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Constitutional validity of section 16(2)(c) of the CGST Act upheld, Gujarat High Court’s
decision affirmed on supplier tax payment as a pre-condition for ITC — Supreme Court

TR

In a recent significant ruIing1, the Supreme Court dismissed the Special Leave Petitions (SLP) filed
against the Gujarat High Court’s decision in the case of Maruti Enterprisez, thereby affirming the
constitutional validity of section 16(2)(c) of the Central Goods and Services Tax Act, 2017 (CGST
Act). The Supreme Court agreed that the goods and services tax (GST) framework is fundamentally
different from the erstwhile value-added tax (VAT) regime and upheld the requirement that input tax
credit (ITC) be available to the recipient only where the supplier has actually paid the tax to the
government. It also endorsed the Gujarat High Court’s view that section 16(2)(c) of the CGST Act
neither warrants being declared unconstitutional nor does it require to be read down.

O

Background

« Section 16(2)(c) of the CGST Act prescribes that a registered person will be entitled to ITC only
where the tax charged in respect of the supply has actually been paid to the government by the
supplier.

« A batch of writ petitions before the Gujarat High Court challenged the constitutional validity of this
provision on the ground that a recipient has no statutory mechanism to verify whether the supplier
has discharged its GST liability. The petitioners also argued that denial of ITC for the supplier's
default violated Articles 14, 19(1)(g), 265 and 300A of the Constitution and sought reading down
of the provision to ensure that bona fide recipients are denied ITC only in cases involving fraud or
collusion.

. The Gujarat High Court rejected these contentions and upheld section 16(2)(c) of the CGST Act,
holding that ITC is a statutory benefit subject to the prescribed conditions. The court also
distinguished the GST framework (being destination-based tax) from the erstwhile VAT regime
(which was origin-based tax) by relying on section 53 of the CGST Act [among others, read with
rule 37A of the Central Goods and Services Tax Rules, 2017 (CGST Rules)].

« While dismissing the SLP, the Supreme Court observed that the Gujarat High Court had
undertaken a detailed analysis of the GST framework, demonstrating that no parity can be drawn

' Petition for Special Leave to Appeal (C) No. 23931/2026
2 Maruti Enterprise v. Union of India (2026) 42 Centax 256 (Guij.)
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between the Delhi VAT Act, 2004 and the CGST Act for ITC claims where the supplier has not
discharged the tax liability.

The Supreme Court found that while the SLP against the judgment passed by the High Court of
Tripura in the case of Sahil Enterprises3 (which was in favour of the taxpayer) is currently pending
before the Supreme Court, the High Court did not undertake a similar exercise as performed by
the Gujarat High Court.

The Supreme Court also noted that the Gujarat High Court has referred to the legal framework
under the CGST Act and CGST Rules which maintain the interest of the Revenue and the
purchaser.

Accordingly, it held that the Gujarat High Court was justified in refusing to read down section
16(2)(c) of the CGST Act and affirmed the Gujarat High Court’s decision.

The takeaways

The Supreme Court’s decision lends significant judicial support to the validity of section 16(2)(c)
of the CGST Act and reinforces that actual payment of tax by the supplier remains a statutory
condition for availment of ITC. The decision also clarifies that precedents rendered under the

erstwhile VAT regime, particularly in the cases of Quest Merchandising India* and Arise India’,
cannot be readily applied to disputes arising under the GST framework owing to the materially
different statutory scheme.

From a practical perspective, the decision highlights the importance of strengthening vendor due
diligence and supplier compliance monitoring. Businesses should continue to review vendor
compliance mechanisms and contractual safeguards to mitigate exposure arising from supplier
defaults.

While rule 37A of the CGST Rules permits re-availment of ITC once the supplier subsequently
discharges the tax liability, taxpayers may nevertheless face temporary reversals and working
capital implications until such payment is made.

3
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M/s. Sahil Enterprises v. Union of India (2026) 154 GSTR 108 (Tri.)
On Quest Merchandising India Pvt. Ltd. v. Government of NCT of Delhi 2018 (10) G.S.T.L. 182 (Delhi)
Commissioner of Trade & Taxes Delhi v. Arise India Ltd. 2022 (60) G.S.T.L. 215 (S.C.)
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