
THE QUERIES
Accounting Standards

1.  As per Accounting Standard 
10 “Accounting for Fixed Assets” 
(AS-10), issued by the Institute of 
Chartered Accountants of India 
(ICAI) the cost of Fixed Assets 
includes its purchase price, import 
duties and other non-refundable 
taxes or levies and any directly at-
tributable cost of bringing the asset 
to its working condition for its in-
tended use. In such a case whether 
Fringe Benefit Tax (FBT) paid 
on an expenditure incurred by an 
employee of an enterprise towards 
foreign travel undertaken towards 
the purchase of the Fixed Asset be 
included in the cost of the Fixed 
Asset (assuming it is ultimately 
decided by the government/courts 

that FBT will have to be paid on 
travelling expenses on the ground 
that it is “incurred” by an assessee 
irrespective of whether such an ex-
penditure is debited to the Profit 
and Loss of an assessee). 

Taxation
2. A firm of Chartered Accoun-

tants situated in Delhi  conducts 
audit of a client in Chennai. The 
firm of chartered accountants sends 
an audit team to Chennai and in-
curs a sum of Rs 60,300 as expenses 
towards carrying out the audit.  The 
break up of expenses is as under:
a. Rs 40,150 incurred by the part-

ner of the firm; and
b. Rs 20,150 incurred by the 

firm’s audit assistants and  
articled clerks.
The audit firm submits a bill to 

the client for Rs 60,300 and the cli-
ent reimburses the expenditure only 

to the extent of Rs 58,500 (due to 
absence of bills etc.) i.e. Rs 38,750 
towards expenses incurred by the 
Partner and Rs 19,750 towards  ex-
penses incurred by the audit assis-
tants and articled clerks. 

The amount spent by the firm is 
initially debited to “Travelling Ex-
penses” account, which is revenue 
account, and the amount of reim-
bursement received from the client 
is credited to the same account. 

In such a situation whether 
any amount would be payable as a 
Fringe Benefit Tax. If yes, would  
it be:
(i) Rs 60,300 being the total ex-

penses incurred;  or
(ii) Rs 20,150 being the amount 

incurred by the firm’s audit as-
sistants and articled clerks; or

(iii)  Rs 1,800 be-
ing the difference 
between amount 
claimed and the 
amount received 
from the bank); or 
(iv) Rs 400 (being 
the difference be-
tween the amount 
claimed from the 
bank towards 
employees and 
amount paid by the 

Bank; or
(v)  Any other amount.

Would your answer be different 
if the firm had debited the amount 
spent initially to the client’s account, 
credited the amount of reimburse-
ment received from the bank to the 
same account and only debited the 
difference to the travelling expenses 
account of the firm.

Alternatively, whether nothing 
would be chargeable since the ex-
penditure has been incurred by the 
CA firm on behalf of a client. 

3. As per the definition of 
Business Auxiliary Service u/s. 65 
(19) of the Finance Act, 1994 (the 
“Act”), a Business Auxiliary Service 
means any service in relation to:
(i)  Promotion or marketing or sale 
of goods produced or provided by 
or belonging to the client; or
(ii)  Promotion or marketing of ser-
vices provided by the client; or

(iii)  Any customer care service pro-
vided on behalf of the client; or
(iv)  Procurement of goods or ser-
vices, which are inputs for the  
client; or 
(v)  Production of goods on behalf 
of the client; or
(vi)  Provision of service on behalf 
of the client; or 
(vii)  A service incidental or aux-
iliary to any activity specified in 
sub-clauses (i) to (vi), such as bill-
ing, issue or collection or recovery 
of cheques, payments, maintenance 
of accounts and remittance, inven-
tory management, evaluation or de-
velopment of prospective customer 
or vendor, public relation services, 
management or supervision.

If a person does not carry any 

of the activities specified in clauses 
(i) to (vi) hereinabove but carries on 
the activities specified in clause (vii), 
whether the income received from 
such a service would be chargeable 
to tax under the Act.

Ethical Issues
4. Firm A is the Statutory Au-

ditor of a public company listed in 
Stock Exchanges in India and the 
aforesaid company appoints Firm 
B to do a translation of its audited 
accounts prepared under the Indian 
Accounting Standards to Gener-
ally Accepted Accounting Practices 
of United States of America (“US 
GAAP”) for circulation among pro-
spective investors, investment bank-
ers in the United States of America. 
Whether Firm B needs to take no 
objection from Firm A before ac-
cepting the assignment.  
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The answer to the queries given shall be sent to us 
by e-mail at eboard@icai.org or journal@icai.org 
with ‘Readers’ Queries’ written in the subject line. 
The answers can also be sent by post to ‘The Editor’, 
The Chartered Accountant, Journal Section, ICAI, PO 
Box 7100, Indraprastha Marg, New Delhi – 110 002. 
The best of the answers received will be published in 
the journal with the name of the contributor who will 
be appropriately rewarded.


