WRITE UP ON TOOL AMORTISATION COST AND EXCISE DUTY DEMAND

APPLICATION OF RULE 6 OF CENTRAL EXCISE VALUATION (DETERMINATION OF PRICE OF EXCISABLE GOODS) RULES, 2000
VALUE OF EXCISABLE GOODS WHEN PRICE IS NOT THE SOLE CONSIDERATION.

Procedure:

1. Valuation: Transaction value + Additional consideration flowing directly or indirectly from the buyer to the assessee.
2. Money value of additional consideration = Value of goods and services, provided either free of charge or at reduced cost, apportioned as appropriate.
3. Included Goods and Services:

(a) Material, components relatable to such goods,

(b) Tools, dies etc used in production of such goods,

(c) Material consumed, and

(d) Engineering, Development, Artwork, etc,

4. Factors in apportionment of value of goods & services:

(a) Value of element itself, and

(b) Way in which the value is apportioned

5. Notional interest on advance money – not included in the Assessable value. Includible – if the Central Excise Officer, has evidence that the advance money has influenced the fixation of lower price or permitted a higher discount to the buyer.

6. Income from security deposits taken to cover the risk of credit sales- does not influence the fixation of sale price – not includible in Assessable Value.
EXAMPLE:

XYZ Pvt. Ltd. is a manufacturer of car metal components. The parts of the car metal components are manufactured through using of a special type of “Dye”.  During the year 2007-08, invoice raised against the customer for one component in the following prescribed format.

Material  


50000.00

Labour charges  

45000.00

Power and fuel  

15000.00

Tool (Dye) depreciation    
  5000.00

Over hands  


  5000.00

Total costs  


120000.00

Add: excise duty @8%  
    9600.00




129600.00

Add: VAT @4%  

    5184.00

Invoice value  


134784.00
During the year 2008-09, there was a mutual agreement between the one of the customer and XYZ Ltd. was, the “Dye” being supplied by the customer to XYZ ltd, and it request not to charge depreciation.  Accordingly, the XYZ Ltd. revise the invoice in the following format for a customer from 1\4\2008-31\3\09

Material cost  


50000.00

Labour charges  

45000.00

Power & fuel  


15000.00

Over heads  


  5000.00

Total costs


115000.00
Add: excise duty @8%  
    9200.00 
124200.00

Add: VAT @4%  

    4968.00
Invoice value  


129168.00

Since there was a lower collection of excise duty during the year 2008-09, the excise officer came to know the agreement between the customer and XYZ Ltd about supply of “Dye” and consequent cost reduction (& excise duty collection).
On1/4/2009  the Central Excise Officer intimate to the company and stating that since the “Dye” was supplied by customer, add a Tool Amortisation cost on a reasonable estimated basis and arrive a assessable value for excise duty purpose and pay excise duty on that.  This is the category falls in application of Rule 6 of Central Excise valuation rules 2000,
For example:
Material  


50000.00

Labour  


45000.00
Power &  fuel


 15000.00
Over heads  


   5000.00

115000.00

     (+)  Tool amortisation cost  
    5000.00

Assessable value  

120000.00

     (+) Excise duty @ 8%  

    9600.00

129600.00

     (-) Tool amortisation cost  

    5000.00

124600.00
    
    (+) VAT @ 4%


    4984.00
    Invoice value

129584.00
Assume the Tool value Rs.500000/- and it can be used for production of 100 units, hence the amortisation of tool cost is Rs. 5000/-, Consequently the amortisation cost gets nullified in the books of the assessee as described in the above example.
Hence, there is no loss of Revenue, the excise duty collection were same as in the first example.

