduction of tax at source u/s 194 of the Income tax Act by a company who was given loan within the meaning of Section 2(22)(e) of the Income tax Act.

12) In case of related party information the requirement is to give name of related party where the transaction involved is more than 10% of the total of the relevant group.  Since the exercise of identifying the above percentage may be time consuming, information may be given in full i.e. the name of all the related parties with whom transactions have taken place during the year and amount involved. 

13)
Important notes and changes to be reported in the accounts of a Small and Medium Size Company for the year ended 31st March 2008

i) AS-15 (Revised)- Accounting Policy and Note with respect to disclosure requirement. (Refer para 5 above).
Prepare a list of all the benefits given to employees and send to us.

ii) Related Party – Disclosure requirement. Also state name of related party and amount. (Refer para 12 above).

iii) EPS – Note on working of Basic EPS.

iv) Note that company is a small and medium sized company (As per para 6 above).

v)(a) Schedule VI changes – Bifurcate sundry creditors show dues to Small & Medium Enterprises separately.

 (b) Dues payable to Small & Medium Enterprises – Disclosure requirement as per MSME Act.

(vi) AS-11 - Accounting Policy change and note on quantum with respect to Foreign Exchange Fluctuation on capital assets. (Refer para 7 above).
(vii) For the purposes of CARO reporting requirement, please give the nature of dues in case of disputed taxes (e.g. Tax, interest, penalty etc.).
Note : Compliance of paras (i), (ii), (iv), (v), (vi) and (vii) be ensured in case of companies other than Small and Medium sized companies.
Should you require any other information, please do let us know.

Regards,

Sudhir Mallick







