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Taxat ion on Elec tr ic i ty 
R P Aiyer 

The tax on electricity has adverse effects on the future of electrical development—both as a tool 
of production and as a constituent of the standard of living of the individual citizen. 

Electricity has long ceased to be a luxury. The removal of existing tax on electrical energy, there
fore, would be in conformity with the accepted policy of reducing the cost of essential articles. 

PU R S U A N T t o the power 
vested in the Provinces under 

the Government of Ind i a Act , 1935, 
and subsequently in the States by 
the Constitution, many of the State 
Governments are at present levying 
special duties on the sale or con
sumption of electrical energy. Con
ditions obtaining in this regard vary 
from State to State. 

This form of taxation is consider
ed by many State Governments as 
'suitable' , the only criterion to 
justify this suitableness being the 
easiness w i th which the tax can be 
collected by the State Governments. 
The actual task of collecting the 
duty devolves upon the electric sup
ply undertakings, which are paid 
meagre allowances for carrying it 
out. 

The electric supply industry has 
been noting w i th a sense of misgiv
ing the increasing tendency of the 
State Governments to single out the 
electricity consumer for a fo rm of 
impost, the incidence of which is 
out of proportion to the other forms 
of taxation, particularly sales tax. 
Electricity plays an important part 
in the development of the nation 
and in conformity w i t h the Five-
Year Plan a number of schemes for 
the extension of electricity to urban 
and rural areas have been, or are 
being, sponsored by the Central and 
various State Governments in con
sonance w i t h Government's pro
claimed policy of extending the 
benefits of power at the cheapest 
possible cost. In this context the 
tax on electricity is an anachronism. 

The attempts of State Govern
ments to tax electricity consumption 
came in for criticism at the hands 
of the Power Engineers' Conference 
wh ich met in New Delh i in Febru
ary, 1949, under the auspices of the 
Centra l Government when the Con
ference passed the fol lowing reso
l u t i o n : 

" This Conference is of the opi
nion that electricity being essen
t ia l for industrial and agricultural 
production, it is of the utmost im-
portance that its consumption for 
such purposes be exempted f rom 
a l l forms of direct taxation i n 

cluding sales tax and octroi duties, 
especially as the cost of generat

i n g and distributing electrical 
energy w i l l be substantially higher 
in future due to the abnormally 
increased costs of all plants, mate
rials and construction." 

The passage of t ime since the i n 
troduction of this tax which the 
Bombay Government started in 
1932—has not minimised the funda
mental objections to the tax. The 
industry's endeavours to combat this 
taxation have been sustained, and 
major attention has been directed 
to the taxation existing in Bombay 
State. 

When the Ind ian Constitution 
was on the anvil , it was suggested 
that " E lec t r i c i t y" could w i t h ad
vantage be transferred from the 
" Concur ren t" list to the Un io n 
List , so that if at al l electrical 
energy was to be taxed, it could be 
done by the Centre. The advantage 
of this could have been a uniform 
taxation policy instead of the levy 
varying from State to State as at 
present. 

The matter was taken up w i t h 
the Central Government when the 
Essential Goods (Declaration and 
Regulation of T a x on Sale or Pur
chase) B i l l , 1951, was under con
sideration by Parliament. The B i l l , 
among other things, listed " elec
tr ical energy, except energy intend
ed for domestic use " as an article 
essential for the life of the com
munity. It was then suggested for 
Government's consideration that the 
scope of the B i l l should be enlarged 
by stipulating that electrical energy 
used for a l l purposes should be de
clared as essential for the life of the 
community. However at the Select 
Committee stage of the B i l l , elec
trical energy was omit ted from the 
Schedule (listing essential goods) 
because doubts w e r e expressed 
whether the expression ' goods' in 
Art icle 286(3) of' the Constitution 
included electricity. 

W i t h the country's taxation struc
ture being at present under review 
at the hands of the Taxation E n 
quiry Commission, the industry has 
taken the opportunity to apprise the 
Commission of the effects of this 

taxation on electric power develop
ment. . 

Three basic objections have been 
advanced against this tax before the 
Taxat ion E n q u i r y Commission. 
Firstly, the tax on a basic industry 
like electric supply is wrong in p r in 
ciple; secondly, the taxation is dis
proportionate and differs between 
one State and another; thirdly, the 
rates of tax are unduly high. There
fore, if at a l l a tax on electrical 
energy is to be imposed either on 
lights and fans consumption or i n 
dustrial supply, it should be applied 
on a percentage of the selling price 
so that various tariffs w i th their 
promotional aspects are not inter
fered w i t h , and double wir ing is not 
necessitated to meet the require
ments of the tax. In any case the tax 
should not exceed the rate applic
able upon an essential commodity 
under the parallel sales tax laws. 

Dur in g oral evidence tendered by 
the industry, the Commission have 
not been able to agree that there 
should be no taxation on electricity. 
The Commission have taken the 
view that mineral oils are equally' 
essential. These were subject to 
various forms of taxation, and there 
is '' no essential difference between 
electricity and mineral oils ". Also 
" Government itself is a basic indus
try and they must have resources to 
raise revenues! " 

The suggestion that power to tax 
electricity should be transferred to 
the Centre has also been unaccept
able to the Commission as special 
amendment to the Constitution is a 
difficult process " a n d should be re
sorted to only on major issues of 
po l i cy" . 

The Taxa t ion Enquiry Commis
sion arc, however, seized of the pos
sible effect of price on the demand 
for electricity w i t h special reference 
to taxation, as w i t h the various 
power projects now nearing com
pletion the question of selling power 
would become acute. 

This aspect, on the other hand, 
appears not to be fully appreciated 
by at least some of the State Gov
ernments, One State Government 
have sought to justify the electricity 
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duty on the ground that 
" electricity is generally an urban 

facility relatively cheaper than 
kerosene for l ight ing purposes in 
the villages and towns not sup
plied by electr ic i ty" 

Further 
" a tax on electricity besides by 

its wide base can yield a substan
tial revenue by a small incidence 
on each individual consumer ". 
These arguments, however, do 

not take into account the adverse 
effects of electricity tax on the future 
of electrical development—both as a 
tool of production and as a consti
tuent of the standard of l iv ing of 
the indiv idual citizen. Electricity 
has long ceased to be a luxury 
(which seems to be, increasingly re
cognised) and the removal of the 
existing tax on electrical energy 
w o u l d be in conformity w i t h the 
accepted policy of reducing the cost 
of essential articles. 

While the ill-advised taxation of 
electrical energy for industrial and 

domestic ' purposes in some States 
is only a recent development, the 
impost on electrical energy for 
lights and fans consumption in 
homes is a long-standing grievance 
of the industry and the consuming 
public. This tax by its very nature 
is a bar to progress, for by penalis
ing the use of electrical energy it 
retards the general application of 
what has come to be regarded, and 
accepted, as an essential and i m 
portant clement in the modern 
scheme of l iving. 

The general trend in the rest of 
the wor ld is to forego this form of 
taxation. An electrical energy tax 
was in force in the U S A against 
Util i t ies u p t o November 1951. 
This consisted of a 31/3 per cent tax 
on the total revenue from residen
t ial and commercial customers. 
Industrial consumers were exempt, 
as also certain other specified 
groups. The tax was only applied 
to investor-owned power companies 
and correspondingly applied to their 
customers. The consumers of rural 
co-operatives and States and mun i 
cipal-owned systems were exempt. 
When the US Congress attempted 
to apply the tax universally, there 
was so much objection f rom co
operative and municipal undertak
ings that the extension of the taxa
t ion was blocked. It was then de
cided by the Congress that in a l l 
fairness the tax should be eliminated 
f rom the private companies as well , 
and this was done. 

I t w i l l be appropriate here to 
draw particular attention to the in 
cidence of tax (31/3 per cent) which 

prevailed in the U S A while in one 
State in India , for example, Bom
bay, the duty on lights and fans 
consumption works out to 66 2/3 per 
cent on the energy price and in the 
case of industrial consumption to 
32.5 per cent. 

There has been all-round recogni
t ion of the importance of electrical 
energy in the nation's economy. 
Shri G L Mehta, the present Ind ian 
Ambassador to USA, and un t i l 
lately. Member of the Planning 
Commission and Chairman of the 
Tar iff Commission, has taken the 
view that " there is no doubt that 
apart from the economic utilisation 
of power electricity changes i n t i 
mately and profoundly the way of 
life of a village or town. It is in 
more sense than one, a source of 
l i g h t " . Shri A D Gorwala, the 
eminent publicist, has expressed in 
an even more forcible way the role 
of electricity in a country's develop
ment : 

'' Electricity, it has been said, is 
civilization. I f you could civilize, 
in other words, create modern 
minds capable of dealing wi th the 
problem of the modern wor ld , 
first supply electricity. It is an 
ini t ia l instrument of technological 

development. Wi thou t i t t h e 
modern outlook cannot grow." 
The existing tax on electrical 

energy, therefore, particularly the 
tax on industrial consumption, con
stitutes an impost on an " i n i t i a l 
instrument of technological develop
ment " whereas tax-free electricity 
(making it cheaper) would engen
der greater prosperity w i t h corres

p o n d i n g increase in the standard of 
l iv ing , and the consequent raising 
of tax potential in other directions. 

A point which State Finance 
Ministers raise is that the general 
run of industry should not worry 
about the electricity duty as elec
tr ici ty forms a minor item in pro
duction cost. A counter argument 
which it may be pertinent to pose 
is which is the better way, cheap 
and abundant electricity or cheap 
and abundant tax collection? Surely 
it is better to let electrical con
sumption develop unfettered by tax 
burden on the cost, so that its c iv i 
lizing process may produce more 
health and wealth which then, in 
turn , can contribute to the coffers 
of the State in other ways. To 
reverse the process, as is now being 
done is to " put the cart before the 
horse ''. 
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