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Rental income is to be treated as business income of the
taxpayer who is engaged in the business of leasing of
property – Supreme Court
Background

Supreme Court’s ruling

Recently, the Supreme Court of India in the case of
1
Rayala Corporation Pvt. Ltd. (the taxpayer) held that
the rental income earned from a leased property is to
be treated as business income. The Supreme Court
observed that the taxpayer was having only one
business of leasing of its property and earning rent
therefrom. Accordingly, the income so earned should
be treated as its business income.

 The law laid down by the Supreme Court in the
case of Chennai Properties and Investments
2
Ltd. indicates the correct position of law. The
facts of the present case are similar to the case
of Chennai Properties and Investments Ltd.

Facts of the case
 The taxpayer, a private limited company, has a
house property, which has been rented and the
taxpayer is receiving income from the said property
by way of rent.
 The taxpayer claimed that since it is in the
business of renting its properties and receiving rent
as its business income, the said income should be
taxed under the head ‘profits and gains of business
or profession’. However, the tax department
contended that since the income is arising from
house property, the said income must be taxed
under the head ‘income from house property’.
 The Madras High Court accepted the contention of
the tax department and held the decision in favour
of the tax department.

 The tax department contended that the rent
should be the main source of income or the
purpose for which the company is incorporated,
should be to earn income from rent, so as to
make the rental income to be the income taxable
under the head ‘profits and gains of business or
profession'. However, we do not find any
substance in the argument of the tax department
since it is an admitted fact that the taxpayer in
the present case has only one business, and
that is of leasing its property and earning rent
therefrom.
 The decision relied on by the taxpayer squarely
covers the facts of the present case. The
business of the taxpayer is to lease its property
and to earn rent and therefore, the income so
earned should be treated as its business
income.

 Aggrieved by the decision of the High Court, the
taxpayer filed an appeal before the Supreme
Court.

 In view of the law laid down by the Supreme
Court in the case of Chennai Properties and
Investments Ltd. and looking at the facts of the
present case, the High Court was not correct
while deciding that the income of the taxpayer
should be treated as ‘income from house
property’.
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 Accordingly, the income of the taxpayer shall be
subject to tax under the head ‘profits and gains of
business or profession’.

Our comments
The issue whether the rental income is chargeable
under the head ‘income from house property’ or
‘profits and gains of business or profession’ has
been a matter of debate before the Courts.
The Supreme Court in the case of Chennai
Properties and Investment Ltd and the Calcutta
3
High Court in the case of Shyam Burlap Co. Ltd.
have held that in the case of companies where a
memorandum of association provides that the
company is carrying on the business of letting out,
the income is to be treated as business income and
not income from house property.
The Supreme Court in the case of East India
4
Housing and Land Development Trust Ltd.
observed that since there is a separate head of
income provided in the Income-tax Act, 1961 (the
Act) for taxability of income from house property, the
income is chargeable under that head. If the income
from a source falls within the specified head set out
in sections, the fact that it may indirectly be covered
by another head will not make the income taxable
under the latter head.
Further, in the case of Karanpura Development Co.
5
Ltd. , the Supreme Court observed that the deciding
factor is not the ownership of land or leases but the
nature of the activity of the taxpayer and the nature
of the operations in relation to them. The objects of
the company must also be kept in view to interpret
the activity. The nature of the business was trading
within the objects of the company and not the
enjoyment of property as a landowner. There was
also no sale of its fixed capital at a profit.
Accordingly, it was held that the income was in the
nature of business income and not income from
house property.
The Supreme Court, in the present case, has
followed the ratio laid down in the case of Chennai
Properties and Investments Ltd. and held that rental
income earned by the taxpayer from a leased
property is to be characterised as business income
because the main business of the taxpayer was to
lease its property and to earn rent therefrom.
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