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Ruling / judgment under GST era: 

1. M/s Randox Laboratories India Pvt. Ltd. - Karnataka1 

Issues for 

Consideration 

• Whether the Applicant is liable to pay GST on the equipment given to the customers 

under Reagent Rental Placement Contract (RRC) or Part Reagent Rental Placement 

Contract (PRC) models / contracts?  

• Whether the supply of reagents along with machine rental and services in the aforesaid 

contract is separate supply or mixed supply or composite supply? If considered 

composite, what is the principal supply? 

• What is the rate of tax on supply of machines under the RRC / PRC models? 

• What is the value on which GST is to be paid and what is the time of supply? 

• Whether the Applicant is eligible to claim input tax credit (ITC) on purchase of equipment 

used in the aforesaid models? 

Discussion & 

Order 

Discussion: 

• The Applicant is engaged in the business of trading medical diagnostic reagents and 

diagnostic equipment. In the majority of cases, the sales are made to customers through 

distributors.  

• The Applicant supplies the equipments to the customers under two models and the 

features of the same are as follows: 

RRC 

- There is supply of equipment, reagents, controls and services in conjunction;  

 
1 Order no. KAR ADRG 118/2019 dated September 30, 2019 
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- The equipment is supplied to the customer on a returnable basis and returned to the 

Applicant unless they are sold at the end of the contract period or the contract is 

renewed;  

- In lieu of such supply, the customer is required to procure minimum levels of 

reagents through the authorised distributors and if not done, then is required to pay 

penal charges. 

PRC 

- This is the same as RRC model, except that an additional upfront non-refundable 

deposit is obtained from the customer. 

• In respect of the various issues raised (supra) the Applicant contended as follows: 

- As there is no transfer of title, the supply of machine would be regarded as supply 

of service. Further, basis the individual HSN classification of machine and reagents, 

the rate of tax in respect of supply of machines is 18% and of reagents is 12%; 

- In terms of section 7, section 9 and section 2(31) of the CGST Act, the machines 

rentals, reagents, and services under the RRC / PRC model are taxable under GST; 

- The RRC model ensures that the customer is not burdened with the high costs of 

equipments / machinery and a minimum commitment from the customer is also 

obtained for the reagents, which is the primary product of the Applicant. The 

reagents can be used only with the machines and not independently;  

- The reagents are naturally bundled with the supply of machines. Reference was also 

made to the concept of ‘naturally bundled’ as explained in the ‘Taxation of Services: 

An Education Guide’. The sale value and margins of reagents are much higher than 

that of machines. Accordingly, the sale of reagents along with the machines is a 

composite supply and the principal supply is sale of reagents; 

- The transaction being a composite supply wherein the principal supply is sale of 

reagents, the rate of tax for supply of machines should accordingly be 12%; 

- The value of supply should be the sale value of the reagents and no other value 

should be separately assigned for supply of machines. The time of supply should be 

based on principal supply i.e. sale of reagents; 

- Further, the non-refundable deposit in the case of the PRC model shall be applied 

as consideration and should be taxed upon receipt of this at the rate of 12%;  

- The machines are being used in the furtherance of business and are not specifically 

excluded under section 17(5) of the CSGT Act, accordingly, the ITC should be 

eligible on the same. 

• The Authority observed as follows: 

- RRC model 

o The reagents are sold by the Applicant to the distributors who sell the same to 

the customers. In respect of the equipments there is no value charged and thus, 

there is no ‘consideration’ involved and the ownership lies with the Applicant. 
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Thus, there is no supply as per section 7 of the CGST Act in respect of the 

equipment; 

o There are three transactions involved which are independent but linked to each 

other and their time of supply would be as follows: 

• Equipments provided free of cost – It is not a supply as there is no 

consideration; 

• Supply of reagents – date of sale of goods; 

• Supply of services in the nature of toleration of an act (penal charges) – when 

such charges are received. 

o The supply of equipments is detached from the supply of reagents. The delivery 

of equipments is not a supply and thereby, there cannot be a composite supply 

involving it. The supply of reagents and supply of services of toleration of an act 

are not supplied in conjunction, they also cannot be regarded as composite 

supply; 

o The value of supply of reagents would be the transaction value as per section 

15 of the CGST Act. 

- PRC model 

o This model is the same as RRC except for the case of non-refundable deposit 

which is made for the supply of the equipment and not for the reagents. This 

payment would be regarded as ‘consideration’ and time of supply would be when 

the equipment is supplied to the customer. 

- The rate of tax for equipments under the PRC model would be 18% and the reagents 

would be 12%. Further, the services of tolerating an act (penal charges) would be 

taxable at 18%;  

- The equipments are capitalized in the books of accounts and are used in the course 

of furtherance of business and the ITC on the same should be eligible subject to 

condition and limitation prescribed under section 16(3) and section 17 of CGST Act, 

2017. 

Ruling: 

• The Applicant is liable to pay GST on the equipment given to the customers under PRC 

model however in case of RRC model, the Applicant is not liable to pay GST on 

equipment;  

• The supply of reagents along with the machine rental service in both models is a 

separate and independent supply; 

• The supply of rental service of equipment is chargeable at 18%; 

• In both models, the value of supply for reagents shall be the transaction value and for 

supply of service in nature of toleration of an act (penal charges) the value of supply 

shall also be the transaction value;  



 

4 

 

© Copyright Dhruva Advisors LLP. 

• The time of supply for reagents and equipments would be when the same are supplied 

and for penal charges when the charges are received; 

• The ITC on equipment is available. 

Dhruva 

Comments / 

Observations 

• In the present case, while there are two taxable supplies i.e. reagents and machines, 

the same are supplied to two different persons i.e. distributor and customer. Thus, the 

transaction fails the test of composite supply.    

• Interestingly, in the case of Abbott Healthcare Pvt. Ltd.2, the Applicant had a similar 

business model as RRC (supra) wherein the machines were supplied to the laboratories 

at free of cost and the consideration was charged only for the supply of reagents. The 

Appellate Authority upheld the order of the Advance Ruling Authority and held that the 

supply of reagents and the machines are conjoined and interdependent, which 

constitutes a composite supply. The essential nature of the transaction is to supply the 

machines and the supply of reagents is only ancillary to the right of use of the machine. 

Thus, the principal supply is of right to use the machine and accordingly, the rate of tax 

is 18%.   

• While the business models in both cases appear similar, the construct of the agreement 

and modus operandi adopted are different leading to different tax implications. 

 

2. M/s Hewlett Packard Enterprise India Private Limited - Karnataka3 

Issues for 

Consideration 

• Whether the proposed activity of setting up of data centre facilities would qualify as 

‘works contract’ under GST law? 

• What would be the rate of GST applicable on the said activity?  

Discussion & 

Ruling 

Discussion: 

• The Applicant, engaged in sale of IT products and providing services, proposes to set-

up data centre facilities for the clients, by undertaking end-to-end activities in relation to 

design and implementation the facilities, preparation of blueprints thereon etc. 

• The draft scope of work provided for the following various stages: 

- Civil, interior and exterior architectural and finishing work, namely, false flooring, 

painting, gypsum partition, etc.; 

- Mechanical work, namely, piping for chilled water, chiller and its platform, etc.; 

- Electrical works, namely UPS with batteries, DG with diesel tanks and exhaust, 

electrical panels, cables, etc.; 

- Building management products, namely, CCTV, fire detection centre, etc.; 

- Obtaining various statutory approvals, namely, occupancy certificate, etc. 

 
2 2019 (23) GSTL 49 (App. AAR – GST) 
3 Order no.KAR ADRG 121/2019 dated September 30, 2019 / [2019 (11) TMI 1145] 
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• In certain cases, the clients may want the Applicant to only perform civil, mechanical 

and electrical works on standalone basis or as a combination of the same. Further, the 

Applicant would be charging a consolidated fee for undertaking the proposed activity. 

• The Applicant referred to the following factors for an activity to be determined as works 

contract as per the definition prescribed under section 2(119) of the CGST Act: 

- the contract should be for building, construction, erection, installation, 

improvements, repair etc., 

- there should be transfer of property in goods, and 

- the activities should be carried out in relation to an immovable property. 

• Relying upon various judicial decisions and the definition of ‘works contract’ under GST 

law, the Applicant contended that the proposed activity should be construed as ‘works 

contract’ under GST law, liable to GST at the rate of 18%. 

• The Authority referred to the definition of ‘works contract’ under the GST law and 

observed that: 

- the Applicant would undertake extensive activities which not only involve 

employment of labour force to carry out tasks but also result in transfer of property 

in goods to the recipients; 

- the activities undertaken by the Applicant involves civil works, electrical works and 

mechanical works to the civil structure, that have a sense of permanence and cannot 

be removed or relocated without substantial damage. Thus, the contracted activities 

and supply of required materials are in relation to immovable property. 

Ruling: 

• The proposed activities would be covered in the definition of ‘works contract’ under the 

GST law, liable to GST at the rate of 18%. 

Dhruva 

Comments / 

Observation 

• The ruling determines the transaction to be works contract which would also have a 

bearing on input tax credits.  

• The instant ruling would have a persuasive value to the activities which are proposed to 

be undertaken by various industry players.  

 

3. M/s V.N. Mehta & Company v. The Assistant Commissioner and others4 

Issue for 

Consideration 

Whether recovery proceedings under section 79 of the CGST Act can straightaway be 

initiated merely on admission of liability by the taxpayer? 

Discussion & 

Judgment 

Discussion: 

• The Petitioner filed a Writ Petition challenging the proceedings initiated by the 

authorities for recovery on account of tax, cess and interest from the account maintained 

by the Petitioner. 

 
4 W.P.No.26187 of 2019 - The High Court of Judicature at Madras 



 

6 

 

© Copyright Dhruva Advisors LLP. 

• The Petitioner contended that the recovery proceeding had been initiated without 

assessment or initiating proceedings for making the assessment and section 79 of the 

CGST Act cannot be invoked for recovery in absence of any arrears. The recovery 

proceedings were initiated basis statement of the Petitioner that ITC was availed on 

some fake invoices. This statement was subsequently retracted, and the Petitioner 

submitted that ITC had been availed on goods received along with invoices. 

• The Respondents submitted that the recovery proceedings had been initiated on 

admission of liability. Revenue contended that mere admission of liability was enough 

to invoke recovery proceedings and issuance of show cause notice was not necessary 

in such circumstances. Further, the Respondents resorted to section 83 of CGST Act to 

protect the interest of the Revenue. 

• The Hon’ble High Court observed as under: 

- Barring the proceedings under section 79 of the CGST Act, no other proceedings 

have been initiated against the Petitioner for determination of the impugned tax 

liability; 

- The phrase ‘any amount payable by a person’ in terms of section 79 of the CGST 

Act should be construed as a liability arising only after determination of such amount 

in a manner known to law; 

- Even though Petitioner’s statements were contradictory, the admission of liability 

relied upon by the Respondents was no longer available on being retracted; 

- The authorities should determine the tax liability basis procedures laid down under 

the law rather than initiating proceedings straightaway under section 79 of the CGST 

Act on the basis of admission which was subsequently retracted; 

- Proceedings under section 83 of the CGST Act must be initiated only in cases where 

proceedings are pending are pending under section 62, 63, 64, 67, 73 or 74 of the 

CGST Act. 

Judgment: 

The Hon’ble High Court ruled in favour of the Petitioner by setting aside the proceedings 

initiated by the Department. 

Dhruva 

Comments / 

Observations 

• The Hon’ble High Court laying emphasis on the phrase ‘any amount payable by a 

person’ covered under section 79 of the CGST Act has clarified that recovery 

proceedings cannot be initiated in absence of determination of liability under the Act. 

• This is a welcome judgment and would provide necessary aid when such powers are 

invoked by the tax department. 
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Circular under GST: 

1. Clarification on job work services5 

Background Vide notification no. 20/2019 - Central Tax (Rate) dated September 30, 2019, the Ministry 

of Finance, Government of India (‘MoF) inserted a new entry (id) with effect from October 

1, 2019 under heading 9988 of notification no. 11/2017-Central Tax (Rate) dated June 28, 

2017 prescribing a reduced rate of 12% GST on job work services. The MoF has issued 

present circular to clarify doubts raised in respect of this newly inserted entry.  

Clarification A brief synopsis of the circular is outlined below: 

• After the insertion of the new entry (id), Notification no. 11/2017-Central Tax (Rate) 

provides for below two residual entries: 

Sl. 

No. 

Chapter, 

Section or 

Heading 

Description of Service Rate 

(%) 

Condition 

26 Heading 9988 

(Manufacturing 

services on 

physical inputs 

(goods) owned 

by others) 

(id) Services by way of job work 

other than (i), (ia), (ib) and (ic) 

above; 

6 - 

(iv) Manufacturing services on 

physical inputs (goods) owned by 

others, other than (i), (ia), (ib), (ic), 

(id), (ii), (iia) and (iii) above. 

9 - 

• In the absence of present clarification, the abovementioned existing entry (iv) covering 

manufacturing services on physical inputs (goods) owned by others with a GST rate of 

18% appears to be redundant after the insertion of new entry (id), which prescribes the 

reduced GST rate of 12% for all services by way of job work. 

• The scope of the above two entries (id) and (iv) has been clarified below: 

- Section 2(68) of the CGST Act defines job work as follows: 

"Job work means any treatment or processing undertaken by a person on goods 
belonging to another registered person and the expression 'job worker' shall be 
construed accordingly." 

- Since entry (id) provides for job work services, it covers services by way of treatment 

or processing undertaken by a person on goods belonging to another registered 

person only; 

- Furthermore, entry (iv) specifically excludes the services covered under entry (id) 

and therefore, covers only such services which are carried out on physical inputs / 

goods that are owned by persons other than those registered under the CGST Act. 

 

 
5 Circular no. 126/45/2019 - GST dated November 22, 2019 
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