GJA Learning.
April 27, 2025

< ” *
. 1@
LN

@ »
® e

: From watts to taxes:

%% A bright guide to TDS on

— electricity

| B % ol

gja.co.in G' Joseph

Associafes

Chartered Accountants



TDS on electricity: everything you need to know

Introduction: why are we even talking about

electricity and tax?

» If you thought paying your electricity bill was painful,
wait till you hear this - Now, buying electricity can
come with a side order of TDS — thanks to Sec.
194Q of the Income-tax Act, 1961.

» It's true! Because electricity is legally treated as
“goods,” if you buy a lot of it, you may have to
deduct tax before you pay your power supplier.

» But don't worry — it's not as shocking as it sounds.
Let's break it down.

When does TDS apply on electricity?
» You, the buyer, must deduct TDS at 0.1% if ALL
these conditions are met:
» Your purchases of electricity from a seller
cross 50 lakh during the financial year.
» Your total turnover in the previous financial
year was more than %10 crore.

» The seller is resident in India.

» Remember, it's not just how much you buy that
matters — your own size (turnover) matters too.
This applies even if the seller doesn't raise a GST
invoice separately for the electricity.

Why electricity counts as “goods”

» We know what you are thinking — "Come on,
electricity isnt even solid! How can it be goods?”
Good question. Here's why:

» In the landmark case State of Andhra Pradesh v.
NTPC, the Supreme Court said electricity is movable
property — it can be generated, transmitted, sold,
and even stored.

» Under GST law, “goods” means anything that's
movable, except money and securities. Electricity fits
rightin!
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In short:

Here’s a really simple way to
look at it:

Electridty is like water — it
moves, it flows, you pay for it —
so it's goods for tax purposes
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The fine print, consequences & a recap

Special cases: when TDS does not apply

» While TDS under Section 194Q generally
applies on electricity purchases, there are
special exceptions where no TDS is required:

» No TDS needs to be deducted if electricity is
purchased from a government department
(such as a Union Territory Electricity
Department) rather than from a government-
owned company. This exemption flows from
Sec. 196 of the Income-tax Act, 1961 which
exempts payments made to the government
from TDS obligations.

» Examples where no TDS would apply:

» Chandigarh Electricity = Department
(Chandigarh UT)
» Puducherry Electricity = Department

(Puducherry UT)

» However, if the electricity supplier is a
government-owned company (like Kerala State
Electricity Board Ltd.,, Maharashtra State
Electricity Distribution Company Ltd., or Tamil
Nadu Generation and Distribution Corporation
Ltd.), TDS will apply as usual.

» Government companies, even if wholly owned
by the government, are treated as separate
legal entities under the Companies Act.

Pro tip:

Always verify whether your supplier is a
“department” or a “company” before

deciding on TDS deduction. You can easily
do that by taking a look at the PAN of the
supplier
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Consequences of not deducting TDS

» Did you miss (or refuse) to deduct TDS on
electricity? Here's what you are in for:

» Disallowance of 30% of your electricity
expense
Under Sec. 40(a)(ia), if you fail to deduct TDS,
30% of vyour electricity expense could be
disallowed while calculating taxable income.
This would result in higher income tax payable.

» Here's an example: If you paid Rs. 1 crore for
electricity but didn't deduct TDS, Rs. 30 lakh
could be disallowed, and assuming a tax rate of
25%, you could end up paying additional tax of
Rs. 7.50 lakhs, not counting interest! Compare
that with a deduction of just Rs. 10,000.

> Being treated as a defaulter

The tax department may treat you as an
assessee-in-default under Section 201. You
could be liable to pay:

» The TDS amount not deducted,
» Interest for delay,
» Possible penalties.

» Penalties and prosecution risk

Serious or repeated failures could even invite
penalties and, in extreme cases, prosecution
under the Income Tax Act.

A quick recap

» Buying electricity in bulk? Check if Sec. 194Q
applies.

» Cross 50 lakh + %10 crore turnover? Deduct
0.1% TDS.

» TDS applies if buying from a government-
owned company.

» Most importantly, not deducting TDS can
cause serious tax consequences!
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Notice to the reader

G. Joseph & Associates (GJA) is a firm of Chartered Accountants registered with the
Institute of Chartered Accountants of India. This document forms part of GJA
Learning, a publication intended solely for internal circulation and for distribution to
select clients of GJA. It is not meant for wider public dissemination.

The contents herein represent the views and interpretations of GJA as of the date
of publication. They are intended to provide general information and should not be
construed as professional advice, legal opinion, or a recommendation for making
business, financial, or investment decisions. Readers are advised to consult their
own advisors before acting on any information contained in this document.

While due care has been taken to ensure the accuracy of the content, GJA makes
no representation or warranty, express or implied, as to the completeness or
correctness of the information. GJA shall not be held responsible for any direct or
consequential loss arising from reliance on this document.

Importantly, GJA is under no obligation to update this document in light of
subsequent amendments, notifications, judicial rulings, or changes in interpretation
of the law. Any part of this document, or extracts thereof, may not be reproduced,
circulated, or communicated to third parties without prior written consent from
GJA.
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