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Principal Chief Commissioners of Customs and-Central Excise(A1])

Pring 1ief Commissioners. of Central Excise & Service Tax (All).

Principal Director Generals of Goods and Service Tax/System/CEl -

Director Generai of Audit/'Tax Payer Seivices, T o o
Principal Commissioners/ Commissioners of Customs and Central Excise (All)
Principal-Cdmmissioners/C_ommiési-o_ners of Central Excise and Service Tax (All)
Principal Commissioners/Commissioners of Service Tax ally
Principal Commi'ssioneré/Commissipn'e'rs LTU/Ceritral excise/Service Tax (Audit)

To,

Sub:-  Applicability of service tax on the services received by apparel exporters in relation to
fabrication of garments - reg, o ' ‘ :

Madam,Sir,

It has come tq the notice of the Board that certain’ field formations are taking a view that
service tax is. payable on services received by the apparel exporters from third party for job work.
Apparéntly field formations are taking a view that the services received by apparel exporters’.__i’s of
manpower supply, which neither falls under the negative list nor is specifically exempt.-However,
trade is of the view that the services received by them is of
to manufacture or production of goods, and thus wouid fali under-negative list [section 66D ()] and
hence would not attract servizce tax. ' : ’

2. The matter has been examined; The nature of manpower supply service is quite distinct from

the service of job work. The essential characteristics of manpower supply service are that the

service recipient during the period of contract. Servica provider’s accountability is only to the extent
ard quality of manpower. Deployment of manpower iormally rests with the service recipient. The
value of service has a direct correlation to. manpower deployed, i.e., ‘manpower deployed multiplied

supplicr provides manpower which is at the disposai aiid temporariiy under effective control of the

SRR the rate. In"other words, ” manpower  supplier - will charge’ for ‘supply of manpower even if
3\ N ¢S, & ‘ _

manpower remains idle.

2.1 On the other hand, the essential characteristics of inb work service are that service provider

s, assigned a job’e.g. fabrication/stitching, labeling ctz. of garments in case of apparel. Seryice

~provider is accountable for the job he undertakes. it is for the service provider to decide how he

deploys and uses his manpower. Service récipient is cons

=rn2d only as regard the job work. In other
v.ords service. receiver is not concerned about the m=

mxver, The value of service is function of
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job work involving a process amounting

/ .



quantum of job work undertaken, i:e. number of pieces fabricated etc, It is immaterial as to whether
the job worker undertakes job work in his premises or in'the premises of service receiver.

3. Therefore, the exact nature of service needs to be determined on the facts of each case which
would vary from case to case. The terms of agreement and scope of activity undertaken. by the
_Service provider wopld determine the-nature of $¢ryice being provided. A typical agreement that has .
" “been forwarded by the A-p‘paréf"Expdr"t"-Prdrﬁ'Otidh Couincit in‘respect of outsourced services contains
following terms and condition,- R N '
a). The contractor (service'provider) is engaged for undertaking specific jobs. | .
- b)' The contractor:is at liberty to-decide the. riumber of Workerfs*Whichi -ar;é- required for
‘undertziking the jobs. - N | IR |
¢} The job worker may undertake job in his premises or in the'ﬁfe}nisgés of service receiver; .
d) Value of se}'Viqe'_is.=faayable on'per piece basizé, depending upon item and style; .
€) Service proyider _‘is liable to compensate the service recipient if the work s not as per the -
standard norm; LT
) Incase the wor'k:iAs‘e‘xecdted_by service provi‘dei‘ E_it the site of service recipient, the ;eryice
provider would indemnify the service receiver ﬁo'f any loss to inputs and :iﬁfrgS“t-_nupturc;
& The employee deployed for the assigned:job would bé ‘undér the coritrol/supervision of the
service provider. - ; ST e e
~h) Payment would be-at agreed piece rate basis. ' o ,
Plaifn'-re'ading of this agreement makes it an agreement of job work applying the ¢riterion outline in
para 2 above. . o : ST : ‘

4, How,cver, every job work is not covered under the negative list. If the Job work in,v‘ol'vges a
process on which duties of ‘excise are leviable under section 3 of the’ Central Excise Act, 1944, it
would be covered under negative list in-terms of Section 66D(f) read with section 65B (40) of the
Finance Act, 1994, o - : :

5. 'The_ issue of abp]ic}a'bi'lity of service tax may accordingly be dpcidcd: téking.:into account t’he .
nature of agreement/contract and the service being provided. - - '
6. All concerned are reque‘s_Led»‘to acknowledge the rcceiﬁt af this circulér.__
7. Trade Notice/ Publjc'Notice to be issued. Di_f'ﬁcil]ty%._if an}f;f in the implementation of the

ci‘rcfulans‘flio'i.jﬂld:'b'é"fbrlou ght to the notice of thé Bbafd.v'Hi:r'fdi version would follow. |

Yours faithﬁll”y;

o Tqglepes
(Dr. Abhishek:Chandra Gupta)
Technical Officer (TRU)



