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relevant’ 
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In brief 

In a recent decision1, the Delhi bench of the Income-tax Appellate Tribunal (Tribunal) held that 
income from leasing of warehouse has to be assessed under the head “income from house property” 
and not as “income from business or profession”. The reliance placed by the taxpayer on the clauses 
in the memorandum of association (MoA) holds no force, and the dominant object of the rent 
agreement was only to enjoy rental income.  

 

In detail 

Facts 

 The taxpayer, a private 
limited company, was 
primarily engaged in the 
business of warehousing, 
transporting and carriage of 
goods, and providing 
storage and protection of 
goods. 

 The taxpayer purchased a 
warehouse which was 
already put on rent. The 
taxpayer declared the rental 
income as business income 
and claimed expenses 
under the heads finance 
cost, depreciation and other 
expenses. 

 The taxpayer relied on the 
Supreme Court’s (SC) 
decisions in the case of 
Chennai Properties and 
Investments Limited2 and 

                                                             
1 ITA No. 474/ Del/ 2018 
2 Chennai Properties & Investments Limited v. CIT [2015] 373 ITR 673 (SC) 
3 Rayala Corporation (P.) Limited v. ACIT [2016] 386 ITR 500 (SC) 

Rayala Corporation Private 
Limited3. According to the 
taxpayer the aforesaid 
decisions held that rental 
income needs to be 
regarded as business 
income, in view of the main 
object clause of the 
company’s MoA. 

 The tax officer (TO), during 
assessment considered the 
various clauses of the lease 
deed and noted that its 
dominant object was only to 
enjoy rental income.  

 The TO concluded that the 
income received from 
leasing of warehouse had to 
be assessed as “income 
from house property”. 
Further, the TO disallowed 
the business expenses 
claimed by the taxpayer.  

 The Commissioner of 

Income-tax (Appeals) 
[CIT(A)] upheld the TO’s 
order. 

Issue before the Tribunal 

Whether the income earned by 
the taxpayer by leasing the 
warehouse was taxable under 
the head “income from house 
property” or as “income from 
business or profession”? 

Taxpayer’s contention 

 The taxpayer alleged that 
the TO while arriving at its 
conclusion ignored the fact 
that it was primarily 
engaged in the business of 
leasing of warehouses. 

 The taxpayer’s MoA stated 
that the company was 
engaged in the business of 
warehousing, transporting 
and carriage of goods, and 
providing storage and,
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protection of goods. Thus, the 
rental income from the 
warehouse should have been 
offered under the head 
“income from business or 
profession”. 

 The taxpayer relied on the SC 
decisions in the case of 
Chennai Properties and 
Investments Limited2 and 
Rayala Corporation Private 
Limited3. According to the 
taxpayer the aforementioned 
decisions were pronounced 
keeping in view the main 
object clause of the MoA of the 
company (carrying on the 
business of letting out 
property). Therefore, the 
rental income should have 
been treated as business 
income and not income from 
house property. 

Revenue’s contention 

 The Revenue relied on the SC 
decision in case of Raj 
Dadarkar and Associates4 to 
contend that rental income in 
the present case was 
assessable as “income from 
house property.” 

                                                             
4 Raj Dadarkar & Associates v. ACIT 

[2017] 394 ITR 592 (SC) 

Tribunal’s ruling 

 The Tribunal noted that after 
purchasing a warehouse that 
was already on rent, the nature 
of usage of warehouse and 
payments remained the same. 
Thus, the nature of 
transactions or income 
generated from the warehouse 
(post change in ownership) 
remained the same. 

 The Tribunal relied on the SC 
decision in the case of Raj 
Dadarkar & Associates4 to note 
that the issue of chargeability 
of rental income had been 
settled by the SC after 
considering its previous 
decisions that included 
Chennai Properties & 
Investments Limited2 and 
Rayala Corporation (P.) 
Limited3. 

 In light of the SC decision in 
the case of Raj Dadarkar & 
Associates4 the Tribunal held 
that the basis taken by the 
taxpayer to claim rental 
income as business income by 
referring to the object clause

of the company’s MoA holds 
no force. 

 The Tribunal upheld the 
CIT(A)’s order that income 
from leasing of warehouse was 
assessable as “income from 
house property”. 

The takeaways 

 This decision reiterates the 
principle laid down by the SC 
that mere object clause of the 
MoA would not be the 
determining factor in 
concluding whether the 
income is to be treated as 
income from business. 

 The issue of chargeability has 
to be examined on the facts of 
each case and the activities 
carried out thereto, which 
need to be supported by the 
legal documentation and 
business contracts thereto. 

Let’s talk 

For a deeper discussion of how 
this issue might affect your 
business, please contact your 
local PwC advisor 
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