OPINION

I.
QUERIST:


M/s.Rialto Enterprises Pvt. Ltd., 

Survey No.100/2, Vandalur Kelambakkam Road, 

Melakottaiyur,

Chennai – 600 127.

II. 
FACTS:

1.
The querist is having their manufacturing plant at Vandalur – Kelambakkam Road, Melakottaiyur, Chennai-600 127.  They are holding valid GSTIN and manufacture Tooth Brush – HSN 96032100 - under Third Party Manufacturing Arrangement with M/s.Gillette India Ltd., (hereinafter referred to GIL) and M/s.Gillette Diversified Operations Pvt. Ltd., (hereinafter referred to GDOPL).

2.
The product manufactured by the querist are being supplied to GIL intended for domestic markets and to GDOPL for exports.

3.
The Machineries and Molds are owned by GDOPL and provided to the querist for exclusive manufacture of the product. The querist have entered into an equipment lease agreement with GDOPL. The agreement provides only to use the machinery and molds for production and there is no option to buy on expiry of lease period.  GDOPL claims their annual depreciation as lease rentals on the querist on monthly basis.

4.
GDOPL issues invoice on the querist towards Lease Rent with GST.

5.
The querist avails ITC and claim lease rent as revenue expenditure and the same is included on the product cost.

6.
Presently, the querist is apportioning the lease cost on the product uniformly on all models of toothbrushes.

7.
Illustration :

Lease Rent  




-  10,00,000/-

Total Estimated Volume


-  25,00,000 Nos.
Lease cost per brush



-  Rs.0.40 

The toothbrush manufactured by the querist is classified as “LOW TIER” “MID TIER” and “TOP TIER”
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8.
GDOPL has requested the querist to change the lease cost allocation with respective Tier based models.

9.
Illustration - Proposed

	Particulars
	Low Tier
	Mid Tier
	Top Tier
	Total

	Lease Rent
	70,000
	3,90,000
	5,40,000
	10,00,000

	Volume
	5,25,000
	14,50,000
	5,25,000
	25,00,000

	Cost per brush
	0.13
	0.27
	1.03
	0.40


10.
There will be an excess / short recovery of lease cost, on the present / proposed allocation method due to any variation on volumes.

11.
The querist carries out reconciliation every month and excess / short recovery is being adjusted through debit / credit notes with GST.

III.
QUERY:
Based on the above facts, the querist needs clarifications on the following on GST valuation point. 
(i)
Whether the present method followed by the querist on apportioning the lease cost is in order?

(ii)
Can the querist switch over to the proposed method of lease cost allocation to tier-based model?

IV.
OPINION:
1.
From the information provided by the querist, it is clear that with the equipment taken on lease, the estimated volume of production is a specific number of tooth brushes. It is also noticed that for the purpose of marketing and on other parameters, the tooth brushes manufactured are classified as Low Tier, Mid Tier and Top Tier. It is also reported that quantities of tooth brushes in respect of each tier will be subject to variation. On the basis of different categories of tooth brushes, it appears that the querist’s vendor has put forward a proposal to allocate the lease rent based on the number of tooth brushes under each category. 
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2.
Under Cost Accounting, with regard to apportionment of various overheads for working out the product cost, there is no hard and fast rule. Different yardsticks can be followed as long as they result in equitable distribution of the overheads cost to the products manufactured. 

3.
Probably, three categories of tooth brushes referred to as Low Tier, Mid Tier and Top Tier arise on account of the design, raw materials used at the quality sought to be achieved in each category. Basically, these yardsticks contribute to the cost of the tooth brushes in a particular tier. 
4.
But, at the same time, it is noticed that as far as the equipment are concerned, there does not appear to be any distinguishing factor in their usage. Or in other words, the equipment installed need to be used for producing any Low Tier, Mid Tier and Top Tier brush and it is not the case that different machineries are used for production of different Tier Tooth Brushes.
5.
In such a situation, it will be logical to apportion the lease rent, based on the total number of tooth brushes produced by using these machineries irrespective of the fact that in each tier, different quantities of brushes are being made.

6.
Therefore, in our view, the present practice of apportioning the lease cost based on the total quantity of brushes produced will be fair and logical. 
S. MURUGAPPAN


Sm/er

Disclaimer:- The above opinion is provided based on the information and documents made available to us by the querist and further based on the laws and rules prevalent as on date and the understanding of such provisions by the author and is meant for the private use of the person to whom it is provided without assuming any liability for any consequential action taken based on the views expressed here.
