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Introduction

In an era where governments frequently recalibrate economic policies to balance growth and fiscal stability, the Supreme Court
of India in State of Maharashtra v. Reliance Industries Ltd. & Ors. (2026)! was called upon to determine the limits of such
flexibility. The case raises an important issue: can industries rely indefinitely on tax exemptions granted by the State, or can such
incentives be withdrawn in public interest? Through this judgment, the Court navigates the tension between governmental policy
autonomy and the legitimate expectations of investors, offering a nuanced framework for evaluating withdrawal of fiscal
concessions and fair treatment of industries relying on policy incentives.
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Background of the Case

The controversy has its roots in the State of Maharashtra’s policy to promote industrial growth by incentivizing captive power
generation. Exercising its powers under Section 5A of the Bombay Electricity Duty Act, 1958, the State granted exemptions from
electricity duty to industries generating electricity for their own use. Relying on these incentives, several industries invested
in establishing captive power plants.

This policy, however, underwent a shift when the State, through notifications issued in April 2000 and April 2001, withdrew
and modified the earlier exemptions. The sudden imposition of electricity duty for the intervening period adversely impacted
industries that had structured their operations on the basis of the earlier concessions. Challenging this reversal, the affected
parties approached the High Court, which struck down the natifications, prompting the State to appeal before the Supreme Court
of India.

Key Legal Issues

The Court examined three central questions:
1. Does the State have the power to withdraw a tax exemption once granted?

2. Are doctrines like promissory estoppel and legitimate expectation applicable?
3. Was the withdrawal arbitrary or violative of Article 14 of the Constitution?

Nature of Tax Exemptions

The Supreme Court of India reaffirmed a settled principle of fiscal law that a tax exemption does not constitute a vested or
enforceable right, but is in the nature of a concession or privilege granted by the State. Such exemptions are conferred in
exercise of statutory powers and are typically guided by considerations of public policy and economic objectives.

The Court emphasized that:

e An exemption flows from statutory discretion, and not from any inherent entittement of the beneficiary.
e The authority which grants the exemption is equally empowered to modify, restrict, or withdraw it, provided such action is taken
within the framework of the law.
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e The benefit enjoyed by the recipient is therefore limited and defeasible, subsisting only for the duration and terms of the
exemption.

Accordingly, industries availing such concessions cannot assert a legitimate claim for their indefinite or permanent continuation,
as such expectations remain subject to the State’s overriding power to alter fiscal policy in public interest.

Promissory Estoppel & Legitimate Expectation

The respondents contended that, acting upon the assurances and policy representations of the State, they had made substantial
investments in establishing captive power plants, and therefore, the State ought to be bound by the doctrine of promissory
estoppel and the principle of legitimate expectation.

The Supreme Court of India, while acknowledging the applicability of these doctrines against the State, clarified that their
operation is not absolute or unqualified. The Court held that:

e The doctrines of promissory estoppel and legitimate expectation are subject to overriding considerations of public interest.
e The State retains the authority to modify or withdraw its policy decisions where a larger public interest so requires.

e Fiscal considerations, including the need to augment revenue and address budgetary constraints, constitute valid grounds in
public interest for revisiting or altering earlier concessions.

Accordingly, the Court concluded that these doctrines cannot operate as an absolute bar against the withdrawal or modification
of tax exemptions by the State.

Judicial Review of Economic Policy

The Supreme Court of India highlights the principle of judicial restraint in matters of economic and fiscal policy. It reiterated that
decisions relating to taxation, exemptions, and revenue generation lie primarily within the domain of the executive, which is best
equipped to assess financial and policy considerations.

The scope of judicial review in such matters is therefore limited. Courts may interfere only where the impugned decision is:

e Manifestly arbitrary,
e Discriminatory, or

e Based on irrelevant or extraneous considerations.

Applying this standard, the Court found that the State’s rationale namely, augmentation of public revenue and addressing fiscal
constraints constituted a legitimate and relevant basis for modifying the exemption policy, anddid not warrant judicial
interference.

Critical Observation: Need for Fairness
While affirming the State’s power to withdraw or modify exemptions, the Court introduced an important caveat grounded in
principles of fairness and reasonableness. It observed that:

e The industries had structured their financial and operational arrangements on the basis of long-standing exemptions.

¢ An abrupt withdrawal of such benefits would impose an unanticipated and immediate financial burden on them.

Thus, although the power to withdraw exists, its exercise must not be arbitrary in its impact, and must adhere to standards of fair
play.

Doctrine of Reasonable Notice

To balance State authority with fairness to affected parties, the Court invoked the principle of reasonable notice. It held that:

¢ Withdrawal or modification of a concession should be accompanied by a reasonable transitional period,

e Enabling beneficiaries to reorganize their affairs and adjust to the new fiscal regime.

In the present case, the Court determined that a one-year notice period would be appropriate, considering the nature of the
industry, the scale of investments involved, and the policy objective underlying the original exemption.

Final Decision
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The Supreme Court of India accordingly:

¢ Set aside the judgments of the High Court,
e Upheld the State’s power to withdraw or modify tax exemptions under the statute,

e But directed that the impugned notifications would take effect only after the expiry of one year from their respective dates.

Significance of the Judgment

This decision assumes considerable importance in the realm of fiscal and administrative law for the following reasons:
1. Clarification of Legal Position: It reinforces the principle that tax exemptions are concessions and not vested rights, thereby
subject to withdrawal.

2. Balance Between Power and Fairness: It recognizes the fiscal autonomy of the State, while ensuring that policy changes are
implemented in a fair and non-disruptive manner.

3. Qualified Application of Equitable Doctrines: It reiterates that doctrines such as promissory estoppel and legitimate expectation
cannot override larger public interest considerations.

4. Introduction of Transitional Safeguards: It establishes the requirement of a reasonable adjustment period, thereby protecting
industries from abrupt policy shifts.

Conclusion

The judgment reflects a measured and pragmatic approach to governance and judicial review. While affirming the State’s
authority to recalibrate fiscal policies in public interest, the Supreme Court of India ensured that such changes are implemented
with fairness and predictability. By mandating a one-year transition period, the Court successfully harmonized the demands of
economic governance with principles of equity and legal certainty.

This ruling is likely to serve as a guiding precedent in matters involving withdrawal of incentives, tax exemptions, and broader
policy shifts impacting industry.
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