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sub-section (1) of section 194c of the Inconje-lJx Act, 1961, lays down that any oersoir :esp,rnsible for
payrng any surn Lo any residen[ (herein aFter referred to as "contractor") l,or carryinq out any work
(includrng supply of labour for carryrnq out any urork) in pursuance oF a contract iretwecI ilte contractor
and the bodies mentioned therein shall, at the time oF credit of such sum to the account oF lhe contractor
or payrnent thereof in cash or by jssue of a cheque or draft or by any other mode, whicirever is earlier,
deduct an amount equal to 2 per cent. of such sum as income-tax on the income comprised therein.

2. Sub-section (2) ot section L94C of the Income-tax Act, 196I, lays down that when a contractor makes
payment of any sum to a resident sub-contractor in puTsuance of a contract made with h m for carrying
out the whole or any part of the work undertaken by the contractor, or, for supplyinq anv labour, th;
contractor shall deduct an amount eqLral to 1 per cent. ot such sum as income-tax on the incorne
compr sed therein.

3 Section 194C,,!as rntroduced with effect l"ronr lst April, 1972. Shortly after its rntroduction, the Board
issued Clrculars No. 86, dated 29th tyay, 1972 (F. No. 275/9/j2 IT)), No. 93, dated 26rh September,
1972 (F. No. 275/1Oo/72-Irl), and No. 108, dared 20rh March, 1973 (F. No. 131(9)/ .73-Tpr ), in this
regard.

4. Some of the issues raised in the above-rirentrcred circulars need to be revi€r"\/ed ir the toht of the
.ludgnrent dated t4a.ch 23, Lgg3, delivered by the Supreme Court of lnd a in Civrt Appeat No. 2u60(NT)
of 1979- Associated Cement Co. Ltd. v. CIT [1993] 20r ITR 435.

5. The Supreme CourL has held that ". there s nothlng in the sub-section which could make us hold
that the contract to carry out a work or the contract to supply labour to carry out a work should be
conl'ined to ' woTks contract' . . .". Their Lordships have further held that ,, , Any work , ftreans any work
ilnd not a ' work contract ', which hasa specta connotation in thetax law . . . ' Work , envi.caged ln the
sub-section, theretore, has a wide import and covers ' any work , which one or the other of the
orgonisalions speciFied ru lhe sub-section can get carried out through a contractor under a contract.ind
further it includes ob[ainrng by any oF such organisations supply of labour !rnder a contract wrth a
contractor for carrying oul its work whrch woutd have fallen outsrde lhe ' work ' but for ts speciFlc
inclusion in the sub-sectlon ".

6. It may be pornted out that this appeal bel"ore the Supreme Court was by vrrtue of a specal leave
petition against the judgrnent in Writ Pelition No. 2909 of 1978 ot the Patna l-ligh CoLrrt in thrt case of
Assocrated Cement Co. Ltd. v. CIT I1979] 120 ITR 444. The Patna High Court, wh e disrr|ssrn! the wrrt
pelitron of the aforesatd contpany, observed thijt ' Irr a very broad sense, a worK done Iy o|; ;)ersor, s
service rendered to another and indeed one ol Ll,i.:.ilJoitarynreaningsof the word ' ser.,.i r: ' is r,ct-l< "_

7. The conclusion flowrng From the aForesaid ludgrnents of the Supreme Cb'urt and the Patria High Court is
that the provisions ol sectlon 194C would dpp y to all types of contracts includlng transport contracts,
labour contracts, servrce contracts, etc. In the lrght of these judgments, the Board have decrded lo
withdraw their above mentioned Circulars Nos. 86 and 93 and para 11 of Circular No. 10U and issue the
following guidelines in regard to the applicability of the provisions of section L94C:

(i) The provrs ons of section 194C shall apply to alt types ol contracts for carrying out any work
rncluding trarlsport contlacts, service contracts, adverlrsernent contracts, broadcasting contracts,
telecasting contractsr labour contracts, materials conlracts and works contracts.
(ii) No deduction at source under section 194C shall be required to be made iF the consideration
For the contract does not exceed the prescribed amount which at present is Rs. 10,000 (ten
thousand only).

(iii) The provisons of section 194C would not apply in relation to payrrents rnaJe For hrring or
reoting oF equip.nents/ elc.
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(iv) The provisions oF sec[ion 194C would not apply in relation to payments .nade to banks for
drscounting b lls, collecting/receLVing payments through cheques/drafts, opening and negotiating
letters of cred t and transactions in negotiable inslrumenls.

(v) Service contracts !rould be covered by the provrsions of this secton since servtce means
doing any,rork as explained above.

(ul)

(a) Since contracts for the construclon, repair, renovation or alteratron oF burldings or dams or
laying of roads or airfields or railway lines or erection or lnsta laton oF planI and machinery are
rn the nature ol contracts for work dnd labour, income-tax will have to be deducted from
payments nrade in respect oF such contracts. Similarly, contracts granted for processing oF goods
supplied by the Government or any other specified person, where the ownership of such goods
remains at all times with the Governrnent or such person, will also fall within the purview of this
section- The same position will obta n ln respect of contracts For fabricatron of any article or thing
where rnaterLals are supplied by the Government or any other speciFied person and the
tabrlcation work rs done by a contractor.

(b) however. the contractor undertakes to su article fabricated

suchor
nQ rs and as such outside the p!rview of

this secL on

(c) In State of rlirnacha Pradesh v. /.ssc.iat.id Hotels of Inda Ltd. [r ]721 29 STI'474, ,he
S!prenre Co!rl observ(:d that where the principal obleclive oF work undertiiken by the payee of
the.pice rs rol lhe [ra|sfer of a chaftel qua chattel, contract is of work and labour The test is
whether or noL the work and labour bestowed end rn anythLng that can properly become the
subject of sale ; neither the ownershrp of the materials nor the value of skiil and labour as
compared wrth the value ol the mateflals is conclusive although such matters may be laken into
consideration in determining, n the circumstances oF a particular case, whether [he contract is,
rn substance, one oi work and Labour or one for the sale oF a chattel. A buildinq contract or a
contract under which a .novable s fxed to another chattel or on the Land, where the lntention
pLainly rs nol to sell, lhe article bul fo inrprove the land or the chattel and the consideration is
not For the transfer of the chatte, but for the labour and work done and lhe material Furnished,
the conLracl will be one of work and labour. In case of doubt/ whether a particu ar contract is a
contract for work and labour or For sale, the matter shouLd be decded rn tne lighl of the
principles laid do\'1/n by [he Supreme Courl n the above mentioned case.

(vii) The provisions of this secton would aoply in relation to payments made to persons who
arrange adverlrsement, broadcaSting, f.tleca,lino, etc.

(viii) The provisions are wide enough tr ac!c, irot only writlen conlracts L..: alsL ,-ral c!,.lric::,.
(rx) Where the tofal payn'lent under the contract is likely lo exceed Rs. 10,000 for the entire
period du.rng wh ch tlre contrac[ wil remain in force, income-tax will have to I]e dedLrcted at
so!rce. In a case vihere, at the tinle when the contract was entered into, i[ was expected that
the tolal payrrent thereunder would not exceed Rs. 10,000 but later on t rs found that the
payment exceeds that amount, deductron should be made n respect OF earlier payrnents as well.

(x) The percen[aqe deduction prescflbed n law is with reFerence to the arnount of payment and
not " incorne compflsed in the payment ". The person responsible for making payment,
therefore, s noL required to estirnaLe the income comprised in the payment.

(xi) In a case wlrere advance payments are made during the execution oF a contracl and such
paymenls are k) be adlusted at Llre Lrnle of final settlenent oF accounts, lax will have to be
deducted al the I me ol rnakinq advance payments rl the total payment is likely to exceed Rs.
L 0,000.

(xii) Where any contracLor is the recrpl rnl o. anv amount under a contra.t but the iniorne of tlie
recrpient is no[ sub]ect to ncom( t,,x, iucf' tontractor may obtaln a cer'.;ficato lrom :tis
Assessing Olfrcer under section t94C(.i) for receiving payment withouL ilccuction oi iax at
source

(xili) Every conLractor, other than an tndtvidual or a HUF, who is responsible for paying any sum
to any sub-contractor (who is restdent rn India), in pursuance oF a contract with such sub-
contractor ior r:arryLng oul or For the supply oF labour For carrying out, wholly or in part, of the
\/ork undertaken by tl'te contractor or for supplying whether wholly or partly any labour which
the contractor had undertaken to supply, will be requlred to deducl income-[ax at the rate of 1

Per cenl. of Such sum.
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I B. ll may be noted that--

(r) The term " service contracts " would include services rendered"by such persons as lawyers,
physiclans, surgeonsr engineers, accountants, architects, coniultants, etc. However, seryices
rendered for which payment is in [he nafure of salaries which is chargeable under the head of
rncome " A. Saiaries " in Chapter lV of the Income-tax Acl, 1961, shall not be cove.ed by section
194C.

(li) The lerm " transport contracts " would, in addition to contracls for transportation and
oading/unloading of goods, also cover contracts for plying of buses, ferries, etc., aiong with staFF
(e.9., driver, conductor, cleaner, etc.). ReFerence in this regard is also invited to Board's Circular
No.558, dated 28th lYarch, 1990.

(iii) The term " materials contracts " ir th(, context of section 194C would meiin coniracts for
supply Of materials where the principal ,:on'rirct is for work and labour al]() not r contra:t for irale
of matelals.

9. Board's Circular No. 86, dated 29th May, 1972, and No. 93, dated 26th Septeniber, 197 2, and para II
of Circular No. 108, dated 20th lYarch, 1973, are hereby withdrawn. Board's Circutar No. 558, dated 28th
lYarch, 1990, is re'Lerated.

10. It is qlarified that this circular explaining the provisions of section 194C will apply with effect from lst
April, 1994. Iax deductions made in accordance with Circulars Nos, 86. 93 and 108 up to 31st lvlarch,
1994, will be regarded as compliance oF the provisions of section 194C.

Ll. Copies oF this circular will be available with the Directorate of Income-tax (RSp & pR), 6th Floor,
f4ayur Bhavan, New Delhi-110 001.

12. Hindi version will follow.

sd./-
Rajesh Chandra.
{Jnder Secretary,
Central Board of Direct Taxes

IF.No.275l54/93-lT (B), dated 8.3.94 rrom CBDT]
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