                                                     OPINION

I.
QUERIST:


M/s.Sri Balaji Castings Pvt. Ltd.,

No.179/2, Jaganathapuram Group II, 

Irullipattu Village, Ponneri Taluk, 

Chennai - 600 067.

II. 
FACTS:

1.
The querist is manufacturing aluminium cast articles and exporting them to their foreign buyer. These are exported without payment of IGST and upon execution of Letter of Undertaking. 

2.
For manufacturing of these aluminium cast articles the querist has reported that they are getting moulds produced as per the foreign buyers’ design from local vendors, who manufacture moulds. It is reported that after production of the moulds by the local vendors when the same is supplied to the querist for use in production of cast articles meant for exports, applicable CGST / IGST is paid as per the terms of the agreement between the querist and the mould manufacturer.
3.
It is further reported that the querist is raising an invoice on the foreign buyer for the cost of the mould without IGST invoice. Such an invoice is submitted to the bank for regularizing the receipt of foreign exchange by the querist. 

III.
QUERY:

1.
It is reported by the querist that some experts have indicated that IGST invoice is to be raised on the foreign buyer for this transaction. In this context, the querist would like to know the correct position.

2.
The querist also has requested for draft of the agreement with the foreign buyer as at present, they do not have any specific agreements / contracts in that regard. 

IV.
OPINION:

1.
It may be noted that the mould is manufactured for the purpose of producing aluminium cast articles meant for export to the foreign buyer. It is also noticed that the cost for production of such moulds, which are, in fact, are nature of tooling to produce the end product to be supplied to the foreign buyer is separately recovered from the foreign buyer.
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2.
Normally, in such cases, as foreign buyers separately pay for the cost of the mould / tooling, they would like to retain the ownership of the goods. At the same time, since these are required to be kept in India for production of the end product to be exported, they are retained here. After use in production of such articles, the moulds can be re-exported. As and when the foreign buyer desires to have them or else, when these tooling reach their end of life after being used for specific number of times to produce specific number of cast articles, they can be scraped as per the directions of the buyer, since they are not supposed to be used for producing articles for other prospective buyers of similar goods. 

3.
Therefore, in this context, it is to be noted that there is no physical export of the mould and the foreign buyer will allow retention of the mould in India and will pay for the cost of the moulds. It is left to the querist to workout cost of production of mould for recovery from the buyer and it can be a single price including tax elements. If the querist does not want to add IGST or any tax elements, since they will be taking credit of the tax paid locally, they can invoice the foreign buyer with only cost of the moulds. 

4.
In any case, there cannot be any IGST invoice showing IGST separately and there is no need to pay IGST since there is no actual export of the goods out of the country.

5.
Based on the invoice raised, the foreign buyer will be remitting the amount  and the querist can inform the bank that the payment is for manufacture of mould / tooling on behalf of the buyer and that these are retained temporarily in India for use in production of goods to be exported to the buyer. Based on these, inward remittance will be regularised by the foreign exchange dealer. When the mould is exported after being used, nominal value can be indicated for customs purposes and based on the depreciated value, IGST can be paid. It may be noted that there is no remittance involved from abroad and the value will be only for customs purposes. Based on the earlier records and the invoice, the export can be regularised with the bankers. If the querist wants to simplify the issues, then, one option will be to destroy the mould after reaches its end-of-life period, with the permission of the buyer. This will eliminate any complications at the time of export of the moulds.
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6.
A draft agreement containing basic requirements to be incorporated is enclosed to this opinion. This can be suitably modified by the querist.  

S. MURUGAPPAN   

Encl.: As above

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.

