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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.

Date of Order: May 1, 2026
Case Law No: GIB-GHC-2026-151
Source: GST INDIA Biz (www.gstindia.biz)

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)

"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)

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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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  enabl ing
r e c o v e r y  b y  t h e
purchasing dealer from the
supplier  cannot,  by itself,
render Section 16(2)(c) of
the CGST Act ultra vires."
(Para 64)

On  the  doctr ine  of
reading  down:

"However,  in
t h e  p r e s e n t
case,  Section
16(2)(c)  of  the
C G S T  A c t  i s
c l e a r ,  s e l f -
e x p l a n a t o r y ,
a n d
unambiguous.
Its plain reading
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does  not  give
r i s e  t o  a n y
constitutional or
legal  infirmity.
The  underlying
intent  of  the
provision is that
t h e
G o v e r n m e n t
c a n n o t  b e
d e p r i v e d  o f
r e v e n u e  o n
a c c o u n t  o f
i l l e g a l  o r
d e f a u l t i n g
conduct  on  the
p a r t  o f  t h e
supplier."  (Para
67)

O n
inapplicability
of DVAT ratio:

" O n
a
close
scrut
i n y
o f
t h e
sche
m e
o f
t h e
G S T
r e g i
m e ,
i t  i s
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