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IN THS SUPREME COURT Of INDIA 

CI VI L APPELLATE J URI SDI CTION 

CIVIL AP PEAL NOS , 9 4 ~8'9463 0 1" :1 001 

Rajkot M1lnicipal Corpo~ation & Ors . 
I 

Vs. i , 

union of India 

j 
1 

s::ivr ~ APPE,l\L NO, 9457 OF 20.03 

Vn ," . ; : .. 

" ' , 

~;; . : r' 

~aj kot Municipal 
' , ' . , . . . corpor~tion ,,& Anr, 

. ", . ' I";:' : , ,',' '. , 
I 

Vs. 
~" 

; . -" 

Ui.l ion of Indi a E .. ~.nI", .:-J f . ,-
I 

CIV1L IAPPEil,L 
-'- I 

NOS:9.46S ' OF' 20Ql 

. I , ; 

Ra j 1,:ott'lunici:pa l c:orp,ara(i.on 

: , 

Uni on of Indi'9- & Ors, 

'. " 

'" .' 

Appe 11 a n [. s 

", Hespondent 

, .. Appellant 

'" Hcis pOfJ(J~n t 5 

.... r\ppell an·!:,s 

.. ' ~Rgspond8nt.8 . 

.. , p.ppe.l lant 

Re fi.pondel.3 ts 

.' 
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CIVI L APPEAL NO . 6706 Of 200 4 

Vadodar a tl,ullic i pal Corpor a t i o n ... AppeJ.laut 

Vs . 

union of Ind i a & a I's. _. Respondents 

Q R DE , R i 
' 'Ii " .. I 

.. 
, '/ Th e MUIJicipul Corp6ration of Rajkot, Ahmedabad , Jamnaga r, 

a nd Vadodara i n the s ta te of Gu j arat', '<hi1ch are s tat.utory local 

mun i cipal a u thori ti es under the Bombay Provincial , Municipal 

Corporation Act, 1949 are the' appellants in these , appeals by 

special l eave . 'rh e issue in th~6e appeals ' rel.ates t o ' l?ajf\1len t of 

se rvice charges re'la t i ng to supply 6f water , cons,ervancy/ sewerage , 

[. ' r ' 
disposa l and , other "indirect s 'ervices like aJ?proach r p ads \<ith 

I 
street li-;J'hting, drainage etc. p~ovided by ti>Ef ' .. saio. :Municipal ' 

I ' 
Corporations to properties o wned by un ~'on of India ' and its 

rais,ing 2 , The appellimt municipal corporati n6 have been 
I " 

by union : b ills annually, in regard to' the ' B,ervice, c'l arges payable 

o E India and its depart.ments . When some of the "bil'ls we,re not 
~:~ 

pa:d, the rnuni,cipal corporations 'resorted to attachment of tl1e 

I ndia, ' by " i nVClK ing , I 
p roceedings by treating the du'e.s ,as arrears 01 ta'xes. ' Such 

! 

p roperties Union ' of revenue . recovery of 

I 

actions of the appellan ts were challenged 1Y Union of India in a 
I 

I 
I 

I 

I 

I 
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writ - peti t ions before of the Gu j a ri:lt Hi gh Court I.t,hich ' .. /e r e 

d: sposed of by the lIil puqned comrnon cl"de ;: of t he Hicrh Court dated 

19 , 9 , 700 2 , Tt.e Hi q h ,Court al lowe d the p e ti tions holdi ng as 

"None oE the impugned de,mand notices or recovery o rders 
intiola ting attachment "or the properties of the Union 
Goverr.ul\ent. Flre referable t~D any contract "and these have 
obvio".ls1y been issued by the (1unicipal Corporation 
under the purporr.ed exercise of. powers to recover 
service ch'Jr-<,jes in lieu oE property taxes, I-Ihen the 
taxes themsE!lves cou l d not be levied except by removing 
che exemption by law made by che Parliament as 
cont"'!mplated by Section , 285 (1). the embargo cannot be 
taken a,my by uny irn[,licat.ion arising [rom such 
aaIUlnistrat i '.re communicat.ions. Even if t.he responden t s 
'.'J e re encit-ied LO reco';er any ··· compensation on th~ basis 
of an: 3.11eged ctssui.ances oE the ,Cent.ral Go:vernment. 
the nature, of their demand would ! have been e.ntirely 
dif E.erent and not ' as has been ;made in "",11 these matters 
by w",y of rec0ve ry notices for ' t.a:< dues and coercive 
action for recovery of such du;es ~ ~he attempt t.o 'base 
the contention now on quasi -cont.ract theory and . 
enti t lement for cornoensation for services rendered, 
c'an-r'lot c~oud the n:3.t~re ~'f the 'deIL1and notic.:es and the 
orders of recov e ry which . a re issued under the 
prcvj s ions 0'£ the s aid Act and t h e Rules ho.\fing beariny 
':)n the aspect :>f levy and recovel'y of Munic ipal taxes. 
No eitemption ~an be spelt. out trom the communication of 
1954 and 19 ~) lJJhtch can make any iI)!"oad in Article 
285 (1) 'bE the Constitution . 

.. ,-. -, :.' " . ':' _ ,'" i . 

x x x x x x. x 
I : . • 

It is thus clear t.o us that. in absence" of any 
not;. Eication under Section 184 (1 ) of the Rail.ways Act, 
1989 or under the co:rres,pond:iing p:r.ovision of S-ett~ 
1 35 (1) of ehe . .Act of l89i}, a nd l in absence -of -any 
cont>"act as contemplated under sUbLsection (4) of the 
corresponding pr'ovision of ' Section 1135 of the" Act, of 
1B90. it \V(IS nol:. open to any o f these corpo rat i ons to 
j"mpo se any tax or service charges <n lieu of tax under 
t h e said Act and effect recovery by issuing the 
impug ned demand notice"s and ' oth"r coercive orders, 
1,d:oitt:edl y . ther e is no law e nacted by th e Parl'iament. 
\."i ·~ ~d ra\t/ing th£.' e x e mpt. i on f.ran. Munici pa l taxes, a s 
contemplated b y .~ Ltic l e 2BS ( 1) in .ce spect o f the 

I 

I 

! 
r 

I 
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p r o pe r ties occupied by the Pos ta l Departmen t o r Of fice 
o f t h e Accou nVm t General . Obvi ous ly , therefore, the 
recovery o f proper t y t axes or servic e charges ~ n li eu 
of suc h t axe s as i s s ought t o be done under t he 
impug ned demand no t ices a nd orders i ss ued for t he 
coerc i ve r ecovery of the Munici pa l t axes under the said 
Act , is '-11 t r a v i r es . t he po wer s of the L'luni c i pa l 
Cor pora tion . All t he i mp ugned not ices' , deman d not i c es 
a s "Well a s othe r o r de r s is s ued b y I these Muni c i pal 
Corporation s fo r effec ting r ecover y of servi c e cha rges 
·in l i eu of taxes a r e, t herefore, he rebY se t aside . .. . ~ 
Rule · is made abso lu te in ea ch o f t hes e petitions 
a.cco rdi ng ly , wi th ' no ci rder a s . t o cost!s. If a ny amo un t 
i s depos i t ed pu rs uant to the in terim o r ders, tha t may 
be refunded t o the Union of Ind ia. ~ 

a ll t axes 

a uthor i t i~s with in ,t h e sta te" 
I , 

. . ! 

o ccur ;ring in Article 28 5 of the Cons t itution of ' India do no t 
I . . 

i n c l ud e s ervic e eha r-ges cl aimed by ·them . i n I resp~ct of :properties ' 

o Vlnedby the Uni on o f I ndia.. They also contend ' t ha t t h e 

arrangemen t arrived at I a nd .l'E~f e rred to i n t h e . ." I~' 
c ommuni da tions/circu1ars t h e Gov:ernmen t of r dia dated 10.5.1954, 

29 . 3 .1967 , 28 . 5 .1976 a nd 26 . 8.1986' '"We r e e r forceable ag·reements 

'hetwe en the Government o f I ndia and t he MJ niQipa l Corpor ations , 

whi ch had nothing to do with Article. 2 85. Th elT)unicipa l 

corporations <'Il sa ' contended thi'!t sec:tion 135 (1) ' and 184, '{lAJof ' the " .' . .. ' j . . . 
Ra i lways Act , 1989 e xempted the Rai lw<'lYs pnly from paYment o f 

, 
t axes and no t f rom p aymen t of service 

, . 
charg l s . 

! 

'1 . Ar ti cle 28 5 o f th e Con s titutio n 

\ 
/ 

tha·t 

I 

I 

I 
I 



" ( 1) The p r oper t y 
Parl i ame nt may by 
a ll t axe s impo s ed 
o Sta te." 
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I 
o f the Un ion shal l , ~ ave in so far a s 
l a w o therwis e ~ ro1 jde , b e e~~mpt , fr~m 
bJ' a S t ate or oy i,lny a uthorIty ·' .... l t hIn 

i 
, , 

"(2) No thing in cl a us e (1 ) shall, luntil Pa rli a ment by 
law othe r wise provi des, prevent an~ authority withi n a 
S t ate from l evying any t ax on any pr operty o f the Un i on 
t.") whi c h such property wa.s· imme~ia tely ' before ' t he 
c ommencem2nt of thi s Constit ut i on ik li'able or treated 
as liab l e, so l ong a s that '. taX con b nues to ' be levied ' 

I . ' 
i n thot State . " ··· ·· i 

. " , I : ~ . . 

sect i om 184 (1 ) 'of t he Raihiays Act, i 198 9 read s th';;; : 

" (1) ·'No t · .... ithstandi~g anything c oA-trary con tained 'in 
any oth e r l aw , a ra i lway admini s t : 1ation s ha ll not be 
liab l 'e to : pay a ny. tax in aid of t.he funds ' 'bf ' any ·i oca 1 
i\uthority un l ess the · Central Governmen t. , py 

. notif ication , d eclares the railwa ~' ' admini s tratia'n to 
b e li able t o pay the . tax spec ified in .such 
not ification. 

5 . I n Un ion o f I n dia & drs . v .. statel of U~ tar ~radesh [, Or s . 

. 2007 (1 1) SeC 324 , t his Court . upne l d t he decis i on of · t he High 

cour t t ha t charges f or suppl y . o~ wa te1 or 'f o r othe~ serv ices 

render ed under any statutor Y· ' ob l ·i gat i on ;, . is a f 'ee and: nor. t ax . 
. 

I t. was h eld ~ha t the Uni o n of 'I ndia tas liabi'3 to" pay s uch 

charges and should honour t he · bills served ' in that behalf. · 

I 
ueferdng .. t o Section 52 · oE " the u 'P wa't 'e r Supply and ' Sevier.age .Ac t . 
~ I . . . . 

" " " ', 

19 75 , i twas held t .1at the c ha r ges. were' looEely termed' as "tax", 

that t h e nomei-rciat~re was . no~ . Jmportant al~ what, ' ~Ias d'ia'r~:}d is a 

fee fo'r ' the supply of wa ter as ' well a s · mainte na nce ' o f the 

sewerage system, a nd. s uch serv ice charges ar e to b e consi'd erad a s 

c'. f ee and wer e not h it by Articl~ 28 5 of Ithe Cons t i tution. 

f urther' made 'c l eartha'.: wha t was e xemptJ <.l by Ar ticle . 285 
I ' 
I 

It was 

wa s' a 

I 
I 

I 

I 

I 
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tax on l.he px'ope r ty at, Un ion of I ndia bu t not a charge ' for 

se cvice I,.·,rljch 't/ere bei ng render ed ih the na,ture of water supply 

o r for mai nt'enance of 'sewer?ge sys t em . 
I ' 

6 , When t hes8"ppeals were ' earlier l i.s t 'ed for hearing , both 

. sides agr e ed tha t they "ill atternpt a broad consensus on several 

[:le nding issues and narrow down the ,area s o f controversy and agree 

" . ~ , I " 
for a dispute resolution mechan ism, We are told that in pursuance 

d ' ' , ' h ld' , I ' , -
of it, lSCUSS l ons were, e among varloui depa~tments of che 

Government of India with the Department of Urban Development. In 
. ! 

pursuance of it , an affidavit dated 9.4.2009 has been fil ed on , 
behalf of Union of 'Il},dia crystallizing i hs stand on various 

issues . Uni on of India ha s now agreed in I' , principle , for the 

fo llowing: I 
, . 

I ,i, ' , 

[i) It is liable ' 'to pay service charges to the municipal 
c orporat jons for pr,oviding services ,lik;,i,' suppl y of , water, 
C;OI1set'vancy/ sewerage disposa,lr apart ~ ' ~rom g~neral servic'es l i ke 
approach r oads wich street 11ghts, dralns etc. 

[i i) It will pay service 'cnan;ies I tq' ' the Mu:nicipal 
corporations, for the 6erv~ces, aB stated i~ its circulars ,dated 
10 .5. 1954, 29.3.1967, 25.5 ~ 1976 and 26,8.1986, but wi ll not pay 
aI'Y ,t axes , ! , 
(i ii ) Ha v,ir;g rega:r:d , to ,' t he fact th"'t only l .s~rvice ,li~(e supply 
of '"ater could be ,me tered and .othe:- 'se rvices ! like drai nage, solid 
wa s te manag".i,,'''' t , approach roads, str:eet lig~,tinq etc., coul<\',fot 
\1e metered ; the percentage of property tax "1111 be wurkad out a6 
,;ervice :'Charges, on ' the basi? of.. instruc~ions, issued by the 
Ministry 'Of , "'inance, ' , " I ' , 
( i V ) The concerned ~i~istry ' of the Union to Whi~h ,the pro~erty ,-
belongs will enter ', i l!to , separate" con t racts ,k ith: t be ,respectj ve 
'municipal co rporation for supply of 's ervices and payment of 

I 
I 

I 
I 

I 

I 
I 
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and pay t he bil ls for 
; 

annual service charcJes. 

(v ) Union of India and i t s departmen'ts will per. iodically 
a rrangements with , the ~espective mun icipal 

as sugg",sted by its Advisor~ coornittees and make 
or revisions · in the rates of serv ice , charge s . 

reviel. the 
corpo:rat~LC'ns I 
mod ificatioLs 

, , 
( v i ) 
such 
also . 
Union 

\-IhereITe" ,properties , ,of , ,stat,e gove'rnment " are:: exempted. 
exemption shall apply to' 'properties ~ f 'central ' go~ernment 
' Under no ci rcurns tances. ,the :,service charges payabl"l ' by the, 
of India wil,l be more than the servic!e 'charges paid by the 

state government. .'" ". , , 
I 

(vi i) The arraI1gement ",ill" not .affecY the 1",gal rj.ghts 
conferred by the appropriate laws. in regan;> ,to any ,Property he,ld 
by the Union. 

, 

'). 'rhe Union ,o f Indi a has also stated th l t taking note of the 

I 

8 , 

relevant, circ\.unstances, it lias dec~ded ,·.to pay service , I' 
charges at, the ,followi'ng rates: (a) 75

1

% Qf t he property tax 

levied on 'private owners, where ,the Plope,r,t~es of ::the, 'Union 

are provided " by the municipal "orpqra,tiof'!s ' with a ll 
! l··,' ., ' , . 

services/facilities as were provided to "othe'r are'as within , 
I 
I 

the municipal corporation; (b) 50"6 !of" ,the . property tax 

levied on Prlvai:;'; owners,' 'in regard Ito ' proper't\'es ' 'o f the 

Union , wbere only some of the 6erv~t?e'5 ~ fa~ili~i~'~ were 

availedi" and , ("c) upto d ' maximum of : onL third (33 ' and 1/3%) 

of' the ' p;" opertytax leV:ied. , on Prii.rdtJ owners 'in ' regard t o' 
; ....• .j, " 

properties which did not a~,!I .p .... 
any ' ot" the services provided 

, ' ,." . ,. , ' " ~:~ , , 

by the municipal cor'porat.ion . as they ~Iere self ·sufficient 

on a c count 'of ,- ali ser;,..i~es ' belng the Union 

itself . 

pi:ovided by i ' ... 
! 

I 

I 
I 

I 

I 
I 
I 
I 
I 
I 
I 
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8 . It wa a al s o clarified that where no ~ervices w~re &vailed 

f r om t he municipal cor poratiorr, a ra t e wi~hi n t he ceiling of 33 

a nd 1/ 3% of the prope r ty tax, will be !,ego tia t ed and se t tl ed 

" I hav ing regard .to t h e relevant clrcumstances. In s o fo.r as 
I 

properci esof Indi an Ra ilways are concern l d, it was stated that 

a.s it Jowns properties in virtually ,ever'ymJnicipal corporation in 
I " , 

Indi a and normally all its properties do not ud,lise the services 
., ' . 1 . 

provided, by municipal corporations, Railways propose to pay only 
• I 

a token service cha'rge of 5% or such other: rate as' may ' ,be agreed 

I , by mutunl negotiations. 
; 

I 
I 

. appellants the 
, 

submitted,. that 9 . Learned counsel the for 

app'ellant municipa lcorporationa submi tte~ tha t : they. w'!Ire broadly 

in aqreem{;,;~ . c with what. has 

In0ia in ' t he said affidavit . 

also conf i rmed and: aqree~ ; 

been s ta ted and agre'ed 

The appellanJ MuniciPa l 
:' 

by ,. Union of 

Corpor'ations 

(i) tnat 'they will not levy or ,demand any ~property,.: t.ax'" in 

respect of ' the prope'rties belonging to UIllon ' of India and used 

for the purPOSeS of the government T < 

(ii) that the demands will ,relate only to service charges for , . I 
direct ser.vices li~e supply ' of wa:ter, an~ conservancy/sewerage 

dispoaal services, and . other genera,l" services such as approach 

roads wi th 8 t reet lighting, drainage' ,e tc. ; 

(iii) tha t they broadly agreed to the rates of service charges 

agreed by Union of India; and 

" 



t 

( i v) tnat '£ 
1l. there is def aults or if negot ia t i ons "ith the 

concerned departments for in reqarc: to service charges fail they 

w~ll not take any coercive steps Ear r ecove ry (l ike cut ting o ff 

su ppl ies) nor r esort t o r evenue rer-overy proceedi ngs , but ' will 

take recours e to other remedies ' availabl'e to them in law for ' 

recovery . 

,'" ". ! 
I 

1 
I 

The ?-ooellants hOI"ever expressed I 
regard to the s t and of the Ra ilways that i t 

10 . 

, . ' I 
service cna lges at: 5% .of · ,the property tax. 

there can be no property of R'ailWaYSWhicJ 
! 

reserv'ations only in 

will only pay ' nominal. 

They point out that 
- :. , 

can be termed. ,as 100% 

self" suH ;i,cient in regard to s~rvices i as ~o~-non indirEict , I '. ', ' -, ' 
services" provided by the Hunicipa l Corp1ra,t~on ) like ., :'approach 

, .' " i 
roC'ds 'with street , lighting etc.)' " w,ill b o ' etdoYeiLby~hern. " They 

'- !, , 
also drew our attention to the 'fact t'haJ,' Mlni';e~y 6CRai'lways 

1 
I 

..... 

(Railway Board) had al so 'issued ' a tirc:ular da ted .24, ,7 ,,1954, 
'I 

s i mi lar to the circulars issued' by the I Gove,rnment of India , 
"" :'. .,,~: ... ~ .-. . ~; I ,::\') ........ ' , 

Mi,nistry. of !finance " providing fpr payjllent ·' o'f" ,part. , of the 

proper1:y' tax / as serviice~ ~~harg.e~", fp r watJ r, :' ,~~av~nging ',' etc . The 
! . , ' ( ,,:, . , . 

'L 

l earned S~ i.ic i tor Gen~~at "' h owever' stated ';' that '- ' sh~ , was, not sure 
I 

.. ~ ': ; 

whether tLe , said circular continues i n force or was 

I' ' 
other c ircular s . Be t hat as it may: 

I 
I is nOi need' to', consider the ' 
I 

11, In vie,w of the 9-bove, there 
" ' .. 

. j - •. • •• . " ' . • 

ap'peals on rrierit'S', We dispose of ,appeals a,:id pending apphcatl.Ons 
" , 

hy r'~cord ing the fol lo.,ing broad ag tElement ibetl"een ·the parties: 

I 
I 

I 

I 
I 
I 

I 
I 
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( i) '1'hco Union of Indi a a nd i ts ,d epar t men t s ,·,i ll pav sEorvi ce 
! • 

cha rges Ear the services pr ovi d ed by the I a ppe l lant munic i pal 

corpor ations. 
, 

Th ey will not pay any proper: ty t ax , The 3e rvice 

chdrges ,,,i ll be paid a t 7 5%, 50% anld 33 1/3% re s p ec tively o f t h e 

pro per ty tax levi e d on p r iva t e o\"l1e r s, d ebendi ng upon whether 

Union o f india o t its depa rtment is : u t{li si~g th~ ful l s ervices , 

or par tia l sel''' ices or ' ni 1 s e r ';'i ces. ~he Uni on o f Indi a 

represen t ed by i t s c o ncerned departmenJ v,{U ente r into 

a greements(unde r standings i ro ~ regard : t~ s e r v l c e charges fo r: each 
, ' I 

o f its p r o per ties , wi t n the r e;;pecti~ e, mun ic~rj'al c o rpo r a tion . 

I 
i 

( i i) The a b o v e arrang ement is open to mod,if ication or 
revisons by mutual donsent. I ,In the event o f 

6i sagreeme nt o n any , issue, parties wil l tesort t o 0. dispute 

cesolution mechanism by 'reference .to a th~ee MembeI' , .Mediatio n 

Coromi'ttee (;ons.isting of a rePI:esentatiJ e of t he Central 

'periodical 

government,- a , representative ' o'f ; the ' bcince':'ned municipal 
" , ; , I 

corporation and a senior rapresentat/..ve (preferably the secretary, 

in c harge of tn t; ' :'!epa'rtment of municipal ad'Tliriistratioril of the , 
State of G~j drat. 

(iii ) If Railways or any oth.er department of u nio n' 'of India 
I ' 

owning a property changes the agreement/ understanding 
" , I ' .-

unilate:-ally , o r fail to reach a settlement through the ' Mediation 

coromittee in ragard to any disputes, ' or fail
l
!> to clea r : the dueS, 

i t is open to the conc~rned 'Munici~al corJoration to . initiate 

such action, as it d eems fit. ir,' accorldance ",ith law by 

approaching t he jurisdictional coutt's/trib[nal for final and 

interim reliefs. 

( iv ) The munic i pal corporations s~all not resort to coercive 

s teps ( s uch as 

revenue recovery 

s t:oppageof , supplies/servilces) 

p roceed ings' for recovery o~ any 

d ues from Un i o n of India or its departments. 

service charge 

I 

I 
I 
I 
I 

I 

I 

I 



,r, 
" l ' ..... .. 

Th e s e rvice charges payable by Un i on of India .. i ll under 

no c i rcurns Lances be mor e than the serv i.c e charges paid by state­

government for its properties. ~~erever exemptions ' or conce~sions , 
a r e gran t ed to the properties belonging to ,the state government. 

t he same shall also apply to the proper t ies bf Union of India. 

(vi) If the Railways doe s nO.t to abide by the four general 

circulars of the Union of •. ! ndia dated 10.5 . 1954. 29.3.1967; 

28.5 . 1976 and 25.8 . 198 6 and the general conkensus set out above. 

i ,t is open to municipal corp~!ation to ~ak.~ such action as i s 

permi ss ib le in law. 

NeVI Delh i; 
November 19. 2~ 09 . 

; <J ' 
, I . 
. . . . . . . . . . . . . . . .. ' .' .. J . 

(R V Raveendran) 

I ' 

.. '. ! ' . . '. ' ... ' .. . .. .. ... . J . 

(K 'l ' Radhakris~nan ) 
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I 

I 

I 
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