Accounting Treatment of Central Excise
Accounting treatment of Central Excise is mainly related to accounting in respect of Cenvat.
Accounting for Cenvat needs following consideration (a) Since credit is available of excise duty paid while purchasing inputs, duty paid on inputs while purchase is not an expense but an asset. (b) Un-availed Cenvat is not available as refund (except when it is a case of exports). This may happen when duty paid on inputs is more than duty payable on final product. (c) Cenvat is available instantly on receipt of inputs and Cenvat credit may be utilised even before inputs on which Cenvat is availed are actually used in production. (d) Valuation of stock of finished goods also needs consideration. 
Institute of Chartered Accountants of India has published a guidance note. It has been published in Chartered Accountant - September, 2000 issue. [earlier note was published in August 1995 issue].  and is as per legal position as of 1-4-2000, including Cenvat credit. This note replaces the earlier guidance note.
Accounting Treatment of Inputs received - When inputs are purchased, Purchase price (net of Excise) should be debited to Purchase Account and excise on inputs should be debited to ‘Cenvat Credit Receivable (Inputs) account’. Total Invoice amount (i.e. net purchase price plus excise) will be credited to Supplier’s Account (as the supplier has paid Excise and his Invoice is inclusive of excise paid by him on the material supplied). When duty is debited in Input Cenvat Credit Account towards payment of duty on final product, ‘Excise Duty Paid on Final Products’ account should be debited and ‘Cenvat Credit Receivable (Input) account’ should be credited. [Author’s suggestion : This entry could be on monthly basis as duty is payable or once at the end of the month]. Balance in ‘Cenvat Credit Receivable (Input) account’ in General Ledger and credit in 'Input Cenvat Credit Account' as per excise records (that time ‘RG23 A Part II’) should tally, or reconciled. 
If there is debit balance at the end of year in ‘Cenvat’ account, it means that credit is not fully utilised and should be shown under Current Assets under ‘Loans and Advances’. Closing stock of inputs should be valued ‘Net of Excise Duty’. However, since Cenvat on stock which has not been used is also utilised for payment of duty, purchases are understated to that extent. If balance in credit of Cenvat cannot be utilised for any reason, the same must be written off. 
Write off of non-utilisable balance in Cenvat credit receivable account - Some times, Cenvat Credit Receivable Account may have balance, but it may not be possible to utilise the balance. This may happen in cases where credit on inputs is higher than duty payable on final products. Thus, though credit is available, it may be lying idle, as there is no scope for utilising the same. 
As per guidance note of ICAI, the balances in Cenvat credit receivable account should be reviewed at end of the year. If it is found that balances in Cenvat credit are not likely to be used in normal course of business with a reasonable time,  the non-usable excess credit should be adjusted in financial accounts i.e. purchase price of raw materials should be increased to that extent. If it is not possible to identify the excess credit to a particular lot or lots of materials purchased, the excess credit may be apportioned over entire purchases of raw materials, components etc. entitled to Cenvat credit during the year, on pro-rata basis. Valuation of closing stock will also increase to that extent. 
Adjustment of excess credit related to capital goods should be made to concerned capital goods account. Excess Cenvat credit which relates to fixed assets acquired, should be added to cost of relevant fixed asset. If value of capital goods is enhanced, depreciation on revised un-amortised depreciable amount should be provided over residual useful life of the asset. 
If the asset does not exist, the relevant amount should be written off in the P&L account. In case of capital goods acquired on lease, excess Cenvat credit should be written off on a pro-rata basis along with lease rentals.
In relation to capital goods other than fixed assets (i.e. those which are 'capital goods' as per excise definition, but are not capitalised in books of account of the company), the accounting treatment is same as per accounting treatment of inputs. It is advisable the Cenvat Credit Receivable (Capital Goods) account is maintained separately for fixed assets (which are capitalised) and other capital goods.
If entry in Cenvat Credit available account is reversed, credit available in 'Cenvat Credit Account' as per excise records and balances in ‘Cenvat Credit Receivable’ in financial accounts will not tally. Hence, reconciliation statement will have to be prepared as this difference will continue in subsequent years also.
Reversal of Cenvat credit - In some cases, Cenvat credit on inputs is not available, e.g. when final product is fully exempt, or when inputs are rejected even before they are issued to production. In such cases, Cenvat credit will have to be reversed. In such case, appropriate adjustments in cost of inputs and value for purposes of stock will have to be made.
Accounting of Duty paid on Capital Goods purchased - It has to be remembered that if Cenvat credit on capital goods is availed, depreciation under section 32 of Income Tax is not available.  Moreover, Cenvat credit on capital goods is available in two stages i.e. 50% in current year and balance 50% in subsequent year.
‘Capital Goods’ for Cenvat purposes include tools, spare parts etc., which are treated as consumables and normally not capitalised in financial accounts. Hence, question of claiming depreciation on these does not arise. When credit is availed of duty paid on machinery or equipment which is capitalised, it will be necessary to reduce cost of asset by the amount of duty claimed as credit.
If the assessee follows the accounting system as suggested by Guidance Note of Institute of Chartered Accountants of India, the condition gets satisfied. 
