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ACT:

I nconme tax Act 1961

Section 194C- Sub-section (1)-Scope of-Contract bet ween
Contrator and specified organisations for carrying out "any
wor k" - Expressi on "any work" has a wi de inport and cannot be
restricted to works contract-Payment to Contractor for
carrying out "any work"-Sum credited or paid to  Contractor-
Liability of payer to deduct  two percent tax is not
confined to Contractor’s incone conponent.

HEADNOTE

The appellant-Conpany issued a letter to its Contractor
containing the terns and conditions of a contract of | oading
packed cenent bags fromits Packing Plants Into wagons or
trucks. Under Cl ause 12 there was a stipulation that the
Contractor shall be paid a sumfor his wrk at a flat rate
of 41 paise for each tonne of cement  handled In Packing
Plant No.1 and 30 pai se for each tonne of cenent handled in
Packing Plant No.2 Cause 13 thereof, which contained a
recital that the rate of loading in Clause 12 had been
worked out on the basis of daily basic wages of Rs.2.35
pai se, DA of Rs.1l.21 paise and H R A of Rs.0.50 paise per
day per worker, stipulated a terns of reinbursenment by the
appel lant to the Contractor of the difference in DA over the
amount of Rs.1.21 paise and annual increnent etc. payable
fromnmouth to nonth to every worker by him The Contractor
carried out his work and the appel |l ant nade paynents of the
sunms payable to himunder the contract. But no deductions
of tax were made under Section 194C(1l) of the Inconme Tax
Act, 1961. The Income Tax O ficer served two notices One

in respect of assessnment years 1973-74 and 1974-75 and the
other for 1974-75 to 1977-78 on the principal officer of the
appel | ant - Conpany to show cause as to why action should not
be taken against the appellant for non-conpliance wth
Section 194C(1).The appellant filed a Wit Petition before
the Hi gh Court of Patna seeking the quashing of the notices
but the same was di sm ssed.

In appeal to this Court it was contended on behalf of the
appel | ant 538

539

that (1) the "work’ for the carrying of which the sum is
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required to be credited to the account of or paid to a
Contract or under Section 194C(1) of, the Act’ is only a
"works contract’ and hence deduction "under that sub-
section could arise only to the extent where the sum
credited to the account of or paid to a Contractor for,
executing such works contract’ is conprised of the elenent
of Incone of the Contractor, (2) that the words 'on incone.
conprised therein ',appearing i mediately after the words’
deduct an anmount equal to two per cent of such sumas incone
tax in the concluding part of the sub-section nmust be taken
to mean the percentage ambunt deductible on the |ncone
recei ved by the Contractor under the contract and not on the
sumcredited "to the account of 'or paid to the Contractor.
Di sm ssing the appeal, this Court,

HELD.- 1. Themis nothing fit sub-section (1) of Section
194C to show that the contract to carry out a work or the
contract to supply labour to carry out a work should be
confined to 'works contract’.There is no nmason to curtail or
to cut down  the nmeaning of  plain words wused in the
Section. " .Any work’ nmeans any work and not & "works-
contract’,  which has a special connotation in the tax |aw.
"Work’ envisaged In the sub- section, therefore has. a wide
i mport and covers 'any work’ which one or the other of the
organi sations specifiedin the sub-section can get carried
out through a Contractor under a contract and further It
i ncludes obtaining by any of such organisations supply of
| abour under a contract with a Contractor for carrying out

its work which, would have fallen outside the 'work’, but
forks specific inclusion in the sub-section. [544 B-E]
Brij Bhushan Lal Parduman Kumar etc. v. C 1. T., Haryana

H machal Pradesh and  New Delhi [1979] 2 S.C R 16
di stingui shed.

2. The words in the sub-section '"on -incone conprised
therein’ appearing Inmrediately after the words ' deduct an
amount equal to two per cent of such sumas income tax’ from
their purport, cannot be understood-as the percentage anount
deductible fromthe i ncome of the Contractor out of 'the sum
credited to his account or paid to himin pursuance of the
co Mor eover the concluding part of the sub-section
requiring deduction of an anpbunt equal to two per cent of
such sum as income-tax by, use of the words 'on incone
conprised therein’ nakes It obvious that the anpbunt equa
to-two per cent of the sumrequired to be deducted Is a

540

deducts at source. Hence on the express language enployed
in the sub-section, it, is inpossible to hold that the
amount of the two per cent required to be deducted by the
prayer out of the sumcredited to the account of or paid to
the Contractor has to be confined to his incone conponent
out of that sum [545 D@

2.1. There is also nothing in the | anguage of “the sub-
section which pernmits exclusion of, an anmount paid on behal f
of the organisaiton to the Contractor according to, t he
ternmsand conditions of t he contract in

rei mbursenment, of. the amount pai dby to workers, from
the sum envisaged therein. [545 G H, 546-A]

JUDGVENT:

ClVIL APPELLATE JURI SDICTION. Givil Appeal No. 2860(NT) of
1979.

From the Judgnent and Order dated 8.3.1979 of the, Patna
Hgh Court in Guvil wit jurisdiction case No.2909 of
1978.
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V. A Babde, R F. Nariman and Ms. Kamakshi (For Gagrat & Co.)
for the appellant.

Dr. S. Narayan P. Parneshwaran and Manoj Prasad for the
Respondent s.

The Judgrment of the Court was delivered by,

VENKATACHALA, J. The short, question which needs our
decision in this appeal by special |eave is whether a person
who credits to the account of or pays to a contractor any
sum payabl e by any of the organisations specified in section
194C(1) of Incone Tax Act, 1961 ’'the Act’ for carrying out
any wor k including supply of |abour for carrying out any
wor k) in pursuance of a contract between the contractor and
the specified organisation is liable to deduct two per cent
of such sum as incone tax as required under that sub-
section.

The facts "which, have lad to the need for our decision on
the said question are briefly these. The Associated Cenent
Conpany Ltd. the appellant, issued a letter dated 5th
Noverber, 1973 to M. S. P Nag contractor Jhi akpani Contai ni ng
the terns ~and conditions of a contract of |eading packed
cenent bags,fromits Packing Plants. Nos.1 & 2 into wagons
or trucks. Under clause. 12 of those ternms and conditions,
there

541

was a stipulation/'that the contractor shall be paid a sum
for his work at a flat rate of 41 paise for such tonne of
cement handled in Packing Plant No.1.  and- 30 paise for
f cement handl ed in Packing Plant No.2. C ause

13 thereof, which contained arecital that the rate of
loading in clause 12 had been worked out on the basis of
daily basic wages of Rs.2.35 paise, D.A of Rs. 1.21 paise
and H R A of Rs.0.50 paise, per day per worker stipulated a
term of reinbursenent by the appellant to the contract of
the difference in D.A over the anmount of Rs.1.21 paise and
annual increment etc. payable fromnmonth to nmonth to every
wor ker by himas per the Second Wage Board Recomendati on
As the contractor carried out hi's work according’ to the
terns and conditions in the contract during the years / 1973-
74 and 1974-75, the appellant made paynments of the sums
payabl e to hi munder clause 12 of the contract and the suns
rei mbursable to him under clause 13 thereof ~ But the
deductions nade ’'under section 194C(1) of the Act by the
appellant out of the sums paid or reinbursed to the
contractor fell short of the deductions required to be nmade
thereunder. As the appellant took the stand that it was not
liable to deduct any anmount under section 194(1), out of the
sums paid on its behalf to the contractor as per clauses

each,

12 & 13 of the contract, the Incone Tax O ficer, Janshedpur

served on the principal officer of the appellant. a notice
dated 30th March, 1978 to show cause as to why action should
not be taken agai nst the appellant under sections  276B(1),
281 and 221 of the Act in respect of assessnent years | 1973-
74 and 1974-75 for short deductions out of the suns paid to
contractor w thout observing the requirenent of section
194C( 1) of the Act. Anot her notice dated 8th May,
1978.relating to the assessnent years 1974-75 to 1977-78 of
a simlar nature, was also served on the principal officer
of the appellant. The appellant, although inpugned both the
said notices in a Wit Petition filed under Articles 226 and
227 of the Constitution before the High Court of Judicature
at Patna, that Wit Petition was di sm ssed by the H gh Court
by its order dated 8th March, 1979. The appellant has,
therefore, filed this appeal by special |eave before this
Court seeking the quashing of the notices which it had
unsuccessfully impugned before the H gh Court, inits Wit

tonne o
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Petition.
It was argued by M. V.A Bobde, the |earned senior counse
appearing for the appellant, that the anmount deductible
under section 194C(1) out of the suns credited to the
account of or paid to a contractor would arise only when
such sums are paid, on account of a contractor executing a
works contract, that 1is, a contract which produces a
tangi bl e property.
542
According to him the "work’ for the the carrying of which
the sumis required to be credited to the account of or paid
to a contractor under section 194C(1) of the Act is only a
"works contract’ and hence deduction under that sub-section
could arise only to the extent where the sumcredited to the
account of or paid to a contractor for executing such ’'works
contract’ is conprised of the elenent of income (profit) of
the contractor, as held by this Court in Brij Bhushan La
Par duman Kumar etc. v. Conm ssioner of Incone Tax Haryana,
H machal Pradesh and New Del hi-111, [1979] 2 SCR 16 and not
ot herw se. It was al so his argunent that the words in the
sub-section on income -conprised- therein’, appearing
i Mmediately after the words 'deduct an anbunt equal to two
per cent of such sum as incone-tax’ found in the concluding
part of that sub-section, nmust be taken to nmean the
percentage anount deductible on the incone received by the
contractor under the contract and not on the sumcredited to
the account of or paid to the contractor in pursuance of the
contract. These arguments were, however, strongly refuted
by Dr. S. Narayan, the |earned counsel for the Revenue. It
is how, the question nmentioned at the outset needs our
deci si on.
Section 194C(1) of the Inconme Tax ~Act on the proper
construction of which the decision on'the aforesaid question
shoul d necessarily rest, runs thus:

'194C(1) . Any person responsi ble for paying

any sum to any resident (hereafter in this

section referred to as the contractor) for

carrying out any work (including supply of

| abour for carrying out any work) in pursuance

of a contract between the contractor and

(a) the Central Governnent or —any State

Gover nment; or

(b) any |ocal authority; or

(c) any corporation established by or under

a Central, State or Provincial Act; or

(d) any conpany-, or

(e) any co-operative society-, or

(f) any authority, constituted in India by

or under any | aw,

543
engaged either for the purpose of dealing with
and sati sfying t he need for housi ng

accommodati on or for the purpose of planning,
devel opnent or inprovenent of cities, towns
and villages, or for both; or

(9) any soci ety regi stered under t he
Societies Registration Act, 1860 (21 of 1860)
or under any | aw corresponding to that Act in
force in any part of India; or

(h) any trust; or

(i) any Uni versity est abl i shed or
i ncorporated by or under a Central, State or
Provincial Act and an institution declared to
be a University under section 3 of the
University Gants Comm ssion Act, 1956 (3 of
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1956 ,
shall, at the tine of credit of such sum to
the account of the contractor or at the tine
of paynent thereof in cash or by issue of a
cheque or draft or by any other node,
whi chever is earlier, deduct an anpbunt equa
to two per cent of such sumas income-tax on
i ncomre conprised therein."
No ambiguity is found in the |anguage enployed in the
subsecti on. What is contained in the sub-section, as
appears from its plain reading and analysis admt of the
foll owi ng fornul ati ons:
(1) A contract may be entered into between
the contractor and any of the organisations
specifiedin the sub-section
(2) Contract ~in Formulation 1 could not
only be for carrying out any work but also for
supply of |abour for carrying out any work.
(3) Any person responsible for paying any
sum to a contractor in pursuance of the
contract in Fornulations 1 and 2, could credit
that sumto his account or make its paynent to
himin any other manner.
(4) But, ~when the person referred to in
Formul ation-3 either credits the sum referred
to therein to the account
544
of or ' pays it to the contractor, he shal
deduct. out of that sum an amount equal to two
per cent . _as incone-tax on incone. conprised
t her ein.
Thus, when the percentage amobunt required to be  deducted
under the sub-section as inconme-tax is on-the sum credited
to the account of or paid to a contractor in pursuance of a
contract for carrying out a work or supplying |abour for
carrying out a work, of any of the-organisations specified
therein, there is nothing in the sub-section which could
nake us hold that the contract to carry out a work or the
contract to supply labour to carry out a work  should be
confined to "works contract’ as was argued on-behal f of the
appel | ant . We see no reason to curtail or to cut down the
meaning of plain words used in the Section: "Any work"
neans any work and not a 'works-contract”, which “has a
special connotation in the tax law. Indeed, in the sub-
section, the "work’ referred to therein expressly includes
supply of Ilabour to carry out a work. [t is a clear
i ndication of legislature that the "work’ in sub-section is
not intended to be confined to or restricted to ’works
contract’. 'Work’ envisaged in the sub-section,  therefore,
has wi de inport and covers 'any work’ which one or the other
of the organisations specified in the sub-section® can get
carried out through a contractor under a contract and
further it includes obtaining by any of such organisations
supply of [|abour under a contract with a contractor for
carrying out its work which, would have fallen outside the
"work’, but for its specific inclusion in the sub-section
In Brij Bhushan (supra) this Court was concerned wth the
guestion whether the cost of materials supplied by the
CGovernment for being used in execution of works is liable to
be taken into consideration while estimating the incone or
profits of a contractor. That question was answered by this
Court, thus:
“I't is true that ordinarily when a works
contract is put through or conpleted by a
contractor the incone or profits derived by




http://JUDIS.NIC IN SUPREME COURT OF | NDI A

Page 6 of 7

t he contractor from such contract is
determined on the value of the contract as a
whol e and cannot be determ ned by considering
several itens that go to formsuch value of
the contract but in our view where certain
stores/material is supplied at fixed rates by
the Departnent to the Contractor solely for
bei ng used or
545
fixed or incorporated in the works undertaken
on terns and conditions nentioned above, the
real total value of the entire contract would
be t he value mnus the cost of such
stores/material so supplied. Therefore, since
no elenent of profit was involved in the
t ur nover represent ed by t he cost of
stores/material supplied by the ME.S. to the
assessee firms, the income or profits derived
by the assessee firms fromsuch contracts wll
have to be deternined on the basis of the
val ue of the contracts represented by the cash
paynments received by the assessee firms from
the M E'S. Department exclusive to the cost of
the material’ /stores received for being used,
fixed or incorporated in the works undertaken
by them™"
The above decision cannot be of any help to- the appellant
for it does not lay down that the percentage anount
deducti bl e under section 194C(1) should be out of the income
of the <contractor fromthe sumor suns credited to the
account of or paid to him The words in the sub-section ’'on
income conprised therein’ appearing i mediately after the
wor ds deduct an ampunt equal to two per cent of such sum as
i ncome-tax’ fromtheir purport, cannot be understood as the
per cent age amount deducti ble “from the income of t he
contractor out of the sumcredited to his account or paid to
himin pursuance of the contract. | Moreover, the concluding
part of the sub-section requiring deduction of an anount
equal to two per cent of such sumas inconme-tax, by use of
the words 'on inconme conprised therein’ nakes it ~ obvious
that the amount equal to two per cent of the sumrequired to
be deducted is a deduction at source. |Indeed, it is neither
possi bl e nor perm ssible to the payer to determ ne what part
of the anmpunt paid by himto the contractor constitutes the
income of the latter. It is not also possible to think that
the Parlianer’ could have intended to cast such inpossible
burden wupon the payer nor could it be attributed with the
intention of enacting such an inpractical and unworkable
provi si on. Hence, on the express | anguage enployed in the
sub-section, it is inpossible to hold that the anbunt of two
per cent required to be deducted by the payer out of the sum
credited to the account of or paid to the contractor has to
be confined to his incone conponent, out of that sum ' There
is also nothing in the | anguage of the sub-section which
permts exclusion of an amount paid on behalf of the
Organi sation to the contractor according to clause 13 of the
terms and conditions of the contract in reinbursenent of the
anmount
546
paid by himto workers, fromthe sum envi saged therein, as
was suggested on behal f of the appellant.
For the foregoing reasons, our decision on the question
under consideration, is held in the affirmative and in
favour of the Revenue.
In the result, this appeal fails and is dismssed directing
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the appellant to pay the costs of the respondent the
Revenue in this appeal. Advocate's fee is fixed at Rs-3000.
T.N A Appeal dism ssed.

547




