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Dated, 22 November, 2022
MEMORANDUM

GST rate on works contract has recently been enhanced from 12% to 18% with effect from
18.07.2022 in terms of CGST Rate Notification No. 03/2022 - Central Tax (Rate) dated 13th July,
2022 and WBGST Rate Notification No. 1393-FT dated 23rd August, 2022.
Now, consequent upon enhancement of GST rate, as above, following points are hereby
clarified:

•

•

a. In all cases where work order is given inclusive of all taxes and there is no indication of
rate of GST in tender document, there will be no scope of change of tendered value by
enhancing the GST rate to 18% from 12%.
b. In all cases where work order is given inclusive of all taxes and there is clear indication of
rate of GST (@12%) in tender document, the tendered value of unbilled works may be
enhanced up to 6% subject to adjustment of cost of inversion if any.
c. In all cases where tender is under process and there is clear indication of rate of GST
(@12%) in the tender document and closing date of bid submission is before 18.07.2022,
tendered amount may be enhanced by 6% subject to adjustment of cost of inversion, if
any.
d. Where Administrative Approval and Financial Sanction (AAFS) has been issued but tender
has not been floated before 18.07.22, revised AAFS by enhancing GST to 18% is to be
done before floating of tender.
e. In all cases where revised AAFS is required solely due to enhancement of rate of GST, the
Administrative Departments may accord revised AAFS irrespective of value of project
after obtaining concurrence of the FA of the Department .
Explanation:
Cost of Inversion: The erstwhile lower tax rate on outward supply (12%) against the tax suffered

on input goods and services (18% or 28%) was creating a situation of inversion / inverted tax
structure resulting in accumulation of Input Tax Credit (ITC). The GST law restricts refund of
accumulated ITC in case of inverted duty tax structure. This accumulated ITC thus created a
blockage of working capital which, in turn added to the cost of a contractor. This cost is referred
to as the 'cost of inversion'. So, it is most likely that at the time of bidding for the price, a
contractor considered such cost and quoted his price in a tender accordingly.

Since, from 18.07.2022 the rate of GST on works contract has increased to 18%, the quantum of
accumulated ITC will be reduced considerably. Hence, the effective increase in contract price
due to increase in GST rate from 12% to 18% would be= [Value of supply @18% including GST
minus (-) Value of supply @12% including GST] minus (-) the cost of inversion which has been
included (if any) in the contract price].

