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A Bonafide Purchaser who has paid Goods and Services Tax (‘GST’)
to the Supplier cannot be penalized for the Supplier’s failure to
remit tax — Tripura High Court

Executive Summary

This Tax and Regulatory Alert summarizes a recent ruling of the Tripura High Court
(‘the Court’)' on Constitutional validity of Section 16(2)(c) of Central Goods and
Services Tax Act, 2017 (‘CGST Act, 2017’)




Our Understanding of facts:

» M/s Sahil Enterprises (‘petitioner’) dealing in
the trading of rubber products, bought goods
from a supplier registered under GST for the
duration covering July 2017 to January 2019
after paying GST of %1,11,60,830/-. The
supplier of the petitioner duly reflected the
outward supplies in its GSTR-1 returns.
However, such supplier has failed to deposit
the tax collected from the petitioner with the
Government. The supplier instead filed ‘Nil
GSTR-3B returns.

» Upon investigation, GST Department
proceeded against the supplier and
simultaneously denied the petitioner the
benefit of Input Tax Credit (ITC). The
Department relied on the ground that the tax
had not been actually paid to the Government,
triggering Section 16(2)(c) of the CGST Act,
2017.

» Accordingly, the petitioner’s electronic credit
ledger (‘ECL) was blocked, and a show cause
notice (‘SCN’) was issued under Section 73,
resulting in an order dated 17.05.2022
confirming demand comprising of tax, interest,
and penalty. Being aggrieved by
aforementioned Order, the petitioner
challenged both the constitutional validity of
Section 16(2)(c) of the CGST Act, 2017 and the
adjudication order. The petitioner contended
that it was a bona fide purchaser and could not
be penalised for the supplier’s default.

Issues:

» Whether Section 16(2)(c) of the CGST Act, 2017,
which lays down conditions for availment of
ITC upon actual payment of GST to the
Government by the supplier, is
unconstitutional;

» If not, whether ITC can be denied to a bona

fide purchasing taxable person, solely because
its supplier has failed to remit the tax, despite
there being no allegation of collusion, fraud, or
non-genuine transactions.

Judgement of Tripura High
Court:

» The Court upheld the constitutional validity of

Section 16(2)(c) of the CGST Act, holding that it
is not violative of Articles 14, 19(1)(g), 265, or
300-A of the Constitution.

» However, applying the doctrine of “reading

»

down” and relying extensively on the
jurisprudence laid down by the Delhi High
Court in Quest Merchandising India Pvt. Ltd.
W.P. (C) 6093/2017 and Shanti Kiran India (P)
Ltd. S.T. APPL. 34-39/2012, as affirmed by the
Supreme Court in Arise India Ltd. W.P. (C)
2106/2015 and subsequent cases, the Court

held that Section 16(2)(c) cannot be
interpreted to deny ITC to a bona fide
purchaser.

The Court observed that a taxable dealer
involved in inward supplies has ho mechanism
or control to ensure that whether its supplier
has deposited the tax collected from it with the
Government. Also, imposing such an obligation
would require the taxable person to do the
impossible, lead to arbitrary and
disproportionate consequences.

» Since the Department itself invoked Section 73

(and not Section 74), and there was also no
allegation of fraud, collusion, or non-genuine
transactions against the petitioner, the
transaction was held to be bona fide.
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» Henceforth, the impugned order dated
17.05.2022 was set aside, and the respondents
were directed to allow ITC of ¥1,11,60,830/- to
the petitioner.

Our Comments:

» The ruling reinforces that ITC, though
statutory, is designed to prevent double
taxation and cannot be denied merely due to a
supplier’s default where transactions are
genuine and duly documented.

References

M/s Sahil Enterprises Vs Union of India and
Others, WP(C) No. 688 of 2022

Disclaimer

This publication is intended for general
informational purposes only and does not
constitute professional advice. It should not be
relied upon as a substitute for detailed
research or professional judgement.

Taxpert Professionals shall not be responsible
for any loss arising from reliance on the
information contained herein. Readers are
advised to consult their Taxpert Professionals
advisor for guidance on specific matters.

*kkkkkkk

www.taxpertpro.com Taxpert Tax Alert Pagel?2



Our Offices

Q@ MUMBAI:

D-725, Neelkanth Business Park,
VidyaVihar (West), Mumbai

Q KOLKATA:

14, Netaji Subhash Road , 1st
Floor, Kolkata

Q BENGULURU:

384, 19" G- Main Road, 1% N-
Block, RajajiNagar, Benguluru

@ NEW DELHI:

C-103, lll- Apartment, R.S. Park,
Delhi-NCR

Q PUNE:

R-1, 45, Life Republic, Kolte Patil
Hinjewadi, Pune

9 AHEMDABAD:

A-805, Sheetal Westpark Imperia,
Sunrise Park Road, Ahmedabad

» Contact Us:

@ Visit our Website:
www.taxpertpro.com
Call for Information:
+91-9326002456

@ Email for Information:
info@taxpertpro.com

Instagram:
taxpert_professionals

Linkedln
Taxpert Professionals

H ©

About Taxpert
Professionals

Taxpert Professionals is a multidisciplinary
advisory  firm  providing integrated
solutions in taxation, accountancy, legal,
and corporate advisory. We partner with
businesses to  navigate regulatory,
financial, and strategic challenges with
clarity, confidence, and precision.

Our approach focuses on converting
technical knowledge into practical, value-
driven outcomes. Through rigorous
research, commercial insight, and a
partner-led delivery model, we ensure
solutions that are compliant, relevant, and
aligned with our clients’ business
objectives.

Driven by our core values — Precision,
Excellence, Impact, and Integrity — we are
committed to strengthening governance,
enhancing compliance, and supporting
sustainable growth.

Taxpert Professionals remains a trusted
advisor for organizations seeking reliable,
insightful, and forward-looking advisory
support.

For more information please visit our
website www.taxpertpro.com
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