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Matching and
reconciliation under GST

Enabling effective vendor
communication




Background

When the government launched the Goods and Services

Tax (GST) in 2017, it envisaged a means to automate
matching of input tax credit (ITC) while filing GST
returnst. However, the necessary infrastructure is yet to
see the light of the day. With the rise in instances of ITC
mismatches and fake ITC claims, government is focused
on mitigating such frauds.

Frequent amendments in GST provisions? related to ITC,
have further mandated matching invoices with returns
furnished by suppliers to avail ITCs.

Legal framework mandating matching of ITC

@ Government’s focus: To curb tax frauds related to fake ITC
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* Restricts ITC on invoices not reflected in
GSTR 2A/GSTR 2B

»  Provisional ITC reduced to 5% from 20% Stringent penal
within a period of 1 year provisions involving
suspension of GST
> registration and

J prosecution

Matching of ITC envisaged in GST
returns including annual return

ITC matching — a recurring process and not an annual
exercise

Due to lack of infrastructure for automated matching of  for a financial year cannot be taken beyond the GST
ITCs through returns filed by suppliers (GSTR-1) and returns filed in September of subsequent year - for
taxpayers (GSTR-2), taxpayers matched ITCs offline availing ITCs3.

on an annual basis (or for any other period) to ensure However, considering the mandatory requirement of
the same is correct and complete. This was also done to matching invoices with form GSTR 2A/GSTR 2B
prevent any loss of ITCs due to the time-limit - ITC

-

. Filing of GST returns- GSTR 1, GSTR 2, GSTR 3, Section

. Rule 36(4) of CGST Rules, 2017 introduced w.e.f. Oct 2019 and proposed amendment to Section
16(2)of CGST Act, 2017in Union Budget 2021

. Section 16(4) of CGST Act,2017
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for availing ITC, coupled with stringent penal actions Standard operating procedures (SOP) need to be defined
from GST authorities, ITC matching has become an to ensure effective ITC matching and avoid any undue
integral process of tax compliance and not just an penal consequences.

annual exercise.

Objectives for ITC reconciliation
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. Reducing instances econciling
ITCs not availed of GST authorities' recordings in books will help identify .
earlier (loss of ITCs ®  notices on ground —in case of excess compliant/non- .
leads to paying 0—0 of mismatches ©0—0O credit claimed, O0—0© compliant vendors °
more tax in cash) . between filings reversal will help and help in the .
undertaken vis-a-vis save interest and overall process
. vendors’ filings penalties which of vendor

. / / Qay be levied Iater/ Qanagement

Effective vendor communication essential for ITC
reconciliation

Multiple tools are available in market to reconcile (a) it requires extensive efforts on behalf of the taxpayers to
invoice details as per taxpayer; (b) with invoice details analyse these reports and communicate mismatches to
uploaded by suppliers in their GST returns, which is the suppliers. Without timely correction of the GST returns
made available for taxpayers in GSTR 2A. or uploading of missing invoices on GSTN portal by
Though these tools match taxpayers’ data with suppliers, ITC reconciliation remains incomplete.

GSTR 2A/2B reports and identify invoices where
there would be multiple mismatches, they have
their flaws.

Key steps involved in the process

Analyse reconciliation report provided
by company (using own proprietary
tool/third party tool)

Reconciliation
report
ITC availed
incorrectly/
without proper
proof/missing

pending Status update Analyse and Strategically
actions from and strategise designed
vendors dashboards actions action plan

With company’s
regional/central team,
basis mutually
established protocols

Robust follow-up to
reflect corrections in
subsequent GST returns

Vendor
communication

Strategically planned action approach
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It is essential for taxpayers to assess the impact of ITC mismatches, not only with respect to compliance of
provisions under the GST law but also effective management of working capital. Corrective actions are required to
minimise the losses due to lack of proper vendor communication.

How can we help?

Connecting with vendors to communicate mismatches in invoice details and follow-up for subsequent correction in
GST returns is an incessant exercise, which requires proper planning and focused action. Timely response by
suppliers is also critical to complete the objective of matching exercise and ensure proper compliances, minimise
working capital losses for taxpayers on account of delay in availing ITC.

At Grant Thornton, we support businesses to effectively manage ITC reconciliation through our unique
service offering.

Our value proposition

= %

Analyse ITC Communicate with Follow-up regularly Escalation and
reconciliation report* vendors to explain with vendors to status updates for
and strategies action the actions required check they comply critical scenarios
plan for follow-up with the actions

with vendors

For further queries, please contact

Vikas Vasal Krishan Arora

National Managing Partner, Tax Partner, Indirect Tax
Vikas.vasal@in.gt.com Krishna.arora@in.gt.com
Sachin Sharma Amit Tibrewal
Dlrehc_tor,hlndlrect _Tax Associate Director, Indirect Tax
sachin.sharma@in.gt.com Amit.tibrewal@in.gt.com

4. obtained from Company using proprietary or third-party tools
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