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The Doctrine of Territorial Nexus originated to address the limits of legislative power in a federal system like India.
It evolved through judicial interpretation of Article 245 of the Constitution of India, 1950. It emerged to address
situations where State laws appeared to operate beyond territorial boundaries. The doctrine emerged prominently
through judicial scrutiny, especially in taxation and regulatory cases, to ensure that State laws do not become
invalid merely due to extra-territorial effects. This doctrine balances federal distribution of powers with practical
governance needs, especially in taxation and regulatory matters involving cross-border activities.

Doctrine of Territorial Nexus

The Doctrine of Territorial Nexus means that a law enacted by a State Legislature can operate beyond the physical
boundaries of the State only when there is a sufficient and real connection between the State and the object of the
law. Generally, State laws apply only within the State, but this doctrine acts as an exception. It ensures legislative
validity where activities, persons, or transactions partly occur outside the State but are closely linked to it. The
doctrine prevents rigid territorial limits from obstructing effective governance while preserving constitutional
boundaries.
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Doctrine of Territorial Nexus Constitutional Provisions

The constitutional foundation of the Doctrine of Territorial Nexus is derived mainly from Article 245 of the
Constitution of India.

Article 245(1): It authorizes Parliament to make laws for the whole or any part of India and State Legislatures
for the whole or any part of the State.
Article 245(2): It protects Parliamentary laws from invalidity solely due to extra-territorial operation, granting
Parliament wider legislative reach.
State Limitation Clause: Unlike Parliament, States lack inherent extra-territorial power and must rely on
territorial nexus to justify such laws.
Federal Distribution of Power: This article establishes territorial division of legislative authority between Union
and States.
Judicial Interpretation Role: Courts interpret Article 245 to determine whether State laws with external effects
satisfy constitutional requirements.

Doctrine of Territorial Nexus Features

The Doctrine of Territorial Nexus allows limited extra-territorial application of State laws when justified by a genuine
territorial connection. The major features of this doctrine has been listed below:

State Legislatures can ordinarily legislate only within State boundaries, ensuring federal balance and
preventing jurisdictional overreach under Article 245(1).
Extra-territorial operation is permitted only when a clear, legal and factual connection exists between the
State and the subject matter.
The nexus must not be imaginary or incidental; it should be direct, meaningful and relevant to the liability
imposed.
Courts examine the existence and adequacy of the nexus, acting as constitutional guardians against
arbitrary State action.
The doctrine is most commonly applied in State taxation cases involving non-residents, interstate sales and
manufacturing activities.

Doctrine of Territorial Nexus Applications

The Doctrine of Territorial Nexus is applied where State laws affect persons, transactions, or objects located partly
outside State boundaries as highlighted below:

Taxation of Non-Residents: States tax income, sales, or transactions linked to activities within the State even
if the person resides outside.
Interstate Trade Regulation: Manufacturing or processing within a State creates sufficient nexus to regulate
or tax interstate commercial transactions.
Consumer Protection Enforcement: States regulate manufacturing standards when production occurs within
State territory, even if goods are sold elsewhere.
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Regulation of Trusts: States regulate trusts managed within their territory, even if trust properties are located
outside State boundaries.
Economic Activity Oversight: Business operations partly conducted within a State establish a territorial nexus
for regulatory control.

Doctrine of Territorial Nexus Case Laws

Judicial interpretation has played a decisive role in defining and applying the Doctrine of Territorial Nexus in various
case laws as highlighted below:

A.H. Wadia v. Income Tax Commissioner (1948): The Bombay High Court held that extraterritoriality cannot
invalidate laws enacted by a supreme legislative authority.
State of Bombay v. RMDC (1952): The Supreme Court upheld State taxation where business activities
substantially occurred within Bombay, establishing sufficient territorial nexus.
State of Bombay v. RMDC (1957): The Court reaffirmed that participation of residents and in-State
operational activities justified extra-territorial tax imposition.
Tata Iron and Steel Co. v. Bihar State Tax Act (1958): Manufacturing in Bihar was held to create a direct
nexus allowing taxation of out-of-State sales.
State of Bihar v. Charusila Dasi (1959): Management of a trust in Bihar justified regulation of trust properties
located outside the State.
State of Bihar v. Shankar Wire Products Industries (1994): Manufacturing based regulation was upheld due to
sufficient nexus protecting consumer interests.
Shrikant Bhalchandra Karulkar v. State of Gujarat (1994): The Supreme Court reaffirmed that valid nexus
ensures constitutional compliance under Articles 245 and 246.
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