To
The Assistant Commissioner
-----------------------------------
----------------------------------
Subject: Reply to Notice for Reversal of Input Tax Credit under Second Proviso to Section 16(2) of the CGST Act, 2017 – Regarding Payment Beyond 180 Days
Ref: Your Notice No. ---------------------- dated -------------------,
Respected Sir/Madam,
We are in receipt of the above-referred notice seeking reversal of Input Tax Credit (ITC) availed by us on inward supply of goods, on the grounds that payment to the supplier was not made within the time limit of 180 days as prescribed under the second proviso to Section 16(2) of the CGST Act, 2017.
In this regard, we most respectfully submit the following for your kind consideration:
1. Existence of Commercial Understanding on Deferred Payment
The supplies in question were received from [Supplier Name], GSTIN: [Supplier GSTIN], with whom we share a longstanding business relationship. As per mutual understanding and contractual terms, it was agreed that payment for the goods would be made only upon successful usage or onward sale of the goods. This understanding is based on the nature of material supplied, which requires performance confirmation before consideration is finalized.
A copy of the written communication/letter of understanding issued by the supplier, confirming the deferred payment arrangement, is enclosed herewith.
2. No Dispute, No Default – Only Commercial Terms
There is no dispute or default in the transaction. The delay in payment does not arise out of non-fulfilment or negligence, but from a pre-agreed commercial condition between the parties. This was not an arbitrary delay, but a conditional agreement acceptable to both sides. The supplier has raised no objection, and the liability is duly recorded in our books.
3. Purpose of Second Proviso – Prevention of Fraudulent ITC
We submit that the purpose of the second proviso to Section 16(2) is to prevent misuse or abuse of ITC mechanism, where invoices are booked without genuine intention of payment. In our case, the transaction is genuine, goods are received and used, and ITC is taken in line with actual business activity. Hence, invoking the provision in such a bona fide case will defeat the intent and spirit of the law.
4. Reinstatement of ITC on Payment Already Agreed
As per the CGST Rules, ITC once reversed due to non-payment can be reclaimed when the payment is made. In our case, since payment is agreed and will be made as per contract, any reversal would only lead to unnecessary compliance burden, without adding any revenue to the Government exchequer.
5. Prayer for Dropping the Proceedings
In view of the above submissions and the supplier`s written confirmation, we request your good office to:
· Accept the existence of valid commercial terms between us and the supplier.
· Appreciate that this is not a case of fraudulent or ineligible ITC.
· Drop the proposed action of reversal of ITC and close the matter.
We assure your good office of our continued adherence to GST compliance and are willing to submit any further clarification or documents as may be required.
Thanking you,
Yours faithfully,
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