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CASE NOTE ON THE CASE OF CHELMSFORD CLUB LIMITED v 

COMISSIONER OF INCOME TAX (2000) 3 SCC 214 

            Yashashvi Lohia, Himachal Pradesh National Law University, Shimla  

 

Introduction  

Section 22 of Income Tax Act , 1961 talks about Income from House Property. This section says 

that income tax should be charged on the annual value of the property of which assessee  is the 

owner. As per this section Term Buildings or land appurtenant can also be called house property. 

In the case of house property, no tax is to be paid under section 22 if the property of the owner has 

property in order to carry any profession, business or profits from business on which tax can be 

imposed. Tax should be imposed on the owner or one who is getting benefit from  it not from the 

occupier. As per section 22 of this act, tax should be imposed on deemed income of assesee from 

property of which he is the owner tax should not be imposed only on the property itself.  

Term used here for income from house property does not specifically mean house but it also 

includes buildings and land appurtenant thereto, building also includes here many things as 

because income tax act does not define term buildings so it has a wide interpretation it includes all 

kinds of buildings which are occupied or there in an intention to occupy  for residence, office use, 

warehouse, factory, storage etc. platforms, godowns, theatres, public auditoriums. Basti huts and 

hoardings can also fall under head of buildings if they have life of five to six years.  

If any building that is vacant but any income is derived from that , it  will not come under head of 

income from house property it will come under head of business profits and income from other 

resources.  

Other term used under this section is land appurtenant thereto, appurtenant means belongs to not 

adjacent to . it means that any land which the parties has agreement by the agreement to be 

appropriate with the building. Any car parking, garages playgrounds, schools recreation areas etc 

will bed considered as a part of land appurtenant to house property.  
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If the property is acquired during the course of business out India and income from that property  

should be assessed as per section 22 of this act.  

 

Principle of Mutuality   

What are mutual association  

Mutual Association is association of persons who mutually agrees to give the funds for common 

desire in order to gain mutual benefits and to receive back surplus from fund given in the same 

ratio as they have contributed the fund. It is an association of persons who agree to contribute the 

funds for common purpose to benefit mutually to all members and to receive back surplus left 

from those funds in same manner as contributions made. Concept of principle of mutuality plays 

a major role in taxation. Income tax will not be put on the profits received by principle of mutuality 

is called doctrine of mutuality.  

Surplus from mutual  activity  

No person can earn any profits from own transaction itself. In order to levy tax on profits income 

must always come from outside. If any profit is achieved under principle of mutuality that cannot 

be seen as income on which tax can be charged.  

All those who earn profits by mutuality they must be contributors to common fund. It does not 

mean that every person should get back surplus of what has been paid by him. Main reason for this 

is members as whole should contribute to fund in common  and participators should participate in 

surplus.  

The mutuality principle is limited to the income which is received  by the contributors of the club 

from member of its own but there will no    interest should be received from the amount of surplus 

that is achieved by depositing the fund by way of income.  
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CASE COMMENT ON THE CASE OF CHELMSFORD CLUB V 

COMISSIONER INCOME TAX 

Facts of the case 

In this case An Appellant company is a company registered under Companies Act here appellant 

owns a property which is immovable property which is a club house and its business is governed 

on mutuality principle. Club is run on no profit and no loss basis it means that members will pay 

their own expenses on their own and they will not have any share in the profits of the club if any 

received. The owner of the clubhouse is the appellant and if any surplus is received it is to be used 

to provide facilities to its members.  

Issues of the case   

There are two main issues of this case and that are as follows: 

1) Whether court was correct in believing that Annual letting value of club building is not 

assessable to income tax under the head of income from property.  

2) Whether the tribunal was correct in believing that principle of mutuality is applicable on 

property income and not taxable income of assessee.  

Observation of the case  

In the Present case, Supreme court observed that Surplus received  from business activities of the 

club house are excluded from levying of the income tax  even  annual value of the house of the 

clubhouse as per section 22 of the income tax act is outside the scope of income tax to be levied 

according to the relevant section of the act.  

In this case, court observed that appellant’s business works on the principle of mutuality Deemed 

income will also fall under the principle of mutuality in turn that it is based on doctrine that no one 

can earn profits by himself. No motive of earning profits are there or intention of sharing of profits  

is there amongst the members. Surplus that’ll be earned from clubhouse will not be shared by the 

members but that surplus amount will be used to provide better facilities to its members. Facilities 
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available to the appellant club is available exclusively to its members and it’s guests. Court gave 

the decision in favor of the appellant on the both the issues.  

 

Analysis of the case  

In the present case in order to decide the question of levy of tax is on income of property or on 

property itself. According to the judgment of Allahabad high court in wheelers club case it was 

held that   Section 22 of the income tax Act is levied on the property itself not on the income from 

the property. Liability to pay tax arises only when the fact that owning property which has letting 

value not from deriving it even if no income is derived from such property or that property is 

vacant then also, he is liable to pay tax. Owner is liable to pay tax on annual letting value even if 

the person is occupant of that house principle of mutuality will not apply to the cases that will fall 

under section 9 of the Income Tax Act.  

According to income tax act, only income is something that can be taxed property cannot be taxed. 

As per section 22 of the act, tax is levied on the property not on the income from property. A 

conjoint reading of Section 2(24), Section 22 and Section 23 gives us a clear picture that what is 

assessed as deemed income that can be taxed as per section 22 of the act. The court held that what 

is being taxed under section 22 of income tax act that is income not the property.  

The term income not only what comes by using that property for some personal use but also what 

saves by using one self. Supreme court observed that judgment of Allahabad high Court in the 

wheeler club case to levy tax under section 22 is not good. 

 

In the present case, Appellant contended that his business of clubhouse works on the principle of 

mutuality in reverse meaning that no person can earn profits by its own self. He also contended 

that every person pays his own expenses and no intention of earning profits or receiving any share 

of profits from it. Surplus that is received from that amount will not be shared by its members but 

will be used to provide facilities to its members. Doctrine of mutuality applies only when there is 

clear identity between contributors and distributors. Court observed that RWITC (supra) case 
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concluded that club had open its business not only for its members but also to the outsiders as well 

for the club business. Identity between contributors and distributors is required to apply doctrine 

of mutuality In the Supra case because of this Principle of mutuality is not applied.  Court further 

observed that from the above case it is clear that law is based on basis of principle of mutuality 

which exclude the levy of income tax from the income of business of the principle of mutuality. 3 

conditions of Doctrine of Mutuality were given in the case of English &Scottish Joint Cooperative 

Wholesale Society ltd v Commissioner of Agriculture of Income Tax (Assam) which are  

1) Identity to the contributors and recipient of fund 

2) Treatment of company which is incorporated as entity for convenience of the members.  

3) Contributors should derive profit from contributors which is made by themselves to fund 

which can be exempted or returned. As per the conditions it’s clear that facts of present 

case that principle of mutuality applies on the business of the present case.  

Taxes should be charged on income from property not on property itself. When any income is 

received from property of mutual concern that would not fall under assessable.  

It was found that facts of the case of cricket club of association of India is similar to the facts of 

present case  in which it was held Cricked Club of India receives income from such property that 

is owned by chambers in assesses building which is rented to the members of that club of Patiala 

Pavilion. Facilities stated is available only to its members of association. It was mainly done to 

give benefit to it’s members. In this case it was held that the portion is let out to the members not 

the strangers so if any income which is due from its members it can’t be taxed as per principle of 

mutuality. High court observed that income received will be exempted from taxed on principle of 

mutuality.  

As per this decision of the court, It is clear that Letting out premises is done for the benefit of the 

members. Mutuality Principle Applies to surplus or profit that is earned from such business of club 

house. If income is treated as rent derived from house property. If any rent is received from house 

property that will fall under section 22 of Income Tax Act.  
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In this case, Court opined that Appellant follows mutuality principle and also deemed income of 

the property  is based on mutuality principle. So the appeal is allowed and judgment is set aside. 

Both the issues are answered in the favor of appellant and no tax should be imposed.   

 

Conclusion  

In this present case, Supreme Court held that in the present case, Tax should not be levied on the 

surplus earned by the company  as here between the members of the club follows mutuality 

principle and It is a general fixed rule that tax should be levied only on the income from property 

but not on the income from property.  

As per my opinion decision of the Supreme Court is quite right as it is a general rule as per Section 

22 of Income tax Act that Income from house property should be taxed and house does not 

specifically mean house it also includes buildings and land appurtenant and here Clubhouse will 

fall under the head of building and tax is levied only on income from property not on the property 

itself here if any profit is earned by the clubhouse then that amount will not be considered as 

surplu8s or income from property as here because all the members of the club follows mutuality 

principle and it’s basic rule that where the members follows mutuality principle there if any surplus 

received that will not be considered as income from property and taxed but it will be used for the 

benefit of the members of the club. So in my opinion was court was right in holding the principle 

of mutuality applied and taxes should not be levied in present case.  

 


