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Abstract 
This article delves into the intricate relationship between the Insolvency and Bankruptcy Code (IBC), 2016, and the Goods and 
Services Tax (GST) Act, 2017, focusing on the challenges businesses face when navigating Input Tax Credit (ITC) claims 
during insolvency proceedings. It explores how insolvency impacts GST compliance, the classification of tax authorities as 
operational creditors, and the legal complexities that arise from the conflicting priorities of the IBC and GST frameworks. By 
analyzing key case laws, legislative provisions, and judicial interpretations, this article provides insights into the ongoing 
conflicts between the two statutes and offers policy recommendations for harmonizing their provisions. The objective is to 
guide stakeholders in understanding the nuances of GST compliance within insolvency regimes, ensuring smoother resolutions 
and enhanced recovery outcomes. 
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Introduction 
The interplay between the Insolvency and Bankruptcy Code 
(IBC), 2016, and the Goods and Services Tax (GST) Act, 
2017, presents a complex legal and operational landscape 
for businesses in India. As two pivotal legislative 
frameworks governing insolvency and taxation, 
respectively, their intersection significantly impacts the 
resolution of distressed businesses and the compliance 
requirements during and after insolvency proceedings. 
Understanding this intersection is crucial for insolvency 
professionals, tax authorities, creditors, and businesses 
navigating financial distress. 
The IBC was introduced to streamline and expedite the 
insolvency resolution process, aiming to maximize asset 
value and ensure equitable treatment of creditors. 
Conversely, the GST Act was enacted to unify the taxation 
system across the country, replacing multiple indirect taxes 
with a single comprehensive tax on the supply of goods and 
services. Both legislations are critical for maintaining 
economic stability, but their provisions often lead to 
conflicts, particularly regarding the treatment of tax dues 
and Input Tax Credit (ITC) during insolvency. 
This article aims to elucidate the intricate relationship 
between GST and IBC, focusing on how insolvency 
proceedings affect GST compliance and ITC claims. It 
explores the position of tax authorities as creditors under the 
IBC, the challenges businesses face in managing GST 
obligations during insolvency, and the judicial approaches 
to resolving these conflicts. By analyzing key case laws, 
legislative provisions, and practical implications, the article 
provides comprehensive insights into the challenges and 
potential resolutions at the confluence of GST and 
insolvency laws.  
Through this examination, the article seeks to offer policy 
recommendations for harmonizing GST and IBC provisions, 
thereby facilitating a more coherent and supportive legal 
framework for businesses undergoing insolvency. 
Ultimately, the goal is to provide clarity and guidance for 
stakeholders navigating the complex dynamics of GST 
compliance within the insolvency regime, ensuring 
smoother resolutions and better recovery outcomes. 

Background and Legal Framework 

Overview of the Insolvency and Bankruptcy Code (IBC), 

2016 

The Insolvency and Bankruptcy Code (IBC), 2016, 

represents a transformative overhaul of India’s insolvency 

regime, aimed at consolidating and amending laws relating 

to reorganization and insolvency resolution of corporate 

persons, partnership firms, and individuals. Its principal 

objectives are to promote entrepreneurship, enhance the 

availability of credit, and balance the interests of all 

stakeholders, including alteration in the priority of payment 

of government dues. The IBC seeks to accomplish these 

goals through a time-bound process for resolving 

insolvency, thereby ensuring the maximization of value of 

the debtor’s assets. 

Key principles underpinning the IBC include the "creditor in 

control" model, where the creditors have the authority to 

decide the fate of the debtor, and the "collective process" 

approach, which replaces the erstwhile fragmented and 

litigation-prone mechanisms with a streamlined and unified 

procedure. The introduction of the Insolvency Resolution 

Professional (IRP) and Committee of Creditors (CoC) are 

significant innovations that drive the resolution process. 

Relevant sections related to creditors and insolvency 

proceedings include: 

▪ Section 7: Initiation of corporate insolvency resolution 

process by financial creditors. 

 

▪ Section 9: Initiation of corporate insolvency resolution 

process by operational creditors. 

 

▪ Section 12: Time limit for completion of insolvency 

resolution process. 

 

▪ Section 53: Distribution of assets, which outlines the 

priority of claims and the waterfall mechanism in the 

event of liquidation. 
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Introduction to the Goods and Services Tax (GST) Act, 
2017 
The Goods and Services Tax (GST) Act, 2017, heralded a 
new era in the Indian taxation landscape by subsuming 
multiple indirect taxes into a single comprehensive tax 
system, thereby mitigating the cascading effect of taxes and 
streamlining compliance. The GST is a multi-stage, 
destination-based tax levied on every value addition, 
fundamentally aimed at creating a unified national market. 
Key features and objectives of the GST include the 
elimination of the cascading effect of taxes, enhancement of 
the ease of doing business, broadening of the tax base, and 
fostering a cooperative federalism through the GST Council. 
It encapsulates various components such as Central GST 
(CGST), State GST (SGST), Integrated GST (IGST), and 
Union Territory GST (UTGST), which facilitate the 
seamless flow of tax credit across the supply chain. 
Relevant sections related to Input Tax Credit (ITC) and tax 
dues under the GST Act include: 
▪ Section 16: Eligibility and conditions for taking input 

tax credit, which stipulates that ITC can be availed by a 
registered person on the supply of goods or services 
used in the course or furtherance of business, subject to 
certain conditions. 

 
▪ Section 17: Apportionment of credit and blocked 

credits, which outlines scenarios where ITC is 
restricted. 

 
▪ Section 49: Payment of tax, interest, penalty, and other 

amounts, which provides the framework for utilizing 
ITC for discharging the tax liability. 

 
▪ Section 82: Tax to be first charge on property, which 

gives precedence to tax dues over other debts, 
conflicting with the IBC’s distribution waterfall. 

 
The juxtaposition of these legislative frameworks reveals 
inherent conflicts, particularly concerning the prioritization 
of claims and the availability of ITC during insolvency 
proceedings. The interplay between the IBC and GST Act, 
therefore, necessitates a nuanced understanding to navigate 
the complexities of corporate insolvency and tax 
compliance. 
 
Tax Authorities as Creditors under IBC 
Position of Tax Authorities as Operational Creditors 
Under the Insolvency and Bankruptcy Code (IBC), tax 
authorities are classified as operational creditors. This 
classification is crucial as it determines the priority and 
manner in which their claims are addressed during 
insolvency proceedings. Operational creditors, including tax 
authorities, typically hold claims arising from statutory dues 
owed by the corporate debtor. The IBC mandates that 
operational creditors are to be paid after the claims of 
secured and unsecured financial creditors are settled, 
positioning tax authorities lower in the hierarchy of debt 
resolution. 
The classification of tax authorities as operational creditors 
has significant implications, particularly in the context of 
insolvency resolutions. Unlike financial creditors who are 
part of the Committee of Creditors (CoC) and have a say in 
the resolution plan, operational creditors have limited 
influence over the proceedings. This limitation often results 
in tax authorities receiving a fraction of their claims, 
impacting the recovery of government dues. 

Significant Case Laws 

State Tax Officer v. Rainbow Papers Ltd. 

In the landmark case of *State Tax Officer v. Rainbow 

Papers Ltd.*, the Supreme Court of India addressed the 

status of tax dues in insolvency proceedings. The primary 

issue was whether tax dues should be treated as operational 

debt and how they should be prioritized. The Court held that 

tax authorities are indeed operational creditors and 

emphasized the importance of adhering to the IBC’s 

waterfall mechanism for the distribution of assets. This 

ruling underscored that tax authorities do not enjoy a super-

priority status and must abide by the resolution plan 

approved by the CoC, thereby receiving payments on par 

with other operational creditors. 

 

Ghanashyam Mishra & Sons Pvt. Ltd. v. Edelweiss Asset 

Reconstruction Company Ltd. 

In another significant ruling, *Ghanashyam Mishra & Sons 

Pvt. Ltd. v. Edelweiss Asset Reconstruction Company 

Ltd.*, the Supreme Court further clarified the treatment of 

tax dues under the IBC. The Court held that once a 

resolution plan is approved by the CoC and sanctioned by 

the adjudicating authority, it becomes binding on all 

stakeholders, including tax authorities. This means that all 

claims, including those of tax authorities, are settled as per 

the terms of the approved resolution plan, and no further 

claims can be raised post-approval. The judgment reinforced 

the IBC’s objective of providing a clean slate to the 

corporate debtor post-resolution. 

 

Implications of These Rulings on the Treatment of Tax 

Dues in Insolvency 

The implications of these rulings are profound for the 

treatment of tax dues in insolvency proceedings. The 

recognition of tax authorities as operational creditors and 

the binding nature of the resolution plan signify a shift 

towards ensuring certainty and finality in insolvency 

resolutions. Tax authorities cannot claim dues outside the 

resolution plan once it is approved, which streamlines the 

insolvency process and promotes the IBC’s objective of 

timely resolution. 

These rulings also highlight the need for tax authorities to 

actively participate in the insolvency process and to file 

their claims promptly. Failure to do so could result in their 

claims being extinguished. Moreover, the decisions 

emphasize the importance of the CoC’s role in balancing the 

interests of various stakeholders while ensuring the viability 

of the resolution plan. 

In conclusion, the position of tax authorities as operational 

creditors under the IBC, coupled with the judicial 

pronouncements in *Rainbow Papers* and *Ghanashyam 

Mishra*, underscores the necessity of a coordinated 

approach to insolvency and tax laws. These developments 

ensure that while the priority of tax dues is respected, the 

overarching goals of the IBC in maximizing asset value and 

providing a fresh start to the debtor are not undermined. 

 

Input Tax Credit (ITC) under GST 

Definition and Importance of ITC for Businesses 

Input Tax Credit (ITC) is a fundamental feature of the 

Goods and Services Tax (GST) system, allowing businesses 

to offset the tax they pay on inputs against the tax they 

collect on outputs. ITC ensures that the tax is paid only on 

the value addition at each stage of the supply chain, 
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mitigating the cascading effect of taxes that existed under 

the previous tax regime. This mechanism not only reduces 

the overall tax burden on businesses but also enhances their 

cash flow and working capital. 

For businesses, ITC is crucial as it directly impacts 

profitability and pricing. By claiming ITC, businesses can 

lower their tax liability, thereby reducing costs and 

potentially passing on the benefits to consumers through 

lower prices. ITC promotes transparency and compliance 

within the GST framework, as businesses are incentivized to 

maintain proper records and invoices to claim these credits. 

 

Conditions and Eligibility for Availing ITC under the 

GST Act 

The eligibility for availing ITC under the GST Act is subject 

to several stringent conditions, designed to ensure the 

integrity of the credit mechanism and to prevent misuse. 

Key conditions include: 

 

1. Possession of a Valid Tax Invoice: A taxpayer must 

have a valid tax invoice or debit note issued by a 

registered supplier. 

 

2. Receipt of Goods or Services: The taxpayer must have 

received the goods or services for which ITC is 

claimed. 

 

3. Tax Payment to Government: The tax charged on the 

supply must have been paid to the government, either in 

cash or through utilization of ITC by the supplier. 

 

4. Filing of GST Returns: The taxpayer must have 

furnished the returns as specified under the GST Act. 

 

Additionally, Section 16 of the CGST Act lays down the 

fundamental eligibility criteria for claiming ITC, while 

Section 17 elaborates on the apportionment of credit and 

circumstances where ITC is blocked, such as on goods and 

services used for personal consumption or for the 

construction of an immovable property. 

 

Challenges in availing ITC during insolvency 

proceedings 

The intersection of GST and insolvency laws presents 

unique challenges in availing ITC, particularly during and 

after insolvency proceedings under the Insolvency and 

Bankruptcy Code (IBC). 

 

1. Suspension of Business Operations 

During insolvency proceedings, a corporate debtor's 

operations may be suspended or significantly curtailed, 

leading to disruptions in the procurement of goods and 

services. This situation hampers the ability to claim ITC as 

the requisite conditions of receipt of goods/services and 

possession of valid invoices might not be met. 

 

2. Resolution Plan and ITC Claims 

The approval of a resolution plan often involves 

restructuring the debts of the corporate debtor, which may 

include tax dues. The treatment of ITC in such plans is 

complex, as it requires reconciliation between the tax 

authorities and the corporate debtor. The binding nature of 

the resolution plan, as emphasized in cases like 

*Ghanashyam Mishra & Sons Pvt. Ltd. v. Edelweiss Asset 

Reconstruction Company Ltd.*, means that ITC claims need 

to be carefully addressed to ensure they are not extinguished 

inadvertently. 

 

3. Tax Compliance and Filing Returns:  

Insolvent businesses may face difficulties in complying with 

regular GST filing requirements, leading to potential delays 

or defaults in filing returns. This non-compliance can 

disqualify the business from availing ITC. Additionally, 

insolvency professionals managing the debtor's estate must 

ensure that tax filings are up-to-date to avoid penalties and 

interest, which further complicates ITC claims. 

 

4. Legal and Administrative Uncertainty:  

There is often legal and administrative uncertainty regarding 

the prioritization of tax dues and ITC claims in insolvency. 

While tax authorities might prioritize recovering dues, 

businesses aim to maximize ITC to reduce liabilities. This 

conflicting interest can lead to disputes and protracted 

litigation, further delaying the resolution process and the 

ability to claim ITC. 

 

5. Reconciliation of Books and Records:  

Ensuring accurate reconciliation of books and records 

during insolvency is a significant challenge. Discrepancies 

in records can lead to rejection of ITC claims. Insolvency 

professionals must meticulously audit the financial 

statements and GST records to ensure compliance and 

accuracy. 

In conclusion, while ITC is a critical component of the GST 

framework that benefits businesses by reducing their tax 

burden, availing ITC during insolvency proceedings is 

fraught with challenges. The complexities of compliance, 

the intricacies of resolution plans, and the need for precise 

reconciliation underscore the necessity for businesses and 

insolvency professionals to navigate these issues diligently. 

Addressing these challenges is essential to ensuring that the 

objectives of both the GST and IBC are met harmoniously. 

 

Conflicts and Resolutions 

Analysis of conflicts between IBC and GST provisions 

The interplay between the Insolvency and Bankruptcy Code 

(IBC), 2016, and the Goods and Services Tax (GST) Act, 

2017, often gives rise to conflicts due to their differing 

objectives and provisions. The IBC aims to facilitate the 

resolution of insolvency and bankruptcy in a time-bound 

manner, focusing on maximizing the value of the debtor’s 

assets and ensuring equitable distribution among creditors. 

On the other hand, the GST Act seeks to streamline the 

taxation of goods and services, ensuring efficient tax 

collection and minimizing tax evasion. 

One major conflict arises from the treatment of tax dues. 

Under the IBC, once a resolution plan is approved by the 

Committee of Creditors (CoC) and sanctioned by the 

adjudicating authority, it becomes binding on all 

stakeholders, including tax authorities. This means that tax 

dues are to be settled as per the resolution plan, often 

resulting in significant haircuts on the amounts owed to tax 

authorities. Conversely, the GST Act mandates that tax dues 

are treated as statutory dues, which tax authorities argue 

should be given priority. 
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Treatment of Outstanding Tax Dues 

The IBC’s waterfall mechanism under Section 53 dictates 

the priority of claims in liquidation. Tax dues are 

categorized as operational debts, placing them lower in the 

hierarchy after secured and unsecured financial creditors. 

This prioritization often leads to tax authorities recovering 

only a portion of their dues, which can be a point of 

contention given the government's interest in maximizing 

tax collections. 

Furthermore, the resolution process under the IBC can 

involve the restructuring or waiver of tax dues, which 

conflicts with the GST Act’s provisions that emphasize the 

timely and full payment of taxes. This divergence leads to 

disputes over the rightful prioritization and treatment of tax 

liabilities during insolvency proceedings. 

 

Impact on ITC Claims 

The availing of Input Tax Credit (ITC) is another area 

where conflicts arise. During insolvency proceedings, 

businesses may face challenges in meeting the conditions 

required to claim ITC, such as the possession of valid tax 

invoices and the receipt of goods or services. The 

suspension or disruption of business operations can further 

complicate the ability to claim ITC. 

Moreover, the treatment of ITC in approved resolution plans 

can lead to disputes. If the resolution plan involves 

significant reductions in liabilities, including tax dues, it 

raises questions about the corresponding ITC claims. The 

ambiguity surrounding the treatment of ITC during 

insolvency often necessitates judicial intervention to provide 

clarity. 

 

Examination of Judicial Approaches to Resolving These 

Conflicts 

Indian judiciary has played a pivotal role in addressing the 

conflicts between the IBC and GST provisions. Notable 

cases like *State Tax Officer v. Rainbow Papers Ltd.* and 

*Ghanashyam Mishra & Sons Pvt. Ltd. v. Edelweiss Asset 

Reconstruction Company Ltd.* have provided significant 

insights into these issues. 

In Rainbow Papers, the Supreme Court affirmed the status 

of tax authorities as operational creditors, emphasizing that 

their claims must be settled according to the resolution plan 

approved by the CoC. This ruling underscored the 

importance of adhering to the IBC’s framework, even at the 

cost of statutory dues being compromised. 

In Ghanashyam Mishra & Sons, the Supreme Court further 

clarified that once a resolution plan is approved, all claims, 

including those of tax authorities, are bound by its terms. 

This binding nature ensures that the resolution process is not 

hindered by subsequent claims, promoting the IBC’s 

objective of providing a clean slate to the debtor. 

 

Discussion of Section 82 of the CGST Act and Its 

Implications 

Section 82 of the Central Goods and Services Tax (CGST) 

Act, 2017, stipulates that tax dues shall be the first charge 

on the property of the taxpayer. This provision appears to 

conflict with the IBC’s distribution waterfall under Section 

53, which does not accord such priority to tax dues. 

The judiciary has addressed this conflict by emphasizing the 

supremacy of the IBC in insolvency matters. The binding 

nature of approved resolution plans, as upheld in various 

rulings, effectively overrides the first charge provision 

under the CGST Act. This judicial approach ensures that the 

resolution process remains efficient and binding, despite the 

conflicting statutory provisions. 
Thus, the conflicts between the IBC and GST provisions 
highlight the complexities of harmonizing insolvency and 
tax laws. While the IBC prioritizes a structured and 
equitable resolution of debts, the GST Act focuses on robust 
tax collection mechanisms. Judicial pronouncements have 
played a crucial role in navigating these conflicts, ensuring 
that the objectives of both statutes are balanced. 
The treatment of outstanding tax dues, the impact on ITC 
claims, and the examination of judicial approaches 
underscore the need for a nuanced understanding of both 
legal frameworks. Section 82 of the CGST Act, with its 
implications, further emphasizes the necessity for clear 
legislative and judicial guidance. As the legal landscape 
evolves, continuous dialogue between policymakers, tax 
authorities, and insolvency professionals will be essential to 
mitigate conflicts and ensure seamless insolvency 
resolutions. 
 
Practical Implications for Businesses 
Impact of Insolvency Proceedings on Businesses’ GST 
Compliance 
Insolvency proceedings significantly impact a business’s 
ability to comply with GST regulations. When a company 
undergoes insolvency, its financial and operational activities 
are closely scrutinized, often resulting in restricted 
operations and disrupted business functions. This situation 
complicates compliance with GST requirements such as 
timely filing of returns and accurate payment of taxes. 
During insolvency, the responsibility of GST compliance 
usually falls on the Resolution Professional (RP) or the 
Liquidator, who may not be fully familiar with the 
company's historical transactions and tax obligations. 
Ensuring that all GST returns are filed and pending dues are 
settled is complex, given the financial distress of the 
company. Non-compliance during this period can lead to 
penalties and interest, further exacerbating the company’s 
financial difficulties. 
 
Challenges Faced by Businesses in Claiming ITC during 
and After Insolvency 
One of the major challenges businesses face during 
insolvency is claiming Input Tax Credit (ITC). ITC is 
crucial for reducing GST liability, but meeting the 
conditions for availing it becomes difficult during 
insolvency. Key challenges include: 
 
1. Valid Invoices and Receipt of Goods/Services: 
Business operations may be disrupted, affecting the ability 
to obtain valid invoices and confirm receipt of goods or 
services. This disruption hampers the ability to claim ITC as 
per Section 16 of the CGST Act. 
 
2. Timely Filing of Returns: Insolvent businesses often 
struggle with timely GST return filings due to operational 
and financial constraints. Delayed filings can result in the 
loss of eligibility to claim ITC for specific periods, further 
adding to financial distress. 
 
3. Reconciliation of Records: Accurate reconciliation of 
accounts is essential for claiming ITC. During insolvency, 
reconciling financial records with GST filings can be 
challenging, particularly if there are discrepancies or 
incomplete records from previous periods. 
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4. Resolution Plan Constraints: Approved resolution plans 

might involve restructuring or writing off certain debts, 

including tax dues. This restructuring raises questions about 

the eligibility and extent of ITC claims post-resolution, as 

ITC related to written-off supplies may become ineligible. 

 

Practical Examples and Case Studies 

Example 1: Company A 

Company A, a manufacturing firm, entered insolvency due 

to financial mismanagement. During insolvency, the RP 

faced difficulties maintaining regular GST filings due to 

inadequate documentation and disrupted operations. 

Consequently, the company struggled to claim ITC on raw 

materials procured before insolvency. Delays in filing 

returns further complicated the situation, leading to 

penalties and loss of eligible ITC. The resolution plan 

approved by the CoC included provisions for settling 

outstanding tax dues but inadequately addressed ITC claims, 

leaving the company with significant unrecovered credits. 

Case Study: Ghanashyam Mishra & Sons Pvt. Ltd. 

 

In *Ghanashyam Mishra & Sons Pvt. Ltd. v. Edelweiss 

Asset Reconstruction Company Ltd.*, the Supreme Court 

ruled that once a resolution plan is approved, it binds all 

stakeholders, including tax authorities. This decision 

emphasized the importance of addressing tax dues and ITC 

claims within the resolution plan. It also highlighted the 

necessity for businesses and RPs to meticulously document 

and reconcile all financial transactions and tax records 

during insolvency to ensure that all eligible ITC is claimed 

and outstanding tax liabilities are clearly addressed in the 

resolution plan. 

Case Study: Commissioner of Central Excise, Noida v. 

Rana Girders Ltd. 

 

In this case, the issue was whether the tax authorities could 

recover excise duty dues from a company undergoing 

liquidation. The Supreme Court held that the provisions of 

the Companies Act regarding the distribution of assets 

would prevail over the provisions of the Central Excise Act. 

This case underscores the principle that in insolvency 

proceedings, the resolution plan and liquidation process take 

precedence over statutory dues, influencing how tax 

authorities can claim their dues under GST. 

 

Example 2: Retail Chain B 

Retail Chain B entered insolvency with substantial GST 

liabilities. The company faced operational disruptions, 

making it difficult to receive and record supplies properly. 

The RP had to navigate complex GST regulations to file 

returns and claim ITC on outstanding invoices. Despite 

efforts to comply, discrepancies in the company's financial 

records led to disputes with tax authorities over the claimed 

ITC. The resolution plan included specific strategies for 

addressing GST liabilities, but the lack of clarity on ITC 

treatment resulted in prolonged negotiations with tax 

authorities. 

Case Study: Leo Edibles & Fats Ltd. v. Tax Recovery 

Officer 

 

In this case, the High Court of Telangana and Andhra 

Pradesh dealt with the issue of whether the tax authorities 

could proceed with recovery actions against a company 

undergoing corporate insolvency resolution. The court held 

that tax authorities should abide by the moratorium imposed 

under Section 14 of the IBC, which restrains the initiation or 

continuation of recovery proceedings. This ruling has 

significant implications for how GST authorities manage 

outstanding dues during insolvency proceedings. 

In conclusion, the practical implications of insolvency on 

businesses' GST compliance are profound. Ensuring timely 

GST filings, maintaining accurate records, and strategically 

addressing ITC claims within resolution plans are critical 

for navigating the complexities of insolvency proceedings. 

Practical examples and case studies underscore the 

importance of meticulous documentation and proactive 

management to mitigate the challenges posed by insolvency 

on GST compliance. Judicial precedents have provided 

clarity on these conflicts, reinforcing the need for businesses 

and insolvency professionals to be diligent in their 

compliance and resolution efforts. 

 

VII. Policy Recommendations and Future Outlook 

Suggestions for Policymakers to Harmonize IBC and 

GST Provisions 

To harmonize the Insolvency and Bankruptcy Code (IBC) 

and Goods and Services Tax (GST) provisions, 

policymakers must adopt a multifaceted approach that 

bridges the existing legislative gaps. A key recommendation 

is the establishment of a coordinated framework between 

the Ministry of Corporate Affairs (MCA) and the GST 

Council to ensure seamless integration of insolvency and tax 

laws. This framework should emphasize clear guidelines on 

the treatment of tax dues and Input Tax Credit (ITC) during 

insolvency proceedings, thereby reducing ambiguity and 

conflict. 

 

Potential Reforms to Address Existing Challenges 

1. Priority Clarity for Tax Dues: One potential reform is 

the explicit clarification of the priority of tax dues within the 

IBC’s distribution waterfall. Amending Section 53 to 

distinctly address the treatment of statutory dues, including 

GST liabilities, would provide clarity to all stakeholders and 

mitigate disputes. 

 

2. Enhanced Role of Resolution Professionals: 

Empowering Resolution Professionals (RPs) with greater 

authority and resources to manage GST compliance during 

insolvency can significantly improve outcomes. Training 

programs and certification courses on GST for RPs could 

enhance their ability to handle tax matters effectively. 

 

3. Simplified ITC Mechanism: Simplifying the ITC 

mechanism during insolvency proceedings is another crucial 

reform. This could involve streamlining the documentation 

requirements and allowing provisional ITC claims subject to 

post-resolution verification. Such measures would ensure 

that businesses can maintain liquidity while adhering to 

compliance norms. 

 

4. Special Provisions for Insolvent Entities: Introducing 

special GST compliance provisions for entities undergoing 

insolvency can alleviate operational burdens. For example, 

allowing deferred tax payment plans or waiving certain 

penalties and interest during the insolvency period would 

support the financial recovery of distressed businesses. 
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Future Outlook for Businesses Navigating GST and 

Insolvency 

The future outlook for businesses navigating the interplay of 

GST and insolvency will likely be shaped by ongoing 

reforms and judicial pronouncements. With a concerted 

effort from policymakers to harmonize the two regimes, 

businesses can expect a more predictable and supportive 

legal environment.  

Enhanced clarity in the treatment of tax dues and ITC 

during insolvency proceedings will foster greater confidence 

among stakeholders, including creditors, tax authorities, and 

corporate debtors. This, in turn, will facilitate smoother and 

more efficient insolvency resolutions, minimizing 

disruptions to business operations and ensuring better 

recovery rates for creditors. 

Moreover, advancements in digital compliance tools and 

platforms will likely play a pivotal role in easing GST 

compliance for insolvent entities. Automated reconciliation 

systems, real-time tax reporting, and integrated compliance 

software can significantly reduce the administrative burden 

on businesses and insolvency professionals, ensuring 

adherence to tax laws without compromising the insolvency 

process. 

In conclusion, harmonizing IBC and GST provisions 

through targeted policy reforms will be instrumental in 

addressing existing challenges. The future holds promise for 

a more streamlined and efficient framework that supports 

businesses through insolvency, ensuring that they can 

navigate tax compliance with greater ease and certainty. By 

fostering a collaborative approach between various 

regulatory bodies, the legal and business landscape will 

evolve to better support the intricate needs of insolvency 

and GST compliance. 

 

Conclusion 

In navigating the intricate intersection of the Insolvency and 

Bankruptcy Code (IBC), 2016, and the Goods and Services 

Tax (GST) Act, 2017, several complexities emerge, 

particularly regarding the treatment of tax dues and Input 

Tax Credit (ITC) during insolvency proceedings. The IBC 

aims to streamline the insolvency process and ensure 

equitable treatment of creditors, while the GST Act focuses 

on creating a unified tax regime. The interplay between 

these laws often leads to conflicts that complicate the 

resolution of distressed businesses and compliance with tax 

obligations. 

Key issues include the position of tax authorities as 

operational creditors, the challenges businesses face in 

claiming ITC during insolvency, and the judicial approaches 

to resolving these conflicts. Significant case laws, such as 

State Tax Officer v. Rainbow Papers and Ghanashyam 

Mishra & Sons Pvt. Ltd., have provided clarity on these 

matters, emphasizing the need for clear guidelines and 

robust documentation during insolvency. 

To harmonize IBC and GST provisions, policymakers must 

consider reforms that provide explicit priority to tax dues, 

empower Resolution Professionals (RPs) with greater 

authority in managing GST compliance, and simplify the 

ITC mechanism for insolvent entities. Special GST 

compliance provisions for entities under insolvency and 

coordinated efforts between the Ministry of Corporate 

Affairs and the GST Council are essential steps forward. 

In conclusion, resolving conflicts between GST and IBC is 

crucial for creating a coherent legal framework that supports 

businesses through insolvency and ensures seamless GST 

compliance. By fostering collaboration among regulatory 

bodies and implementing targeted policy reforms, 

stakeholders can navigate the complexities of insolvency 

with greater ease and certainty. The future outlook is 

promising, with potential advancements in digital 

compliance tools and a more predictable legal environment 

facilitating better outcomes for all parties involved. 
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