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GST : Entities Engaged in Construction Services

The introduction of the Goods and Services Tax (GST) has revolutionized taxation in the
real estate and infrastructure sectors by subsuming multiple indirect taxes. For
construction service providers, be it for residential, commercial, or government projects,
understanding GST compliance is critical. This guide walks through the applicable tax
rates, input tax credit (ITC) rules, valuation mechanisms, and specific considerations like
completion certificates and reverse charge mechanism (RCM)

Scope and nature of construction services under GST
Under the GST framework, construction-related activities are predominantly classified as

"works contract services", which are treated as a supply of service. Construction
includes:

» New constructions (residential or commercial),
» Additions or alterations,
» Renovation or repair of immovable property.

£ To whom are these services provided?

»  Private individuals or entities (builders, developers, flat buyers),

»  Government bodies (central, state, or local),

»  Promoters or real estate developers, including in joint development agreements.

Taxability based on Completion Certificate (CC)
The time of supply is crucial to determine whether GST applies:

/| Before Completion Certificate / First occupation

» Taxable under GST
» Treated as a supply of service
» Builder/developer liable to charge GST on sale of flats/units.

» 4l After Completion Certificate / First occupation

» Not taxable under GST
» Sale of a completed building is treated as a sale of immovable property, not a supply
under GST [Section 7(2)(a) of CGST Act read with Schedule III].
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GST : Different Projects and Their Rates

Valuation rule — Land abatement provision

» Where the construction service involves supply of land and building as a composite supply, GST
is not levied on land. As per Notification No. 11/2017-Central Tax (Rate):
Value of supply = Total consideration — deemed land value (1/3rd). So, only 2/3rd of the total

amount is taxable under GST. @ cBIC (Circular No.

151/07/2021-GST): If
Example : actual land value is
If total value charged = %90 lakhs (induding land), clearly  ascertainable
Taxable value = %90 lakhs x 2/3 = %60 lakhs and separately
GST = %60 lakhs x 7.5% = %4.50 lakhs charged, the 1/3rd

deemed deaduction Is
optional — the actual
land value may be
excluded instead

GST rates and classification of construction services

Type of Project GST Rate |Value on which GST is Applied

Residential (Affordable Housing) 1% Including land value (No abatement)
Residential (Other than Affordable) 5% Including land value (No abatement)
Commercial Construction 12% Excluding 1/3rd value for land
Works Contract (Government Entity) 12% Excluding 1/3rd value for land
Works Contract (Others) 18% Excluding 1/3rd value for land

Q Definition of affordable housing under GST

As per Notification No. 11/2017-Central Tax (Rate) (as amended), a residential property is considered
affordable based on:

[# 1. Carpet area criteria:

» Up to 60 sq. meters (645 sqg. ft.) in metro cities
» Up to 90 sq. meters (969 sq. ft.) in non-metro cities

@ 2. value (price) criteria:

» The gross amount charged for the unit (including land) must not exceed 45 lakhs

If BOTH conditions are met, it is treated as affordable housing under GST.
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Input Tax Credit (ITC): Eligible Vs Ineligible

Scenarios where ITC is permitted

Project Type ITC Availability

Commercial Construction Allowed

Works Contract ( Govt and Others) Allowed
Q Scenarios where ITC is restricted

The CGST Act imposes absolute restrictions on ITC in the following construction-related cases:

| scemario | ITCEligibility
Construction of immovable property for own use X Not Allowed  Blocked u/s 17(5)(d)

Residential projects under 1% / 5% rate (projects

commencing from 01/04/2019) X Not Alowed  Scheme condition

80% procurement rule for promoters under RREP /REP

@ Applicable law:

As per Notification No. 07/2019 — Central Tax (Rate), dated 29.03.2019:
» Promoters must ensure that at least 80% of value of input and input services are procured
from registered persons.

» If they procure construction services (e.g., subcontracted works) from unregistered
suppliers, and it results in a shortfall from 80%, then RCM applies :

=«

I special rule for cement:

» If cementis procured from an unregistered person, the promoter must pay GST under RCM,
regardless of the 80% condition, at 28% GST, with no ITC.
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Joint Development Agreements

What is a Joint Development Agreement (JDA)?

A Joint Development Agreement is an arrangement between a
landowner who provides land and a developer/builder who
undertakes construction where the consideration is usually provided
in the form of constructed flats or a share of revenue from the
developed property.

Key transactions in a JDA

» Transfer of Development Rights (TDR) by
developer

landowner to

» Construction services by developer to landowner

» Sale of flats /units by landowner or developer to independent
buvers

Transaction

Who Pays GST ?

Residential Project

GST liability in JDAs
depends on:
-Type of project (residential
or commerdial)
-Date of agreement (before
or after 01.04.2019)
-Nature of transaction (TDR,
construction service, or sale)

GST Rate

(0]
(Before 01.04.2019) ETEEEr B
[1] Transfer of 1% (Affordable)
Development Rights Residential Project Developer 5% (Non-Affordable)
(TDR) (On/After 01.04.2019) (under RCM)  |Only on unsold units at CC/first

occupation

Commercial Project

Buyers

(Any Date) Landowner 18%
(gsso'(::rgllalozr%ig) Developer 12% (after 1/3rd land deduction)
Construction — . 1.5% (Affordable)
Services to (oijistzrt(l)all g:}o;gig) Developer 7.5% (Non-Affordable)
Landowner o on value of similar flats sold
Com?;ery;;; r)o ject Developer 12% (after land deduction)
: Seller 12% (before 01.04.2019)
Becfz:iiﬁcc (;:;pggn (Developer or |1.5% / 7.5% (on/after
Sale of Flats to Landowner)  |01.04.2019)

After Completion
Certificate (CC)

No GST applicable
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Notice to the reader
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Cell : +91 98470 44030
Email: shaji.varghese@gja.co.in

Umesh Bhat, Partner
Cell : +91 98472 74567
Email: umeshbhat@gja.co.in

Reuben Joseph, Partner
Cell : +91 98952 09307
Email: reuben.joseph@gja.co.in

N. Vijayakumar, Principal (Indirect Tax.)

Cell: +91 94463 62533
Email: vikumar@gja. co.in

Allen Joseph, Partner
Cell : +91 90483 06882
Email: allen.joseph@gja.co.in

Raphael Sharon, Partner
Cell : +91 99462 03087
Email: raphael.sharon@gja.co.in

Nithin Siva, Partner
Cell : +91 77368 93698
Email: nithin.s@gja.co.in

George Nettady, Partner
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Email: george.nettady@gja.co.in
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Kadavanthra, Cochin — 682 020, Kerala
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G. Joseph & Associates (GJA) is a firm of Chartered Accountants
registered with the Institute of Chartered Accountants of India.
This document forms part of GJA Learning, a publication intended
solely for internal circulation and for distribution to select clients of
GJA. It is not meant for wider public dissemination.

The contents herein represent the views and interpretations of GJA
as of the date of publication. They are intended to provide general
information and should not be construed as professional advice,
legal opinion, or a recommendation for making business, financial,
or investment decisions. Readers are advised to consult their own
advisors before acting on any information contained in this
document.

While due care has been taken to ensure the accuracy of the
content, GJA makes no representation or warranty, express or
implied, as to the completeness or correctness of the information.
GJA shall not be held responsible for any direct or consequential
loss arising from reliance on this document.

Importantly, GJA is under no obligation to update this document in
light of subsequent amendments, notifications, judicial rulings, or
changes in interpretation of the law. Any part of this document, or
extracts thereof, may not be reproduced, circulated, or
communicated to third parties without prior written consent from
GJA.
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