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GST collection in January 2022 stood at INR 138,394 crore, 
making it the seventh consecutive month when collections 
crossed the INR one-lakh-crore mark. While the recovery of the 
economy is a major factor, measures such as the introduction of 
e-invoicing and the linking of inward and outward supply returns 
with main GST returns (GSTR3B), have played a crucial role.

India joined the electronic-invoicing bandwagon on 1 October 
2020, when certain taxpayers were mandated to report all 
export and B2B invoices in near real time to the e-invoicing 
portal of the GST system. 

During the last year, more than 90 crore (900 million) e-invoices 
were reported by taxpayers. E-invoicing began with 8,000-plus 
top taxpayers (57,000 GSTINs) with annual turnovers of more 
than INR 500 crore. While they constituted only 0.5 percent 
of all taxpayers, the number of invoices issued by this group 
accounted for 161 percent of the total number of B2B invoices 
reported in their outward return of GSTR1 by all taxpayers.

Three months after the rollout, the threshold of annual turnover 
was brought down to INR 100 crore, bringing in 80,000 more 
taxpayers, who issued 10 percent of the total invoices to this 
system. In April 2021, 77,000 taxpayers with an annual turnover 
between INR 50 and 100 crore were also brought in under the 
new system, who issued 5 percent of the total number of B2B 
invoices. Today, around 2.3 lakh taxpayers out of 1.1 crore 
regular taxpayers have been brought under the electronic 
invoicing system, who generate around 31 percent of all invoices 
reported to the GST system.

So how has e-invoicing affected taxpayers and tax officials? 
While GST reduced the reconciliation period from a year, when 
accounts used to be finalised to a month/quarter when return is 
filed, the e-invoice system has brought down the reconciliation 
period to a few days; supply invoice, once reported, is visible to 
the buyer and also goes into the outward returns of the supplier 
and inward returns of the buyer. This in turn has, in many 
cases, reduced the time taken to make payments, leading to 
better capital turnaround and reduced borrowed capital needs, 
thereby helping the economy. Also, the information enables the 
generation of e-way bills.

Near real-time reporting of invoices leads to incremental 
drafting of outward supply (GSTR-1) of seller by the GST system. 
After the closure of the month, this return is ready, except 
for a few details, such as B2C sales, which are to be added 
by taxpayers separately, as B2C sales are not reported to the 
e-invoice portal today. This has, to a large extent, taken away the 
pain of uploading hundreds/thousands of invoices at the end of 
the month for GSTR-1 and reduced the efforts on the resultant 
reconciliation process.
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Similarly, purchase returns are updated for those supplies 
that come from suppliers mandated to use e-invoicing.  The 
day-to-day creation of GSTR2A leads to better visibility on input 
tax credit, as the chances of incorrect ITC reporting is reduced 
drastically. The auto-drafted e-invoice in purchase returns can 
be downloaded anytime and used for the reconciliation of the 
goods being delivered. This, in turn, can enable faster payments, 
thus reducing sellers’ capital requirements. This is more relevant 
for MSMEs supplying goods to large companies. This has also 
eradicated the possibility of invoices getting lost in transit or 
sent to the wrong buyer.

Once the outward and inward returns are automatically drafted, 
the final return can be also be created by the GST system, as 
being done today, based on the GSTR1 filed and GSTR2A created 
by the system. Once the return is drafted by the system based 
on invoices, the chances of error will also reduce, minimising the 
time and effort investment of taxpayers and consultants, and 
making tax compliance easier. 
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The e-invoicing system has also benefitted the tax department. 
The first benefit is in the control on issuance of fake invoices. A 
buyer claims input tax credit (ITC) based on invoices issued by 
suppliers. Once the reporting of invoice becomes mandatory, 
claiming credit on unreported invoices is not permitted. Thus, 
the tax department will be able to control the menace of bogus 
ITCs. The period for which the system can be circumvented or 
manipulated is also reduced to one month, as a seller can report 
invoices but not file the return only for a month. This risk can be 
further reduced by putting a ceiling amount, beyond which, new 
taxpayers cannot show supplies, unless they make a payment 
that is adjusted in their return. 

The next benefit to the tax department is in terms of an even 
load distribution on IT systems, as invoices are reported 
throughout the month and not in the last 2 to 3 days, as it 
typically happens while filing GSTR-1. The other benefit is in 
terms of correct reporting of HSN in the e-invoice, which helps in 
sectoral- and commodity-level data analysis. 

However, the above mentioned benefits will not accrue, unless 
the reporting of invoices is made mandatory for a bigger section 
of taxpayers. 

From 1 January 2022, ITC claims have been made available 
only when the details of such invoice or debit note have been 
furnished by the supplier in their GSTR-1 and subsequently, it 
appears in GSTR-2A/2B. So, the taxpayers can no longer claim 
5 percent provisional ITC, but must ensure that every ITC value 
claimed is reflected in GSTR-2A/2B. 

Today, a buyer may be buying goods/services from those who 
are mandated to report (2 percent taxpayers, who issue 33 
percent of B2B invoices today), as well as others who can’t 
report (98 percent who issue 67 percent invoices). Thus, auto-
drafting of purchase return is done partly. However, if the 
e-invoice system is extended to all taxpayers, the purchase 

return (GSTR2A) will also get auto-drafted by the GST system 
itself, thus reducing the pain of ITC reconciliation. This will also 
ensure that the buyer gets the ITC reflected in their ledger in 
time and will not be at the mercy of the seller, especially after 5 
percent provisional ITC has been taken away. 

Per the fourth year report of the GST system, the taxpayers with 
an annual turnover above INR 1.5 crore are around 15 percent 
of the total taxpayers, but they issue 80 percent of B2B invoices. 
Making it mandatory for all taxpayers with an annual turnover of 
INR 1.5 crore and above, and optional for remaining taxpayers, 
will ensure that the complete benefit of e-invoices accrue to 
the entire ecosystem, without burdening small taxpayers who 
constitute around 85 percent of the total taxpayer base. While 
making it mandatory, the government should keenly look at a 
simpler and smoother way of integrating the said facility, rather 
than only through GSPs (thereby omitting the dependency on 
third-party service providers). Such a move would enable more 
taxpayers to be on-board easily, with said proposition. 

Given the robust mechanism of e-invoicing and its active role 
in curbing fake invoices and ineligible credit, the government 
should use this mechanism to effectively address the issue of 
credit accumulation, which has become a gargantuan problem 
for many taxpayers. The government could adopt novel 
measures of unlocking working capital through possible transfer 
of credit within group companies, trading in credit (where credit 
is availed based on e-invoices), and the use of credit to discharge 
RCM, etc. These novel measures should aid in addressing the 
issue of accumulating credit in the backdrop of e-invoicing.

To conclude, given the vast advantages of e-invoicing, it 
is suggested that the said mechanism be broad-based 
to include many sellers by lowering the threshold. The 
said system should also be favourably looked at to adopt 
innovative measures to mitigate the credit accumulation issue 
and unlock working capital.
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