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HYPOTHETICAL INCOME IS NOT REAL INCOME AND THUS, NOT CHARGEABLE TO TAX

“PRINCIPAL COMMISSIONER OF INCOME TAX, SHILLONG VERSUS M/S NORTH EASTERN ELECTRIC POWER CORPORATION LIMITED”

Hon’ble Meghalaya High Court in case of Principal Commissioner of Income Tax, Shillong
Versus M/s North Eastern Electric Power Corporation Limited' observed that entries of
hypothetical income that occurred in the books of the company would not be considered as a
'real income' to levy 'income tax'. "Income-tax is a levy on income. In this case, Appellant
averred that assessee-company was following method of Hybrid System of accounting, which
i1s a mixture of Cash Basis and the Accrual Basis of Accounting, cannot be adopted by the

Company as per the provisions of Section 145(1 ) of the Income Tax Act, 1961.

Hon’ble Court referred to decision of Hon’ble Supreme Court's case of Commissioner of
Income-tax Vs. Shoorii Vallabhdas and Co.?, wherein it was held that a Hypothetical income
is not a real income as it doesn't result in the receipt of income. Furthermore, it observed that
though the Income-tax Act takes into account two points of time at which the liability to tax is
attracted, viz., the accrual of the income or its receipt, yet the substance of the matter is the
income. If income does not result at all, there cannot be a tax, even though in book-keeping,

an entry is made about a "hypothetical income", which does not materialize.

Accordingly, Hon’ble Court dismissed the appeal.
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