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TRADE NOTICE NO. 01/2016

Sub:- Applicability of service lax on the services received by apparel
exporters in relation to fabrication of ganments - reg.

1 Attention of the Irade is invited to Circular No.190/9/2015-Service Tax dated 15" December, 2015
issued by Ministry of Finance, Department of Revenue, Tax Research Unit, New Delhi vide
F.N0.354/153/2014-TRU.

2 Board has noliced that certain field formalions are taking a view that service tax is payable on
services received by the apparel exporters from third party for job work. Apparently field formalions are taking
a view thal the services received by apparel exporters is of manpower supply, which neither falls under the
negative list nor is specifically exempt. However, Irade /s of the view that the services received by them is
of job work involving a process amounting to manufacture or production of goods, and thus would fall
under negative list [section 66D (f)] and hence would not attract service tax.

3 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 supplier
provides manpower which is at the disposal and temporarily under effective control of the service recipient
during the period of contract. Service provider's accountability is only to the extent and quality of manpower.
Deployment of manpower normally rests with the service recipient. The value of service has a direct
correlation to manpower deployed, i.e., manpower deployed multiplied by the rate. In other words,
manpower supplier will charge for supply of manpower even if manpower remains idle.

3.1 On the other hand, the essential characteristics of job work service are that service provider is
assigned a job e.g. fabrication/stitching, labeling etc. of garments in case of apparel. Service provider is
accountable for the job he undertakes. It is for the service provider to decide how he deploys and uses his
manpower, Service recipient is concemed only as regard the job work. In other words service receiver is not
concerned about the manpower. The value of service is function of quantum of job work underaken, i.e.
number of pieces fabricated efc. It is immaterial as to whether the job worker undertakes job work in his
premises or in the premises of service receiver,

4 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 would delermine the nature of service being provided. A typical agreement thal has been forwarded
by the Apparel Export Promotion Council in respect of outsourced services contains following terms and
condition, -

a) The contractor (service provider) is engaged for undertaking specific
jobs.

b) The contractor is al liberty to decide the number of workers which are



required for undertaking the jobs.

c} The job worker may undertake job in his premises or in the premises
of service receiver;

d) Value of service is Payable on per piece basis, depending upon item
and slyle;

€) Service provider is liable to compensate the service recipient if the work is
not as per the standard norm;

f) In case the work is executed by service provider at the site of service

recipient, the service provider would indemnify the service receiver of
any loss lo inputs and infraslructure.

g) The employee deployed for the assigned job would be under the
control/supervision of the service provider.

h) Payment would be at agreed piece rate basis.

5 Plain reading of this agreement makes it an agreement of job work applying the criterion outliine in
para 3 above.
B However, every job work is not covered under the negative list. If the job work involves a

process on which duties of excise are leviable under section 3 of the Central Excise Act, 1944, it would be
covered under negalive list in terms of Section 66D(f) read with section 658 (40) of the Finance Act, 1994,

7 The issue of applicability of service tax may accordingly be decided taking into account the nature
of agreement/contract and the service being provided.

8 All the Trade Associalions are requested to bring the conlents of the Trade notice to the notice of
Ihe trade in general and their member manufacturers/ Service Tax Payers in particular.
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Copy to:-

1) The Principal Chief Commissioner of Central Excise, Mumbal Zone-!,

2) The Chief Commissioner of Central Excise, Mumbai Zone-1

3) Additional Commissioner of Central Excise, Thane-Il of (P&V)/AuditTech.

4) All Assistant / Deputy Commissioner of Ceniral Excise, Thane-ll.

b) Manager, State Bank of India, Naigaon Branch, Dadar East, Mumbi,

6) Palghar Taluka Industries Federation, Madhuban Devisha Road, Palghar-401404.

7) Maharashtra Chamber of Commerce, Industry & Agriculture, Oricon House,6% Floor,12,K.Dubash
Marg,Fort Mumbai-400001.

8) Mira Bhayander Small Scale Industries Association, 104,Saraswati Apts., Mansarowar Complex, Kashimira,
Mira Road, District Thane-401107.

9) Hindustan Chamber of Commerce, 342, 1st Floor, Kalbadevi Road, Mumbai-400002.

10) Tarapur Industrial Manufacturers Association, Recreation Centre, MIDC, Tarapur Indl. Area, District Thane-
401508,

11) Bombay Metal Exchange Ltd.,88/90,Kika Street, Gulal Wadi, Mumbai-400004,

12) Vasai Industries Association, First-Aid Centre, Navghar-Vasai Road (E),District Thane-401201.

13) PRO/ACAQ/ PAO / AO (Establishment)

14) Notice Board.



