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accuracy of the information, readers are advised to consult with a qualified legal
professional or tax advisor for specific guidance related to their situation. The author and
publisher are not responsible for any actions taken based on the information provided
herein..



The Supreme Court ’ s  recent  judgment  in  the
Safar i  Retreats  case  has  sparked in teres t  across
bus inesses ,  par t i cu lar l y  those  engaged in  rea l
es tate  deve lopment  and commerc ia l  l eas ing .  The
core  i s sue  revo l ved  around whether  the
cons truct ion  o f  ma l l s ,  warehouses ,  and other
immovab le  proper t ies  wou ld  qua l i f y  for  Input  Tax
Cred i t  ( ITC)  under  the  CGST Act .  The  ru l ing  has
prov ided a  c learer  pathway  for  bus inesses  to
c la im ITC,  but  i t  i s  important  to  unders tand i t s
scope and imp l i cat ions .



Key Takeaways  for  Bus inesses :

1 -  No Automat ic  ITC for  Mal l s  and Warehouses :

The judgment  does  not  prov ide  automat ic
ent i t l ement  to  ITC for  ma l l s  and warehouses .  The
Supreme Court  has  c lear l y  s ta ted  that  each  case
wi l l  be  assessed based on  i t s  spec i f i c  fac ts ,
par t i cu lar l y  through the  funct iona l i t y  tes t .  Th i s
means  that  bus inesses  cannot  s imp ly  c la im ITC on
the  cons t ruct ion  o f  any  immovab le  proper ty ;  they
must  prove  that  the  proper ty  serves  as  a  p lant
for  the i r  taxab le  output  serv ices .



2-  The Ro le  o f  the  Funct iona l i ty  Tes t :

The Court  has  re i terated  the  importance  o f  the
funct iona l i t y  tes t  in  determin ing  whether  a
bu i ld ing  qua l i f i es  as  a  p lant .  For  ma l l s  or
warehouses  to  be  cons idered p lants ,  bus inesses
must  demonstrate  that  the  cons t ruct ion  i s
essent ia l  for  the i r  taxab le  act i v i t i es ,  such  as
rent ing  or  leas ing  space .

For  ins tance ,  i f  a  ma l l  i s  bu i l t  for  the  purpose  o f
leas ing  out  shops ,  the  bus iness  must  prove  that
w i thout  th i s  cons t ruct ion ,  i t  wou ld  be  unab le  to
prov ide  the  taxab le  serv ice  ( i . e . ,  rent ing  out
space) .  The  funct ion  o f  the  bu i ld ing  in  generat ing
taxab le  income i s  the  key  fac tor  that  w i l l
de termine  ITC e l ig ib i l i t y .



3-  ITC E l ig ib i l i t y  i s  Not  B lanket  Coverage :

The judgment  does  not  o f fer  b lanket  ITC
coverage for  a l l  cons t ruc t ion  pro jec ts  invo l v ing
mal l s  or  warehouses .

4-  Ins tead,  i t  in troduces  a  case-by-case
assessment :

Bus inesses  must  show that  the  nature  o f  the
cons truct ion  i s  cruc ia l  to  the i r  ab i l i t y  to  generate
taxab le  output  serv ices .
The  Cour t ’ s  ru l ing  app l ies  spec i f i ca l l y  to  cases
where  the  bu i ld ing  i t se l f  i s  i n tegra l  to  generat ing
income through act i v i t i es  l i ke  rent ing ,  l eas ing ,  or
prov id ing  o ther  taxab le  serv ices .



5-  Pract i ca l  Impl i cat ions  for  Bus inesses :

Whi le  the  judgment  i s  a  pos i t i ve  deve lopment  for
bus inesses  in  sec tors  l i ke  rea l  es tate ,  commerc ia l
proper ty ,  and leas ing ,  i t  does  not  e l im inate  the
need for  scrut iny .  Each  bus iness  that  cons t ructs
mal l s ,  warehouses ,  or  s im i lar  proper t ies  must
prov ide  ev idence  that  the  cons t ruct ion  qua l i f i es
as  a  p lant  under  the  CGST Act .

6-  In  pract i ca l  terms ,  th i s  means  bus inesses  w i l l
s t i l l  have  to  prove  that :

The cons t ruct ion  i s  essent ia l  for  de l i ver ing  the i r
taxab le  serv ices .
The  bu i ld ing  p lays  a  funct iona l  ro le  in  the
bus iness ,  meet ing  the  essent ia l i t y  and
funct iona l i t y  tes t s .
The  serv ices  generated by  the  bu i ld ing  ( such  as
rent ing  out  spaces )  are  d i rec t l y  t i ed  to  the
taxab le  output .



7-  Long-Term Impact :

The ru l ing  i s  cer ta in l y  favorab le  for  bus inesses ,  but
the  onus  remains  on  them to  demonstrate  that
the i r  proper t ies  qua l i f y  as  p lants .  The  Cour t ’ s
re l iance  on  the  funct iona l  use  o f  the  bu i ld ing
means  that  ma l l s  and warehouses  can  indeed
qua l i f y  for  ITC ,  but  bus inesses  must  be  prepared to
jus t i f y  the i r  c la ims .

In  summary ,  wh i le  the  Safar i  Retreats  judgment
opens  the  door  for  ITC c la ims  on  cons t ruc t ion ,
bus inesses  cannot  assume automat ic  ent i t l ement .
They  must  prove ,  on  a  case-by-case  bas i s ,  that
the i r  proper t ies  meet  the  funct iona l  tes t  and are
in tegra l  to  the i r  taxab le  operat ions .  As  a  resu l t ,
bus inesses  may  need to  approach  ITC c la ims  w i th  a
s t rateg ic  and we l l -documented approach  to  avo id
d i sputes  w i th  tax  author i t i es .
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