Understanding Job Work
Under GST

Welcome to this comprehensive presentation on Job Work provisions
under GST. This detailed guide is designed to help Indian tax
professionals and businesses navigate the complex regulatory
landscape surrounding job work arrangements in India's Goods and
Services Tax regime.

Over the course of this presentation, we'll explore the legal framework,
compliance requirements, input tax credit implications, and relevant
case laws that shape job work transactions. We'll also examine the
distinction between job work and works contract, which is crucial for
correct tax treatment.




Definition of Job Work

Legal Definition Key Elements Distinction from Other

Under Section 2(68) of the CGST The definition highlights three Services

Act, "Job work means any critical aspects: goods must Job work is distinct from
treatment or process undertaken belong to another registered manufacturing services as the job
by a person on goods belonging to person, the job worker performs worker doesn't gain ownership of
another registered person and the treatment or process on these the materials. The principal
expression 'job worker' shall be goods, and ownership of goods mMaintains ownership throughout
construed accordingly." remains with the principal. the process and is responsible for

ultimate supply.

This definition establishes the foundation for all job work provisions under GST. The distinction of ownership is
particularly important as it differentiates job work from purchase-process-sale arrangements.



Key Legal Provisions Governing Job Work

Section 19
Section 143
Governs Input Tax Credit provisions
Outlines the process of sending goods

= related to job work
for job work and subseguent return or —
supply %
Rule 45
= Specifies the conditions and
documentation for ITC
Form GST ITC-04 &5
Quarterly return for reporting job work 0B Rule 138

transactions Covers e-way bill requirements for job

work transactions

These provisions create a comprehensive framework that ensures proper accounting, traceability, and taxation of goods
sent for job work. The compliance requirements are desighed to maintain transparency while facilitating legitimate
business operations.



Job Work Process Timeline

Sending Inputs for Job Work

Principal sends inputs to job worker using delivery challan.
Inputs must be received back within one year of being

sent out.

Non-receipt within Stipulated Time

If inputs or capital goods are not received back within the
stipulated time, they will be treated as supply from the

date they were sent for job work, and tax will be due.

Sending Capital Goods for Job Work

Capital goods (except moulds, dies, jigs, fixtures, and tools)
must be received back within three years of being sent

out.

Supply from Job Worker's Location

Principal can supply directly from job worker's location if it
is added as an additional place of business in the

principal's registration.

These timelines are strictly enforced to prevent misuse of job work provisions. The principal must track each consignment carefully to

ensure compliance with these time limits or face tax liabilities.



Input Tax Credit for Job Work

£h Direct Shipment to Job Worker

Inputs and capital goods can be shipped directly
from the supplier to the job worker, and the
principal can still claim ITC, overriding the general
provision of Section 16(2)(b) that requires physical
receipt.

Section 19 Override

Section 19 specifically overrides Section 16(2)(b),
allowing principals to claim ITC even when goods
are delivered directly to the job worker's premises.

Time Limits for Return

Inputs must be returned within 1year and capital
goods within 3 years from the date of receipt by the
job worker (not from the date of sending from
principal).

Consequences of Non-Compliance

Failure to receive back inputs or capital goods within
the stipulated time will result in ITC reversal plus
interest, and the transaction will be treated as a

supply.

These provisions balance facilitating business operations with ensuring proper tax compliance. The direct shipment

provision is particularly valuable for businesses with complex supply chains.



Rule 45: Compliance Requirements

Direct Shipment

Inputs and capital goods can be sent directly to job worker's premises, bypassing the principal's location.

Delivery Challan

&y

Movement of goods requires proper delivery challan as per Rule 55. This serves as primary documentation for the transaction.

Inter-Job Worker Transfer

Il

Goods can move from one job worker to another through endorsement on the original delivery challan, facilitating multi-stage processing.

Quarterly Returns

&

Form GST ITC-04 must be filed quarterly by the 25th of the month following the quarter (recently extended from the 12th).

Return Procedure

® When returning goods, the job worker must issue a new challan referencing the original challan details to maintain proper documentation

trail.

Compliance with Rule 45 ensures proper tracking of goods throughout the job work process. The documentation requirements create an audit trail that

tax authorities can use to verify the legitimacy of job work transactions.



E-Way Bill Requirements for Job Work

Interstate Job Work
Movements

When goods are sent by a
principal in one state to a job
worker in another state, an e-way
bill must be generated regardless
of the consignment value. Either
the principal or the registered job
worker can generate the e-way
bill.

Handicraft Goods Exception

For handicraft goods transported
across state lines by a person
exempted from registration under
clauses (i) and (ii) of section 24, an
e-way bill must be generated
regardless of consignment value.

Multiple Documents

In job work transactions, multiple
documents may need to be
carried: the e-way bill, delivery
challan, and when returning, a
reference to the original challan.
All documentation must be
consistent to avoid detention.

Proper e-way bill compliance is crucial for job work transactions, especially for interstate movements. Failure to generate
an e-way bill or inconsistencies between documents can lead to goods detention and penalties, disrupting business
operations.



Return Filing Period*

Apr-Jun

SA. Details of inputs/ capital goods
received back from job worker to whom
such goods were sent for job work; and

losses and wastes:

No. of Records-
0

GST Portal: ITC-04 Filing Process

Login to GST Portal

Access the GST portal with your credentials and navigate to the Returns
section.

Navigate to ITC-04

Select the appropriate quarter for which you're filing the ITC-0O4 return.

Enter Transaction Details

Provide comprehensive information about all goods sent for job work,
received back, or directly supplied from job worker's premises.

Validate and Submit

Review all entries for accuracy, then submit the return by the due
date to avoid penalties.

The ITC-04 return is a critical compliance requirement that helps tax authorities
track the movement of goods sent for job work. Regular and accurate filing
demonstrates good tax governance and helps avoid unnecessary scrutiny.



ITC-04 Return: Required

Information

Category of Information

Goods Sent for Job Work

Goods Received Back

Direct Supply from Job Worker

Goods Transferred to Another Job
Worker

Details Required

GSTIN of job worker, challan details,
description, value, quantity

Original challan reference, return
challan details, description, value,
quantity

Original challan reference, invoice
details, shipping details, tax amounts

Original challan reference, new job
worker GSTIN, transfer challan
details

The ITC-04 return requires comprehensive tracking of all job work transactions.

This detailed reporting ensures that goods sent for job work are properly

accounted for and that appropriate taxes are paid when goods are not returned

within the stipulated time.

ork (includes inputs/capita

d functionality to upload the challa



e use upload functionality to upload the challans.

ITC-04 Return: Transaction Types
Supplier's Name Ch ﬁ @ @

Goods Sent for Job Goods Received Back Direct Supply from Job
Work : Worker

Information about
Details of inputs, semi- processed goods returned Records of goods supplied
finished goods, or capital from job worker to principal directly from job worker's
goods dispatched to job premises
worker

is® Unit Quantity Code (UQC)* Quantity *
%
®
Inter-Jdob Worker
Transfers
Select v Movement of goods from

one job worker to another

for additional processing

Accurate recording of these transaction types in the ITC-04 return is essential for GST
compliance. The return serves as a reconciliation tool that helps tax authorities verify that
goods sent for job work are appropriately accounted for and that relevant tax provisions are

followed.



ITC-04 Return: Detailed Form Layout

OIt you have more than 500 challans, then please use upload tunctionality to upload the challans.
® Indicates Mandatory Fields

Job Worker Type*

Unregistered v
State® Challan number*® Challan date*
Select v Enter challan numb DD/MM/YYYY i
Iltem Details
Goods Type* Description of goods*® Unit Quantity Code (UQC)* Quantity*® Taxable value Rate of Tax (%
(6)°
Integrated Ces
tax*
Select v Select v Select v
4 »
BACK
,% Part A: Basic Information Part B: Summary Information
Contains the GSTIN of the principal, legal name, trade name, the period for which the return is Provides an overview of goods sent to and received from job workers during the quarter,
being filed, and ARN (Application Reference Number). including pending items from previous periods.
Part C: Transaction Details Part D: Verification
Lists each challan separately with complete information about goods movement, including Contains declaration and signature of the authorized signatory submitting the return,
HSN codes, quantities, values, and applicable GST rates. confirming the accuracy of the information provided.

Understanding the structure of the ITC-04 form helps in organizing data collection and ensures that all required information is properly documented before the filing deadline. Regular internal reconciliations

are recommended to avoid discrepancies in reporting.



ITC-04 Return: Sample Screenshots

5A. Details of inputs/ capital goods received back from job worker to whom such goods were sent for job work; and

losses and wastes:
Mo Record found for the provided [npats.

BEither the details of original challan issued by principal or fresh challan issued by job worker under which goods have been received back,. are to be
reported,

* [ndicetes Mandatory Fiekds
Teshy Werker Type ™

GSTIN® Supplier's Mams Criginal challan number®
Cnl

Orlginal challan date®

Item Details

Cheallan Mo, Eswed by job Diatez of challan issued by job worker Descriplion of goods®

uac*
worker undar which goods under which goods have been
received back®

have been received back*

FE

Select -

1al challan i

~ work done by
orker®

ssuind by principal or fresh challan issued by job worker under which

1 goods have been

Regist -
Supplier's Name Driginal challan mumis
-
job Date of challan issued by job worker Description of goods* uQC*
w0ds under which goods have been
wk* received back®




Delivery Challan for Job Work

5B. Details of inputs / capital goods received back from job worker other than the job worker to whom such goods

were originally sent for job work; and losses and wastes:

No Record found for the provided Inputs.

©Either the detalls of original challan issued by principal or fresh challan issued by job worker under which goods have been received back, are to be
reparted.

* Indicates Mandatory Fields

Job Worker Type*®

Registered -
GSTIN® Supplier's Name QOriginal challan number*
Enter Supplier GSTIN Enter original challan number
Original challan date*®
DD/ MM/YYYY i
Iltem Details
Challan No. issued by job Date of challan issued by job worker Description of goods® uqc*
worker under which goods under which goods have been
have been received back® received back®
Select v
L L}
Mandatory Information Multiple Copies Required Serial Numbering
A proper delivery challan must include date of issue, challan number, Rule 55 requires at least three copies of the delivery challan: for Challan numbers must follow a consecutive serial sequence, either
name, address, and GSTIN of both consignor and consignee, HSN code, consignee, transporter, and consignor. Each copy should be clearly separately for each financial year or using a common sequence with tax
description, quantity, value, and tax rates for each item. marked to indicate its purpose. invoices and other documents.

The delivery challan serves as the primary document for tracking goods sent for job work. It must accompany the goods duringtransportation and be preserved for cross-verification with the ITC-04 return. Any discrepancies between

the challan and the goods being transported can lead to detention and penalties.



Direct Supply from Job Worker's Premises

5C. Details of inputs/ Capital goods sent to job worker and subsequently supplied from premises of job worker; and

losses and wastes:

No Record found for the provided Inputs.

@0Original challan details may not be filled up where one-to-one correspondence between goods sent for job work and supplied therefrom is not possible,
however, invoice details are mandatory.

*® Indicates Mandatory Fields
Job Worker Type*

Unregistered -
State* Original challan number® Original challan date*
Select ~ Enter original challan number DOy MM YYYY i
ltem Details
Invoice Mo. in case supplied Invoice date in case supplied from Description of goods* uQCc*
from premises of job worker  premises of job worker issued by the
Issued by the Principal® Principal *
] Select ~
] »
Registration Requirement

Job worker's location must be added as an additional place of business in the principal's registration

B Invoice Issuance

Principal must issue the tax invoice for the supply, not the job worker

E-Way Bill Generation
&2

E-way bill for the movement must reference the principal'sinvoice details

ITC-04 Reporting
B

Transaction must be reported in the principal's ITC-04 as direct supply from job worker's premises

Direct supply from the job worker's premises can streamline logistics but requires strict compliance with these conditions. The principal remains responsible for tax collection and remittance, even though the goods never physically return to the principal's premises.



Case Laws on Job Work

&$

ala

Judicial Interpretations

Recent case laws have provided important interpretations of job work provisions,
clarifying areas of ambiguity in the GST legislation.

Binding Precedents

Decisions by High Courts and the Supreme Court establish binding precedents
that influence tax administration across similar cases.

Advance Rulings

Authority for Advance Rulings (AAR) decisions, while applicable only to the
applicant, provide insight into how authorities interpret job work provisions.

Practical Guidance

These cases offer practical guidance for businesses structuring their job work
arrangements to ensure GST compliance.

The following slides examine significant case laws that have shaped the interpretation of

job work provisions under GST. Understanding these judicial interpretations is essential

for tax professionals advising clients on job work arrangements.



Case Study: JSW Energy Ltd. (Part 1)

Questions in AAR Core Issue Significance

The appellant sought rulings on The central question was whether This case addresses the boundary
three questions: 1) GST the generation of electricity from between job work and
applicability on supply of coal on a coal could qualify as job work manufacturing, which is critical for
job work basis by JSL to JEL, 2) GST under GST, when the output determining the applicable tax
applicability on supply of power by (electricity) is fundamentally treatment and compliance

JEL to JSL, and 3) GST applicability different from the input (coal). requirements.

on job work charges payable to
JEL by JSL.

This case highlights the tension between the technical definition of job work and the practical realities of industrial
processes where inputs may be completely transformed. The ruling has significant implications for sectors where raw
materials undergo substantial transformation.



Case Study: JSW Energy Ltd. (Part 2)

Arrangement Structure

JSL imported coal from international suppliers. These inputs Compllance Plan

were to be supplied to JEL for processing. The power generated The arrangement included provisions for the inputs to be
would be supplied back to JSL, with JEL recovering charges brought back within one year of dispatch, in accordance with
according to the Job Work Agreement. Section 143 requirements for job work.

Contractual Framework

Under the arrangement, JSL would be the 'Principal’ providing
inputs to JEL for processing. JEL would invoice JSL monthly,
detailing inputs supplied, power generated, and service
charges with applicable taxes.

The complex structure of this arrangement highlights the challenges in applying job work provisions to sophisticated industrial
processes. The contractual framework was carefully designed to align with job work provisions, but this raised questions about whether
form was being prioritized over substance.



Case Study: JSW Energy Ltd. (Part 3)

Applicant’'s Arguments

The applicant contended that electricity generation from
coal qualified as job work based on four criteria:

1. The activity qualifies as "treatment or process"
Coal constitutes "goods" under GST

The coal belongs to JSL (the principal)

INENOIEN

Inputs (in some form) would be brought back within
one year

The applicant relied on dictionary definitions of "process"
and "treatment" to support a broad interpretation that
would include electricity generation.

Cited Case Laws

The applicant cited several pre-GST cases where courts
had recognized similar arrangements as job work:

Commissioner of Central Excise vs Indorama Textiles
Ltd. (2010)

Haldia Petrochemicals Ltd. vs. CCE, Haldia (2006)
Sanghi Industries Limited vs CCE, Rajkot (2006 & 2014)

These cases involved materials like naphtha and furnace
oil being processed to generate electricity, which courts
had accepted as job work under previous tax regimes.

The applicant's approach was to establish continuity in legal interpretation from the pre-GST regime to the current

framework, arguing that established judicial precedents should carry forward into GST interpretation.



Case Study: JSW Energy Ltd. (Part 4)

3l Department's Initial Analysis T\ Interpretation Principle
The tax department observed that coal sent for processing The department invoked the "noscitur a sociis" rule of
resulted in electricity, which is a completely new commodity interpretation, noting that while this principle is not applied
with no identifiable connection to the original inputs. This when language is clear, ambiguity in the explanation of
fundamental transformation raised questions about whether "processing" justified a more contextual reading.

the arrangement could qualify as job work.

é3) ReferencedPrecedents Concern About Broad Interpretation
The department cited three Supreme Court cases that The department warned that an excessively broad definition
differentiated between "process" and "manufacturing": CIT v. of "processing" would inappropriately include
Tara Agencies (2007), Orient Paper and Industries Ltd. v. manufacturing activities, creating unintended
State of M.P. (2006), and Aspinwall & Co. Ltd. v. CIT (2001). consequences for the tax system.

The department's approach emphasized the need to distinguish between job work and manufacturing based on the nature of
transformation. This distinction is crucial for maintaining the integrity of specific tax provisions designed for different types of economic

activities.



Case Study: JSW Energy Ltd. (Part 5)

Department's Core Argument

The department argued that the words "treatment or process" in
the job work definition should not cover transformations resulting
in entirely new commodities. They emphasized that the GST Act

separately defines "manufacture" as:

"Processing of raw material or inputs in any manner that results in
emergence of a new product having a distinct name, character
and use and the term 'manufacturer' shall be construed

accordingly."

Since electricity has a distinct name, character, and use compared
to coal, the department contended this activity constitutes

manufacturing, not job work.

Legislative Intent Analysis

The department emphasized that the legislature has recognized
"treatment," "process," and "manufacture" as three distinct
activities. They argued that the intent was to restrict job work to
treatment or processing that maintains the essential character of
the original goods, not to extend it to manufacturing activities

that create entirely new products.

The department noted that when the legislature has provided
separate definitions for both "job work" and "manufacture," the
meaning of "manufacture" cannot be read into the terms
"treatment or process" found in the job work definition.

This distinction between job work and manufacturing is fundamental to the GST framework, as it determines applicable tax rates, ITC

eligibility, and compliance requirements. The department's position reflects a concern for maintaining these categorical distinctions

within the tax system.



Case Study: JSW Energy Ltd. (Part 6)

Department's Distinction New Product Test
The department differentiated @ Emergence of electricity as a
between "treatment," "process," and a product with distinct name,
"manufacture" as separate activities S character, and use was deemed
recognized by the legislature manufacturing, not job work
. . ae Legislative Intent
Final Determination g
o The intent was interpreted as

The transformation was deemed o
I:] restricting job work to processes

"manufacture" under Section 2(72), that don't create entirely new

not job work under Section 2(68) AUEs
products

The department's analysis creates an important threshold test for distinguishing job work from manufacturing: if the
output has a completely different identity from the input, with distinct name, character, and use, the activity is likely to
be classified as manufacturing rather than job work under GST.



Case Study: JSW Energy Ltd. (Part 7)

Inapplicability of Prior Cases Different Context Under GST Conclusion

The department addressed the The department highlighted that The department concluded that
applicant's reliance on Central the Central Excise definition of the activity undertaken by JEL
Excise Act case laws, noting these "Input" explicitly permitted goods constitutes manufacturing of
cases dealt with different statutory to qualify as inputs "whether electricity from coal, not job work,
provisions. The pre-GST cases contained in the final product or based on the clear language of the
primarily concerned input tax not" and specifically mentioned GST Act and the distinct

credit eligibility under definitions goods used "for generation of transformation involved in the
that specifically included goods electricity" — provisions that differ process.

"used for generation of electricity." from the GST job work context.

This analysis demonstrates the importance of considering statutory context when applying judicial precedents. Cases
decided under previous tax regimes may not be directly applicable under GST if the underlying statutory provisions have
significantly changed, even if the economic activity remains similar.



Case Study: JSW Energy Ltd. (Part 8)

Final Decision

@ The department rejected the applicant's classification of electricity generation as job work

Legal Basis

Distinguished treatment/process fromm manufacturing based on Section 2(72)

Key Test

Emergence of distinct product with different name, character, and use

Fundamental Principle

Job work requires maintaining essential identity of the original goods

The department's final determination establishes an important precedent for distinguishing job work from manufacturing under GST. The emergence of
a product with a completely different identity suggests manufacturing rather than job work, regardless of the contractual arrangement between the

parties.



Case Study: JSW Energy Ltd. (Part 9)

1 AARInitial Ruling 2 Questions Addressed
The Authority for Advance Ruling initially concluded that the The AAR declined to answer the first question regarding GST
transaction between JEL and JSL constituted a supply of applicability on coal supply since it pertained to JSL, not the
goods (electricity) rather than job work. They referenced the applicant JEL. They affirmed GST applicability on the supply
definition of supply under Section 7 and Schedule |, Clause 2 of power by JEL to JSL, and determined that the third
of the CGST Act to support this classification. question regarding job work charges did not survive as the

arrangement was deemed a supply of goods.

3 Appeal and Reconsideration 4 Revised Finding
Upon appeal, the Appellate Authority reconsidered the case The Appellate Authority ultimately determined that the
based on the Bombay High Court judgment in arrangement satisfied the conditions of Section 143(1)(a)
Commissioner versus Indorama Textiles Ltd., which had regarding the return of inputs after job work completion, and
established that electricity could be generated on a job work concluded that no GST would be leviable on this supply.

basis under the previous tax regime.

This case illustrates the evolving interpretation of job work provisions under GST, with the Appellate Authority giving weight to pre-GST
judicial precedents despite the different statutory context. The final ruling represents a more flexible interpretation of job work that
acknowledges the reality of processes that consume inputs to produce different outputs.



Case Study: JSW Energy Ltd. (Part 10)

Appellate Authority's Precedent Application Section 143(1Xa) Compliance
Reasoning The Authority noted that the The Authority revised its earlier
The Appellate Authority Bombay High Court had position, concluding that the
determined that electricity previously ruled in favor of a proposed arrangement satisfied
generation could qualify as job respondent claiming input credit the requirements of Section
work based on the Bombay High for furnace oil used at a job 143(1)(a) regarding the return of
Court precedent, acknowledging worker's premises for electricity inputs after job work completion,
that inputs sent for electricity generation, establishing that such even though the return was in a
generation would necessarily be arrangements could qualify as job transformed state.

transformed and not returned in work despite the transformation of

their original form. inputs.

This ruling represents a significant departure from a strict literal interpretation of job work provisions. By accepting that
coal could be "returned" in the form of electricity, the Appellate Authority adopted a functional approach that recognizes
the economic reality of certain industrial processes while still maintaining the job work classification.



Case Study: H. Muhammad Kunju and Brothers (Part 1)

Case Background Factual Context

This case involved the detention of goods and vehicle during According to GST provisions, when goods are sent for job
transportation. The reason cited for detention was a work, the same delivery challan should accompany both the
mismatch between the value shown in the e-way bill and the outward and return transportation. However, the tax

job work invoice that accompanied the transportation of the authorities objected to the value discrepancy in the e-way bill
goods. that accompanied the goods on their return journey.

The goods were HR plates weighing 15,490 Kgs that had been The value shown in the return journey e-way bill (R3469.76)

sent for job work and were being returned after processing. corresponded to the job worker's invoice, reflecting the actual
The quantity and description of the goods were accurately consideration paid for the job work, rather than the value of
reflected in both documents. the goods themselves.

This case highlights the practical challenges in documenting job work transactions, particularly regarding valuation during
transportation. The discrepancy arose from different valuation approaches for the same goods at different stages of the job work

process.



Case Study: H. Muhammad Kunju and Brothers (Part 2)

Initial Transportation

Goods (HR plates) sent to job worker using delivery challan with original value of goods

Job Work Completion

Job worker processed the HR plates as specified

Invoice Preparation

Job worker issued invoice for I3469.76, reflecting only the job work charges

Return Transportation

o

E-way bill generated with value matching job work invoice (X3469.76)

Detention

O

Tax authorities detained goods due to value mismatch between original delivery challan and return e-way bill

The core issue was whether the e-way bill for the return journey should reflect the original value of the goods or just the value of the job work services.
This case demonstrates the need for clear guidelines on valuation in job work documentation to prevent unnecessary detentions.



Case Study: H. Muhammad Kunju and Brothers (Part 3)

56 Court's Analysis Qo Identity Verification
The Kerala High Court noted that the value shown in the e- The court emphasized that there was no doubt regarding
way bill on the return journey needed to correspond with the identity of the transported goods, as both the e-way
the value in the job worker's invoice, representing the bill and job work invoice correctly showed the quantity
actual consideration paid for the job work services. (15,490 Kgs) and description ("HR plates").

@ Detention Assessment Final Ruling
The court determined that the detention was unjustified The court allowed the writ petition and ordered the
since the value discrepancy was merely due to the need to Immediate release of the goods and vehicle, directing the
maintain uniformity between the job worker's invoice and authorities to facilitate early clearance.

the e-way bill generated for the return journey.

This judgment establishes an important precedent that clarifies documentation requirements for job work returns. When goods are
returned after job work, the e-way bill value should correspond to the job work invoice value rather than the original goods value,

provided the goods' identity is clearly maintained.



Case Study: H. Muhammad Kunju and Brothers (Part 4)

Value Consistency Principle Identity Verification Focus

E-way bill value should match , o .

o . 1 Quantity and description are primary
corresponding invoice value for each @ for goods identification, not value
stage of transportation '

Protection Against Detention D Functional Approach

Established safeguard against

. 3 Court prioritized substance over form in
unwarranted detentions due to value

, , transportation documentation
discrepancies

This ruling provides practical guidance for businesses engaged in job work transactions. It confirms that e-way bills for the
return of job worked goods should reflect the job worker's invoice value, which typically includes only the processing charges,
not the value of the principal's materials.



Case Study: H. Muhammad Kunju and Brothers (Part 5)

Document Type

Primary Document

Value Basis

E-way Bill Value

Goods Identification

Outward Journey

Delivery Challan

Value of Goods

Matches Delivery Challan

Description + Quantity

Return Journey

Job Work Invoice

Job Work Charges

Matches Job Work Invoice

Description + Quantity

Correct Approach

Different documents
appropriate for different stages

Value should reflect stage-
appropriate document

E-way bill should always match
accompanying document

These must remain consistent

across all documents

This case establishes a practical framework for documentation in job work transportation. The key takeaway is that while the quantity and

description of goods must remain consistent, the value in transportation documents should reflect the specific transaction stage - original

goods value for outward journeys and job work service value for returns.



Understanding Works Contract

b

Legal Framework

o, T

1 Works contract is governed by specific provisions under GST that differ

significantly from job work regulations

Composite Nature

%

Involves both goods and services in a single indivisible contract

Immovable Property

E Always relates to immovable property, unlike job work which typically

involves movable goods

Specific Activities

D|<] Includes construction, installation, repair, and similar activities that create

or modify immovable property

Understanding the distinction between works contract and job work is crucial for
correct GST compliance. While job work involves processing someone else's goods,
works contract always involves creating or modifying immovable property with transfer

of property in goods.




Works Contract: Legal Definition

Statutory Definition Essential Elements Exclusions

Section 2(119) of CGST Act defines A works contract must involve: 1) Pure service contracts without goods
works contract as "a contract for activities related to immovable transfer are not works contracts.
building, construction, fabrication, property, 2) transfer of property in Similarly, contracts involving only
completion, erection, installation, goods during execution, and 3) a movable property (like job work) do
fitting out, improvement, composite supply of both goods and not qualify as works contracts
modification, repair, maintenance, services that cannot be separated. regardless of the nature of activities
renovation, alteration or performed.

commissioning of any immovable
property wherein transfer of property
in goods (whether as goods or in
some other form) is involved in the
execution of such contract."

The definition clearly establishes the inseparable connection between works contract and immovable property. This connection
serves as the primary distinguishing factor between works contract and other service arrangements like job work that involve
movable goods.



Works Contract: Implications

Uniform Classification °« Specific Tax Rates
Works contract is treated uniformly as a supply of Different types of works contracts attract different
services under GST, simplifying what was previously tax rates depending on the nature of the project and
a complex area with different tax treatments under the status of the service recipient (government vs.
various pre-GST laws. private, residential vs. commmercial).

o) ITC Restrictions Valuation Complexity
Input Tax Credit for works contract services is Valuation must include all components like
restricted when used for construction of immovable materials, labor, and other charges, with specific
property (other than plant and machinery) for inclusions and exclusions as per valuation rules.

business purposes, with specific exceptions.

The classification of works contract as a service under GST represents a significant shift from the pre-GST era when it was
treated as a hybrid transaction. This unified treatment has simplified compliance but introduced new considerations
regarding tax rates, input tax credit, and valuation.



Understanding Supply Under GST

Transfer

Passing title or possession of goods

Disposal

Relinquishing goods or services for
consideration

Barter/Exchange

Goods or services exchanged
without monetary consideration

License/Lease/Rental

Right to use property without
transfer of ownership

Section 7 of CGST Act 2017 defines "supply" broadly to include all forms of transactions made for consideration in the

course or furtherance of business. This includes sales, transfers, barter, exchange, license, rental, lease, and disposal.

Works contracts and job work are both forms of supply, though with different tax treatments.



Supply: Basis for GST Taxation

Supply As Primary Taxable Event
Q—
Under GST, "supply" replaces the multiple taxable events of the pre-GST regime

Consideration Requirement

Most supplies must involve consideration to be taxable, with specific exceptions

Business Purpose

Supplies must be made in the course or furtherance of business

Location Relevance

@ Place of supply determines whether transaction is interstate or
intrastate

Understanding supply is fundamental to GST compliance. Every business transaction must be evaluated against the definition of supply to
determine its taxability. Both job work and works contracts are forms of supply, but they differ in nature, classification, and applicable
provisions.



Types of Supply Under GST

Composite Supply

Section 2(30) defines composite supply as "a supply made by a
taxable person to a recipient consisting of two or more taxable
supplies of goods or services or both, or any combination thereof,
which are naturally bundled and supplied in conjunction with

each other in the ordinary course of business, one of which is a

principal supply."

Examples:

Hotel stay with breakfast and Wi-Fi
Purchase of computer with warranty

Air travel with meals and baggage allowance

Tax is applied based on the principal supply's rate.

Mixed Supply

Section 2(74) defines mixed supply as "two or more individual
supplies of goods or services, or any combination thereof, made in
conjunction with each other by a taxable person for a single price

where such supply does not constitute a composite supply."

Examples:

Gift pack containing chocolates, toys, and stationery
Food hamper with assorted items

Combo pack of different products

Tax is applied at the rate of the item with the highest tax rate.

Works contracts are statutorily treated as composite supplies of services, even though they involve both goods and services.

Understanding this classification is crucial for determining the applicable tax rate and compliance requirements.



Elements of Composite Supply

Naturally Bundled In Conjunction
Components are customarily Supplied together as a package,
provided together in normal not as separate independent
Two or More Taxable Supplies business practice supplies Principal Supply
Must involve multiple taxable One component constitutes the
components that are supplied predominant element of the
together transaction
00 Qy

Works contracts are deemed composite supplies by definition, with services as the principal supply. Even though goods (materials) are transferred
during construction, the predominant element is considered to be the service of construction, installation, or commissioning of immovable property.



Elements of Mixed Supply

Multiple Distinct Supplies Not Naturally Bundled
&)

Consists of two or more Components wouldn't typically be

Independent supplies supplied together

Independent Character 20 Single Price
Each supply can be provided
PPy P Q Offered for one consolidated price
separately

Unlike composite supplies, mixed supplies involve items that don't naturally belong together but are sold for a single
price. In works contracts, the goods and services are not independent supplies but are intrinsically linked in creating or
modifying immovable property, making them composite rather than mixed supplies.



Tax Treatment of Composite and Mixed Supplies

Composite Supply Taxation Mixed Supply Taxation
Section 8(a) of CGST Act specifies that a composite supply Section 8(b) states that a mixed supply comprising two or
comprising two or more supplies, one of which is a principal more supplies shall be treated as a supply of that particular
supply, shall be treated as a supply of such principal supply. supply which attracts the highest rate of tax.
The tax rate applicable to the principal supply will apply to The tax rate of the highest-taxed item in the mixed supply
the entire composite supply, regardless of the rates that applies to the entire supply, even if other components have
might apply to the individual components if supplied lower rates.
separately.

Example: A gift hamper containing chocolates (18% GST), dry
Example: If a hotel stay (18% GST) includes breakfast (5% GST), fruits (12% GST), and books (5% GST) would be taxed entirely
the entire package is taxed at 18% since accommodation is at 18% based on the highest rate component.

the principal supply.

Works contracts are statutorily defined as services under GST, so the service tax rate applies to the entire contract value,
including the value of goods incorporated. This simplifies taxation compared to the pre-GST era when works contracts had
complex valuation rules for different tax components.



Time of Supply for Services

Invoice Issuance

Date of invoice if issued within prescribed period

Payment Receipt

Date of payment if payment received before invoice

Default Rule

Date when supplier's books show receipt of payment or 60 days from invoice date

Specific Provisions

4 Special rules for continuous supply of services and cessation of
supply

Section 13 of the CGST Act determines the time of supply for services, including works contracts. For works contracts that span multiple
months or years, the provisions for continuous supply of services often apply, with tax liability arising as invoices are issued or payments are
received.



Time of Supply: Section 13 Detailed View
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Standard Rule

Time of supply is the earliest of: date of invoice (if issued within 30 days of service provision), date of payment receipt, or date of service
provision if neither invoice is issued nor payment received.

Continuous Supply

For services provided continuously under a contract with periodic payment obligation, time of supply is the due date of payment per
contract, date of payment receipt, or date of invoice, whichever is earliest.

Reverse Charge

For services under reverse charge, time of supply is the earliest of: date of payment, 60 days from invoice date, or date of entry in recipient's
books.

Undetermined Value

When supply value is not determined, tax becomes payable when the supplier receives payment, to the extent of such payment.

For works contracts extending over months or years, these time of supply provisions are particularly important. Most works contracts qualify as

continuous supply of services, where payments are linked to completion certificates or stage completions, determining when tax liability arises.



Place of Supply for Works Contract Services

Immovable Property Rule International Projects Multiple Properties

Section 12(3) of IGST Act If the immovable property is When services relate to multiple
establishes that for services located outside India, the place of properties in different locations,
directly related to immovable supply shall be the location of the the value must be apportioned
property, including construction recipient, ensuring services to among the different locations
and coordination of construction foreign properties remain within based on the value of services
work, the place of supply is the the tax net if the recipient is in performed at each location.
location of the immovable India.

property.

The place of supply rules for works contracts are straightforward but critical for determining whether GST applies as
CGST+SGST (intrastate) or IGST (interstate). This determination affects compliance requirements, tax rates, and input tax
credit utilization.



Place of Supply: Practical Scenarios

Scenario Location of Place of Supply Type of Supply Remarks
Recipient

Factory Delhi Delhi Intra-State No Challenge -

Construction in CGST + SGST

Delhi

Factory West Bengal West Bengal Intra-State No Challenge -

Construction in CGST + SGST

West Bengal

Factory Delhi West Bengal Inter-State IGST Applicable

Construction in

West Bengal

Factory Unregistered Delhi Inter-State IGST Applicable

Construction in
Delhi

Person in West

Bengal

The immovable property location rule creates clarity in most scenarios. However, when property and
recipient are in different states, the interstate nature of the transaction requires IGST payment, which

affects compliance and input tax credit management for the businesses involved.




Valuation of Works Contract Services

100%

Transaction Value

Consideration charged for the service, where price is the sole consideration

+

Non-GST Taxes

Includes all taxes, duties except those under GST

+

Incidental Expenses

All charges related to supply, including recipient expenses

+

Late Fees
Includes late payment charges and penalties
Section 15 of CGST Act and the Valuation Rules provide the framework for determining the value of works contracts. The

full contract value, including materials, labor, and services, forms the taxable value without any deductions or abatements

that existed in the pre-GST regime.



Valuation: Section 15 Components

@ Transaction Value -+ Inclusions
The price actually paid or payable for the supply, when the Any taxes, duties, fees, and charges levied under any law
supplier and recipient are not related and price is the sole other than GST; incidental expenses charged by the
consideration. supplier; interest or late fee for delayed payment; and

subsidies directly linked to the price (excluding
government subsidies).

— Exclusions 4 Special Cases
Discounts recorded on the invoice or agreed before or at Specific valuation rules apply for related party transactions,
the time of supply and linked to relevant invoices. Post- exchanges, and cases where value cannot be determined
supply discounts must be based on established under standard provisions. These may involve open
agreements and specifically linked to relevant invoices. market value, similar supply value, or cost-plus methods.

For works contracts, proper valuation requires including all material costs, labor charges, contractor profits, and other expenses
charged to the recipient. The all-inclusive approach under GST simplifies valuation compared to the complex rules under previous tax
regimes.



GST Rates for Works Contract Services

18~
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Government... Affordable Railways/Metro Other Commercial QOil

Housing Projects Government Construction &

Projects Gas

Installations

The GST rates for works contracts vary based on the nature of the project and the status of the service recipient. Government and public welfare projects generally attract lower
rates (12%), while commercial construction services are taxed at higher rates (18%). These rates are subject to change throug h notifications, so it's important to refer to the latest

applicable notifications.



Input Tax Credit for Works Contract

Basic Eligibility

@ Receipt of goods/services, possession of tax invoice, actual tax payment by supplier

Works Contract Restrictions

Limited availability for construction of immovable property

Plant & Machinery Exception

ITC allowed for construction of plant and machinery

Further Supply Exception

)
g

ITC allowed when works contract services are used for further supply

Input Tax Credit restrictions on works contract services represent one of the most significant limitations in the GST ITC framework. These restrictions
affect real estate developers, manufacturers constructing their own facilities, and businesses undertaking significant infrastructure development.



ITC Restrictions for Works Contract

Blocked Credits Allowed Credits

Section 17(5)(c) of CGST Act blocks ITC for works contract services ITC is allowed in the following scenarios:

when used for construction of immovable property (other than _ _ -
_ _ Works contract services for constructing plant and machinery
plant and machinery) for business purposes.

Examples of blocked credits: . Works contract services received by a works contractor for

Office building construction providing further works contract services

o : Works contract services used by a builder for construction of
Factory building construction

. properties intended for sale before completion
Warehouse construction

SR T O S e "Plant and machinery" specifically excludes land, building, or

other civil structures, telecommunications towers, and pipelines

This restriction applies even if the immovable property is used laid outside the factory premises

entirely for business purposes, creating a significant cost impact.

These ITC restrictions significantly impact the cost structure for businesses undertaking construction or renovation of their premises. The
distinction between "plant and machinery" and "building" becomes crucial for determining ITC eligibility.



Recent Case Laws on Works Contract

Judicial Developments ITC Challenges
Recent judgments have addressed contentious Several cases have challenged the constitutional
Issues in works contract taxation, providing clarity on validity of ITC restrictions for construction of
classification, valuation, and input tax credit Immovable property, with mixed outcomes in
eligibility. different High Courts.

@ Classification Disputes gp Precedent Value
Cases have addressed the boundary between works These judicial interpretations provide valuable
contract and composite supply in various contexts, guidance for taxpayers and authorities in
helping define when a contract qualifies as works interpreting and applying works contract provisions
contract. under GST.

The following slides examine significant case laws that have shaped the interpretation of works contract provisions
under GST. These cases provide insights into how courts are addressing the complexities and challenges in this area.



Case Study: Safari Retreats Private Limited (Part 1)

Case Overview Court's Decision Significance

The landmark case of M/S Safari The Orissa High Court ruled in This judgment challenges the
Retreats Private Limited v. Chief favor of the petitioner, allowing blanket restriction under Section
Commissioner of Central Goods & the availment of input tax credit 17(5)(d) of CGST Act and represents
Service Tax [W.P. (C) 20463 of 2018] on goods and services used for a significant departure from the
addressed the critical question of construction of immovable strict statutory prohibition on ITC
whether input tax credit should be property (shopping malls) that for construction of immovable
available on goods and services were subsequently used in the property for business use.

used for construction of course or furtherance of business

Immovable property that is used (renting).

for business purposes.

This case has profound implications for businesses constructing commmercial properties for rental purposes. It opened
the door for taxpayers to challenge the ITC restrictions on constitutional grounds, particularly when the constructed
property directly generates taxable supplies.



Case Study: Safari Retreats Private Limited (Part 2)

Petitioner's Business Core Arguments

The petitioner was engaged in constructing shopping malls The petitioner's primary contentions were:

for the purpose of letting out for commercial purposes. The . . .
, . , , Section 17(5)(d) restricts the seamless flow of credit
construction utilized various inputs such as cement, sand, _
, , , promised under GST
steel, aluminum, wires, plywood, paint, escalators, and

electrical equipment, as well as input services like architect The restriction is unjust, arbitrary, and contradictory to

- GST's basic rationale

Restriction should only apply when there's a break in the

Upon completion, the malls were rented out for commercial ,
tax chain

purposes, generating rental income subject to GST. However,
Section 17(5)(d) of CGST Act restricted ITC on goods and

services received for construction of immovable property on

Since GST was payable on output (rent), denying input

credit creates cascading effect

own account, even if used for business purposes. Reading down Section 17(5)(d) is necessary to fulfill GST's

objective

The petitioner highlighted the conflict between the ITC restriction and the fundamental GST principle of preventing cascading of
taxes. Since the constructed property was used to provide GST-taxable renting services, denying ITC created precisely the tax-on-

tax situation that GST was designed to eliminate.



Case Study: Safari Retreats Private Limited (Part 3)

Uniform Taxation Prevent Multi-taxation

, 1 Acknowledged GST's goal to
Court recognized GST's purpose of , _
oroviding uniform taxation ® prevent cascading or multiple
taxation

Seamless Credit Narrow Interpretation

Found that narrow reading of
Section 17(5)(d) frustrates GST's
objective

Upheld principle of seamless credit 3
flow when output is taxable

The court's judgment represents a fundamental shift in interpreting ITC restrictions. By reading down Section 17(5)(d),
the court effectively created an exception to the statutory restriction when the immovable property is used to make
taxable supplies, prioritizing the economic substance of the transaction over strict statutory construction.



Case Study: Hadi Power Systems (Part 1)

Case Overview Project Background Contractual Structure

In the case of M/S Hadi Power The project involved the The main contract was awarded by
Systems and Authority for Advance construction of Channa Karnataka Neeravari Nigam Ltd. to
Ruling Karnataka, the key question Basaveshwara Lift Irrigation M/s. Ocean Constructions (India)
was whether concessional GST Scheme for Karnataka Neeravari Pvt. Ltd. The applicant was a sub-
rates applicable to government Nigam Ltd. (a Government Entity). contractor to Ocean Constructions,
infrastructure projects would The works included preparation of creating a three-tier contracting
extend to sub-sub-contractors, who plans, construction of intake canal, structure between the government
were contracted by sub-contractors pump house, rising main, electrical entity and the applicant.

rather than directly by the main sub-station, pump installation, and

contractor. system commissioning.

This case addresses an important question about how far down the contracting chain concessional GST rates extend for
government infrastructure projects. The ruling has significant implications for sub-contractors and sub-sub-contractors

involved in government projects.



Case Study: Hadi Power Systems (Part 2)

Government Entity Engagement

Karnataka Neeravari Nigam Ltd. (@ Government Entity)
awarded a turnkey project contract to Ocean Constructions

Ltd. for the construction of a lift irrigation scheme. 2 Sub-contracting Arrangement

Ocean Constructions sub-contracted certain portions of the

work to the applicant, M/S Hadi Power Systems.
Tax Rate Claim @

The applicant claimed entitlement to the concessional GST
rate of 12% (6% CGST + 6% SGST) applicable to sub-
contractors working on government infrastructure projects. |

AAR Application

The applicant approached the Authority for Advance Ruling
to confirm the applicability of the concessional rate to their
services as a sub-contractor.

The case highlights the complexity of GST rate determination in multi-tiered contract structures. The concessional rate provision specifically
mentions "sub-contractor providing services to the main contractor," raising questions about its applicability to sub-sub-contractors or further
down the chain.



Case Study: Hadi Power Systems (Part 3)
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&

Applicant's Interpretation

The applicant contended that their services fell under clause (ix) to serial number 3 of Notification 11/2017-Central Tax (Rate) as amended, which
provides concessional rate of 12% to sub-contractors providing works contract services to main contractors who are serving government entities.

Notification Analysis

The relevant notification grants concessional rate to "Composite supply of works contract provided by a sub-contractor to the main contractor

providing services specified in item (iii) or item (vi) to the Central Government, State Government, Union territory, a local authority, a Governmental
Authority or a Government Entity."

Contractual Relationship Focus

The notification specifically mentions sub-contractor to the main contractor, creating a direct relationship requirement between the party claiming the
benefit and the main contractor serving the government entity.

Department's Objection

The tax department emphasized that the applicant was not a direct sub-contractor to the main contractor engaged by the government entity, but
rather a sub-contractor to a sub-contractor, creating an additional layer in the contractual chain.

The case hinges on the precise language of the notification and whether it should be interpreted strictly or purposively. The literal reading suggests the concession is
limited to direct sub-contractors of the main contractor, while a purposive interpretation might extend it further down the contracting chain.



Case Study: Hadi Power Systems (Part 4)

Department's Position AAR Ruling

The tax department made several key points: The Authority for Advance Ruling concluded:
The concessional GST rate applies specifically to sub-contractors - The composite supply undertaken by the applicant is not covered
providing services directly to the main contractor under entry no. 3(iii) or 3(vi) or 3(ix) of Notification No. 11/2017-Central
Karnataka Neeravari Nigam Limited qualifies as a Government Entity Tax (Rate) as amended

The applicant is not eligible to charge GST at the concessional rate of
12% (6% CGST + 6% SGST)

The main contractor (Ocean Constructions) provided services to this

Government Entity
The applicant must discharge tax at the standard rate of 18% (9%

CGST + 9% SGST)

The applicant was not a direct sub-contractor to the main contractor,
but rather a sub-contractor to a sub-contractor

The notification language does not extend the concession to sub- The AAR upheld the strict interpretation of the notification, finding that
sub-contractors or further down the chain the concessional rate does not extend beyond direct sub-contractors to

_ . e the main contractor serving the government entity.
The department argued for a strict interpretation of the notification's 9 9 Y

language, limiting the concession to the specific relationship described in

the notification.

This ruling establishes an important precedent for multi-tiered contracting structures in government projects. Only direct sub-contractors to the main
contractor qualify for concessional rates, while sub-sub-contractors must apply the standard rate, even when working on the same government project.



Case Study: Hadi Power Systems (Part 5)

This case highlights the importance of careful contract structuring in
government infrastructure projects. The differential tax treatment at
different tiers of the contracting chain creates a tax cost disparity that
must be factored into pricing and contract negotiations. Main
contractors may prefer to engage multiple direct sub-contractors rather
than allowing sub-contracting to minimize the tax cost. Alternatively,

parties may need to adjust pricing to account for the higher tax rate at

lower tiers of the contracting chain.



Practical Implications: Structuring Job Work & Works
Contracts

Documentation Precision

Ensure job work challans, ITC-O4 returns, and e-way bills are
meticulously maintained and aligned. Inconsistencies can
lead to detentions and tax demands, as seen in the H.
Muhammad Kunju case.

Contract Structure

For government infrastructure projects, prefer direct sub-
contracting relationships with the main contractor to benefit
from concessional GST rates, as illustrated in the Hadi Power
Systems case.

Timeline Compliance

Strictly adhere to the one-year and three-year timelines for
return of inputs and capital goods in job work. Set up
monitoring systems to track goods sent for job work and
ensure timely return or appropriate tax payment.

ITC Planning

Structure construction contracts with awareness of ITC
restrictions. Consider the Safari Retreats precedent for
commercial property construction that will generate taxable
rental income, but recognize that this interpretation varies
by jurisdiction.

Proper planning and structuring of job work and works contract arrangements can lead to significant tax efficiencies. However, these

must be balanced with strict compliance to avoid disputes. Taxpayers should regularly review case law developments in this evolving

area.
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Job Work vs. Works Contract: Key Distinctions

Parameter Job Work Works Contract

Governing Section Section 2(68) Section 2(119)

Materials Ownership Principal owns goods Contractor uses own goods

ITC Availability Generally available Restricted for immovable property
Nature of Property Movable goods Immovable property

Reporting Requirements Special returns (ITC-04) Regular GST returns

Rate Variations by Recipient No Yes (government vs. private)
Interpretation Complexity Moderate (identity vs. manufacturing) High (classification, valuation, ITC)

Understanding these fundamental distinctions is essential for proper classification, compliance, and tax optimization. Misclassification can lead to significant tax consequences,

including denied input credits, incorrect tax rates, and potential penalties. When in doubt, seek professional advice or consider applying for an advance ruling for clarity.
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