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SECTION 194C
Deduction of tax at source - Payment to contractors

Payments to munshis in bidi industr- In the bidi manufacturing industry, the provisions of se:
194C would apply in respect of payments made to munshis. By the very natilme foinction
performed by the munshis, there is an implied contract between thdantrer and the munshis
consequently the munshis are contractors even though there is no writteattcontagreement-
Circular : No. 433 [F.No. 275/30/82-1T(B)], dated 25-9-1985.

The deductions under section 194C to be made from the payments to munshisteexdiude
payments to such home workers as are employed through the medium of agarey swmshis b
the workers bring bidi to the factory for quality check and for getting gasiments.—€ircular : No.
487 [F.No. 275/34/86-1T(B)], dated 8-6-1987.

Works executed under NREP and RLEGPThe provisions of section 194C are not attracted i
case of payments made in respect of works executed under the N&iorsl Employmer
Programme (NREP) and Rural Landless Employment Guarantee Progr@hiBéP)—Circular:
No. 502 [F. No. 385/49/86-IT(B)], dated 27-1-1988.

Payments to RTC - Section 194C can be appligga payments made by a State Road Tran
Corporation to private bus owners, from whom buses are hired for plying oifiespeoutes—
Circular : No. 558, dated 28-3-1990.

Guidelines pursuant to Supreme Court decisienin view of the Supreme Court decision
Associated Cement Co. Ltd. v. CIT [1993] 201 ITR 435, the CBDT has issued the folloy
guidelines in regard to the applicability of the provisions of section 1.94C :

(i) The provisions of section 194C shall apply to all types of contractsafoyileg out any wor
including, transport contracts, service contracts, advertisememacisntoroadcasty contracts
telecasting contracts, labour contracts, material contractwaenkd contracts.

(i) No deduction at source under section 194C shall be required to be madeonditeration fc
the contract does not exceed the prescribed amount which at pré2ent@000.

(iif) The provisions of section 194C would not apply in relation to payments maderifa o1
renting of equipments, etc.

(iv) The provisions of section 194C would not apply intretato payments made to banks
discounting bills collecting/receiving payments through cheques/drafts, opamingegtating
Letters of Credit and transactions in negotiable instruments.

(v) Service contracts would be covered by the provisions of this sections&ngee means doi
any work as explained above.

(vi) The provisions of this section will not cover contracts for salgpofls:

(@) Since contracts for the construction, repair, renovation or atierafibuildings or dams
laying of roads or airfields or railway lines or erection or iteti@n of plant and machine
are in the nature of contracts for work and labour, inctarewvill have to be deducted fr
payments made in respect of such contracts. Similarly, congesrited for processing
goods supplied by Government or any other specified person, where the ownegslul|
goods remains at all times with the @avment or such person, will also fall within
purview of this section. The same position will obtain in respecoofracts for fabricatic
of any article or thing where materials are supplied by the Governareahy othe
specified person and the fabrication work is done by a contractor.

(b) Where, however, the contractor, undertakes to supply any articlaimgy fabricate
according to the specifications given by Government or any other specifsxh@nd th
property in such article or thing passes to the Government or such pergaftenisuc
article or thingis delivered, the contract will be a contract for sale andiels sutside tr
purview of this section.

(c) In Sate of Himachal Pradesh v. Associated Hotels of India Ltd. [1972] 29 STC 474, il
Supreme Court observed that where the principal objective of work undelipkle paye
of the price is not the transfer of a chatieh chattel, contract is of work and labour.
test is whether or not the work and labour bestowed end in anything thatagzerly

http://law.incometaxindia.gov.in/dittaxmann/incometaxacts/2008itacttdiegeC. htn 8/6/201:



CirSec194«( Page2 of 5

become the subject of sale; neither the ownership of the mateoalthe value of skill ar
labour as compared with the value of the materials is conclushaugh such matters m
be taken into consideration in determining, in the circumstances oftigaul@a case
whether the contract is, in substance, one of work and labour or ohe falé of a chatt
A building contract or a contract under which a movable is fixed to anchiag¢tel or on tF
land, where the intention plainly is not to sell the article butriprove the land or tl
chattel and the consideration is not for the transfer of the thaitefor the labour ar
work done and the material furnished, the contract will be one of wulkadour. In cas
of doubt whether a particular contract is a contract for work and ladrotor sale, th
matter should be decided in the light of the principles laid down by theei®e Court i
the above-mentioned case.

(vit) The provisions of this section would apply in relation to payments madesongenvho arrang
advertisement, broadcasting, telecasting, etc.

(vili)  The provisions are wide enough to cover not only written contracéddoubral contracts.

(iX) Where the total payment under the contract is likely to exceed RE0L(how Rs. 20,000) f
the entire period during which the contract will remain in forcepnmetax will have to b
deducted at source. In a case where, at the time when the tovdisa@tered into, it wa
expected that the total payment thereunder would not exceed Rs. 10,00@rbom ldatis foun
that the payment exceeds that amount, deduction should be made in regaebeopaymen
as well.

(X) The percentage deduction prescribed in law is with reference trtbent of payment and 1
income comprised in the payment. The person responsible for making paghaesfgre, is n
required to estimate the income comprised in the payment.

(xi) In a case where advance payments are made during the execution ohet et such payme
are to be adjusted at the time of final settlement of accaamtsyill have to be deducted at
time of making advance payments if the total payment is likely toeeix@s. 10,000.

(xit) Where any contractor is the recipient of any amount under a contratiebuicome of tr
recipient is not subject to incomax, such contractor may obtain a certificate from his Asse
Officer under section 194C(4) for receiving payment without deduction @it teource.

(xiii)  Every contractor, other than an individual or a HUF, who is responsibfgying any sum
any sub-contractor (who is resident in India), in pursuance of a conithctuch subzontracto
for carrying out or for the supply of labour for carrying out, wholly or in,paitthe worl
undertaken by the contractor or for supplying whether wholly or partly any labdaah whe
contractor had undertaken to supply, will be required to deduct intamet-the rate of 1
cent of such sum.

It may be noted that—

(1)) The term ‘service contractsvould include services rendered by such persons as la
physicians, surgeons, engineers, accountants, architects, cons@tantdowever, seriges
rendered for which payment is in the nature of salaries which rgediale under the head
income “A. Salaries” in Chapter IV of the Incorteex Act, 1961 shall not be covered by sec
194C.

(i) The term ‘transport contractsivould, in addition to contracts for transportation
loading/unloading of goods, also cover contracts for plying of buses, fattesalong with ste
(e.g., driver, conductor, cleaner, etc.). Reference in this regaidasinvited to Board'€irculal
No. 558, dated the 28th March, 1990.

(iif) The term ‘materials contractsi the context of section 194C would mean contracts for sup
materials where the principal contract is for work and labour andaremntract for sale
materials.

Board'sCircular No. 86, dated 28-1972andNo. 93, dated 28-1972and para 11 of€ircular No

108, dated 2@-1973are hereby withdrawn. Board&rcular No. 558, dated 281990is reiterated.

This circular explaining the provisions of section 194C will apply witbce from 1st of April, 199¢

Tax deductions made in accordance with Circular Nos. 86, 93 and 108 upto&siit 1894 will b
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regarded as compliance of the provisions of section 198iCediar : No. 681, dated 8-3-1994.

Contract for fabrication of articles or things as per specificatigiven by assesseé\pplicability ol
TDS provisions of section 194C on contract for fabrication of artidething as per specificatior
given by the assesse- Contradiction between two Circulars of CBDT - Resolutionetieof -
Representations have been received in the Board seekirfgcatem on the applicability of secti
194C on such transtans, where the assessee has outsourced certain work relataiitation o
manufacturing of article or thing in accordance with the spedatiesigiven by the assessee. Circ
No. 681, dated-3-1994 of the Board clarifies in paravij(that the provisions of section 194C wc
not apply to contracts for sale of goods and further clarifies thateasthe property in the article
thing so fabricated passes from the fabricatmrtractor to the assessee only after such article o1
is delivered to the assessee, such contract would be a contraatef@nd so outside the purviev
section 194C. However, in reply to question No. 15 in Circular No. 718d d&#81995 on th
subject of applicability of section 194C, in respect of contractupply of printed material as
prescribed specificens, it has been said that such contracts would also be coveredsentei
194C. It has been represented that the viewsessed in these two circulars, to the extent as p
out above, are in contradiction to each other.

The matter has been examined by the Board and it is considered thaivexceliance c
Question/Answer No. 15 of Circular No. 715, without taking into accounprineiples laid down i
Circular No. 681 is not justified. Before taking a decision on the @plity of TDS under sectic
194C on a contract, it would have to be examined whether the contractstiogus a tontract fo
work’ or a ‘contract for sale’ and TDS shall be applicable only e/ites a ‘contract for work'’.

It is, therefore, clarified that the provisions of section 194C waplaly in respect of a contract
supply of any article or thing as per prescribed specifications onligi& contract for work and no
contract for sale as per the principles in this regard laid doywarm 7¢i) of Circular No. 681, dat¢
8-3-1994—Circular : No. 13/2006, dated 13-12-2006.

Payments to airlines/travel ager - The provisions of section 194C do not apply to the payr
made to the airlines or the travel agents for purchase of tibeewir travel of individuals. Tt
provisions shall however apply when payments are made for charteringceait dor carriage
passengers or goods. This clarification will apphtatis mutandis to the tickets for travel
individual by any other mode of transport alsGHeular : No. 713, dated 2-8-1995.

The payments made to a travel agent or an airline for purchasécéktfor travel would not
subjected to tax deduction at source as the privity of the contlaetween the individual passen
and the airline/travel agent, notwithstanding the fact that the payserade by an entity mentior
in section 194C(1). The provisions of section 194C shall however apply wilaneaor a bus or a
other mode of transport is chartered by one of the entities mentiosedtion 194C—Circular : No.
715, dated 8-8-1995.

Scope and meaning c'advertising’ - Regarding the scope and meaning of the term ‘advertising
used in section 194C(1), it is clarified that advertising may beimt pr electronic mediai.e., in
newspapers, periodicals, radio, television, etc. In such casesjlk be deducted at the rate of 1
cent of the payment made for advertisingluing production of programmes for such broadca

and teleasting to be used in such advertising. In all other cases of workoafldasting ar
telecasting including production of programmes for such broadcasting andstelgc wher
advertising is not involved, tax will be deducted at the rate of 2graf the sum-Circular : No.

714, dated 3-8-1995.

Clarifications on advertising contracts The following clarifications need be noted :

- As to the scope of an advertising contract for the purpose of sééd@) the term ‘advertisingias
not been defined in the Act. During the course of consideration ofittede Bill, 1995, tF
Finance Minister clarified on the floor of the House that the antepd®visions of tax deduction
source would apply when a client makes payment to an advertising agency amchan
advertising agency makes payment to the media, which includes both priateatrdnic medii
The deduction is uired to be made at the rate of 1 per cent. When an advertising ageke:
payments to their models, artists, photographers, etc., the tébatteducted at the rate of 5
cent as applicable to fees for professional and technical sewides section 194J of the A
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- If the advertising agencies give a consolidated bill including chargestf@rork and other relat
jobs as well as payments made by them to media, the deductionweiltdhae made under sect
194C at the rate of 1 per cent. The advertising agencies shallchdeduct tax at source at the
of 5 per cent under section 194J while making payments to artisiss,acbdels, etc. If payme
are made for production of programmes for the purpose of broadcastinglecastieg, thes
payments will be subject to TDS at 2 per cent. Even if the prastuofisuch programmes is for
purpose of preparing advertisement material, not for immediate testtvgr the payment will &
subject to TDS at the rate of 2 per cent.

- The payments made directly to print and electronic media would be doweder section 194C
these are in the nature of payments for purpose of advertising. Dedwdtibave to be made
the rate of 1 per cent. However, the payments maedethji to Doordarshan may not be subjecte
TDS as Doordarshan, being a Government agency, is not liable to inaeme-t

- The contract for putting up a hoarding is in the nature of advertising coaind provisions ¢
section 194C would be applicable. However, if a person has taken @ulaarsipace on rent a
thereafter sublets the same fully or in part for putting up a hoardengyould be liable to TC
under section 194-and not under section 194C. In the case of advertising contracts, tiabt
deducted at the rate of 1 per cent of the gross amount of thediliding bill of media), and not
that portion of commission paid to the person who arranges releadeecdfisement, etc.

- In the case of sponsorship for debates, seminars and other functioms belleges, schools a
associations with a view to earn publicity through display of bannerspatap by the organise
the agreement of sponsorship is in essence anmagnédor carrying out a work of advertisem
Therefore, provisions of section 194C will apply.

- Tax is deductible at source on payments for costs of adveeids issued in the souvenirs brot
out by various organisationscicular No. 715, dated 8-8-1995.

Payments to clearing and forwarding age - Payments made to clearing and forwarding agen
carriage of goods are subjected to deduction of tax at source unden SEBtC, since unlike t
travel agents, they are independenttaiors. They would also be liable to deduct tax at s
while making payments to a carrier of goodSt-eular : No. 715, dated 8-8-1995.

Payments to couriel - The carriage of documents, letters, etc., is in the naturarnfge of good
and therefore, provisions of section 194C would be attracted in resppeymients made to t
couriers—€ircular : No. 715, dated 8-8-1995.

Payments to transporte - In the case of payments to transporters, each GR can be saids
separate contract, if the goods are transported at one time.f Blaé igoods are transpor
continuously in pursuance of a contract for a specific period or quardityy, @R will not be
separate contract and all GRs relating to that period or quanilityenaggregated for the purpose
TDS. Even when the goods are received on ‘freight to pagis, the TDS provisions would
applicable, irrespective of the actual paymeg@i+eular : No. 715, dated 8-8-1995.

Payments to restaurants/cal - TDS is not required to be made when payment is made for s
food in a restaurant in the normal course of running of the restaufant{Cacular : No. 715, dated
8-8-1995.

Payments to recruitment agenci - Payments to recruitment agencies are in the nature of pa
for services rendered and not for carrying out any work including supply of |&ocarrying ou
any work. Hence provisions of section 194C will not apply. The paymentiaviléver be sybctec
to TDS under section 194J. Similar would be the position in respecyigpés made by a compe
to a share registrarGirecular : No. 715, dated 8-8-1995.

FD commission/brokerage FD commission and brokerage are not covered under section—194C
Circular : No. 715, dated 8-8-1995.

Supply of printed materic - Supply of printed material is covered by section 194Greular : No.
715, dated 8-8-1995.

Procurement of order - Rendering of services by external parties for procurement of ordacs
covered under section 194C. If rendering of such services involved paymeesdbf profession

or technical services, tax may be deductible under section 104ddtar : No. 715, dated 8-8-1995.

Electrical contract: - Where the services of a regular electrician are engaged on aatdrdsis ¢
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the services of an electrician are provided by a contractor, yimegods made to the electrician or
cortractor will be in the nature of payment made in pursuance of a cbfdraarrying out any wor
and provisions of section 194C will apply in such cas€s-edlar : No. 715, dated 8-8-1995.

Maintenance contract - Routine maintenance contracts including supply of spares would be ¢
under section 194C. However, where technical services are renttergupvisions of section 1€
will apply in regard to tax deduction at sourcE€r<ular : No. 715, dated 8-8-1995.

Reimbursement of actual expen: - Section 194C refers to ‘any sum paidObviously
reimbursement of actual expenses cannot be deducted out of the bill dorotinet purpose of t:
deduction at source&ircular : No. 715, dated 8-8-1995.

Applicability to shipping business of neresidents- It is clear from section 194C that the are
operation of TDS is confined to payments made to any ‘resid®ent’the other hand, section :
operates in the area of computation of profits from shipping business -oésidants. Thus, there
no ovetapping in the areas of operation of these sections. Since the prowbgattion 172 overric
other provisions of the Act, the provisions of section 194C are not applimabbnresident shippir
business. Even where payments are made to shipping agents of non-ssp@nwners or chartere
for carriage of passengers, etc., shipped at a port in Indiagein @&cts on behalf of the noesiden
ship-owner or charterers and thus steps into the shoes of the princgrade Heven in such cas
section 194C will not app—Circular: No. 723, dated 19-9-1995.
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