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PETI TI ONER
CALCUTTA STATE TRANSPORT CORPCRATI ON

Vs.
RESPONDENT:
COW SSI ONER OF | NCOVE- TAX, WEST BENGAL
DATE OF JUDGVENT: 04/ 04/ 1996
BENCH

K. RAMASWAMY, S.P. BHARUCHA, K S. PARI POORNAN

ACT:

HEADNOTE

JUDGVENT:
JUDGMENT
B. P. JEEVAN REDDY, J.

This appeal is preferred on thebasis or a certificate
of fitness granted by the Cal cutta H gh Court under Section
261 of the Income-tax Act. Two questions were referred for
the opinion of the H gh Court under Section 256(1) of the
I ncome Tax Act. They are:

"(1) Whether, on the facts andin

the circunstances of the case, the

Tri bunal was right in holding that

the asseesee is not a ‘loca

aut hority’ as cont enpl at ed by

Section 2(31) (vi) of the |ncome-

tax Act, 19617

(2) Wether on the facts and in

the circunmstances of the case, the

Tribunal is right in holding that

the assessee is not entitled to an

al l owance for its contribution to

t he enpl oyees’ provi dent fund

gratuity funds?"

The High Court answered both the questions in the
affirmative - i.e., against the assessee and in favour of
the Revenue. 1In this appeal, however, Sri Tapas Ray, argued
only one question, viz., Question No.1.

The assessee, Calcutta State Transport Corporation, is
a statutory corporation established under the Road Transport
Cor porations Act, 1959. It was constituted under a
notification dated June 10, 1960. Prior to the constitution
of the assessee, Road Transport was managed by a departnent
of the Governnent of West Bengal. For the first assessnent
year (1961-62) after its constitution, the assessee did not
claimany exenption from tax. But for the next assessment
year (1962-63), the assessee contended that since it is a
"l ocal authority”" wthin the meaning of Section 2(31) (vi)
(definition of ‘person’), its incone is exenpt under and by
virtue of clause (20) of Section 10. Cause (20) of Section
10 reads thus:

"10. In conputing the total incone

of a previous year of any person,
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any incone falling within any of
the following clauses shall not be
i ncluded . ..

(20) the income of local authority
which is chargeabl e under the heed

"Interest on securities,” "lncone
from house property", "Capital
gai ns" or "I nconme from other

sources" or from a trade or

busi ness carried on by it which

accrues or arises from the supply

of a commodity or service (not

being water or electricity) within

its own jurisdictional area or from

the supply of water or electricity

within or out si de its own

jurisdictional area;"
The Inconme-tax O ficer rejected the assessee’s contention
which was affirned on appeal by the Appellant Assistant

Conmi ssioner. On - further appeal, the Tribunal also agreed
with the Incone Tax O ficer.
The expression "local authority" is not defined in the

Income Tax Act. Its definition is, however, contained in the
General C auses Act in Clause (31) of Section 3. It reads:

"Local authority’ shall nean a

nmuni ci pal conmittee, district

board, body of port comm ssioners

or other authority legally entitled

to, or entrusted by the Governnent

with, the control or managenent of

a nuni cipal or local fund.™"

The contention of Sri Ray is that inasmuch as the
assessee is entrusted by the Governnent with the control or
managenent of a "local fund", it is a local authority within
the meaning of the said definition. ~Sri Ray placed strong
reliance upon the judgnment of this Court in Union of India &
Qhers v. Sri RCJain & others([1981 (2) S.C. C. 308]. The
guestion in the said decision. was whether the / Delhi
Devel opnent Authority (D.D. A ) constituted under the Del hi
Devel opment Act, 1957 is a "local authority™. The question
had arisen under the provisions of the Paynment of Bonus Act.
Chi nnappa Reddy,J., speaking for the Bench, Taid down the
following test for determ ning whether a particular body is
a "local authority" within the neaning of Section 3(31) of
the General Causes Act: "An authority, in order to be a
local authority, nust be of like nature and character as a
Muni ci pal Conmittee, District Board or Body of Port
Comm ssi oners, possessing, therefore, many, if not all, of
the distinctive attributes and characteristics of a
Muni ci pal Conmittee, District Board or Body ~of Port
Conmi ssi oners, but, possessing one essential feature, viz.,
that it is legally entitled to or entrusted by the
government with, the control and managenent of a nunicipa
or local fund." The |earned Judge el aborated the said test
saying that to be characterized as a "local authority", the
authority must have separate | egal existence as a corporate
body, it nust not be a nmere governnental agency but nust be
l egal |y independent entity, it must function in a defined
area and nust ordinarily, wholly or partly, directly or
indirectly, be elected by the inhabitants of the area. It
nust al so enjoy a certain degree of autonony either conplete
or partial, nmust be entrusted by statute wth such
governnmental functions and duties as are usually entrusted
to Munici pal Bodies such as those connected with providing
anenities to the inhabitants of the locality like healthy
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and education, water and sewerage, town planning and
devel opnent, roads, markets, transportation, social welfare
services etc. Finally - it was observed - such body nust

have the power to raise funds for furtherance of its
activities and fulfillment of its objects by |evying taxes,
rates, charges or fees. Applying the said tests, it was held
that DDD.A. is a "local authority". |In particular, it was
pointed out that Section 37 of the Delhi Devel opnent Act
enpowers the D.D.A. to levy betternment charges on the owners
of the properties and that other provisions provide for its
assessment and coll ection. The arrears of betternment charges
are recoverable as arrears of land revenue. There is an
el ement of popular representation in the constitution of
D.D. A, representatives of the inhabitants of the locality,
three elected from anong the menbers of the Del hi Minicipa
Corporation and two elected fromanbng the nenbers of the
Del hi Metropolitan Council figured among the nenbers of the
D.D.A. The functions of the D.D.A, it was pointed out, are
nore akin/ and simlar to the junctions of the Minicipality
i ncluding the power of zonalisation, prescribing the use to
whi ch each zone is to be put to, denmolition of constructions
made contrary to zoning regulations. In short, it was
poi nted out, the functions of the D.D. A are simlar in
nature to the functions of a Minicipality which is
undoubtedly a | ocal authority.

W do not think that the said decision is of any help
to the assessee herein. The assessee is a- Road Transport
Corporation constituted to render rued transport services in
the State. Sections 18 and 19 of the Road Transport
Cor porations Act which set out the general duty and powers
of the Corporation establish clearly that the Corporation is
neant mainly and only for the purpose of  providing an
efficient, adequate, economical and properly coordinated
system of road transport services in the State or pert of
it, as the case may be. It _has no element of  popular
representation in its constitution. 1ts powers and functions
bear no relation to the powers and functions of a Minicipa
Conmittee, District Board or Body of Port Comm ssioners. It
is more in the nature of a trading organization. 'Merely
because it has a fund or for that nmatter nerely because it
is constituted to provide a public service and - to enploy
persons in that connection, it cannot be said that its
functions are simlar to those of Minicipal Council
District Board or Body of port Conm ssioners. The assessee-
corporation stands no conparison wth the D D.A which has
inter alia power to prepare a Mster Plan for Delhi
specifying the zones (zonalisation), specifying the use to
whi ch each zone can be put to, power to order denolition of
bui | di ngs, where devel opnment has been commenced or conpl et ed
in contravention of the Master Plan, Zonal Plan or the
perm ssion, declaration of devel opnent areas and regul ati on
of developnent in those areas and power to grant/refuse
perm ssion for devel opnent  of | and. Contravention of
D.D.A."s orders is also punishable with inprisonment —and
fine on convictionin a crimnal court. These are the
i ndicia of governnental power - the power to affect persons
and their rights even where they do not choose to deal with
it, the power of conpulsion. A road transport organization
like the assessee herein has no such power. Unless one

chooses to deal with it or avail its services - it cannot
affect him or his rights; in this sense, it is |I|ike any
ot her non-statutory Corporation. In this context, it 1is

relevant to notice that though Section 45 of the Road
Transport Corporation Act confers the power to nake
regul ati ons upon the Corporation, that power is confined to
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"the adnministration of the affairs of the Corporation". Sub-
section (2) of Section 45, which elucidates the said power
al so shows that the said power is confined to interna
managenment of the Corporation and the service conditions of
its enpl oyees only.

In view of the above, it 1is not necessary to go into
the question whether the assessee is an "authority" wthin
the neaning of Article 12 of the Constitution, a question
whi ch appears to have attracted a good anpunt of attention
before the H gh Court. Even if it is an "authority" within
the meaning of Article 12, it would not be enough to attract
the exenption in Section 10(20) of the Income Tax Act. It
nmust be a "local authority". The decision of this Court in
R C. Jain was not available to the Hi gh Court when it decided
the present nmatter and hence, it did not have the, guidance
provided by the said decision. Even so, the conclusion
arrived at by it is the correct-one in |aw

Dr. Gauri Shankar, |earned counsel for the Revenue,
subm tted that  the decision of this Court in Andhra Pradesh
State Road ~Transport Corporation Vv. The |Incone-Tax O ficer
and Anr. [1964 (7) S.C.R 17] is sufficient to conclude the
i ssue agai nst the assessee. Learned counsel submtted that
in the said case too, the Andhra Pradesh State Road
Transport Corporation raised an identical contention which
was negatived by the Hi gh Court. Sri Ray says that the said
poi nt has not been adjudi cated upon by this Court. He nmay be
right but that does not advance his case. Applying the test
evolved by the decision of this Court in R C.Jain, we hold
that the asseesee-corporationis not a "local authority"
and, therefore, not entitled to claim exenption of its
income by virtue of clause (20) in Section 10 of the Incone
Tax Act.

The appeal is accordingly dismssed. No costs.




