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The constitutional validity of state tax cesses has emerged as an important i. sue in India's fiscal
federalism debate. A current-affairs report dated 5 November 2026 hi~ h, "h 5 a Supreme Court ruling
concerning a cess associated with sales tax and the scope of statc le_siative competence. However,
the complete judgment, precise taxable event and statutorv . 'ov ~'uns have not been provided in the
source. Under India's constitutional framework, taxatior pc ve s are distributed through legislative
entries and specific constitutional provisions. The ir rc.'uccdon of GST transformed indirect taxation,
but the division of revenue powers between t+ = 'Jnion and States remains a central feature of Indian
federalism. This Civil Service Gurukul artic e exc.inines the constitutional framework governing state
taxes and cesses, the distinction betw er. a tax and a cess, the doctrine of pith and substance, GST-

related limitations, state revent 2 utornnomy, compliatice concerns and cooperative fiscal federalism.

It also includes UPSC Prelims ,u~stions, Mains practice questions and a model answer.
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UPSC Syllabus Relevance

Relevant Topics

GSll Federalism, Centre-State relations, constitutional provisions and judicial review.
GS i Government budgeting, taxation, public finance and economic governance.
Prelims Articles 246 and 246A, Seventh Schedule, GST, taxation powers and cess. °

Quick Revision

Article 246

Legislative competence

Article 246A

GST law-makir 1. we -

~- ~

7tt Schedule

Legislative Lists

Cess
Purpose-linked levy

Current Affairs Verification Note: The source refers to a Supreme Court ruling concerning a cess associated with sales tax.
The judgment name, citation, operative holding and precise statutory context are not available in the supplied article. Therefore,

no universal conclusion about the validity of all State cesses is drawn here.

1. Why Is the Issue in the News?

A current-affairs report dated 5 November 2026 highlights a Supreme Court ruling involving a cess associated with sales tax and the

scope of a State's legislative powers.
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The development raises a constitutional question: under what circumstances can a State legislature impose a tax or cess, and how

should courts determine whether such a levy falls within the State's legislative competence?

The answer depends on the constitutional distribution of taxation powers, the relevant statutory provisions and the actual nature of the

levy.

Why It Matters for UPSC

o |t concerns fiscal federalism.

o It highlights legislative competence under the Constitution.
o |t connects taxation powers with the GST framework.

o It raises issues of judicial interpretation.

e Itinvolves State revenue autonomy and economic efficiency.

2. What Is Fiscal Federalism:
Fiscal federalism refers to the allocation of reven 2 wers, expenditure responsibilities and fiscal resources among different levels of
government.

In India, both the Union and State ¢ v< nn. nts have responsibilities for public services and development programmes.

Key Dimensions

o Distribution of ax ‘o1 owers.

e Assignr *nu. "+ (penditure responsibilities.
e Intc ‘goveri..nental fiscal transfers.

e Revenue autonomy.

e Coordination in tax aaministration.

o Accountability for public expenditure.

A balanced fiscal framework seeks to provide governments with adequate resources while maintaining constitutional clarity and

economic stability.

3. Constitutional Distribution of Legislative Powers

Article 246 and the Seventh Schedule establish the general framework for distributing legislative subjects between the Union and

States.

Three Legislative Lists

Legislative Authority
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Union List Parliament ordinarily has exclusive legislative power over listed subjects.
State List State legislatures ordinarily legislate on listed subjects, subject to constitutional exceptions.
Concurrent List Both Parliament and State legislatures can legislate, subject to constitutional rules.

Taxation requires particular attention because a tax must have a valid constitutional source of legislative authority.

4. Article 246 and Legislative Competencc

Legislative competence means the constitutional authority of a legislature to ¢ ac. * law on a particular subject.

For a State tax or cess to be valid, the legislature must possess the ec. rary constitutional power and the law must comply with other

applicable constitutional requirements.

Questions to Examine

1. Which legislature enacted the law?

2. What is the charging provision?

3. What is the taxable event?

4. Which constitutional entry or pr- vision authorizes the ievy?
5

. Does the law cc’ flic. vith applicable constitutionai limitations?

The constittio, ' alidity of a levy cannot be determined merely by examining its name.

5. What Is a Cess?

A cess is generally a levy associated with a specified purpose or objective.

However, describing a levy as a cess does not independently establish its constitutional validity.

Important Features

It may be linked to a particular public purpose.

Its legal character depends on the statutory design.
e |ts constitutional validity requires legislative competence.
e Its administration must comply with applicable legal requirements.

o Its impact should be assessed in the wider fiscal framework.

UPSC Concept: The purpose or label of a levy does not substitute for constitutional authority to impose it.
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6. Tax, Cess and Fee: Conceptual Differences

General Character

Tax Compulsory exaction imposed under law for public purposes, without a necessary direct quid pro quo.
Cess Generally a purpose-linked levy whose precise legal character depends on the legislation.
Fee A levy generally associated with a service, regulatory activity or related statutory pu - c e.

The legal distinction between these categories may require examination of the s* .« 2 a.. ".elevant judicial principles.

7. GST and the Transform: tioir. of Indirect Taxation

The introduction of the Goods and Services Ta. ~ii 1ificantly changed India's indirect tax structure.

Article 246A provides a special cor” .u*ior. ' framework for law-mzkir.g in relation to GST.

Key Implications

e GST altered tF=2 « »rlic  .stribution of several indirzct taxation powers.
e Both Ur'an ~c State legislatures have ocwers under Article 246A, subject to its provisions.
e Intr -State upply taxation involves the constitutional framework under Article 269A.

e Tax uesign must be examined within the applicable GST and non-GST framework.

A State cannot assume that a levy is constitutionally valid merely because it is described as a cess or is intended for a public purpose.

8. Why the Taxable Event Matters

The taxable event is the occurrence or transaction that triggers liability under a tax law.

Identifying the taxable event helps determine the true nature of a levy.

Questions for Legal Analysis

e What transaction or activity triggers the tax?

e Who is liable to pay?

e What is the basis of assessment?

e Which constitutional provision authorizes the levy?

e How does the law interact with other tax legislation?
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These questions are particularly important when a levy is linked to a tax or activity regulated by another legal framework.

9. Doctrine of Pith and Substance

The doctrine of pith and substance is used in constitutional interpretation to identify the true nature and essential character of

legislation.

It helps courts examine whether legislation substantially falls within the law-making competencs o. *he 1acting legislature.

Relevance to Taxation

e Legal labels are not necessarily decisive.

e The substance of the law must be examined.

e The charging provision and taxable event are relevant.
o Incidental effects may require constitutional analysis.

e The outcome depends on the specific statutory and onstitu.onal context.

Exam Tip: Use the doctrine to explair . 1stitu. unal interpretation, but do not claim that it automatically validates any particular

tax or cess.

10 \ 'hy States Neea Revenue Autonomy

State governments are respor:sibie for important public services and development functions.

Predictable revenue is necessary for effective planning and implementation.

Importance of Revenue Autonomy

e Supports public service delivery.

e Improves fiscal planning.

e Enables responses to local priorities.
e Strengthens financial responsibility.

e Reduces excessive dependence on uncertain revenue flows.

However, revenue autonomy must operate within the constitutional distribution of taxation powers.

11. Risks of Overlapping Levies

Multiple or overlapping levies can increase compliance complexity and affect economic incentives.
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Potential Challenges

e Higher compliance costs.

e Uncertainty for businesses.

e Possible economic distortions.

o Disputes over legislative competence.
o Administrative complexity.

e Potential duplication of reporting obligations.

A predictable and constitutionally sound taxation framework benefits both governments and taxpaver.

12. Judicial Review of State Tax Law s

Courts may examine whether a State tax law falls within the ! gislatu, . 5 constitutional authority and complies with other constitutional

limitations.

Important Areas of Scrutiny

o Legislative competence.

o Nature of the levy.

e Taxable event.

o Relevant constitutic al provisions.
o Interaction wit. ex. ‘iny legislation.

e Applicrak  cor.. atutional restrictions

A ruling _.cerning one specific 12vy should not be generalized to all State cesses without examining the reasoning and statutory

context.

13. Cooperative Fiscal Federalism

Cooperative fiscal federalism emphasizes coordination between the Union and States while respecting their constitutional

responsibilities.

Important Elements

o Clarity in taxation powers.
e Consultation between governments.
o Predictability in fiscal arrangements.
e Transparent revenue administration.
e Coordination in tax policy.

e Respect for constitutional boundaries.
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Cooperation can reduce disputes and improve the efficiency of the overall tax system.

14. Transparency in Earmarked Public Revenue
Where legislation links a levy to a specified purpose, transparent administration is important for public accountability.

Good Governance Measures

o Clear statutory objectives.

e Transparent accounting.

e Regular reporting of collections.

o Disclosure of relevant expenditure.
o Independent audit where applicable.

e Assessment of public outcomes.

These measures can improve confidence in purpose-lit ‘ed taxution.

15. Way Forwe..« tor India's Viscal Federalism

1. Constitutione c. ~ity <=nsure levies have a v2lia legislative basis.

. Transp “en. ' fting: Clearly define th= charging provision and taxable event.
GS coorcu.nation: Respect the abpiicable constitutional and statutory framework.
. Revenue predictability: Strerigthen stable fiscal planning.

. Compliance simpliciiy': Avoid unnecessary complexity for taxpayers.

. Judicial certainty: Apply relevant constitutional principles consistently.

. Transparent earmarking: Report the use of purpose-linked revenue.

. Intergovernmental dialogue: Resolve fiscal issues through institutional cooperation.

UPSC Mains Conclusion: Fiscal federalism requires a balance between State revenue autonomy, constitutional limits,
economic efficiency and cooperative governance. A legally valid and transparent taxation framework strengthens both federal

institutions and taxpayer confidence.
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16. UPSC Prelims Practice MCQs

Question 1

Which Schedule contains the Union, State and Concurrent Lists?

A. Seventh Schedule
B. Fourth Schedule
C. Ninth Schedule
D. Tenth Schedule

Correct Answer: A

Explanation: The Seventh Schedule contains the three legislative lists

Question 2

Which constitutional provision specifically 10. "esses legislative powers relating to GST?

A. Article 110
B. Article 246A
C. Atrticle 280

D. Article 324
Correct Ansv or: °

Expl=ne 2an:, .dcle 246A provides the special constitutional framework for GST law-making powers.

Question 3

Consider the following statements:

1. The name of a levy alone determines its constitutional validity.
2. Legislative competence is relevant to the validity of State taxation laws.

3. The taxable event can help identify the nature of a levy.
Which statements are correct?

A. 1lonly

B. 2 and 3 only
C. 1and 2 only
D. 1,2and 3

Correct Answer: B

Explanation: Statements 2 and 3 are correct. A levy must be examined according to its legal substance and constitutional basis.
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Question 4

What is the central purpose of the doctrine of pith and substance?

. To determine the true nature of legislation
. To calculate GST revenue

. To appoint tax officials

o O w »

. To distribute Finance Commission grants
Correct Answer: A

Explanation: The doctrine helps identify the essential character of legislation for constitutic 1al . 22’ sis.

Question 5

Which of the following best supports cooperative fiscal fede ali- ?

A. Unclear taxation powers
B. Uncoordinated overlapping levies
C. Constitutional clarity and intergovernmente cc Merauon

D. Absence of transparent fiscal repor*” 9
Correct Answer: C

Explanation: Constitutionc .. ‘y and coordination help maintain effective fiscal relations.

17. JPSC Mains Practice Questions

Question 1 — GS Paper II'| 150 Words | 10 Marks

Explain how the constitutional distribution of taxation powers influences India's fiscal federalism.

Question 2 — GS Paper Il | 250 Words | 15 Marks

Analyse the implications of judicial interpretation of State tax cesses for cooperative fiscal federalism.

Question 3 — GS Paper Ill | 150 Words | 10 Marks

Discuss the importance of tax certainty and compliance simplicity for economic governance.
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18. UPSC Mains Model Answer

Question: Analyse the implications of judicial interpretation of State tax cesses for cooperative fiscal federalism. (250 words)

Introduction

Fiscal federalism involves the constitutional distribution of revenue powers and fiscal responsibilities between different levels of

government. Judicial interpretation of State tax cesses helps clarify the boundaries of legislative competence.

Importance of Judicial Interpretation
o Clarifies constitutional taxation powers.
o Provides legal certainty to governments and taxpayers.
e Helps assess the true nature of a levy.
e Protects the constitutional division of legislative responsibilities.

e Supports predictable revenue administration.

Major Challenges
o Potential overlap between taxation frameworks.
e Uncertainty regarding statutory design.
e Compliance burdens on taxpayers
o Revenue pressures faced bv Ste. ..

e Complex interaction betwer.. o T and other levies.

Way Forward

Tax legisleion. -t uld clearly identify the charging provision, taxable event and constitutional basis. Union-State consultation,

transp .ent e. marking and simplified cempliance can strengthen cooperative fiscal federalism.

Conclusion

Judicial scrutiny of Steae taxation laws should be understood as part of maintaining constitutional balance. Effective fiscal federalism

requires both meaningful State revenue autonomy and respect for constitutional limitations.

19. UPSC Answer-Writing Strategy

1. Introduction: Define fiscal federalism.

. Constitutional Framework: Mention Article 246, Article 246A and the Seventh Schedule.
. Legal Analysis: Explain legislative competence and taxable events.

. Economic Perspective: Discuss State revenue autonomy and compliance costs.

. Judicial Perspective: Explain the importance of examining the substance of a levy.

. Way Forward: Recommend constitutional clarity and coordination.

N o g b~ o w N

. Conclusion: Emphasize cooperative fiscal federalism.
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Exam Tip: Do not assume that a judicial ruling on one State cess automatically validates every State cess. Always examine the

relevant statutory provision, taxable event and constitutional authority.

20. Key Takeaways for UPSC Revision

o Fiscal federalism concerns revenue and expenditure powers across governments.
o Article 246 and the Seventh Schedule allocate legislative subjects.

o Article 246A provides the special constitutional framework for GST.

o A cess generally relates to a specified purpose.

o The legal label of a levy is not conclusive.

o Legislative competence is essential for taxation validity.

e The taxable event helps identify the nature of a levy.

o Judicial interpretation depends on the relevant statute~/ ¢ .e>*.

o States require predictable revenue for public ser ‘ce

o Cooperative federalism benefits from cons *uti nal .iarity and coordination.

21. Freq’'e 1t'y Asked Questions

What is fi <ai._deralism?

Fiscal der lism concerns the dicuidution of revenue powers, expenditure responsibilities and fiscal resources among different levels
of government.

Which constitutional article distributes legislative subjects?

Article 246, read with the Seventh Schedule, provides the general framework for distributing legislative subjects.

What is Article 246A7?

Article 246A provides special constitutional provisions concerning legislative powers in relation to GST.

What is a cess?

A cess is generally a purpose-linked levy, although its precise legal character depends on the applicable legislation.

What is legislative competence?

Legislative competence is the constitutional authority of a legislature to enact a law on a particular subject.

Why is the taxable event important?

The taxable event identifies the occurrence or transaction that triggers liability under a tax law and helps determine the nature of the
levy.

Can States impose any cess they choose?

No. A State levy must have a valid constitutional and statutory basis and comply with applicable constitutional limitations.
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Why is this topic important for UPSC?

It connects constitutional law, Centre-State relations, GST, taxation powers, judicial review and economic governance.

22. Important Keywords for UPSC Revision

State Tax Cesses, Fiscal Federalism, Legislative Competence, Article 246, Article 246A, Seventh Sch ule, GST, Taxable Event, Tax
vs Cess, Doctrine of Pith and Substance, State Revenue Autonomy, Cooperative Federalism, Jv licic. Re ew, Constitutional Taxation

Powers, UPSC Current Affairs 2026.
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