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Maruti Enterprise v. Union of India & Ors.

Constitutional validity of Section 16(2)(c) of the CGST Act, 2017 — whether
ITC can be denied to a bona fide purchasing dealer solely on account of the
supplier's failure to deposit tax with the Government.
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Case Law No: GIB-GHC-2026-151
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CASE DESCRIPTION / SUMMARY

Background

A batch of over 50 writ petitions was filed before the Gujarat High Court challenging the
vires of Section 16(2)(c) of the Central Goods and Services Tax Act, 2017. The petitioners
were purchasing dealers who had paid GST to their registered suppliers against proper tax
invoices, duly reflected in GSTR-2A/2B. However, since their respective suppliers defaulted
in depositing the tax so collected with the Government, the Revenue denied Input Tax
Credit to these purchasing dealers. The lead matter was taken up as SCA No. 18080 of
2023. The Court confined its examination solely to the constitutional validity of Section
16(2)(c) and expressly did not examine the merits of individual matters.

Court Observations (Verbatim)

On the GST ITC Scheme and Section 16(2)(c):

"The SOR emphatically mentions about 'input tax credit making it available in
respect of taxes paid'. Thus, availment of ITC is intrinsically connected with the
factum of 'taxes paid'." (Para 43)

On distinction from VAT regime and Section 53:

"Furthermore, Section 53 of the CGST Act is highly relevant, as it
mandates that the tax component utilized by an inter-State supplier
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must be transferred to the Destination State... If a supplier in the
originating state fails to deposit the tax, yet the recipient (or a
downstream dealer) is permitted to claim credit based solely on
invoices, the originating state would be forced to transfer funds to the
destination state that it never actually received. This would result in a
direct loss of revenue for the originating state." (Para 59)
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On the statutory mechanism protecting purchasers:

"The scheme of ITC under the GST framework
does not envisage a situation where the
purchasing dealer is left remediless. The
Revenue is empowered to initiate recovery
proceedings against the supplier under Sections
73 and 74 of the CGST Act for failure to
discharge tax liability in respect of the original
transaction. Further, in terms of Rule 37A of the
CGST Rules, 2017 once the supplier discharges
such tax liability, the purchasing dealer
becomes entitled to re-avail the credit in the
immediately succeeding month. Thus, the
statutory mechanism does not permanently
deprive the purchasing dealer of ITC; rather, the
credit is restored upon payment of tax into the
Government treasury. Mere delay or hardship in
availing ITC, therefore, cannot constitute a valid
ground for reading down Section 16(2)(c) of the
CGST Act." (Para 62)
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"Therefore, considering the overall scheme of the Act, any
'reading down' (narrow interpretation) of Section 16(2)(c)
would trigger cascading fiscal consequences. The legal
position under the former VAT regime was materially
different, as input tax credit was confined within the
originating state. In contrast, the GST regime is
destination-based; therefore, input tax credit must operate
seamlessly across state lines for inter-State supplies,
requiring strict compliance to maintain fiscal balance."
(Para 60)
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On double taxation argument:

"The contention regarding double
taxation is misconceived. It is well
settled that ITC is not a constitutional
or vested right, but a statutory
concession, subject to the conditions
and restrictions prescribed under the
Act. Where the statute provides for
reversal and re-availment of credit,
the same cannot be characterised as
double taxation so as to invalidate

the provision." (Para 63)

On ultra vires challenge:

"The mere absence of a
specific statutory
mechanism enabling

recovery by

purchasing dealer from the
supplier cannot, by itself,
render Section 16(2)(c) of
the CGST Act ultra vires."

(Para 64)

On the doctrine of

reading down:

"However, in
the present
case, Section
16(2)(c) of the
CGST Act is
clear, self-
explanatory,
and

unambiguous.
Its plain reading
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does not give
rise to any
constitutional or
legal infirmity.
The underlying
intent of the
provision is that
the
Government
cannot be
deprived of
revenue on
account of
illegal or
defaulting
conduct on the
part of the
supplier." (Para
67)

On
inapplicability
of DVAT ratio:

IIOn

close
scrut
iny
of
the
sche
me
of
the
GST
regi
me,
it is
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evide
nt
that
Secti
on
16(2)
(c) of
the
CGST
Act
cann
ot be
equa
ted
with
the
VAT
regi
me,
parti
cular
ly
with
Secti
on
9(2)(
g) of
the
DVAT
Act,
as
exa
mine
d by
the
Delhi
High
Court
in On

Printed on: 17-05-2026 Visit: www.gstindia.biz Page 5 of 33



sesmaa. GO T INDIA Biz CASE SUMMARY

Authoritative GST Updates & Practical Guidance

Ques
t
Merc
hand
ising
India
(P)
Ltd.
(supr
a). It
is
also
notic
ed
that
the
Tripu
ra
High
Court
while
follo
wing
in
the
case
of On
Ques
t
Merc
hand
ising
India
(P)
Ltd.
(supr
a,
has
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read
down
Secti
on
16(2)
(c) of
the
CGST
Act
on
the
grou
nd of
pract
ical
impo
ssibil
ity
for
the
purc
hase
r to
ensu
re
that
the
suppl
ier
has
depo
sited
tax.
With
resp
ect,
we
are
unab
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le to
agre
e
with
the
said
view.
The
Tripu
ra
High
Court
proc
eede
d on
the
prem
ise
that
ITC is
inten
ded
solel
y to
avoid
doub
le
taxat
ion
unde
r the
CGST
regi
me,
but
did
not
adeq
uatel
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consi
der
the
inter
play
of
Secti
ons
41
and
53 of
the
CGST
Act
read
with
Rule
37A
of
the
CGST
Rules

2017

(Para
68)

On
Sect
ion
155

burd
en
of
proo
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"Thu
S,
the
purc
hasi
ng
deal
er
must
disch
arge
the
initia
/
burd
en of
esta
blishi
ng
eligi
bility
to
clai
m
input
tax
credi
t.
Such
eligi
bility
is
intrin
sicall
y
linke
d to
the
fulfil
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ment
of
statu
tory
cond
ition
s,
inclu
ding
the
depo
sit of
tax
by
the
supp
lier
with
the
Gove
rnme
nt.
The
expr
essio
n
‘eligi
ble'
in
Secti
on
155
of
the
CGS
T Act
cann
ot be
cons
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true
d as
depe
nden
t
upon
a
unila
teral
act
of
clai
m by
the
purc
hase
re
rath
er, it
has
a
direc
t
nexu

with
the
actu
al
pay
ment
of
tax
by
the
supp
lier."
(Para
70)
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On
read
ing
clau
ses
conj
ointl
y:

"Hen
ce,
the
clau
ses
unde

sub-
secti
on
(2),
from
(a)
to
(d),
are
to
be
read
conj
ointl
y
and
not
inde
pend
ently
of
each
othe
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r."
(Par

80)

On

Lex
Non
Cogi
t Ad
Imp
0SsSi
bilia

"The
petit
ione
rs
hav

hea
vily
plac
ed

relia
nce
on

the
max
im

Lex
Non
Cogi
t Ad
Imp
0ssi
bilia.
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How
ever
, the
sche
me
of
the
GST
regi
me
does
not
stric
tly
attra
ct
the
inte
nt of
the
max
im...
It is
true
that
the
purc
hase
rs
cann
ot
com
pel
the
supp
lier
to
dep
osit
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tax
with
the
gov
ern
men
t...
but
simu
Itan
eous
ly
they
can
avoi
d
the
circu
mst
ance
S by
due
care
and
caut
ion.
The
GST
regi
me
oper
ates
on
the
cont
ract/
agre
eme
nt
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bet
wee
n
two
parti
es.
Whil
e
ente
ring
into
an
agre
eme
nt, a
purc
hase
-
can
ensu
re
ther
e is

clau
se

that
take

care
of
the
lacu
na
and
hold

the
supp
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lier
liabl
e to
inde
mnif
y
the
purc
hase
r if
the
said
purc
hasi
ng
deal
er
suff
ers
a
loss
due
to a
defa
ult
by
the
supp
lier
to
remi
t to
the
gov
ern
men
t the
tax
colle

Printed on: 17-05-2026 Visit: www.gstindia.biz Page 18 of 33



sesmaa. GO T INDIA Biz CASE SUMMARY

Authoritative GST Updates & Practical Guidance

cted
from
the
purc
hase
r."
(Par
a
76)

On
the
Axel
Kitt
el
prin
cipl
e
and
fina
[
obs
erv
atio
ns:

IIA
bala
nce

appr
oac
h is
nee
ded,
whic

find
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plac
e in
the
deci
sion
expr
esse
d by
the
Euro
pea
n
Cou
rt of
Justi
ce
(‘EC)
') in
the
case
of
Axel
Kitte
I &
Rec
olta
Rec
yclin
g
SPR
L
(sup
ra).
Und
er
this
prin
cipl
e,
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the
avai
Ime
nt of
ITC
can
be
deni
ed
only
if it
is
sho
wn
that
the
reci
pien
t
kne
w or
oug
ht
to
hav
e
kno
wn
that
their
purc
has
e
was
con
nect
ed
with
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frau
dule
nt
eva
sion
of
tax.
(Par
a
87)

"Alb
eit,
we

ack
now
ledg

that
the
pro
Visi
ons
of

Sect
ion
16/(
2)(c
) of
the
Act
are
to

be

vie
wed
fro

m a
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reg
ulat
ory
stan
dpoi
nt
and
are
anc
hor
ed
in
the
legit
ima
te
obje
ctiv
e of
mai
ntai
ning
the
inte
grit
y of
the
tax
chai
n,
pre
vent
ing
syst
emi
C
reve
nue
loss
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to

the
Gov
ern
men
t;

how
ever
, It
is

high
tim

that

ord
er
to
reso
lve
the
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und
rum

the
Gov
ern
men

und
erta
kes

com
pre
hen
sive
re-
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eval
uati
on
of
the
dice
y
Situ
atio
n
whi
ch
purc
has
ers
are
faci
ng.
The
re is

pres
sing
nee

for
legi
slati
ve
ame
nd
men

or
clari
ficat
ions
to
be
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issu
ed

with
in

the
GST
fra
me
wor
k to
alle
viat

the
disp
rop
orti
ona
te
fina
ncia

and
adm
inist
rati
ve

bur
den

curr
entl
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ed

upo

purc
has
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ers
who
hav
e an
hon
est
clai

of

ITC.
Bey
ond
mer

poli
cy
cha
nge
S,
the
Gov
ern
men

sho
uld
impl
eme
nt a
rob
ust,
tech
nolo
agy-
driv
en

trac
king
mec
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hani
sm
ena
blin
g
veri
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ion
of
pay
men
ts
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e by
sup
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agai
nst
spe
cific
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ices
in
real
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a
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the
defa
ults
of
thei

ven
dors

(Par

88)

The
Guj
arat
Hig

Cou
rt
decl
ined
to
rea
d
dow
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Sect
ion
16(
2)(c
) of
the
CGS

Act
or

decl
are

ultr

vire

the
Con
stitu
tion
of

Indi

The
writ
peti
tion

wer

reje
cted
on

the
con
stitu
tion
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al
que
stio
n,
and
the
mat
ters
wer
e
dire
cted
to
be
liste

for
deci
sion
on

mer
its.
The
Cou
rt

how
ever
stro
ngly
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ed

the
Gov
ern
men
t to
add
ress
the
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Case Name

On Quest Merchandising India (P.) Ltd. v.
Government of NCT of Delhi

Commissioner of Trade & Tax, Delhi v. Arise
India Ltd.

Commissioner Trade & Tax, Delhi v. Shanti
Kiran India (P.) Ltd.

State of Karnataka v. Ecom Gill Coffee Trading
Pvt. Ltd.

Sahil Enterprises v. Union of India

Arpit Pravinbhai Shah v. Assistant
Commissioner of Income Tax

Axel Kittel v. Belgian State & Belgian State v.
Recolta Recycling SPRL

Authorized Officer, Central Bank of India v.
Shanmugavelu

Director of Income Tax v. American Express
Bank Ltd.

R.V. Enterprises v. State of Gujarat
M. Trade Links v. Union of India

Thirumalakonda Plywoods v. Assistant
Commissioner, Sales Tax

Asha Enterprises v. State of Bihar
Shree Krishna Chemicals v. Union of India
Baby Marine (Eastern) Exports v. Union of India

Nahasshukoor & Anr. v. Assistant Commissioner

Mahalaxmi Cotton Ginning Pressing and Oil
Industries v. State of Maharashtra

Commissioner of Sales Tax, U.P. v. Modi Sugar
Mills Limited

Kailash Chandra v. Mukundi Lal

ALD Automotive Private Limited v. Commercial
Tax Officer

B.R. Enterprises v. State of U.P. & Ors.
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