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Annexure-1

Notes for Section 43B(h) of Income Tax & MSME Act

1. Legal Provision of Section 43B(h) of Income Tax

Clause (h) of section 43B says “Any sum payable by the assessee to a micro or small
enterprise beyond the time limit specified in section 15 of the Micro, Small and Medium
Enterprises Development Act, 2006, shall be allowed (irrespective of the previous year in which
the liability to pay such sum was incurred by the assessee according to the method of
accounting regularly employed by assessee) only in computing the income referred to in section
28 of that previous year in which such sum is actually paid by assessee.”

Section 15 of the MSMED Act mandates payments to micro and small enterprises within
the time as per the written agreement, which cannot be more than 45 days. If there is no such
written agreement, the section mandates that the payment shall be made within 15 days. Thus,
this amendment to section 43B of the Act allows the payment as deduction only on payment
basis. It can be allowed on accrual basis only if the payment is within the time mandated under

section 15 of the MSMED Act.

Some example is given below for understanding of the above clause:

Date of

~ Date of

wf\greement for Paymenf Due Date Deduction | Deductio

No Invoice Delivery Payment days Date as per Allowed in n
of Goods/ MSME Act F.Y. disallow
rendering edinF.Y.

of
Services

1 | 1-Mar-24 | 1-Mar-24 | 45 10-Apr-24 | 15-Apr-24 | 202324 | NA
2 1-Mar-24 1-Mar-24 45 30-Apr-24 15-Apr-24 2024-25 2023-24
3 | 10-Mar-24 | 18-Mar-24 15 5-Apr-24 | 2-Apr-24 | 2024-25 | 2023-24
4 | 15-Mar-24 | 15-Mar-24 15 3-Apr-24 | 30-Mar-24 | 202425 | 2023-24
5 29-Mar-24 | 29-Mar-24 60 25-May- 13-May-24 2024-25 2023-24
6 | 12-Mar-24 | 12-Mar-24 | Noagreement | 2-Apr-24 | 27-Mar-24 | 202425 | 2023-24

7 5-Mar-24 | 10-Mar-24 | No agreement | 30-Mar-24 | 25-Mar-24 2023-24 N.A
8 | 25-Mar-24 | 25-Mar-24 | Noagreement | 5-Apr24 | 9-Apr24 | 2023-24 NA




1-Mar-24 1-Mar-24 45 days. 20-Apr-24 | 29-Apr-24 2023-24 N.A
Date of delivery
of goods is
01.03.2024 but
Buyer made an
objection in
writing on
10.03.2024. and
such objection
removed on
15.03.2024

10

1-Mar-24 1-Mar-24 45 days. 20-Apr-24 | 15-Apr-24 2024-25 2023-24
Date of delivery
of goods is
01.03.2024 but
Buyer made an
objection in
writing on
20.03.2024. and
such objection
removed on
25.03.2024

2. Classification of enterprises:

As per Section 7 of MSME Act, 2006 : Classification of micro, small and medium
enterprises for enterprises engaged in the manufacture or production of goods or
enterprises engaged in providing or rendering of services.

In this regard the Central Government, hereby notifies the following criteria for
classification of micro, small and medium enterprises, namely :—

(i) a micro enterprise, where the investment in Plant and Machinery or Equipment
does not exceed one crore rupees and turnover does not exceed five crore
rupees;

(ii) a small enterprise, where the investment in Plant and Machinery or Equipment
does not exceed ten crore rupees and turnover does not exceed fifty crore
rupees;

(iii) a medium enterprise, where the investment in Plant and Machinery or
Equipment does not exceed fifty crore rupees and turnover does not exceed two
hundred and fifty crore rupees.



3. Time limit for Payment to Micro & Small Enterprises

i.  As per Section 15 of MSME Act, 2006: Liability of buyer to make payment.—
Where any supplier supplies any goods or renders any services to any buyer, the
buyer shall make payment thereof on or before the date agreed upon between
him and the supplier in writing or, where there is no agreement in this behalf,
before the appointed day: Provided that in no case the period agreed upon
between the supplier and the buyer in writing shall exceed forty-five days from
the day of acceptance or the day of deemed acceptance.

As per Section 2 of MSME Act,2006: "Appointed day” means the day
following immediately after the expiry of the period of fifteen days from the day
of acceptance or the day of deemed acceptance of any goods or any services by
a buyer from a supplier.

Explanation.--For the purposes of this clause,--

(i) "the day of acceptance" means,--

(a)  the day of the actual delivery of goods or the rendering of services, or

(b)  where any objection is made in writing by the buyer regarding acceptance
of goods or services within fifteen days from the day of the delivery of goods or
the rendering of services, the day on which such objection is removed by the
supplier;

(i) "the day of deemed acceptance" means, where no objection is made in
writing by the buyer regarding acceptance of goods or services within fifteen
days from the day of the delivery of goods or the rendering of services, the day
of the actual delivery of goods or the rendering of services;

ii. As per Section 16 of MSME Act, 2006: Date from which and rate at which
interest is payable.—Where any buyer fails to make payment of the amount to
the supplier, as required under section 15, the buyer shall, notwithstanding
anything contained in any agreement between the buyer and the supplier or in
any law for the time being in force, be liable to pay compound interest with
monthly rests to the supplier on that amount from the appointed day or, as the
case may be, from the date immediately following the date agreed upon, at
three times of the bank rate notified by the Reserve Bank.

4. To identify whether a supplier is Micro or Small Enterprise obtain Udyam Certificate
from vendors and verify the same on MSME portal ie.
https://udyamregistration.gov.in/Udyam_Verify.aspx



