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To,
All Project Implementing Agencies
DDUGJY Projects

Subject: GST impact on in-transition contracts under DDUGJY Scheme

Dear Sir/f Madam,

This is in reference to the DDUGJY Scheme for the various ongoing works under taken by
the Implementing Agencies by incurring capital expenditures for setting up additional
distribution network / electrification etc. with grants sanctioned by the Ministry of Power
(through REC as a nodal agency) for the capital cost and Central Taxes charged thereon but
excluding state levies / taxes.

Pursuant to implementation of GST w.e.f. 1% July, 2017, various apprehensions have been
raised about tax impact on the contract’s value of such works. In this regard, we understand
that your Organisation would have entered into various contracts under the pre-GST regime
for construction of such capital assets; the work for which would be underway as on 1 July
2017 (the date of implementation of GST in India).

As you would be aware, indirect taxes (including the central taxes) in India had witnessed a
major reform by subsuming most of the indirect taxes such as Excise duty, CST, Service tax,
VAT, entry tax etc in GST, resulting in increased availability of credits, removal of cascading
effect, reduction in rates of tax, reduction in compliance cost etc. and thus impacting the
base price of Goods and Services, which needs to be examined in detail by the
implementing agencies.

In order to better conceptualize the above, we have provided some sample financial
simulations for various types of supplies, so as to indicate a possible impact by introduction
of GST which can be seen in the Annexure-l. However, please note that the said financial
simulations are only indicative and would depend largely on the supply chain structure,
proportion of different materials and negotiations by the Contractors/Manufactures with their
sub-contractors/vendors.

While these simulations are illustrative and provide a broad level overview of the impact
under specific scenarios and assumptions, to determine and understand the impact of the
above, typically each Organisation would need to evaluate the impact on in-transition
contracts (i.e, contracts which have been executed prior to 1% July 2017 but supply for which
would be executed in part or full under the GST regime) for the following:

* In case of tax inclusive contracts, the Implementing Agencies would need to verify as
to whether they are contractually liable to reimburse any additional taxes to the

Contractor.
Regional : Hyderabad, Kolkata, Mumbai, Panchkula & Lucknow
and : Bangalore, Bhopal, Bhubaneswar, Chennai, Guwahati, Jaipur, Jammu, Patna, Ranchi, Shillong, Shimla,
State : Thiruvananthapuram & Vadodara
Offices : Dehradun, Raipur

Training Centre : Central Institute for Rural Electrification (CIRE), Hyderabad



e In case of tax exclusive contracts, the Companies would need to verify whether tax
rate of GST would apply or that agreed in the contract itself.

« Whether any efficiency in form of more tax credits, lower tax due to either tax rates or
reducing tax cascading have accrued to the Contractor/Manufacture which should be
passed on by them by way of commensurate reduction in base price of Goods/Services,
basis the Anti-Profiteering clause contemplated under the GST regime. The said
efficiencies typically being on account of the following:

— Reduction in taxes for the supply made by the Contractor to the DISCOMS

- Reduction in the base price of the Contractor on account of increased credits/
discontinuation of certain taxes which were earlier a cost to the Contractor

- Reduction in prices charged by the sub-contractors/vendors to the
Contractor/Manufactures on account of increased credits/ discontinuation of certain
taxes which were earlier a cost to the Sub-contractor/Vendors

While the Contractors/Manufactures may have been demanding additional taxes, despite the
fact that much of this concern has already been resolved as most of the goods, require for
electrification works under DDUGJY Scheme, is now attracting GST @ 18% instead 28%
(used to levy at the time of introduction of GST), it is imperative for the DISCOMS’s /
Implementing Agencies to verify whether the additional taxes are contractually payable or
not as well as verify as to whether possible efficiencies or reduction in prices, if recoverable,
have actually been claimed from the Contractors/Manufactures.

To assure that the above issues are well taken care of, the DISCOMS / Implementing
Agencies would need to evaluate the in-transition contracts to understand the contractual
liabilities, hold discussions/ seminars with the Contractors/Manufactures to explain the
possible efficiencies and request them to pass on benefits which would have accrued on
account of introduction of GST, adopt a methodology to ensure appropriate steps having
been taken for recovering benefits from Contractors/Manufactures on account of GST,
determine the actual GST payable on each of the contracts, etc.

Given our belief that the benefit accruing to either of us on account of increased credits
should be passed on by all of us to the ultimate customer, we believe that necessary steps
should be taken by all DISCOMS's to ensure that aspects discussed above are looked into.

Further, to discuss the above in greater detail as well as possible way-forward steps, a one
day seminar_is_scheduled on 5" July 2018 at SCOPE convention Centre, SCOPE
Complex, 7 Lodhi Road, New Delhi, where we could jointly better understand your on-
ground experience, difficulties, way-forward on the in-transition contracts, etc.

In light of above, it is requested to nominate concerned Officers for above seminar
and also, it would be appreciated, if you could share a document capturing issues
faced by DISCOM on account of introduction of GST beforehand.

(G.S. BHATI)
Executive Director (PMD) - Il
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