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The 55th GST Council meeting introduced a crucial clarification to Explanation to clause (b) of Section
16(2) of CGST Act,2017 regarding Ex-Works contracts and their impact on the eligibility of Input Tax
Credit (ITC) under the Central Goods and Services Tax (CGST) Act, 2017. This clarification aims to resolve
ambiguities surrounding the treatment of goods received in such contracts and their implications for
businesses. In an Ex-Works contract, the supplier delivers goods at their own place of business or hands
them over to a transporter. At that moment, ownership of the goods is transferred to the recipient. The
GST Council clarified that in such cases, goods are considered as "received" by the recipient under
Section 16(2)(b) of the CGST Act, 2017. Consequently, the recipient may claim ITC on such goods,
provided they comply with Sections 16 and 17 of the Act.

This clarification significantly impacts businesses engaged in Ex-Works contracts by providing certainty
regarding ITC eligibility, reducing the risk of litigation and tax disputes. It allows businesses to structure
their transactions efficiently without concerns over losing ITC benefits. Moreover, since the receipt of
goods at the supplier’'s premises is now recognized for ITC purposes, businesses can streamline their tax
compliance efforts by aligning documentation, invoice reconciliation, and tax credit claims accordingly.
This reduces the complexity of compliance and simplifies record-keeping for both suppliers and
recipients. Another advantage is improved cash flow management, as businesses can now claim ITC at
an earlier stage without unnecessary tax outflows due to ITC disallowance. Furthermore, the clarification
brings GST treatment in line with standard commercial practices where the risk and ownership of goods
are transferred at the supplier’s location in Ex-Works contracts, reducing discrepancies between tax laws
and business operations.

Despite the benefits, certain concerns and challenges remain that businesses need to address
proactively. One of the primary challenges is ensuring proof of receipt compliance. Since the goods are
considered received at the supplier's premises, businesses must maintain robust documentation,
including invoices, goods receipt acknowledgments, transport records, and contractual agreements, to
substantiate their ITC claims. Any lapses in maintaining proper documentation could lead to disputes with
tax authorities, potential disallowance of ITC, and increased scrutiny during audits. Another area of
concern is the interplay with place-of-supply rules, as Ex-Works contracts often involve inter-state
transactions. Businesses must carefully evaluate their tax obligations under the Integrated Goods and
Services Tax (IGST) framework to ensure compliance with applicable GST laws and avoid misclassification
of transactions.

Additionally, the risk of misuse and fraudulent claims cannot be overlooked. Given that the recipient is
now eligible to claim ITC upon receipt of goods at the supplier’'s premises, there is a possibility of tax
evasion through fake invoices and fraudulent ITC claims without actual movement of goods. To counter
such risks, tax authorities may introduce additional compliance requirements or enhance scrutiny
measures, leading to a greater compliance burden on businesses. Another practical challenge is the
impact on logistics and contractual obligations. Businesses must reassess their supply chain models to
ensure smooth implementation of this clarification while maintaining compliance with tax laws. This
includes revisiting agreements with transporters, suppliers, and buyers to clearly define responsibilities
related to documentation and compliance.
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In cases where Ex-Works contracts involve related-party transactions, tax authorities may closely
examine whether such arrangements are being used to artificially inflate ITC claims. Any indication of
manipulation could attract penalties and legal consequences. Hence, businesses engaged in related-
party transactions should conduct thorough tax planning and maintain clear records to justify the
legitimacy of their ITC claims.

Another critical concern arises when goods are destroyed in transit. Since the recipient has already
claimed ITC based on the clarification provided, the interplay of Section 17 of the CGST Act, 2017, comes
into effect. Section 17 mandates that ITC must be reversed in cases where goods are lost, stolen, or
destroyed. This means that even though ITC was legally claimed at the time of receipt (as per the Ex-
Works clarification), businesses may later be required to reverse the credit if the goods do not reach their
intended destination in a usable form. Such reversals may also attract interest implications, leading to
additional financial liabilities for the recipient. To mitigate this risk, businesses must ensure that they
have appropriate transit insurance and robust tracking mechanisms to safeguard against financial losses
arising from unforeseen events during transportation.

Overall, the clarification issued in the 55th GST Council meeting is a significant step towards resolving
uncertainties surrounding ITC eligibility in Ex-Works contracts. It provides much-needed clarity and aligns
GST implementation with business practices, ensuring that businesses can claim credits without
ambiguity while adhering to legal provisions. However, to fully capitalize on this benefit, businesses must
exercise due diligence in their documentation and compliance efforts. Ensuring strict adherence to GST
regulations, maintaining accurate records, and staying updated on further developments will be critical in
mitigating risks associated with fraudulent claims and regulatory scrutiny.

Moving forward, businesses should revisit their procurement and contractual strategies to integrate this
clarification seamlessly into their operations. Proactive engagement with tax professionals, regular
compliance reviews, and robust internal controls will be essential in leveraging ITC benefits effectively
while avoiding potential pitfalls. As GST continues to evolve, businesses must remain agile in adapting to
regulatory changes and ensuring that their tax strategies are aligned with the latest legal interpretations
and compliance requirements.
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