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Tax Credit to bona-fide purchaser despite 
selling-dealer's failure to deposit VAT
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The Commissioner of Trade and Tax Delhi vs. 
Shanti Kiran India (P) Ltd.1 

In a landmark ruling, the Hon’ble Supreme Court 
has dismissed the Revenue’s appeal against the 
Delhi High Court’s judgment which had allowed the 
benefit of Input Tax Credit (ITC) to the purchaser 
(Assessee), notwithstanding the seller’s failure to 
deposit Value Added Tax (VAT) and the subsequent 
cancellation of the seller’s registration.  

The Apex Court observed that there was no dispute 
regarding the seller’s registration status at the time 
of transaction or the authenticity of the tax invoices 
and accordingly upheld the High Court’s2 decision 
granting ITC to the Assessee. 

Background and Facts  

• The Assessee, a trader in electrical products, 
purchased goods from suppliers on the basis of 
tax invoices and paid applicable VAT. 

• The VAT Officer (VATO) disallowed the ITC on 
purchases from selling dealers whose 
registration stood cancelled subsequently and 
demanded tax, interest and penalty. 

• The VATO was of the opinion that the selling 
dealers operated for short periods and their 
turn-over was high in comparison to the tax 
deposited by them. 

• Assessee argued that the subsequent 
cancellation of the registration of the selling 

 
1 TS-691-SC-2025-VAT 
2 Quest Merchandising India Pvt. Ltd. vs. Government of NCT of Delhi and Ors [TS-314-HC-2017(DEL)-VAT] 
3 Clause (g) to Section 9(2), stipulated that ITC is admissible to purchasing dealer only when tax is actually deposited by the selling 
dealer 

dealers could not be the basis for tax liability of 
a bona-fide purchaser who could not be held 
liable for seller’s default. 

• The Tribunal dismissed Assessee’s appeal 
observing that Section 9(1) permits tax credit to 
a purchasing dealer to the extent the tax is 
actually deposited by the selling dealer. 

• Revenue submitted that the Tribunal cannot be 
faulted for relying on Section 9(2)(g) which was 
brought into force with effect from April 01, 
20133. 

• The Delhi High Court allowed Assessee’s 
appeal against Tribunal order and observed as 
below: 

- There is no mechanism enabling a 
purchasing dealer to verify deposit of tax by 
the selling dealer nor any notification to 
ascertain cancellation of dealer’s 
registration post the supply transaction. 

- Clause (g) to Section 9(2) was not in 
existence during the period of dispute as it 
was introduced by an amendment, made 
effective, in 2010.  

- Tribunal’s interpretation that there is 
statutory authority for granting ITC, only to 
the extent tax is deposited by the selling 
dealer, is unsound and places onerous 
burden on the purchasing dealer. 
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Discussion and Findings 

• It is undisputed that on the date of transaction, 
the seller was registered with the Department. 

• After the transaction, seller’s registration got 
cancelled and seller defaulted in depositing the 
tax collected by them from the purchaser. 

• A similar issue later arose for consideration 
before the High Court4 in the context of the 
provisions of Section 9(2)(g) where ITC was held 
allowable. The Special Leave Petition (SLP) was 
thereafter disposed of without interfering with 
the above High Court5 order. 

Judgment 

• Based upon the above observations, the Court 
held that Revenue appeals lack merit and is 
dismissed as: 

- There is no dispute regarding the selling 
dealer being registered on the date of 
transaction and; 

- Neither the transactions nor invoices in 
questions have been doubted, based on any 
inquiry into their veracity. 

- There is no “good reason to interfere with 
the order of the High Court directing for 
grant of ITC benefit after due verification”. 

  

 
4 Quest Merchandising India Pvt. Ltd. vs. Government of NCT of Delhi and Ors [TS-314-HC-2017(DEL)-VAT] 
5 TS-2-SC-2018-VAT 
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The Supreme Court’s ruling reaffirms a judicial principle – that bona 
fide purchasers cannot be penalized for a seller’s default, so long as 
the underlying transaction is genuine and duly supported by valid tax 
invoices. While the judgment pertains to the erstwhile VAT regime, its 
reasoning resonates strongly under the GST framework, where denial 
of ITC on account of supplier non-compliance continues to be a 
contentious issue. 

In the absence of any statutory mechanism under the GST law enabling 
a buyer to ensure the supplier’s tax remittance, the Court’s 
observations provide constitutional support for protecting bona fide 
recipients and reinforce the argument that ITC is a vested right, not a 
concession. The verdict is likely to hold persuasive value in ongoing 
litigations challenging the constitutional validity of Section 16(2)(c) of 
the CGST Act, potentially shaping the future contours of input tax 
credit doctrine under the GST law. 
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Disclaimer: 
The information contained herein is in summary form and is therefore intended for general guidance only. This publication is not intended to address the circumstances of any 
particular individual or entity. No one should act on such information without appropriate professional advice after a thorough examination of the particular situation. This 
publication is not a substitute for detailed research and professional opinions. Before acting on any matters contained herein, reference should be made to subject matter 
experts, and professional judgment needs to be exercised.  Dhruva Advisors India Private Limited cannot accept any responsibility for loss occasioned to any person acting or 
refraining from acting as a result of any material contained in this publication. 
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