
New restrictions to 
avail Input Tax Credit – 
Practical challenges to 
follow!



The GST law has seen more than its fair share of amendments, with various amendments in the Central 
Goods and Services Tax Rules, 2017 (‘CGST Rules’) and Notifications, Removal of Difficulties Orders and 
Circulars issued. With such frequent amendments and clarifications being issued, GST has become difficult 
to understand and implement, as opposed to Good and Simple Tax.

A restriction imposed under the CGST Rules

The Central Government has recently introduced a restriction vide Rule 36(4) of the CGST Rules. This 
Rule provides that before availing input tax credit (ITC), one needs to ensure that maximum value i.e. 83% 
(100/120) of total invoices and debit notes are uploaded by the suppliers in Form GSTR-1, and value of 
matched invoices vis-à-vis unmatched invoices is 100:20. In other words, a taxpayer needs to reconcile 
its books of accounts and Form GSTR-2A to quantify matched and unmatched ITC. A taxpayer can avail 
unmatched ITC of not more than 20% of the matched ITC.
 
The above provision can be understood with the help of an example:

Particulars ITC as per 
books

ITC in Form 
GSTR-2A (A)

Un-matched 
ITC (B)

20% of matched 
ITC (C)

Eligible ITC as per Rule36(4) 
(A + lower of B or C)

Case-1 50 35 15 20% of 35 = 7 35+7 = 42

Case-2 50 45 05 20% of 45 = 9 45+5 = 50



Practical challenges in implementing the restriction 

At this juncture, a statement by Linus Torvalds is aptly applicable: 

“Theory and practice sometimes clash. And when that happens, theory loses. Every single time.”

While this newly introduced methodology for availing ITC can be easily understood in black and white, one 
cannot ignore the shades of grey (or challenges) the taxpayers will face upon its implementation.

1. The biggest problem in implementing this provision is that the ITC reflecting in Form GSTR-2A 
is not locked and keeps fluctuating. Firstly, the GST portal allows the supplier to unilaterally amend 
the invoices reflected in Form GSTR-1 till September 2019. Hence, it is possible that ITC which 
is matched in the month of availment is amended and ceases to reflect in subsequent months.  
 
Similarly, the GST portal fetches data in Form GSTR-2A on the basis of invoices uploaded 
online during the month, even if the supplier has not filed Form GSTR-1. Such invoices 
are not visible in Form GSTR-2A subsequently in case supplier does not furnish his return. 
 
This inconsistency in reflection of invoices and the absence of locking 
system will certainly ring confusion bells amongst the taxpayers.  

2. A taxpayer will have to reconcile ITC between books of accounts and Form GSTR-2A in 8 days, i.e. 
starting from 12th of the succeeding month and before 20th of such month before filing Form GSTR-
3B. It is practically impossible to undertake such detailed exercise in such a limited time frame. 

3. Another critical aspect which stands unaddressed relates to the cases wherein a taxpayer has 
significant procurements from vendors who file quarterly Form GSTR-1. The ITC owing to such 
vendors shall always be in the unmatched bucket, which will have to be reconciled on quarterly 
basis. Hence, in first two months of the quarter, the taxpayer will have to forego validly due ITC.  

4. Goods-in-transit is a common practice in business, and it is only logical that some procurements at month-end 
will be received in next month. Under GST, ITC on such invoices can be availed in month of receipt. Hence, a 
monthly reconciliation will have mismatches related to goods in transit (both opening and closing), and opening 
goods-in-transit needs to be matched by the taxpayer by analysing Form GSTR-2A of the previous month.  

5. This amendment doesn’t counter the situation where the suppliers file Form GSTR-1 but do not pay tax by 
filing Form GSTR-3B. In such a case, the department will harass the taxpayer and demand ITC reversal 
on account of tax not being paid by the supplier, even though the ITC between books of accounts and 
Form GSTR-2A matches.

The end result will be that taxpayers will have to undertake multiple reconciliations till September of the next 
financial year to ensure that they are complying with this provision.  

Further, in the case of mismatch, taxpayers will have to undertake a detailed exercise to see if they can avail 
such ITC in subsequent months to adhere to this restriction. For example: 

Particulars ITC as per 
books

ITC in Form 
GSTR-2A

Un-matched 
ITC (B)

20% of matched 
ITC

Eligible ITC as 
per Rule36(4) 

(Lapsed ITC) / 
balance ITC

Case-1 50 35 15 20% of 35 = 7 35+7 = 42 (08)

Case-2 50 45 05 20% of 45 = 9 45+5 = 50 04

Case-3 50 50 00 20% of 50 = 10 50 10



 
Here, taxpayers can plan to avail reduced ITC in Month-1 and avail such ITC in Month-2 and Month-3.

Need to introduce this restriction before new return format?

The provision of matching ITC and allowing taxpayers to avail 20% unmatched ITC is borrowed from the 
new return format system. A question that looms over the mind of the taxpayers is why the Government 
couldn’t wait till the new return system is implemented to introduce this restriction. The intent behind this 
early introduction seems to be a shortfall in collection of GST, which is the biggest worry of the Government 
as on date. 

This amendment will only add to the heartburn the industry has from the Government. The Government 
has faced backlash for implementing GST in a haphazard manner though it was not ready from information 
technology (IT) side for the same. The Government has blatantly imposed the responsibility on the 
taxpayers to undertake matching exercise, even when it does not have full capabilities to launch the new 
return format. 

As discussed above, this restriction can be successfully implemented only once the locking mechanism 
is in place. In the absence of a locking mechanism, the ITC in Form GSTR-2A will not be constant, which 
will result in continuous variance in amount eligible as ITC. ITC is a substantive right, and taxpayers can 
challenge this restriction based on the ground that a substantive right like ITC cannot be restricted in a 
mechanism which is uncertain and unstable. 

Valedictory words

As the saying goes ‘It is easier said than done’, we believe that it will be challenging for the taxpayers to 
practically implement this provision in day to day working. Taxpayers need to gear up to challenge this 
provision before the Courts or be ready to comply with the same. Let’s hope the Government does not bring 
any new provision to complicate the already complex GST. 
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