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Tax Audit- Form 3CD

Clause 11

a) Method of Accounting employed in the previous year

Information

Assessee can adopt cash basis system or mercantile basis system for its Business.

He can adopt cash basis for 1 Business and mercantile for other, but it should be consistent.

As per Companies Act, 1956, every company required to keep Books of Accounts on mercantile basis .

Note- Hybrid system is not allowed, i.e. mixture of cash basis and mercantile basis in same Business

Reporting

Whether assessee follows cash basis system or mercantile basis system, it should be reported under 3CD form.


b) Whether there has been any change in method of Accounting employed vis-à-vis the method employed in the immediately preceding previous year.


Reporting

Whether there is change in method of accounting or not from preceding year, i.e. change from cash basis to mercantile basis or vica-versa

Reporting done only in Yes or NO.




Note- Change in Accounting policy not means changing in accounting method. Therefore, it need not be reported. E.g. change in method of valuation of stock only mean change in accounting policy, not change in accounting method.


c) If answer to (b) is in the affirmative, give details of such change, and effect thereof on the profit and loss.


Reporting

If there is any change in method of accounting, then details of changes needs to be reported .

It should be material effect which affects profit and loss and it should be disclosed in form 3CD.



d) Details of deviation, if any, in the method of accounting employed in the previous year from AS prescribed u/s 145 and the effect thereof on the profit and loss account.

 
Information

There are only 2 AS covered under 145.
  
· AS-1  : Disclosure of Accounting Policies
· AS-5 : Disclosure of prior period, extra-ordinary items, change in     accounting policy.

Reporting

Any details of deviations in the method of accounting in the previous year from AS should be reported under Form 3CD And also effect there of on profit and loss also be shown here.





Note- 

1) Change in Accounting policy should be disclosed in financial statement, not in the form 3CD.
But, if it is not stated in the financial statement, then it should be   reported under this clause 11(d).

2) While reporting on change in prior items and extra-ordinary items, AS-5 should be properly checked whether item is covered under prior item and extra-ordinary item or not.



Clause 13
 
  Amount not credited to the Profit and loss Account, being,-

a) The items falling within the scope of Sec 28.

Information

Items covered under sec 28-

1) Any sum received under keyman insurance policy including by way of bonus also.
2) Compensation received on termination of employment.
3) Income by Trade, Professional etc. for specific services performed for its members.
4) Any sum received for non-competence of Business or not to share any intangible assets like copyrights, trademarks, know-how, formula with any person.
5) Any interest/ bonus/ remuneration /commission received by partner of firm from its firm.
6) Profit on sale of license under Import control order, 1955.
7) Profit on transfer of DEPB/ DFRC Scheme under Duty Remission Scheme.
8) Any sum received on any capital asset destroyed or transfer, if whole expenditure on such capital asset has been allowed u/s 35 AD.


Reporting

Any amount covered in u/s 28  which is not credited to P/L A/c should be reported here under 3CD form.


b) The pro-forma credits, drawbacks, refund of duties, where these are admitted as due by the authorities concerned;

Information

Any Amount receivable by way of:-
· Duty Drawback under custom act.
· Refund of custom duty, Excise duty, service tax, sales tax, VAT
Reporting

Claim should be admitted as due within relevant previous year. It means amount which is not credited to P/L  A/c should be reported here.

But, if assessee followed cash basis system, even if it admitted as due within the previous year, but not actually received during previous year, it need not be reported here.

Therefore, this clause applicable only for the assessee who maintain their accounts in mercantile basis.



c) Escalation claims accepted during the previous year;


Information

It just similar to contract (including contract entered into earlier years)
It means increase in prices in event of increase in certain cost i.e. inflation

Reporting

Only those claims in which other party has signified unconditional acceptance should be reported only.

Any escalation accepted or made during the year need not be reported. 
Only claims which are not credited to P/L A/c should be reported under Form 3CD.








d) Any other item of Income, if any

Reporting

Any other item which tax auditor considers as Income based on verification of records, which is not credited to P/L A/c should be reported here.

AS-9 should also be considered for recognition of income.


e) Capital receipt, if any

Information

Examples of Capital Receipt-

1) Subsy received in form of Government Grants and in nature of promoters contribution, e.g. capital investment Subsy.
2) Government grants received for specific fixed asset where such grant shown as deduction from Gross value of fixed assets.
3) Compensation received for surrendering rights.
4) Profit on sale of Fixed Assets/ Investment..

Reporting

Any Capital Receipt which is not credited to P/L A/c, should be reported here other item which tax auditor considers as Income based on verification of records, which is not credited to P/L A/c should be reported here.

AS-9 should also be considered for recognition of income.

        Note- Loans and Borrowings of capital nature need not be reported here.







Clause 16
 
  Amount not credited to the Profit and loss Account, being,-

a) Any sum paid to an employee as bonus or commission for services rendered, where such sum was otherwise payable to him as profit or dividend. (sec 36(1)(ii))

Information

If Bonus or commission is provided to employee is in nature of profit or dividend, it will be disallowed.
e.g. employer give 120000 bonus to his employed under which 40000 is payable as dividend. So 40000 shall be disallowed.


Reporting

Only needs to report such amount which is paid or payable to employee as profit or dividend which is disallowed under u/s 36(1)(ii). 

b) Any sum received from employees towards contributions to any provident fund or superannuation fund or any other fund mention under sec 2(24)(x);
And due date for payment and actual date of payment to the concerned authority u/s 36(1)(va).

Information

Under sec 2(22)(x), Any Amount received by the Employer from his employees as contribution to any :-
· Provident Fund 
· Superannuation Fund
· ESI Fund
· Any other fund for Employee’s welfare .


Under sec 36(i)(va), employer has to credited such amount to accounts of employees in relevant fund on or before its respective due date.



Reporting

Name of fund for which Amount is received by employer as contribution and amount should be report here by employer.

Due date of payment to concerned authority should be report.
Actual date of payment to concerned authority Claim should be report. 

Clause 17
 
  Amount debited to the profit and loss account,being,-

f) Amounts inadmissible under sec 40(a).

Information

Expenditure shall be disallowed if-

· Interest /Royalty / Fees for    --- --   Paid outside India or --- --TDS not deducted or
Technical services	     to NR in India	       TDS deducted but not paid	
	
	Before due date u/s 200(1)

  Then, expenditure shall be disallowed in current previous year. 

· Interest /Royalty / Fees for    --- --   Paid to Resident --- --        TDS not deducted or
Technical or professional / 	     person	       TDS deducted but not paid	
Commission/ Rent 	
	  Before due date u/s 139(1)
Then, expenditure shall be disallowed in current previous year. If TDS is Deducted after due  date, then expenditure shall be allowed in subsequent period when TDS ids deducted.


· Salary paid                                --- --   Paid outside India or --- --TDS not deducted or
	     to NR in India	       TDS deducted but not paid	
	
	Before due date u/s 200(1)
  Then, expenditure shall be disallowed in current previous year. 

· Tax paid by Employer on Non- monetary perquisite provided to employees shall be disallowed .
Note- 
         If assessee fails to deduct TDS, and he is not deemed to be assessee in default.
         Then, it should be deemed that assessee has deducted and paid TDS.

Reporting

1) Any expenditure on which TDS provision not apply correctly, it should be reported.
2) Any tax paid by employer on non-monetary perquisite provided to employee. So, amount of tax paid by the employer should be reported, if it is debited to P/L A/c.
3) Provision or payment of income tax, EC, SHEC, Interest u/s 234A/B/C/D is not allowed as deduction u/s 40(a)(ii) and it should be reported.
4) Amount of wealth tax paid, not allowed as deduction u/s 40(a)(ii) and it should be reported.
5) Any payment made by employer from any fund establish for benefit of employee, then TDS should be deducted ( if required to be deducted in u/s 192). If TDS provision not correct, then it will be disallowed, and it should be reported.


g) Interest, salary, bonus, commission or remuneration inadmissible under sec 40(b)/40(ba) and computation thereof:


Sec 40(b)    -  Applicable for Partnership Firms / LLP

Information

        Salary, bonus, commission, interest paid to its partners.

It shall be allowed only if all conditions are fulfilled:-
   
· Remuneration paid to working partner only.
· Remuneration/ interest is authorized by partnership deed.
· Interest should not exceeds 12% p.a.
· Remuneration should not exceeds the Maximum permissible limit which is computed as per Book profit u/s 40(b).

If any condition is not fulfilled, then it shall be disallowed.

 Reporting

 All disallowed expenditure as per sec 40(b) should be reported here.


Sec 40(ba)    -  Applicable for AOP/BOI

Information

Remuneration/ interest paid by AOP to its member shall be disallowed to AOP.

Needs to check provision of computation of expenditure disallowed from its chapter only.

Reporting

 All disallowed expenditure as per sec 40(ba) should be reported here.


h) A) whether a certificate has been obtaine3d from the assessee regarding payments relating to any expenditure covered u/s 40A(3) that the payments were made by account payee cheques drawn on a bank or account payee draft, as the case may be . (yes/no)
B) Amount inadmissible u/s 40A(3), read with Rule 6DD:





Sec 40A(3)    

Information

· Assessee incurs any expenditure or any payment made to person exceeding 20000 in a day in cash-
It shall be disallowed

· Assessee incurs any expenditure or any payment made to person exceeding 20000 in cash in a day in Account payee cheque/draft
   	It shall be allowed

· Assessee incurs any expenditure or any payment made to person exceeding 20000 in a day in cash, but expenditure is covered under Rule 6DD
It shall be allowed

Note- In case of payment made for plying, hiring or leasing of goods carriage, then limit is of 35000 (instead of 20000)

Reporting

A)  Under clause 17(h)(a)-

Tax auditor should require certificate from assessee that payment made by him by Account payee cheque and it shall be reported whether certificate is obtain or not.
Reporting done only in Yes or NO.
Certificate is not require to enclose with Form 3CD.
         
B) Under clause 17(h)(b)-

Amount of Expenditure disallowed u/s 40A(3), shall be reported 




i) Provision for payment of gratuity not allowed u/s 40A(7)

Information

Provision made by assessee for payment or contribution towards
· Approved Gratuity Fund-
                                  It shall be allowed.

· Unapproved Gratuity Fund-
                                  It  shall be disallowed.


Reporting

Provision made for payment of Gratuity which is disallowed u/s 40A(7) shall be reported,


j) Any sum paid by the assessee as an employer not allowable u/s 40A(9)
	
Information

· Payment by employer for contribution or formation of any fund, trust, company, AOP/BOIU, Society under society reg. act,1860 or any other institution
                                -  It shall be disallowed.

      e.g. contribution made by employer to the employee welfare co-operative 
             society shall be disallowed.

· Payment by employer for Recognized PF, or approved Super-annuation Fund or Notified Pension Scheme.
                                -  It shall be allowed.


Reporting

Payment which is disallowed u/s 40A(9) shall be reported here.







m) Amount inadmissible under the proviso to sec 36(1)(iii)

Information

          Any amount of Interest paid for capital borrowed for acquisition of asset for  extension of existing Business/profession (whether capitalized or not).
· From the date on which Capital 	Till the date on which Asset was 
             was borrowed for  acquisition of ------	put to use
             Asset

	------ Interest if paid any, is disallowed
· But, after asset put to use, any interest paid shall be allowed as deduction.



Reporting

          Any amount of Interest paid for capital borrowed for acquisition of asset    which is disallowed shall be report here.

Clause 18
 
  Particulars of payment made to the person specified u/s 40A(2)

Information

         Any expenditure or payment made to Specified person, it shall be disallowed if in the opinion of A.O., such expenditure is excessive or unreasonable.
         But, if transaction made by specified domestic company at Arms Length price under sec 92BA, above it shall be allowed.
         Defination of specified person is given in Appendix

        Reporting
Payment which is disallowed u/s 40A(2) shall be reported here.


Clause 19
 
Amounts deemed to be profits and gains under sec 33AB or 33 ABA  or 33AC

Information and Reporting

          Sec 33AB      -  Business of Tea/coffee/rubber development
          Sec 33ABA   -  Business of site restoration fund i.e. carrying on business of  prospecting, extraction or production of petroleum, natural gas in India.
          Sec 33AC      -  Business of operation of ships.


        Assessee has to deposit some amount every year in fund under respective section and whenever he withdraws it, he shall use same for business and utilize it completely in year of withdrawal only.
         If  amount is not utilized in that year completely, then unutilized amount  shall be treated as income and it should be reported here.
Clause 21
 
In respect of any sum referred to in Sec 43B

Information

Items covered under sec 43B-

1) Any Excise duty, custom duty, service tax, sales tax, VAT, Cess payable 
2) Bonus or commission payable by assessee to its employees.
3) Employer contribution to PF, Gratuity Fund, or any other approved fund for welfare of employees.
4) Interest on any Loan or borrowings from PFI, SFI. SIIC
5) Interest on Loan and advances from schedule bank.
6) Provision for leave encashment

These items should be allowed as deduction only in the previous year in which it is actually paid by him before due date of ROI U/S 139(1)

If it is paid after due date of ROI
·  It shall be disallowed in current pervious year
·  It shall be allowed in subsequent year in which it is actually paid.

 Note-  Conversion of Interest payable into loan shall not be deemed to be   actually paid.


Reporting

a) Under Clause 21(i)(a)- Related to the preceeding year

Liability covered under sec 43B which was disallowed in preceeding previous year/s should be reported here.

             Liability of preceeding year whether paid or not in the current year shall be  reported here.

b) Under Clause 21(i)(b)- Related to the current year

Whether liability covered under sec 43B of current year is paid or nopt before due date of ROI u/s 139(1), it should be reported.
             If it is not paid  -   it shall be disallowed in current year
             If it is paid         -   it shall be allowed in current year  
