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President’s Message

It is my pleasure to introduce the Handbook on Invoice Management System
under GST, a crucial resource for all stakeholders navigating the complexities of
Goods and Services Tax (GST) compliance. Invoices form the backbone of the
GST regime, ensuring fransparency, accountability, and a seamless flow of Input
Tax Credit (ITC). The process of managing invoices has evolved significantly under
GST, with stringent requirements for documentation, reporting, and digitalization,
making it imperative for businesses to stay updated on the latest practices.

Since the introduction of GST, managing invoices has been one of the most
critical yet challenging aspects for businesses, tax professionals, and administrators
alike. The evolving nature of the law, frequent amendments, and technological
advancements such as the infroduction of e-invoicing have added new layers
of complexity to the already intricate invoicing system. From ensuring the correct
classification of goods and services, maintaining proper records, to ensuring real-
fime data submission to the GSTN (Goods and Services Tax Network), every step
needs to be executed with precision to ensure compliance and avoid penalties.

This Handbook on Invoice Management System under GST aims to simplify the
process, providing a structured and practical guide for businesses to understand
and implement GST-compliant invoicing practices. It delves into critical topics such
as invoice generation, e-invoicing, reconciliation, GST return filing, documentation,
and the proper use of ITC. The book also highlights common challenges businesses
face and offers real-world solutions to ensure a smooth invoicing process, thereby
preventing errors and facilitating easier GST compliance.

What sets this handbook apart is its focus on practical application, offering clear
explanations of complex GST provisions. It combines legal clarity with operational
guidance, ensuring businesses can navigate the regulatory framework with
confidence. Whether you're a small business owner, a tax professional, or a large
enterprise, this book is designed to empower you with the knowledge needed to
manage invoices efficiently under GST.

| commend the authors for their expertise and the Tax Research Department for
their efforts in compiling this valuable publicatfion. Their dedication to providing
detailed, actionable insights willundoubtedly serve as a crucial tool for professionals
across industries in enhancing their understanding and execution of GST invoicing
processes.

| am confident that this handbook will be an indispensable resource for
professionals, businesses, and sftudents, helping them achieve compliance,
streamline operations, and minimize risks in managing GST invoices.

i a—

CMAT C A Srinivasa Prasad

President
ICMAI

Date: 09.01.2026



Vice President’s Message

In the modern digital economy, the rapid transformation of the Goods and
Services Tax (GST) framework has brought Invoice Management to the forefront
of tax compliance and business strafegy. Managing invoices effectively is no
longer just a routine clerical task; it is a strategic necessity for businesses seeking
to navigate the complex, evolving landscape of indirect taxes in India. With the
infroduction of the Invoice Management System (IMS), the focus on accuracy,
real-time reporting, and seamless reconciliation has never been higher.

Effective invoice management is the backbone of a healthy GST ecosystem. It
ensures that businesses can claim accurate Input Tax Credit (ITC), avoid costly
disputes with tax authorities, and maintain a transparent audit trail. However, as
the system moves toward greater automation and stricter verification, professionals
must ensure that their practices are not only compliant but also robust and
defensible against increasing regulatory scrutiny.

It is against this backdrop that the publication “Handbook on Invoice Management
System under GST” assumes special significance. This book delves into the
critical challenges faced by businesses in handling the lifecycle of an invoice—
from issuance and reporting to reconciliation and credit realization. It provides
practical insights into how the new IMS portal functions, highlighting emerging
procedural risks and offering clear guidance on mitigating them through better
internal conftrols.

What makes this publication particularly valuable is its practical, practitioner-
centric approach. By examining invoice management through the lens of both
statutory requirements and ground-level operational challenges, the book
provides a comprehensive understanding of how businesses can align their
processes with the latest GST updates. It equips professionals to confidently handle
complexities such as GSTR-2B reconciliation, communication with suppliers, and
the management of credit notes.

The publication also emphasizes the strategic importance of developing a
structured risk management framework for GST compliance. Whether you are a
tax professional, business leader, auditor, or policymaker, the insights provided in
this handbook will help you optimize your tax functions, ensure certainty in ITC
claims, and prevent procedural lapses.

| commend the efforts of the authors and the research team for their technical
excellence and commitment to the professional fraternity. | am confident that this
book will serve as an essential reference for developing more effective compliance
strategies.

| wish this publication widespread success and hope it finds a valued place in the
liorary of every professional.

CMA Neeraj Dhananjay Joshi
Vice — President
ICMAI

Date: 09.01.2026
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Chairman’s Message

The Goods and Services Tax (GST) regime, infroduced to streamline the Indian tax
landscape, has brought with it significant reforms in the way businesses operate,
particularly in the areas of tax compliance and reporting. One of the cornerstones
of the GST framework is a robust Invoice Management System, which ensures
fransparency, facilitates the flow of Input Tax Credit (ITC), and enhances overall
tax compliance. As GST confinues to evolve, effective invoice management has
become increasingly critical for businesses, tax professionals, and administrators.

The infroduction of e-invoicing, along with the digitisation of tax filings and
compliance processes, has made invoice management under GST both more
efficient and complex. With frequent updates to the law, new system features,
and changes in procedural requirements, businesses face the ongoing challenge
of ensuring their invoicing processes are accurate, compliant, and aligned with
the latest regulations.

It is in this context that the Handbook on Invoice Management System under
GST emerges as an indispensable resource. This publication offers a detailed
and practical approach to managing GST-compliant invoicing, addressing key
areas such as invoice generation, reconciliation, documentation, e-invoicing, GST
returns, and ITC claims. The book also explores common issues encountered in
the invoicing process and offers practical solutions to ensure that businesses can
mitigate risks and maintain compliance without unnecessary complexity.

What makes this handbook particularly valuable is its comprehensive and user-
friendly approach. By combining legal and procedural clarity with real-world
applications, it serves as an essential guide for businesses of all sizes—helping them
navigate the ever-changing GST landscape. Whether you are a tax professional, a
business owner, or a student, this book will equip you with the knowledge and tools
required to manage invoice compliance with confidence and efficiency.

As the Chairman of the Indirect Taxation Committee, | commend the efforts of
the authors and the Tax Research Department for their dedication and expertise
in compiling this highly relevant and informative work. Their hard work has resulted
in a publication that will not only help businesses avoid compliance pitfalls but will
also contribute to the overall strengthening of the GST system in India.

| am confident that this handbook will become an essential reference for all
stakeholders involved in GST compliance and invoice management. By providing
clear insights into the complexities of GST invoicing, it will enable businesses to
manage their tax obligations more efficiently and effectively, ensuring a smooth
and hassle-free compliance experience.

N
CMA Ashish P Thatte

Chairman - Indirect Taxation Committee
ICMAI

Date: 09.01.2026



Preface

The Goods and Services Tax (GST) in India has undergone a fransformative
journey, moving toward a more transparent, automated, and technology-driven
ecosystem. Cenfral to this evolution is the intfroduction of the Invoice Management
System (IMS), a landmark feature designed to streamline the flow of credit and
ensure seamless communication between suppliers and recipients. While the digital
infrastructure is built to simplify compliance, its practical implementation requires
businesses to navigate new procedural workflows, real-time data matching, and
stricter timelines for Input Tax Credit (ITC) realization.

For tax professionals and businesses, maintaining an error-free invoice lifecycle
is no longer optional—it is critical for financial health and regulatory standing. A
clear understanding of how to manage, accept, reject, or keep invoices pending
within the system is indispensable to prevent credit blockages and minimize the
risk of litigation.

The “Handbook on Invoice Management System under GST” has been conceived
to address this vital need. This publication offers a comprehensive, structured, and
practice-oriented reference for navigating the infricacies of the IMS. It covers the
entire spectrum of invoice handling, including the mechanics of the new portal,
reconciliation with GSTR-2B, the tfreatment of amendments, and the operational
aspects of managing supplier-buyer discrepancies. Special emphasis has been
placed on simplifying fechnical provisions and aligning statutory requirements with
day-to-day business execution.

This handbook aims to bridge the gap between policy intent and ground-level
frade operations. By presenting the subject in a systematic manner, supported by
practical illustrations and step-by-step guidance, the publication seeks to assist
professionals in achieving accurate compliance and making informed strategic
decisions.

The Tax Research Department places on record its sincere appreciation to
CMA Bhogavalli Mallikarjuna Gupta, the author of this handbook, for his scholarly
depth, subject-matter expertise, and extensive experience in the field of indirect
taxation. His analytical approach and practical orientation have significantly
enhanced the quadlity, relevance, and usability of this publication. The clarity
and precision with which complex procedural aspects have been addressed
reflect his unwavering commitment to professional excellence and knowledge
dissemination.

It is our earnest hope that the Handbook on Invoice Management System under
GST will serve as a dependable guide for tax practitioners, business leaders,
consultants, and students, enabling them to navigate the digital landscape of
GST with confidence, clarity, and compliance.

Thank You.
Team TRD
Date: 09.01.2026
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GST IN INDIA: A NEW ERA OF
DIGITAL TAX GOVERNANCE

1.1 Introduction: A Transformational Shift in Indirect Taxation

The introduction of the Goods and Services Tax (GST) on 1 July 2017
marked not merely a legislative overhaul, but a fundamental shift in
how India conceptualizes, administers, and governs indirect taxation.

The introduction of the Goods and Services Tax (GST) on 1 July 2017
marked not merely a legislative overhaul, but a fundamental shift in
how India conceptualizes, administers, and governs indirect taxation.
For the first time since independence, a single, unified tax structure
replaced a complex web of central and state levies — excise duty, VAT,
service tax, entry tax, and several sector-specific cesses that often
overlapped and conflicted with one another. This reform redefined the
country’s tax architecture by aligning it with global standards adopted
by mature economies such as Australia, Canada, and the EU.

Beyond the structural redesign, GST introduced a new philosophy of
compliance — one that relied on technology, transparency, and trail-
based verification. It represented a conscious move toward a digital-
first ecosystem where tax administration increasingly depends on real-
time data, automated validations, and disciplined record-keeping. In
many respects, GST was the first Indian tax reform that placed equal
expectations on taxpayers and systems.

For businesses, GST demanded a transition not only in law but in culture
— from manual, departmental procedures to integrated ERP-driven
workflows; from monthly book-based reconciliations to data-driven,
technology-aligned compliance practices. In my experience advising
enterprises through this transition, the impact was as operational as it
was tax-related.

1.2 The Pre-GST Landscape: Fragmented Taxes and Cumulative
Cascades

To appreciate the importance of digital compliance, it is critical to
understand the system GST replaced.

To appreciate the importance of digital compliance, it is critical to
understand the system GST replaced. Before 2017, India’s indirect tax
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HANDBOOK ON INVOICE MANAGEMENT SYSTEM UNDER GST

framework was fragmented, siloed, and frequently inefficient:

e States levied VAT on goods at varying rates, leading to tax-based
supply chain decisions.

e Central excise duty applied to manufacturing irrespective of the
stage of distribution.

e Service tax operated under a separate legislation and jurisprudence.

e Inter-state movement attracted Central Sales Tax (CST), which
created friction rather than economic integration.

e Multiple cesses complicated the credit chain further.

This regime led to cascading effects where tax-on-tax became a norm
rather than an exception. Input tax credits often broke between state
and central levies, and businesses routinely lost legitimate credits due
to interpretational issues or procedural barriers.

In that context, GST was not simply a consolidation of taxes but the
creation of a credit-preserving national value chain.

1.3 Revenue Leakage: A Persistent Systemic Concern

One of the central motivations behind GST was India’s ongoing
challenge with revenue leakage.

One of the central motivations behind GST was India’s ongoing
challenge with revenue leakage. Under the earlier system, leakage
occurred due to:

¢ Invisible or unverifiable transactions

e Gaps between supplier and buyer reporting
e Fake invoicing for wrongful credit claims

e Cash-based, unreported trade

e Structural inability to cross-verify returns

Given the scale and diversity of India’s economy, these leakages posed
significant limitations for both tax buoyancy and fiscal planning.

GST's design sought to correct this by creating a self-policing system
based on invoice trails. Every credit flow under GST is traceable, cross-
checkable, and digitally recorded — a significant departure from the
earlier model where only a fraction of economic activity left an audit-
friendly footprint.

2 THE INSTITUTE OF COST ACCOUNTANTS OF INDIA m TAX RESEARCH DEPARTMENT



HANDBOOK ON INVOICE MANAGEMENT SYSTEM UNDER GST

1.4 The Birth of Invoice Matching: A Compliance Paradigm Shift

A defining feature of GST — and one that differentiates it from pre-GST
regimes — is invoice matching.

A defining feature of GST — and one that differentiates it from pre-GST
regimes — is invoice matching. Put simply, this mechanism ensures
that the ITC claimed by a recipient is valid only if the supplier has:

e reported the invoice,
e paid the tax, and
e declared the transaction accurately.

In other words, ITC is no longer a unilateral claim, but a dependent one
— contingent on counterpart disclosures. This creates a transparent
financial ecosystem and significantly reduces the room for fictitious
credit claims.

From a practitioner’'s standpoint, this fundamentally re-shaped the
compliance environment:

e Taxpayers must keep their vendors compliant.

e Reconciliations became critical for closing books.

e ERP systems had to support invoice-level audit trails.
o Disputes shifted from valuation to credit eligibility.

It also placed India on the world map as one of the few tax systems
to attempt near-real-time, data-driven invoice validation on a national
scale.

1.5 Technology as the Backbone of GST

The GST Network (GSTN), a non-profit technology backbone created
specifically for GST, became one of the most ambitious tax IT
infrastructures in the world.

The GST Network (GSTN), a non-profit technology backbone created
specifically for GST, became one of the most ambitious tax IT
infrastructures in the world. Unlike income tax systems, GSTN needed
to process:

e Monthly/quarterly filings for over 1.4 crore taxpayers

THE INSTITUTE OF COST ACCOUNTANTS OF INDIA m TAX RESEARCH DEPARTMENT 3
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e Billions of invoices
o Real-time data flows from e-invoicing and e-way bills

e Complex credit rules that vary by transaction type, location, and
time

In many ways, the technology demanded by GST was unprecedented
for any tax system globally.

While the initial years saw capacity issues — something expected in a
project of this magnitude — GSTN has evolved into a stable, scalable,
and continuously improving platform. The introduction of e-invoicing,
automated return systems, and now the Invoice Management System
(IMS) are all extensions of this digital foundation.

1.6 Why Invoice Matching Became Critical to India’s Compliance
Strategy

Over the first few years of GST, the tax administration came to rely
heavily on data analytics.

Over the first few years of GST, the tax administration came to rely
heavily on data analytics. Patterns emerged:

e A significant proportion of fake ITC involved unmatched invoices.

e Shell companies flourished where invoice-level validation was
absent.

e Mismatches revealed hidden transactions and high-risk taxpayers.
e Sector-specific patterns of evasion became traceable.

The Government responded by reinforcing invoice-level visibility:

e GSTR-2A auto-population provided a preliminary reconciliation tool.
e GSTR-2B created a static monthly ITC statement.

e E-invoicing generated real-time invoice authentication.

e IMS introduced taxpayer-driven invoice governance.

The shift was intentional: ensure that ITC — one of the largest revenue
outflows under GST — is granted only when supported by verifiable
transaction trails.

In my own advisory experience, the accuracy and defensibility of ITC
claims became the single most litigated GST issue. IMS appears to be
the most structured attempt yet to close this loop permanently.

4 THE INSTITUTE OF COST ACCOUNTANTS OF INDIA m TAX RESEARCH DEPARTMENT
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1.7 Global Context: How India Compares

Several countries use matching or near-matching systems, though not
all at India’s scale.

Several countries use matching or near-matching systems, though not
all at India’s scale:

e Brazil relies heavily on electronic fiscal documents (NFe).

e China mandates invoice authentication through the Golden Tax
System.

e EU VAT systems encourage cross-reporting but vary by country.

e Australia & Canada do not have strict invoice matching, relying
more on audits.

India’s approach sits somewhere between China’s strong control model
and the EU’s audit-based approach — but with far more taxpayers and
greater diversity.

1.8 Looking Ahead: IMS as the Foundation for Compliance 2.0

The introduction of the Invoice Management System (IMS) marks the
start of the second phase of GST maturity.

The introduction of the Invoice Management System (IMS) marks
the start of the second phase of GST maturity. If Phase 1 was about
establishing the tax, Phase 2 is about strengthening its integrity
through:

e Data-driven validations

e Automated compliance

e System-led governance

e Real-time invoice auctioning
e Tightening the ITC chain

The rest of this handbook explores IMS in depth: its architecture,
functionality, operational impact, legal underpinnings, practical
challenges, and the far-reaching consequences it brings for businesses.

THE INSTITUTE OF COST ACCOUNTANTS OF INDIA m TAX RESEARCH DEPARTMENT 5
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GST transformed India’s tax system through digital integration and
transparency. Invoice matching emerged as a key anti-evasion and ITC
validation tool. Pre-GST challenges highlighted the need for a unified
technological platform. The GSTN infrastructure laid the groundwork
for advanced features like IMS. IMS represents the next stage in India’s
tax compliance evolution — “Compliance 2.0".

6 THE INSTITUTE OF COST ACCOUNTANTS OF INDIA m TAX RESEARCH DEPARTMENT



EVOLUTION OF INVOICE MATCHING:
FROM CONCEPT TO COMPLIANCE
BACKBONE

2.1 Introduction: The Early Vision Behind Invoice Matching

When India set out to design a unified indirect tax system, one
principle stood out above all others: the credibility of the input tax
credit mechanism would make or break the new tax regime.

When India set out to design a unified indirect tax system, one
principle stood out above all others: the credibility of the input tax
credit mechanism would make or break the new tax regime. Prior to
GST, tax authorities regularly encountered cases where buyers claimed
credits despite suppliers failing to remit taxes or even failing to exist as
genuine businesses. Under VAT, excise, and service tax, mismatches
were common, and the responsibility of verification often fell on the
department — long after the transaction had concluded.

The introduction of GST provided an opportunity to correct these
structural weaknesses. Policymakers were clear that for a tax system
built on value addition, credits could not be given unconditionally.
Every credit should ideally be linked to actual tax payment by the
supplier. Thus emerged the idea of invoice matching, wherein each
transaction would be independently reported by both the supplier and
the recipient, enabling system-driven validation.

In essence, invoice matching was meant to be the spinal cord of GST
— supporting the entire structure by ensuring that credits flowed only
through legitimate, validated, and traceable transactions. It was a
concept rooted in global best practices but tailored to India’s unique
economic diversity and compliance challenges.

2.2 The 2016 Return Design: Ambition Meets Practical
Constraints

The first draft of GST returns, published in September and October
2016, was bold and transformative.

The first draft of GST returns, published in September and October
2016, was bold and transformative. At its heart was the mechanism
of invoice-level authentication. Suppliers were required to report each

THE INSTITUTE OF COST ACCOUNTANTS OF INDIA m TAX RESEARCH DEPARTMENT 7
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outward supply in a structured format. Correspondingly, recipients
had a role to play — they needed to confirm each invoice, reject
discrepancies, or temporarily mark entries as pending until disputes
were resolved.

This triangulated mechanism was designed to ensure that no credit
flowed without a clear match between the two sides of the transaction.
For the first time in India, there was a proposal to build tax compliance
around two-way communication, rather than the traditional one-sided
filing.

However, the ecosystem was not yet ready. Many businesses were still
transitioning from offline accounting systems to digital platforms. ERPs
had not fully adapted to the upcoming tax rules. A significant portion of
the SME sector lacked the infrastructure or bandwidth to handle invoice-
level reporting on a monthly or even weekly basis. The sheer volume
of invoices generated by sectors like manufacturing, pharmaceuticals,
and logistics further complicated the feasibility of real-time matching.

Practitioner Insight

During this period, most of the discussions I had with clients revolved
around one dominant theme — uncertainty. Businesses found
themselves preparing for a return system that demanded precision,
speed, and technological robustness, all within a few months’ time.
Many expressed concerns about data quality, staff readiness, and
system bandwidth — concerns that were entirely justified given the
scale of change.

2.3 The 2017 Pivot: Redesign Weeks Before National
Implementation

In May 2017, the Government undertook a significant recalibration of
the return filing framework.

In May 2017, the Government undertook a significant recalibration of
the return filing framework. This was not an arbitrary shift but a carefully
considered response based on feedback from industry associations,
software companies, state tax departments, and practitioners handling
large taxpayer accounts. The consensus was clear: enforcing invoice
matching from Day 1 could overwhelm businesses and expose the
system to failures.

8 THE INSTITUTE OF COST ACCOUNTANTS OF INDIA m TAX RESEARCH DEPARTMENT
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Consequently, the mandatory invoice-matching features in GSTR-2
were deferred, and a simplified, more flexible approach was adopted.
This included:

e Retaining GSTR-1 as the outward supply statement.
e Introducing GSTR-3B as a temporary summary return.

e Suspending the requirement for recipients to approve or dispute
every invoice in real time.

This pivot provided much-needed breathing space for taxpayers. It
allowed GSTN to stabilize without the burden of billions of invoice
validations flowing through the system every month. It also avoided
the risk of widespread non-compliance arising purely from technological
limitations rather than intentional evasion.

Impact of the Redesign

The redesign led to several positive short-term outcomes. System loads
stabilized. Businesses adapted at a manageable pace. Compliance rates
improved during the first few months. However, this came with an
unintended long-term impact: the invoice matching mechanism — the
very foundation of GST — was set aside, allowing credit mismatches,
fake transactions, and circular trading networks to proliferate.

This compromise, though necessary at the time, gradually created a
compelling case for a future mechanism like IMS.

2.4 Birth of GSTR-3B: A Temporary Fix That Became Permanent
GSTR-3B was initially introduced as a stopgap arrangement.

GSTR-3B was initially introduced as a stopgap arrangement. It required
taxpayers to simply disclose summary figures for outward supplies,
inward supplies, eligible credits, and tax liability. It essentially replaced
the granular verification process with a trust-based system: businesses
self-declared their tax positions.

Over time, however, GSTR-3B became entrenched as the primary
return for monthly compliance. Although the original plan envisioned
GSTR-1 and GSTR-2 feeding into an auto-generated GSTR-3 return,
the temporary form effectively bypassed that model and took center
stage.

THE INSTITUTE OF COST ACCOUNTANTS OF INDIA m TAX RESEARCH DEPARTMENT 9
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Judicial Intervention and Legislative Response

The Gujarat High Court, in the AAP & Co. case, highlighted a critical
legal inconsistency: GSTR-3B was not originally defined as a statutory
return under the CGST Act. This created concerns about the validity
of earlier filings and assessments. To resolve this, the Government
amended the law retrospectively, formally recognizing GSTR-3B as an
acceptable and legally valid return.

Practitioner Insight

This episode reflected a broader reality — the GST framework was
evolving in real time, and legal interpretations had to adapt to
practical demands. From my experience advising large enterprises, the
retrospective amendment provided much-needed clarity, preventing
litigation over procedural gaps.

2.5 Attempts at System Overhaul: RET-1, ANX-1, and ANX-2

In 2019, the Government sought to revive the original matching
concept through a revamped return filing structure.

In 2019, the Government sought to revive the original matching concept
through a revamped return filing structure. This redesign consisted of:

e RET-1, the primary monthly return consolidating all supplies.

e ANX-1, the annexure that required suppliers to upload all invoices,
debit notes, and

credit notes.

e ANX-2, the annexure for recipients to review, accept, reject, or
keep invoices pending.

This structure was intended to bring back the discipline of invoice
validation while offering a cleaner, more structured user experience.

However, the system faced several practical challenges:

e Smaller businesses lacked the technological capacity to update
their ERPs in line with the new structures.

e The volume of invoice-level interactions was too high for many
sectors.
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e Vendors, especially from unorganized segments, were not prepared
for the increased compliance load.

e Software providers expressed concerns about the development
timeline and integration costs.

e Pandemic-related disruptions and economic uncertainties further
made the rollout impractical.

After multiple rounds of consultations, pilots, and training sessions, the
Government wisely decided to defer the system indefinitely.

Institutional Learning

The lesson was clear: for invoice matching to succeed nationally, the
system needed a middle path — one that allowed structured invoice
validation without overburdening taxpayers. IMS was designed as that
balanced solution.

2.6 The Data-Driven Push for Reform
Between 2018 and 2022, GSTN analytics uncovered clear trends.
Between 2018 and 2022, GSTN analytics uncovered clear trends:

e A significant proportion of fraudulent credit was traced back to shell
entities and non-existent suppliers.

e Many taxpayers claimed ITC on invoices not uploaded by suppliers.
o Circular trading networks exploited the lack of recipient validation.

e Multiple businesses relied on book entries unsupported by actual
tax payments made by vendors.

The availability of large-scale transactional data made these patterns
visible with unprecedented clarity. This reinforced the need for system-
backed invoice governance.

Several reforms laid the groundwork for structured validation:
e E-way bills created movement-level traceability.

e E-invoicing authenticated invoice generation at the source.
e GSTR-2A enabled auto-drafted input statements.

e GSTR-2B introduced static, monthly ITC availability data.
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Each reform added a new layer of control, culminating in the need for
a more interactive taxpayer-driven validation framework — paving the
way for IMS.

2.7 The Need for a Modern Invoice Governance Framework
By late 2023, the GST ecosystem had matured significantly.

By late 2023, the GST ecosystem had matured significantly. Most
medium and large taxpayers were operating integrated ERPs. SMEs
had adopted cloud-based accounting tools. E-invoicing had stabilized
at scale. Vendors were progressively becoming more compliant.

This created the right environment for the next logical step — a system
where:

e taxpayers actively validated invoices instead of passively viewing
them

e credit accuracy was strengthened through two-way interaction
o disputes were identified and resolved before return filing

e audit trails were built directly into the system

o litigation exposure was reduced by leveraging structured data

IMS responded to this need by creating a framework where recipients
could finally exercise direct control over their input credit landscape.

2.8 IMS as the Logical Successor to GSTR-2A and GSTR-2B

GSTR-2A and 2B played a vital role in stabilizing compliance, but they
were limited tools.

GSTR-2A and 2B played a vital role in stabilizing compliance, but they
were limited tools. They informed taxpayers, but did not empower them.
Recipients could view discrepancies but had no formal mechanism for
notifying suppliers, recording their stance, or establishing defensible
documentation.

IMS filled this gap by introducing action-oriented compliance. It enabled
taxpayers to:

e accept valid invoices

e reject erroneous or fraudulent entries
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e mark complex cases as pending
e maintain traceable logs of each decision

This transformed invoice management from a passive reconciliation
exercise into an active governance workflow.

2.9 The Bigger Picture: Transition to Compliance Automation
IMS js part of a broader, integrated compliance architecture.

IMS is part of a broader, integrated compliance architecture. When
viewed holistically:

e E-invoicing authenticates the issuance of invoices.

e IMS validates the recipient’s entitlement to credit.

e GSTR-3B captures tax liability and credit utilization.

e Analytical tools detect anomalies or suspicious patterns.
e Audit systems cross-verify trails with ease.

The result is a tax environment where human interpretation plays a
smaller role, and system-driven discipline becomes the norm.

Practitioner Insight

From a litigation perspective, IMS is transformative. It creates a
defensible position for taxpayers by documenting every invoice-level
decision. In future departmental audits, these logs will likely become
primary evidence supporting ITC claims.

2.10 Summary of Evolution: A 5-Stage Journey

The journey of invoice matching under GST can be viewed across five
key stages.

The journey of invoice matching under GST can be viewed across five
key stages:

Stage 1 (2016-17): Conceptualization

The Government designed an ambitious return framework centered on
precise, invoice-level matching. Although ideal in theory, it required
a level of technological readiness the economy had not yet achieved.
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Stage 2 (2017-18): Stabilization

To ensure immediate compliance and avoid system failures, the
mandatory matching concept was paused. GSTR-3B was introduced,
giving taxpayers time to stabilize operations and understand GST.

Stage 3 (2019): Attempted Overhaul

The RET-1 and ANX system attempted to restore strong validation, but
market readiness concerns led to postponement.

Stage 4 (2020-23): Foundation Building

Significant reforms — including e-way bills, e-invoicing, and static
GSTR-2B — created the necessary technological and behavioural
foundation.

Stage 5 (2024 onwards): IMS Era

With IMS, India has reintroduced invoice-level governance, but in a
more refined, practical, and taxpayer-friendly way.
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ATTEMPTS AT RETURN OVERHAUL
AND LESSONS LEARNED

3.1 Introduction: The Push Toward a More Structured GST
Return System

By 2018, it had become evident that the initial GST return architecture—
though well-intentioned—was not sufficient to support the scale and
complexity of India’s indirect tax ecosystem.

By 2018, it had become evident that the initial GST return architecture—
though well-intentioned—was not sufficient to support the scale and
complexity of India’s indirect tax ecosystem. While GSTR-3B and
GSTR-1 provided a functional foundation, they lacked the granularity
and security originally envisioned in the GST law. The absence of
mandatory invoice matching created gaps in credit validation, and tax
authorities increasingly encountered patterns of ineligible ITC claims,
supplier non-compliance, and circular trading.

The Government recognized that if GST had to mature into a robust,
self-policing tax system, the return framework needed to evolve. This
recognition led to one of the most significant reform attempts under
GST: the introduction of the new return system built around RET-1,
ANX-1, and ANX-2. Although the system did not eventually go live,
its design, objectives, and eventual postponement offer invaluable
lessons that directly influenced the creation of the Invoice Management
System (IMS).

3.2 The Genesis of the RET-ANX Return System

The proposal for the new return system emerged from a need to
address persistent compliance issues, especially those related to Input
Tax Credit (ITC).

The proposal for the new return system emerged from a need to
address persistent compliance issues, especially those related to
Input Tax Credit (ITC). Under the then-existing structure, there was
no systemic requirement for recipients to confirm or reject invoices.
As long as suppliers uploaded invoices in GSTR-1, the corresponding
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credit auto-reflected in GSTR-2A, often without validation. Taxpayers
depended on internal reconciliations, spreadsheets, and ERP workflows
to ensure accuracy.

To solve this structural gap, the Government proposed a streamlined
but controlled return framework. RET-1 was conceptualized as a
comprehensive return form, backed by two annexures—ANX-1 and
ANX-2—that allowed structured upload and validation of invoices. The
system was designed around the philosophy that credit integrity must
be directly linked to supplier-recipient synchronization.

The three components together created a logical flow: suppliers
uploaded invoices, recipients validated them, and the system finalized
credits based on agreed data. This represented a return to the original
GST intent, but with a renewed focus on usability.

3.3 The Architecture of the RET-ANX System: A Closer Look

To understand why this system was considered a major enhancement,
it is important to examine its architecture.

To understand why this system was considered a major enhancement,
it is important to examine its architecture.

ANX-1, the supplier filing annexure, was designed to be the single
source through which all outward supplies, debit notes, and credit notes
were reported. This annexure would feed into the recipient's ANX-2,
which served as a personalized dashboard of inward supplies. Here,
recipients could accept or reject invoices or mark them pending if there
were commercial or compliance-related issues requiring clarification.

RET-1 acted as the umbrella return, consolidating net output tax
liability and confirmed input credits. It effectively replaced GSTR-3B
and sought to push the system closer to its technologically advanced,
invoice-synchronized foundation.
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Flowchart: Intended Flow of RET-ANX Returns (Text Format)

Supplier Uploads Invoice — ANX-1
\2
Invoice auto-appears for Buyer — ANX-2
\2
Buyer Acts: Accept / Reject / Pending
\2
System Finalizes ITC — RET-1
\2
Taxpayer Files RET-1 with Validated Data

This workflow represented an elegant mix of automation and
accountability. However, its success depended heavily on the digital
maturity of taxpayers, vendor discipline, and ERP readiness across
industries.

3.4 Industry Preparedness: The Practical Roadblocks

Despite the theoretical strengths of the new return system, several
industry realities hindered its implementation.

Despite the theoretical strengths of the new return system, several
industry realities hindered its implementation.

First, many businesses, especially those at the middle and lower ends
of the supply chain, were still grappling with basic GST operations.
Their ERP systems were not yet capable of handling real-time invoice
validations. Small suppliers felt the system imposed burdens that were
disproportionate to their size and technological capacity.

Second, the sheer volume of invoices in sectors such as FMCG, retail,
pharmaceuticals, and manufacturing posed scalability concerns.
Validating thousands—or in some cases, millions—of invoices
each month required a level of automation and control that many
organizations did not have at the time.
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Third, software providers raised concerns about development timelines.
Implementing the new architecture required significant re-engineering
of ERP frameworks, integration layers, and API workflows. Considering
the diversity of ERP ecosystems in India—from SAP and Oracle to home-
grown solutions—the transition would have been highly fragmented
and operationally disruptive.

Finally, taxpayers raised concerns about the training burden. Finance
teams, procurement teams, and compliance officers needed to
understand a completely new return model. For many organizations,
especially large multi-state entities, this involved substantial cost and
time commitments.

3.5 The Pilot Rollout: What Worked and What Did Not

The Government conducted a limited pilot rollout of the RET-ANX
system.

The Government conducted a limited pilot rollout of the RET-ANX
system. During this phase, taxpayers, software developers, and
practitioners were invited to test the system and provide feedback.
Although the pilot demonstrated some promising features—such as
cleaner user interfaces and more robust data flows—it also exposed
gaps that could not be ignored.

Taxpayers reported difficulties in navigating invoice validations at large
volumes. Vendors struggled with timely uploads. Some ERPs faced
delays in processing amended or reissued invoices. The system also
required a more intuitive mechanism for handling advance payments,
amendments, credit note chains, and reverse-charge transactions.

More importantly, stakeholders noted that the system required a
cultural shift towards disciplined vendor compliance—a shift that had
not yet fully taken root. Many industries were still adjusting to the
e-way bill system, and the introduction of a completely new return
cycle risked overwhelming already-strained resources.

These practical insights led policymakers to reconsider the timing of
the rollout.

3.6 The Decision to Defer: A Case Study in Policy Adaptability

In late 2019, after extensive consultation, the Government made the
prudent decision to defer the RET-ANX system indefinitely.
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In late 2019, after extensive consultation, the Government made the
prudent decision to defer the RET-ANX system indefinitely. This was
not a failure but rather a recognition of the realities of India’s diverse
economic landscape. A system so deeply intertwined with technological
readiness and vendor behaviour could not be forced without risking
widespread non-compliance.

The postponement reflected a maturing policy environment—one
willing to balance ambitious reforms with practical realities. It also
demonstrated that while India was committed to stronger invoice
governance, the ecosystem needed an intermediary step that was
neither as passive as GSTR-2A nor as demanding as the originally
proposed GSTR-2.

Thatintermediate step eventually took shape as the Invoice Management
System (IMS).

3.7 How the RET-ANX Experience Shaped the Development of
IMS

The RET-ANX experience provided invaluable insight into the actual
needs of the market.

The RET-ANX experience provided invaluable insight into the actual
needs of the market. Policymakers realized that invoice matching could
not succeed without:

e Recipient-driven control over invoices

e Better vendor accountability

e Actionable, real-time dashboards

e A simple but enforceable credit governance mechanism
e Stronger ERP connectivity

¢ Automated audit trails

e A flexible approach to invoice amendments

IMS embodies all these learnings. Unlike RET-ANX, it does not require
taxpayers to adopt a fully redesigned return system. Instead, it
integrates seamlessly into the existing GSTR-1 and GSTR-3B structure,
providing a pragmatic yet powerful layer of invoice verification.
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Where RET-ANX required wholesale transformation, IMS offers
incremental but meaningful evolution.

3.8 Practitioner Insight: What Clients Learned from the RET-
ANX Phase

In my interactions with clients during the RET-ANX consultation period,
several themes consistently emerged.

Many organizations realized that their vendor ecosystem was not
digitally mature enough to support real-time invoice synchronization.
This forced them to invest in supplier education, compliance monitoring,
and structured procurement governance.

Others discovered the limitations of their internal ERPs, particularly in
managing invoice amendments, credit note chains, and multi-location
procurement. The experience ultimately pushed them to upgrade
their systems, adopt workflow automation, and establish stronger IT
controls.

Most importantly, finance and tax teams began understanding the true
value of invoice-level documentation, as well as the risks associated
with mismatches. Many companies that treated reconciliations as a
month-end activity began exploring continuous reconciliation models—a
behaviour that aligns perfectly with IMS.

3.9 RET-ANX vs. IMS:

Although RET-ANX was shelved, comparing it with IMS helps illustrate
how GST compliance has evolved. RET-ANX required a complete
redesign of the return architecture;

IMS preserves the existing system while enhancing it with centralized
invoice control. RET-ANX demanded a more extensive adjustment
from taxpayers, while IMS focuses on giving recipients the ability to
take structured action without altering the underlying return formats.

Under RET-ANX, credit determination was entirely tied to validated
invoices; under IMS, credit still flows through GSTR-3B, but with a
more disciplined verification layer. RET-ANX placed greater pressure
on supplier compliance, whereas IMS balances the responsibility by
enabling recipients to take action and communicate discrepancies
seamlessly.
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This comparative understanding underscores why IMS has been far
more acceptable to industry while still achieving policy goals.

3.10 Lessons Learned: The Strategic Evolution of Indian GST

Looking back, the attempts at return overhaul were not missteps—they
were stepping stones.

Looking back, the attempts at return overhaul were not missteps—they
were stepping stones. They revealed the gap between policy ambition
and market readiness, highlighted the importance of incremental
reform, and demonstrated the need for systems that respect both the
scale and diversity of Indian businesses.

The most important lesson was that compliance reforms must be
collaborative. A top-down redesign may appear efficient on paper,
but if taxpayers, vendors, ERPs, and consultants are not aligned, the
system cannot function at scale.

The IMS framework represents a refined, more pragmatic understanding
of this balance. It preserves the best elements of invoice matching
while avoiding the rigidity and disruption of RET-ANX.

The RET-ANX system was designed to bring back structured invoice
matching under GST but was ultimately deferred due to industry
readiness issues. Its architecture—comprising RET-1, ANX-1, and ANX-
2—restored supplier-recipient synchronisation but imposed significant
technological and operational demands. Pilot testing revealed
concerns around scalability, vendor maturity, and ERP compatibility.
The experience provided critical insights that directly shaped IMS, a
more practical, flexible, and integrative solution that aligns invoice
governance with existing returns.

Key Takeaways

e The attempt to introduce RET-1 and its annexures remains one of
the most ambitious compliance reforms in the GST era. Although
it never reached full implementation, it profoundly influenced how
policymakers, tax professionals, and businesses understand invoice
governance. The system highlighted the centrality of supplier-
recipient synchronisation, the need for real-time visibility, and the
importance of integrating invoice validation with credit legitimacy.
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The experience taught taxpayers that invoice discipline cannot be
an afterthought. It must be embedded into procurement practices,
ERP configurations, vendor management strategies, and internal
controls. The return overhaul effort also underscored the need
for scalable solutions—those capable of supporting both large
enterprises generating millions of invoices and SMEs with limited
digital infrastructure.

From a policy standpoint, the RET-ANX phase demonstrated the value
of stakeholder consultation, iterative design, and phased adoption.
The IMS framework emerged as a more refined and approachable
solution precisely because it incorporates the learnings, challenges,
and realities exposed during this period. It reflects a more mature
understanding of compliance design—one that balances ambition
with practicality.

22
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THE INVOICE MANAGEMENT
SYSTEM (IMS) : ARCHITECTURE,

LOGIC & CORE DESIGN PRINCIPLES

4.1 Introduction: The Need for a Modern Invoice Governance
Layer

By 2024, the GST landscape had evolved substantially. E-invoicing was
widely adopted. GSTR-1 and GSTR-3B were stable compliance anchors.
Most enterprises—especially those in the mid to large segments—
had matured in their digital adoption. Yet, one persistent challenge
remained unsolved: the absence of an actionable, system-validated
mechanism to govern Input Tax Credit (ITC) at the invoice level.

The auto-drafted statements (GSTR-2A and later GSTR-2B) offered
visibility but lacked enforceable control. They were merely reflections of
supplier behavior and did not allow recipients to take formal positions on
disputed or inaccurate invoices. The absence of a structured approval-
rejection workflow meant that mismatches continued to surface, leading
to disputes, blocked credits, and prolonged departmental litigations.

The Invoice Management System (IMS) was introduced to bridge this
gap. It represents a refined, well-calibrated reintroduction of invoice
verification—one that is technologically aligned with current capabilities
and operationally mindful of taxpayer diversity.

4.2 Conceptual Underpinnings of IMS: A Balancing Act

IMS is built on a simple but powerful premise: credit legitimacy must
be established through a controlled, two-way communication between
supplier and recipient—without forcing a complete overhaul of the
existing return filing system.

Where earlier models attempted wholesale transformation, IMS
adopts an evolutionary approach. It overlays a layer of action-oriented
validation on top of the current GSTR-1/GSTR-3B structure. This hybrid
design allows the system to deliver the benefits of invoice matching
without disrupting established compliance rhythms.

The logic is grounded in four core principles:
e Recipient Empowerment

e Supplier Accountability
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e System-Governed Transparency

Practical Workability

These principles reflect a level of policy maturity where enforcement
and practicality coexist.

4.3 IMS Architecture: A Structured Examination

The IMS architecture rests on four functional layers.

Layer 1: Data Ingestion (Supplier Uploads)

Suppliers continue reporting documents in GSTR-1 or the Invoice
Furnishing Facility (IFF). These documents include tax invoices, debit
notes, credit notes, amendments, and import Bills of Entry.

Layer 2: System Processing & Document Mapping

The GSTN maps the supplier’s submissions to corresponding recipients,
generating invoice-level records that feed directly into the IMS
dashboard. This mapping uses supplier GSTIN, invoice humber, fiscal
period, and place-of-supply logic.

Layer 3: Recipient Action Layer
The core layer of IMS—where recipients can take established actions

(accept, reject, pending). Each action has downstream implications on
credit eligibility, GSTR-2B draft, and supplier liability.

Layer 4: Output Layer

The system regenerates GSTR-2B based on recipient actions. This
creates a formalized, validated platform for ITC claims reflected in
GSTR-3B.

4.4 Flow of IMS Operations

Step-by-step system flow.

Step 1: Supplier uploads invoices through GSTR-1 / IFF
2

Step 2: GSTN processes and maps documents to recipients
2

Step 3: Invoices appear on recipient’s IMS dashboard

{
Step 4: Recipient performs action: Accept / Reject / Pending
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\!
Step 5: IMS regenerates GSTR-2B based on recipient’s actions
\2
Step 6: Supplier views rejected documents and takes corrective actions
2
Step 7: Recipient files GSTR-3B using validated GSTR-2B
\2

Step 8: Post-filing, accepted/rejected documents are archived from
IMS

This flow demonstrates how IMS incorporates invoice-level validation
without complicating the filing structure.

4.5 Document Matrix: What Appears and What Does Not

One of the notable strengths of IMS is the clarity of document inclusion.
Unlike GSTR-2A, which captured a broader dataset, IMS is curated
strictly for documents that affect ITC.

Documents Included

e B2B Tax Invoices

e B2B Debit Notes and Credit Notes

e Bills of Entry (Imports & SEZ supplies)

¢ B2B Amendments

Documents Excluded

e RCM invoices

e ISD invoices

e E-commerce operator records

e Invoices ineligible due to place of supply

e Documents uploaded after ITC cutoff dates under Section 16(4)

This curated approach ensures focus, accuracy, and reduced
reconciliation noise.
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4.6 Action Logic: Accept, Reject, Pending, and Deemed
Acceptance

The heart of IMS lies in the recipient’s action layer.
Accept

Acceptance formally confirms that the invoice is valid, genuine, and
aligned with books of accounts. This makes the invoice eligible for
inclusion in the regenerated GSTR-2B and, consequently, for ITC
claims.

Reject

Rejection signifies that the invoice is incorrect, duplicated, not
recognized, or does not relate to the taxpayer. This prevents wrongful
ITC flow and triggers supplier-side corrective action.

Pending

Pending status applies where the invoice is disputed or verification
is incomplete. It prevents premature credit flow while preserving
eligibility until clarity emerges.

No Action (Deemed Acceptance)

If the recipient takes no action, the system treats the invoice as
accepted. This prevents credit blockage due to inertia but increases
audit-risk exposure.

4.7 Impact on Supplier Liability: A Two-Way Compliance
Framework

Unlike GSTR-2A or GSTR-2B, IMS creates reciprocal accountability. A
rejected credit note increases supplier liability. Upward amendments
and rejected reductions trigger mandatory reversals. Supplier claims
can no longer bypass recipient validation.

This two-way dependency corrects the long-standing asymmetry where
suppliers controlled invoice reporting while recipients bore the ITC risk.
4.8 Key Features of IMS: Architecture in Action

IMS offers several advanced functionalities:

e Dual dashboards for inward and outward supplies

e Unlimited GSTR-2B regeneration before GSTR-3B filing
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e Supplier visibility of rejections via GSTR-1 / 1A

e Automatic reflection of pre-filing amendments

e Post-GSTR-3B cleanup of IMS dashboard

e Mandatory action sequencing for original vs amended documents
e Permanent audit trail for every action

e Excel export for reconciliation teams

e Identical functionality for monthly and quarterly taxpayers

Each feature addresses a specific historical compliance gap.

4.9 Practitioner Insight: What IMS Solves for Taxpayers

From a practitioner’s perspective, IMS resolves several long-standing
pain points:

e Creates an official record of recipient objections

e Forces vendor accountability

e Strengthens litigation defensibility

e Reduces disputes under Section 16(2)(c)

e Elevates ITC governance to financial-reporting standards

IMS transforms ITC from a passive ledger entry into an actively
governed entitlement.

4.10 IMS in the Context of GST Law (Legal Anchoring)
IMS operationalizes statutory provisions into workflows.

IMS aligns with and operationalizes:

e Section 16(2)(a): Possession of a tax invoice

e Section 16(2)(c): Tax paid to Government

e Section 37: Supplier reporting obligations

e Section 38 (post-amendment): Recipient validation

e Section 16(4): ITC time limits

The system converts legal theory into executable compliance.

THE INSTITUTE OF COST ACCOUNTANTS OF INDIA m TAX RESEARCH DEPARTMENT 27



HANDBOOK ON INVOICE MANAGEMENT SYSTEM UNDER GST

Chapter Summary

IMS introduces structured invoice-level control into the GST compliance
framework. It empowers recipients to validate invoices, aligns supplier
liability with recipient actions, and regenerates GSTR-2B based on
confirmed data. Built on a balance of automation and accountability,
IMS fills the control gap left by GSTR-2A/2B without reviving the
complexity of RET-ANX.

Key Takeaways

IMS is not merely a technological enhancement—itis a structural reform
in GST credit governance. It redistributes responsibility, strengthens
audit readiness, and embeds discipline into invoice management. For
taxpayers, IMS demands higher internal rigor but delivers stronger
defensibility, fewer disputes, and sustainable compliance in the long
run.
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IMS FUNCTIONAL MECHANICS : DETAILED
WALKTHROUGH OF WORKFLOWS,
SCENARIOS & SYSTEM BEHAVIOUR

5.1 Introduction: Why Functional Mechanics Matter

While the architecture of the Invoice Management System (IMS) lays
out the conceptual framework, its true value emerges only when
examined through the lens of operational mechanics.

While the architecture of the Invoice Management System (IMS)
lays out the conceptual framework, its true value emerges only
when examined through the lens of operational mechanics. The GST
ecosystem is large, diverse, and at times unpredictable. Suppliers
upload invoices late. Recipients identify mismatches. Amendments
come in waves—sometimes after returns are filed. Credits get blocked
because of miscommunication or human oversight.

The Ministry’s intent behind IMS was not merely to create a digital
dashboard, butto embed structured behaviourinto the credit ecosystem.
To achieve this, the system must function consistently across multiple
scenarios—simple, complex, and edge-case alike. This chapter breaks
down the functional mechanics of IMS as a practitioner would interpret
and apply them.

5.2 IMS Dashboard: The Nerve Centre of Invoice Governance

The IMS dashboard is not just an information display—it is an action
hub.

The IMS dashboard is not just an information display—it is an action
hub. It presents a real-time, system-curated list of all supplier-uploaded
documents relevant to ITC, filtered by document type, period, and
eligibility.

5.2.1 The Structure of the Dashboard

When a taxpayer logs in, the IMS dashboard is divided into two primary
views.

When a taxpayer logs in, the IMS dashboard is divided into two primary
views.
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Inward Supplies View

This displays all invoices, debit notes, credit notes, Bills of Entry, and
amendments relevant to the recipient. It is essentially the recipient’s
action zone.

Outward Supplies View

This reflects documents issued by the recipient (in their supplier
capacity) and shows how their customers have responded—accepted,
rejected, or pending. This two-way visibility strengthens commercial
and compliance coordination.

The dashboard offers filters by:
e tax period

supplier GSTIN

document type

status (accepted / rejected / pending / deemed accepted)

From a system design perspective, the dashboard is the command
center—where compliance becomes interactive, not static.

5.3 The Core Action Loop: Accept, Reject, Pending

Each invoice appearing on the IMS dashboard initiates a mandatory
decision cycle.

Each invoice appearing on the IMS dashboard initiates a mandatory
decision cycle. Even if the recipient does not act, the system interprets
passive behavior as acceptance.

5.3.1 Accept — The Default Positive Action

Acceptance is straightforward: the recipient confirms that the invoice
is genuine, accurate, and reconciled with their books of account;
upon acceptance, the invoice is reflected in the regenerated GSTR-
2B, enabling input tax credit (ITC) to be claimed in GSTR-3B, with no
discrepancy or anomaly reported to the supplier.

Acceptance is the “happy path” in system design—smooth, predictable,
and final.
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5.3.2 Reject — The Protective Firewall

Rejection constitutes a formal declaration that the documentis incorrect
or invalid, typically arising from reasons such as:

e non-belonging of the invoice to the taxpayer
e incorrect GSTIN mapping

e wrong taxable value or tax rate

e duplicate reporting

o fictitious or fraudulent supplies

e vendor-level disputes

e non-receipt of goods or services

Upon rejection:

e the invoice is removed from the recipient’s GSTR-2B

o the supplier is notified of the rejection

e supplier liability may increase (including credit note reversals)

e the supplier must amend or delete the document through GSTR-1 /
GSTR-1A

e a clear audit trail is created
Practitioner Note

For years, recipients suffered because of supplier errors—IMS finally
gives them formal control.

5.3.3 Pending — A Defensive Middle Ground
Pending is the most nuanced response.

Pending represents neither acceptance nor rejection but a temporary
reservation of judgment. It is typically exercised where:

e goods or services are yet to be received
¢ verification or reconciliation is in progress
e internal issues remain unresolved

¢ vendor communication is ongoing
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By marking an invoice as pending, the taxpayer safeguards ITC,
ensuring that credit is not forfeited due to premature rejection while
due diligence is completed.

5.3.4 Deemed Acceptance

If taxpayers take no action, the system proceeds with deemed
acceptance.

Deemed acceptance ensures that inaction does not block credit flow.
However, passive acceptance increases audit-risk exposure, making
proactive validation a best practice.

5.4 The GSTR-2B Regeneration Engine

One of the most significant features of IMS is dynamic regeneration of
GSTR-2B.

One of the most significant features of IMS is its ability to regenerate
GSTR-2B whenever the recipient takes action.
5.4.1 How Regeneration Works

Whenever a recipient takes any action on the IMS dashboard, the
system:

e reprocesses all invoice-level actions

e regenerates GSTR-2B for the relevant period
e updates ITC availability

e recalculates the draft credit position

This regeneration may occur any number of times until GSTR-3B is
filed.

5.4.2 Importance of Accurate Sequencing

If GSTR-3B of the previous month is not filed, GSTR-2B for the
subsequent month cannot be generated. This enforces chronological
discipline across periods.
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5.4.3 System Safeguards

After GSTR-3B filing:

e accepted invoices disappear from IMS

¢ rejected invoices disappear from IMS

e pending invoices remain visible until Section 16(4) timelines expire

This prevents post-filing manipulation and ensures finality of credit
positions.

5.5 Supplier Visibility: The Two-Way Communication Layer
IMS eliminates one-sided compliance.

IMS ensures suppliers are not taken by surprise by recipient actions.
e If GSTR-1 is not yet filed, rejection is visible immediately

e If GSTR-1 is already filed, corrections must be made through GSTR-
1A

e Amended invoices reappear on the recipient’s IMS dashboard

This closes long-standing communication gaps between suppliers and
recipients.

Example

Where a supplier issues a credit note reducing tax liability and the
recipient rejects it, the supplier’s liability increases correspondingly.
The supplier must amend or re-report the credit note, after which the
recipient must validate the corrected entry—ensuring traceable, audit-
grade adjustments.

5.6 IMS Scenario Analysis: Real-World Situations

The true strength of IMS emerges in practical scenarios.

Scenario 1: Supplier Uploads Wrong Invoice

Earlier, recipients simply ignored incorrect invoices. Under IMS:

e the invoice is formally rejected
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e jtis removed from GSTR-2B

e the supplier is notified

the supplier amends the error in GSTR-1
e the corrected invoice flows in a later period

This structured process strengthens data integrity and recipient
protection.

Scenario 2: Goods Not Received but Invoice Uploaded
Where goods or services are not yet received:
o the invoice is marked pending

ITC does not flow

the invoice remains visible

e upon receipt, the invoice is accepted

ITC flows in the subsequent GSTR-2B

This resolves proof-of-delivery disputes without risking permanent ITC
loss.

Scenario 3: Supplier Uploads Credit Note After GSTR-3B Filing
Where a credit note is uploaded after GSTR-3B filing:

e it appears in IMS

e recipient validation becomes mandatory

e acceptance adjusts ITC in the subsequent period

¢ rejection restores supplier liability

IMS ensures temporal accuracy and prevents retrospective distortions.

5.7 Edge Cases and Behavioural Controls
IMS is designed to handle behavioural inconsistencies.
Common edge situations include:

e multiple amendments to the same invoice
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e sequential credit notes

e vendor corrections across periods

e mismatches between books and portal data

IMS enforces action sequencing—original documents must be actioned
before amendments—ensuring logical continuity and system discipline.
5.8 Practitioner Insight: Why Mechanics Matter More Than
Features

Features attract attention; mechanics determine outcomes.

From a practitioner’s perspective, IMS mechanics matter because:

e they determine when ITC is legally defensible

o they influence supplier negotiations

e they affect monthly closing discipline

e they shape audit outcomes

IMS does not merely display data—it enforces behavioural order across
the credit lifecycle.

5.9 Operational Discipline Required from Tax Teams
With IMS, operational laxity carries consequences.

Tax teams must now:

e act within defined timelines

e document reasons for rejection or pending

e monitor vendor responses

e coordinate ERP and portal actions

o freeze credits only after IMS alignment

IMS rewards discipline and exposes casual compliance practices.

Chapter Summary

IMS functional mechanics transform GST compliance from passive
reconciliation to active governance. Through structured actions,
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dynamic GSTR-2B regeneration, supplier-recipient communication,
and strict sequencing controls, IMS embeds accountability into every
invoice lifecycle stage.

Key Takeaways

IMS mechanics are designed to enforce behavioural consistency, protect
ITC legitimacy, and strengthen audit defensibility. Taxpayers who
understand and operationalize these workflows will significantly reduce
credit disputes, improve vendor discipline, and achieve sustainable
GST compliance in the IMS era.
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IMS DOCUMENT ELIGIBILITY &
INELIGIBILITY RULES : DEEP-DIVE WITH <<
LEGAL INTERPRETATION AND FLOW-
BASED DECISION FRAMEWORKS

6.1 Introduction: Why Document Eligibility Is the First Line of
ITC Control

Under the Invoice Management System (IMS), not every document
uploaded by a supplier is meant to flow into the recipient’s credit
ecosystem.

Under the Invoice Management System (IMS), not every document
uploaded by a supplier is meant to flow into the recipient’s credit
ecosystem. One of the most critical—but often misunderstood—
aspects of IMS is its strict filtration of documents based on eligibility
rules. These rules determine which documents appear on the IMS
dashboard, which influence GSTR-2B, and which are excluded entirely
from recipient action.

This chapter focuses on understanding those rules in depth. It explains
why certain documents are included, why others are excluded, and
how these distinctions align with the GST law—particularly Sections 16,
17, 37, and 38 of the CGST Act. For taxpayers, this clarity is essential,
because incorrect assumptions about document eligibility often lead to
misplaced expectations, missed credits, or unnecessary disputes.

6.2 Conceptual Foundation: IMS Is an ITC-Governance Tool,
Not a Mirror

The most important principle to understand is that IMS is not designed
to display all inward supply data.

The most important principle to understand is that IMS is not designed
to display all inward supply data. Unlike GSTR-2A, which acted as a
broad, dynamic mirror of supplier filings, IMS is intentionally selective.
It displays only those documents that are capable of influencing Input
Tax Credit (ITC).

In other words, IMS does not answer the question:
“What has my supplier uploaded?”

Instead, it answers a more precise question:
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“Which supplier-uploaded documents require my action to determine
ITC eligibility?”

This distinction explains most inclusion and exclusion rules under IMS.
6.3 Categories of Documents Eligible to Appear in IMS

Only documents that can potentially give rise to ITC are brought into
the IMS action framework.

The following categories of documents are eligible to appear on
the IMS dashboard.

6.3.1 B2B Tax Invoices

Business-to-business tax invoices reported by suppliers in GSTR-1 or
through IFF form the core of IMS. These invoices:

e represent taxable inward supplies
e potentially carry eligible ITC
e require recipient validation

These invoices must be actioned—accepted, rejected, or marked
pending—either explicitly or through deemed acceptance.

6.3.2 Debit Notes (B2B)

Debit notes issued under Section 34 that increase tax liability are also
eligible documents. Since debit notes can increase ITC entitlement,
recipient validation is mandatory.

IMS treats debit notes independently of the original invoice for action
purposes, subject to sequencing rules where amendments exist.

6.3.3 Credit Notes (B2B)

Credit notes that reduce supplier tax liability and recipient ITC also
appear in IMS. These documents are particularly sensitive, as recipient
rejection of a credit note can reverse supplier adjustments and increase
supplier liability.

Because of their direct financial impact, credit notes are always routed
through IMS for recipient action.

6.3.4 Amendments to Invoices and Notes

Any amendment made by the supplier to an earlier invoice, debit note,
or credit note that affects taxable value or tax amount is eligible to
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appear in IMS. However, IMS enforces a strict rule: original documents
must be actioned before amended versions can be actioned.

This ensures logical continuity and prevents selective acceptance of
amendments.

6.3.5 Bills of Entry (Imports and SEZ Supplies)

Bills of Entry relating to imports and SEZ inward supplies are included
in IMS because they represent a direct statutory basis for ITC. These
documents flow from ICEGATE systems and are mapped to the recipient
GSTIN.

Their inclusion ensures that import-related ITC is governed with the
same discipline as domestic procurements.

6.4 Documents Explicitly Excluded from IMS

Several categories of documents are intentionally excluded from IMS,
even though they may appear elsewhere in the GST ecosystem.

Understanding these exclusions prevents  confusion and
misinterpretation.

6.4.1 Reverse Charge Mechanism (RCM) Invoices

Invoices liable to tax under reverse charge do not appear in IMS. This
is because:

e ITC under RCM is self-assessed
e supplier reporting is not the basis for credit
e tax payment precedes ITC eligibility

Since recipient validation of supplier data is irrelevant in RCM, IMS
correctly excludes such invoices.

6.4.2 ISD Invoices

Input Service Distributor (ISD) documents are governed by a separate
statutory mechanism under Section 20. Credits distributed through
ISD do not require invoice-level acceptance or rejection by recipients.

Accordingly, ISD invoices do not appear in IMS.
6.4.3 E-Commerce Operator Statements

Supplies reported by e-commerce operators under TCS provisions are
informational and do not directly confer ITC entitlement. As a result,
they are excluded from IMS.
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6.4.4 Ineligible Supplies Under Section 17(5)

Invoices relating to blocked credits—such as motor vehicles, personal
consumption, or restricted services—are filtered out where system logic
permits. IMS is designed to avoid unnecessary actioning on documents
that are legally ineligible from inception.

6.4.5 Time-Barred Documents Under Section 16(4)

Documents uploaded after the statutory ITC time limit are not included
in IMS. Since no credit can legally be availed, the system does not
burden recipients with redundant action requirements.

6.5 The Legal Rationale Behind Inclusion and Exclusion

IMS document eligibility rules are not arbitrary—they flow directly from
statutory logic.

The system reflects the following legal interpretations:

e Section 16 governs eligibility and conditions for ITC

e Section 17 governs exclusions and reversals

e Section 37 governs supplier reporting

e Section 38 (post-amendment) empowers recipient-based validation

IMS operationalizes these provisions by ensuring that only documents
capable of satisfying Section 16 conditions are brought into the action
layer.

6.6 Flow-Based Decision Framework: How the System Decides

The system applies a multi-layered filtration logic before displaying any
document in IMS.

In simplified terms:
Document Uploaded by Supplier
l
Does it affect recipient ITC?
If No — Excluded
If Yes — Proceed
\2
Is recipient validation required under law?
If No — Excluded
If Yes — Included in IMS
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This flow-based approach explains why some documents appear in
GSTR-2A but never surface in IMS.

6.7 Common Misconceptions Observed in Practice

Several practical misunderstandings arise during early IMS adoption.
Common misconceptions include:

e assuming all 2A documents must appear in IMS

e expecting RCM invoices to be actioned

e searching for ISD credits in IMS

e believing non-appearance implies supplier non-compliance

In reality, non-appearance often indicates correct system filtering, not
an error.

6.8 Practitioner Insight: Why Eligibility Rules Reduce Litigation

From a practitioner’s standpoint, IMS eligibility rules are one of its
strongest features.

By excluding documents that are legally irrelevant for ITC action, IMS:
e reduces unnecessary reconciliations

e narrows audit focus to high-risk credits

e prevents procedural disputes

e aligns system behaviour with legal intent

This selective visibility significantly improves compliance efficiency and
defensibility.

6.9 Compliance Implications for Tax Teams

Tax teams must recalibrate their expectations and processes.
They should:

e stop reconciling IMS with full 2A populations

e focus only on IMS-eligible documents for ITC governance

e educate stakeholders on why certain invoices never appear
e align ERP filters with IMS logic

Misalignment at this level often leads to false alarms and wasted effort.
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6.10 Chapter Summary

IMS document eligibility and ineligibility rules define the scope of
recipient responsibility. By restricting the dashboard to documents that
genuinely impact ITC entitlement, IMS transforms invoice governance
from a volume-driven exercise into a legally precise control mechanism.

Key Takeaways

IMS does not aim to show everything—it aims to show what matters.
Understanding which documents are included and excluded is essential
for correct credit governance, efficient reconciliation, and strong audit
defence. Taxpayers who internalize these rules will avoid confusion,
reduce compliance friction, and apply IMS exactly as it was intended.
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IMS AND GSTR-2B: RE-ENGINEERING
CREDIT VISIBILITY AND CONTROL

7.1 Introduction: From Passive Statements to Controlled Credit

GSTR-2B marked a turning point in GST compliance by introducing a
static statement of ITC. For the first time, taxpayers were provided
with a fixed, period-locked view of eligible credits, reducing ambiguity
caused by continuous supplier amendments. However, while GSTR-2B
improved certainty, it still remained a one-directional tool—informative,
but not decisive.

The introduction of the Invoice Management System (IMS)
fundamentally alters the role of GSTR-2B. It transforms the statement
from a passive reflection of supplier uploads into an output generated
through recipient-driven validation. This chapter examines how IMS
reshapes GSTR-2B, the mechanics of regeneration, and the compliance
implications that follow.

7.2 The Original Role of GSTR-2B: Stability Without Control
GSTR-2B was desighed to address a specific compliance challenge.

GSTR-2B was designed to address the instability of GSTR-2A. By
freezing ITC data for a given period, it enabled taxpayers to:

¢ identify eligible and ineligible credits
e align ITC with Section 16(4) timelines
e reduce post-filing surprises

e improve month-end closures

Despite these advantages, GSTR-2B had an inherent limitation—it did
not distinguish between validated and unvalidated invoices. Credits
reflected in the statement could still be disputed later, especially where
suppliers defaulted or invoices were erroneous.

IMS was introduced precisely to close this gap.

7.3 IMS as the Upstream Engine of GSTR-2B

Under IMS, GSTR-2B is no longer an independent statement.

Under IMS, GSTR-2B becomes an output that is directly influenced by
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recipient actions. Every invoice-level decision—acceptance, rejection,
or pending—feeds into the regeneration logic of GSTR-2B.

This represents a conceptual shift:

Earlier:

Supplier upload — GSTR-2B — Recipient claims ITC

Now:
Supplier upload — IMS action — Regenerated GSTR-2B — ITC claim

The recipient is no longer a passive consumer of data but an active
determinant of credit eligibility.

7.4 Regeneration Logic: How IMS Rebuilds GSTR-2B
One of the most powerful features of IMS is its regeneration capability.

Each time a recipient performs an action on the IMS dashboard, the
system recalculates the GSTR-2B for the relevant tax period. This
regenerated statement reflects only those invoices that have either
been accepted or deemed accepted, subject to statutory filters.

Key characteristics of regeneration include:

¢ unlimited regenerations before filing GSTR-3B
e immediate reflection of recipient actions

e exclusion of rejected invoices

e continued exclusion of pending invoices

e strict linkage to filing sequence

This ensures that the ITC position used for GSTR-3B filing is always
aligned with the most recent validation status.

7.5 Filing Discipline and Period Locking
IMS reinforces chronological discipline across tax periods.

If GSTR-3B for a prior period is not filed, the system does not allow
generation of GSTR-2B for the subsequent period. This enforces
sequential compliance and prevents selective credit utilisation.

Once GSTR-3B is filed:

e accepted invoices are locked and removed from IMS
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e rejected invoices are archived
e pending invoices continue to remain visible
o the GSTR-2B for that period becomes final

This locking mechanism prevents retroactive manipulation of ITC.

7.6 Practical Impact on ITC Availment
IMS-driven GSTR-2B significantly changes ITC behaviour.

Taxpayers can no longer justify ITC claims solely on the basis of supplier
uploads. Credit is now defensible only where:

o the invoice appears in GSTR-2B

e the appearance is supported by IMS acceptance or deemed
acceptance

e the credit is claimed in the correct period

This creates a tighter linkage between operational controls and tax
outcomes.

7.7 Treatment of Amendments and Late Uploads

Amendments introduce complexity that IMS manages through
structured logic.

When a supplier uploads an amendment:

e the amended document appears in IMS

e the original must have been actioned first

e recipient action determines inclusion in future GSTR-2B

Late uploads by suppliers do not disturb already filed GSTR-2B
statements. Instead, they flow into subsequent periods, subject to
Section 16(4) timelines and recipient validation.

This approach preserves finality while allowing corrections.

7.8 Comparative View: Pre-IMS vs Post-IMS GSTR-2B
Pre-IMS GSTR-2B
e supplier-controlled

e no recipient action trail
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¢ higher audit vulnerability

e reliance on post-fact reconciliations

Post-IMS GSTR-2B

e recipient-validated

e system-documented decisions

e stronger legal defensibility

e proactive mismatch resolution

This evolution elevates GSTR-2B from a reference document to a
compliance backbone.

7.9 Practitioner Insight: GSTR-2B as Evidence

From an audit and litigation perspective, IMS-generated GSTR-2B
carries evidentiary value.

Authorities are increasingly likely to treat regenerated GSTR-2B as:
e proof of recipient diligence

¢ evidence of invoice-level validation

e confirmation of credit entitlement

Taxpayers who align ITC strictly with IMS-based GSTR-2B will be better
positioned during departmental scrutiny.

7.10 Chapter Summary

IMS fundamentally redefines the role of GSTR-2B in GST compliance.
By linking credit visibility to recipient actions, it converts a static
statement into a controlled, validated output. Regeneration logic,
period locking, and action-based inclusion ensure that ITC claims are
both accurate and defensible.

Key Takeaways

GSTR-2B is no longer just a statement—it is the result of disciplined
invoice governance. IMS places control where it belongs, with the
recipient, while preserving system integrity and legal certainty.
Taxpayers who treat GSTR-2B as an IMS-driven compliance product,
rather than a supplier-driven report, will achieve stronger credit control
and reduced dispute exposure.
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REGENERATION OF GSTR-2B: LOGIC,
TRIGGERS, SYSTEM BEHAVIOUR &
ENTERPRISE-LEVEL IMPLICATIONS

8.1 Introduction: The Shift From Static to Dynamic Credit
Intelligence

The introduction of IMS fundamentally altered the role of GSTR-2B
within the GST compliance framework.

Theintroduction of IMS fundamentally altered the role of GSTR-2B within
the GST compliance framework. Prior to IMS, GSTR-2B functioned as a
static, system-generated statement—useful for reference, but largely
detached from recipient behaviour. Once generated for a period,
it remained unchanged regardless of subsequent reconciliations,
corrections, or internal validations performed by the taxpayer.

IMS transforms GSTR-2B into a dynamic, behaviour-driven output.
Under the new framework, GSTR-2B is no longer merely a supplier-
driven reflection of data, but a controlled statement regenerated
based on recipient actions taken within IMS. This chapter explores
how regeneration works, what triggers it, when it stops, and why it
represents one of the most powerful compliance controls introduced
under GST.

8.2 What Is GSTR-2B Regeneration?

GSTR-2B regeneration refers to the system’s ability to recompute the
ITC statement multiple times for the same tax period.

GSTR-2B regeneration refers to the system’s ability to recompute the
ITC statement multiple times for the same tax period, incorporating the
latest actions taken by the recipient in IMS. Each regeneration reflects
the current state of invoice validation—accepted, rejected, pending, or
deemed accepted—subject to statutory and system constraints.

This mechanism ensures that the ITC figure used for GSTR-3B filing is
not accidental or outdated, but the result of deliberate and traceable
decisions.

8.2.1 Why Regeneration Exists

Regeneration exists to solve a long-standing problem in GST compliance:
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timing mismatch between supplier behaviour and recipient validation.
Suppliers may upload invoices late, issue amendments, or correct
errors after the initial GSTR-2B is generated. Without regeneration,
recipients were forced to choose between claiming incorrect credits or
deferring legitimate ones.

IMS-driven regeneration allows recipients to continuously refine their
ITC position until the point of GSTR-3B filing, without compromising
system integrity.

8.3 The Four Triggers That Cause GSTR-2B Regeneration
GSTR-2B regeneration is not automatic; it is event-driven.

The system regenerates GSTR-2B only when specific triggers occur.

Trigger 1: Acceptance of an Invoice

When a recipient accepts an invoice in IMS, the system recalculates
GSTR-2B to include the corresponding ITC, subject to eligibility filters.

Trigger 2: Rejection of a Document

Rejection removes the invoice or credit note from the ITC computation.
Regeneration ensures that rejected documents do not inadvertently
remain part of the credit pool.

Trigger 3: Marking an Invoice as Pending

Pending status prevents immediate ITC flow. Regeneration reflects
this by excluding pending invoices from the eligible credit figure while
retaining visibility.

Trigger 4: Amended Documents

When a supplier uploads an amendment and the recipient takes action
on it, the system regenerates GSTR-2B to reflect the revised tax
impact—again subject to action sequencing rules.

Each trigger reinforces the principle that ITC is not static, but responsive
to controlled validation.

8.4 When Does Regeneration Stop?
Despite its flexibility, regeneration is not infinite.

Regeneration stops irrevocably once GSTR-3B for the relevant period

48 THE INSTITUTE OF COST ACCOUNTANTS OF INDIA m TAX RESEARCH DEPARTMENT



HANDBOOK ON INVOICE MANAGEMENT SYSTEM UNDER GST

is filed. At that point:
o the GSTR-2B for that period is frozen

no further regeneration is permitted

e subsequent supplier actions flow only into later periods

accepted and rejected invoices disappear from IMS

pending invoices continue to remain visible

This hard stop preserves the sanctity of filed returns and prevents
retrospective manipulation of ITC.

8.5 System Architecture: How GSTR-2B Regeneration Works
(Deep Dive)

The regeneration engine operates through layered data processing.

8.5.1 The Data Layers Behind GSTR-2B

The system draws from multiple data layers:

e supplier-uploaded documents (GSTR-1 / IFF / ICEGATE)
e recipient action logs from IMS

o statutory eligibility filters

o filing status of prior-period GSTR-3B

Only documents that survive all layers are reflected in the regenerated
GSTR-2B.

8.5.2 How the Engine Processes Regeneration
When a trigger event occurs, the engine:

e re-evaluates all invoice-level actions

e recalculates eligible and ineligible ITC

e rebuilds the GSTR-2B statement

o timestamps the regenerated version

This ensures version control and audit traceability.

THE INSTITUTE OF COST ACCOUNTANTS OF INDIA m TAX RESEARCH DEPARTMENT 49



HANDBOOK ON INVOICE MANAGEMENT SYSTEM UNDER GST

8.6 Flowchart: GSTR-2B Regeneration Logic (Text Version)
Supplier Uploads / Amends Document
l
Document Appears in IMS
l
Recipient Takes Action (Accept / Reject / Pending)
l
System Validates Eligibility & Sequencing
\2
GSTR-2B Regenerated
l
Recipient Reviews Updated ITC Position
\!
Repeat Until GSTR-3B Is Filed

This loop represents the heart of IMS-driven credit control.

8.7 Practical Scenarios: How Regeneration Behaves in Real
Situations

The value of regeneration becomes clear in practical scenarios.
Scenario 1: Acceptance After Pending

An invoice initially marked pending is accepted after goods receipt.
Regeneration immediately brings the ITC into GSTR-2B for the same
period, provided GSTR-3B is not yet filed.

Scenario 2: Rejection of a Duplicate Invoice

A duplicate invoice is rejected. Regeneration removes the duplicate ITC
instantly, preventing overstatement.

Scenario 3: Credit Note Accepted After GSTR-1 Amendment

A supplieramends a credit note. After recipient acceptance, regeneration
adjusts the ITC downward in the same period, preserving accuracy.
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Scenario 4: Supply Never Occurred

An invoice is rejected permanently. Regeneration ensures that the ITC
never enters the credit pool, eliminating future disputes.

8.8 Implications for ERP Systems & Business Processes

Regeneration requires enterprises to rethink internal processes.

8.8.1 Constant Data Synchronization

ERPs must now sync not just supplier data, but IMS action status and
regenerated GSTR-2B versions.

8.8.2 Version Control of GSTR-2B

Tax teams must track which regenerated version formed the basis of
GSTR-3B filing.

8.8.3 Workflow Adjustments

Monthly closing timelines must accommodate multiple regeneration
cycles before final sign-off.

8.8.4 Risk Reduction

Although operationally demanding, regeneration significantly reduces
the risk of incorrect ITC claims.

8.9 Case Study: Large Manufacturing Company with High-
Volume Invoices

Context: A manufacturing company processes over 1 lakh invoices per
month.

Challenges Before IMS: Static GSTR-2B led to frequent provisional
credits and reversals.

Post-IMS Regeneration Impact: Continuous regeneration allowed
alignment of ITC with validated invoices, reducing reversals and audit
objections significantly.

8.10 Case Study: E-Commerce Seller With Thousands of Micro-
Suppliers

Context: An e-commerce seller dealing with numerous small vendors.
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IMS + Regeneration Effects: Pending and rejection actions, combined
with regeneration, prevented accumulation of risky ITC and improved
vendor compliance discipline.

8.11 Practitioner Insight: Why Regeneration Is One of the Most
Important

Features in IMS

From a practitioner’s perspective, regeneration converts intent into
execution.

It ensures that validation decisions directly influence tax outcomes,
closes the gap between reconciliation and return filing, and provides
defensible evidence that ITC was claimed only after due consideration.

Chapter Summary

GSTR-2B regeneration is the operational core of IMS. By allowing
dynamic recalculation of ITC based on recipient actions, it transforms
credit statements from static reports into governed compliance outputs.

Key Takeaways

Regeneration ensures that ITC is not a snapshot, but a controlled result.
Taxpayers who understand its triggers, limits, and process implications
can significantly enhance credit accuracy, audit defensibility, and
overall GST governance.
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SUPPLIER LIABILITY UNDER
IMS : RECIPIENT ACTIONS,
AMENDMENTS & TAX IMPACT

9.1 Introduction: Why Supplier Liability Must Be Understood
Closely

One of the most critical shifts introduced by the Invoice Management
System (IMS) is the direct linkage it creates between recipient actions
and supplier tax liability.

Under the pre-IMS regime, supplier liability was largely insulated from
recipient behaviour. Once a supplier reported an invoice or credit note
in GSTR-1, the tax impact flowed almost automatically, with limited
immediate dependence on the recipient’s response. Any dispute was
typically resolved much later—often during audits or assessments.

IMS fundamentally changes this dynamic. Recipient actions—
acceptance, rejection, or pending—now have immediate and
quantifiable consequences for suppliers. This chapter examines how
supplier liability is affected under IMS, the scenarios where liability
increases or reverses, and why these rules are central to the system'’s
integrity.

9.2 How Supplier Liability Is Connected to Recipient Actions

At the heart of IMS lies the principle of reciprocal accountability.

IMS recognizes that while suppliers report tax documents, the economic
burden and credit entitlement sit with the recipient. Accordingly, certain
supplier-side adjustments—especially those that reduce tax liability—
are not considered final unless validated by the recipient.

In practical terms:

e supplier-reported documents initiate tax computation

e recipient actions determine whether reductions are permitted
o the system recalculates liability based on this interaction

This ensures that tax liability movements reflect genuine, mutually
acknowledged transactions rather than unilateral reporting.
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9.3 The Four Liability Scenarios: Deep Dive

The impact of IMS on supplier liability is most visible in four defined
scenarios.

9.3.1 Scenario 1 — Recipient Rejects a Credit Note

Legal + System Interpretation

A credit note reduces supplier tax liability and correspondingly reduces
recipient ITC. Under IMS, this reduction is conditional upon recipient
acceptance.

If the recipient rejects the credit note:
o the credit note is excluded from GSTR-2B
e the supplier’s liability is restored to its original level

e the attempted reduction is nullified

Practical Example

A supplier issues a credit note for ¥1,00,000 + GST to reduce taxable
value due to a commercial adjustment. The recipient rejects it in IMS
citing incorrect valuation. As a result, the supplier cannot reduce output
tax liability unless a corrected credit note is issued and accepted.
9.3.2 Scenario 2 — Upward Amendment of a Credit Note
Example

A supplier amends a previously issued credit note to increase the tax
reduction amount.

Impact

An upward amendment that increases the tax impact is treated as a
fresh reduction. IMS requires recipient validation. If accepted, supplier
liability reduces accordingly. If rejected, the original position continues.

This prevents suppliers from gradually escalating reductions without
recipient concurrence.

9.3.3 Scenario 3 — Downward Amendment of a Credit Note

IMS Logic
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A downward amendment reduces the extent of tax reduction claimed
earlier. Since this effectively increases supplier liability, IMS does not
require recipient acceptance for the increase to take effect.

Example

If a credit note reducing tax by 310,000 is amended to 6,000, the
supplier’s liability increases by ¥4,000 automatically. Recipient action
is not required because the change does not prejudice revenue.

9.3.4 Scenario 4 — Downward Amendment of Invoice or Debit
Note

When an invoice or debit note is amended downward, supplier liability
reduces.

IMS enforces recipient validation in such cases because a reduction in
supplier liability implies a corresponding reduction in recipient ITC.

Why These Conditions Exist
The system differentiates between:

e changes that increase tax liability (permitted without recipient
consent)

e changes that reduce tax liability (permitted only with recipient
consent)

This asymmetry is intentional and aligns with revenue protection
principles.
9.4 The Amendment Order Rule: Why IMS Enforces Action
Sequencing
IMS does not allow selective acceptance or rejection of amendments.
The system enforces a strict sequencing rule:

original document — action - amendment — action

Recipients must first act on the original invoice or credit note before
acting on any amendment. This prevents manipulation through selective
validation and ensures logical continuity in tax positions.
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9.5 Flowchart: Supplier Liability Impact under IMS (Text
Representation)

Supplier Issues Invoice / Credit Note
\!
Recipient Action in IMS
\2
If Accepted — Liability Adjusts
If Rejected — Liability Restored / Increased
If Pending — No Adjustment
\!
Supplier May Amend
2
Recipient Must Act on Amendment
\2
Final Supplier Liability Determined

This flow ensures that every liability change is traceable to a documented
recipient decision.

9.6 Practical Case Studies

Case Study 1: Manufacturing Unit Rejects Credit Note

A manufacturing company rejects a year-end volume discount credit
note due to mismatch with contract terms. The supplier's attempt
to reduce tax liability fails, forcing renegotiation and corrected
documentation.

Case Study 2: EPC Contractor Facing Multiple Amendments

An EPC contractor receives multiple amended invoices across periods.
IMS sequencing rules prevent selective acceptance, ensuring that
liability changes occur only in proper order.
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Case Study 3: FMCG Vendor Uploads Multiple Credit Notes Incorrectly

Repeated rejections under IMS highlight systemic vendor issues,
leading to stricter commercial controls and improved invoice accuracy.

9.7 Practitioner Interpretation: Why These Rules Matter

From a practitioner’'s perspective, these liability rules close long-
standing loopholes.

Earlier, suppliers could reduce liability through unilateral reporting,
leaving recipients to resolve disputes later. IMS ensures that tax
reductions occur only where both parties acknowledge the adjustment.

This significantly reduces artificial credit erosion and strengthens the
defensibility of both supplier and recipient positions.

9.8 Impact on Vendors: How Supplier Compliance Culture Will
Change
IMS compels suppliers to:

e jssue accurate invoices and credit notes

e communicate changes proactively

align commercial adjustments with tax documentation

respect recipient validation timelines

Over time, this leads to a more disciplined supplier ecosystem.
9.9 SOP Template: Handling Supplier Liability Events
Step 1: Review amendment or credit note

Step 2: Validate against PO, GRN, and accounts

Step 3: Use Accept / Reject / Pending based on evidence

Step 4: Inform vendor of required corrections

Step 5: Regenerate GSTR-2B

Step 6: File GSTR-3B only after alignment
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9.10 Chapter Summary

IMS introduces a direct, system-enforced link between recipient actions
and supplier liability. By requiring recipient validation for liability
reductions and enforcing strict amendment sequencing, IMS ensures
that tax outcomes reflect genuine, mutually accepted transactions.

Key Takeaways

Supplier liability under IMS is no longer unilateral. Credit notes,
amendments, and tax reductions are effective only when validated by
recipients. This framework protects revenue, strengthens compliance
discipline, and aligns tax liability with commercial reality.
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SUPPLIER AMENDMENTS UNDER
IMS : CONTROLS, SEQUENCING
RULES & CREDIT IMPACT

10.1 Introduction: Why Amendments Are the Most Sensitive
Events under IMS

Among all invoice lifecycle events, amendments carry the highest
compliance risk.

Among all invoice lifecycle events, amendments carry the highest
compliance risk. They alter tax positions after original reporting, often
across periods, and directly affect both supplier liability and recipient
ITC. Under the pre-IMS regime, amendments were largely supplier-
driven and reactive, with recipients discovering changes much later
through reconciliations.

IMS fundamentally restructures this process. Amendments are no
longer silent corrections—they are controlled events that require
recipient validation, strict sequencing, and system-tracked outcomes.
This chapter explains how amendments operate under IMS, why
sequencing rules exist, and how businesses must manage amendment
risk to protect ITC and audit defensibility.

10.2 The Nature of Amendments in GST: A Brief Context

Amendments arise due to commercial, clerical, or compliance-driven
reasons.

Typical triggers include:

e incorrect taxable value or tax rate
e wrong GSTIN or place of supply

e post-supply price revisions

e credit note errors

e return-period corrections

While amendments are legally permitted, they inherently disrupt data
stability. IMS is designed to allow corrections without compromising
system integrity.

10.3 How IMS Treats Amendments Differently

The most important shift under IMS is that amendments are not treated
in isolation.
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Under IMS:

e every amendment is linked to an original document

e recipient action is mandatory where ITC or liability reduces

¢ amendments cannot bypass earlier decisions

e sequencing is enforced systemically

This ensures that tax outcomes remain logically consistent and
traceable.

10.4 The Amendment Order Rule: Core Control Mechanism

The amendment order rule is central to IMS governance.

The rule is simple but strict:

An amendment cannot be actioned unless the original document has
already been actioned.

This prevents scenarios where recipients selectively accept favourable
amendments while ignoring the base document.

10.4.1 Why This Rule Exists

The rule addresses three historical risks:

e selective validation to maximise ITC

e suppression of original invoice errors

¢ manipulation of tax liability through staggered amendments

By forcing a linear sequence, IMS preserves the integrity of invoice
history.

10.5 Types of Amendments and Their Treatment under IMS
Not all amendments are treated equally.

10.5.1 Upward Amendment of Invoice or Debit Note
An upward amendment increases taxable value or tax.
IMS Impact:

e supplier liability increases automatically

e recipient ITC eligibility may increase

e recipient action is required to validate ITC

e rejection prevents ITC flow but not liability increase

Revenue-positive changes do not require recipient consent to take
effect.
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10.5.2 Downward Amendment of Invoice or Debit Note
A downward amendment reduces supplier liability and recipient ITC.
IMS Impact:

e recipient validation is mandatory

e rejection restores original liability

e acceptance adjusts both liability and ITC

This protects recipients from unilateral ITC reduction.

10.5.3 Upward Amendment of Credit Note

This increases the tax reduction claimed by the supplier.

IMS Impact:

e treated as fresh liability reduction

e recipient acceptance required

o rejection nullifies the increased reduction

10.5.4 Downward Amendment of Credit Note

This reduces the extent of tax reduction.

IMS Impact:

o supplier liability increases automatically

e recipient action not required

e ITC impact adjusts accordingly

IMS distinguishes clearly between revenue-protective and revenue-
reducing changes.

10.6 Multi-Period Amendments: Timing and Credit Risk
Amendments often span across tax periods.

IMS ensures that:

¢ amendments flow only into open periods

previously filed GSTR-3B periods are not altered

ITC adjustments occur prospectively

Section 16(4) timelines continue to apply

Late amendments may be legally valid but commercially unusable if
ITC time limits expire.

10.7 Practical Scenarios: How Amendments Play Out under IMS
Scenario 1: Original Invoice Pending, Amendment Uploaded
The amendment cannot be actioned until the original invoice is accepted
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or rejected. This forces resolution of base disputes first.
Scenario 2: Original Accepted, Amendment Reduces Value

Recipient must explicitly accept the amendment for ITC reduction to
apply. Rejection preserves original credit.

Scenario 3: Multiple Sequential Amendments

IMS enforces strict chronological action—each amendment must be
actioned in order. Skipping is not permitted.

10.8 Practitioner Insight: Amendments as Audit Red Flags
From an audit perspective, amendments attract heightened scrutiny.
Authorities often examine:

e frequency of amendments

e timing near year-end or Section 16(4) deadlines

e rejection patterns

e alignment between ERP and portal actions

IMS action logs significantly strengthen the taxpayer’s ability to justify
amendment handling.

10.9 Internal Controls for Managing Amendment Risk
Best-practice controls include:

e amendment-specific approval thresholds

e vendor justification requirements

e ageing analysis of unresolved amendments

e ERP tagging of amended invoices

e separate audit trails for original vs amended documents
Amendments should be treated as exceptions—not routine events.
10.10 Chapter Summary

IMS transforms amendments from passive corrections into controlled
compliance events. Through mandatory sequencing, recipient
validation, and differentiated treatment based on tax impact, IMS
ensures that amendments serve correction—not manipulation.

Key Takeaways

Amendments under IMS are powerful but risky. Businesses must
understand sequencing rules, validate impact carefully, and resolve
amendments promptly. Properly governed, amendments enhance
accuracy; poorly managed, they become audit flashpoints and sources
of permanent ITC loss.
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IMS-GSTR-3B INTEGRATION : TIMING
DISCIPLINE, LEGAL FINALITY &
PRACTICAL MONTHLY EXECUTION

11.1 Introduction: Why IMS-GSTR-3B Integration Must Be
Understood Deeply

The true legal and financial impact of the Invoice Management System
(IMS) crystallizes only at the point of filing GSTR-3B.

While IMS governs invoice-level actions and GSTR-2B reflects
validated credit availability, GSTR-3B is the return where tax positions
attain legal finality. It is the document that determines tax payment,
credit utilization, interest exposure, and audit scrutiny. As a result,
the integration between IMS, GSTR-2B, and GSTR-3B is not merely
procedural—it is determinative of compliance outcomes.

11.2 IMS — GSTR-2B — GSTR-3B: Understanding the Sequential
Dependency

The compliance architecture under IMS is strictly sequential.

Under the IMS framework, the flow of credit governance follows a fixed
order:

Supplier uploads invoices in GSTR-1 / IFF
{
Invoices appear in IMS for recipient action
2
Recipient actions drive regeneration of GSTR-2B
2
Validated GSTR-2B forms the sole basis for ITC in GSTR-3B

This dependency means that GSTR-3B is no longer an independent
summary return. It is the legal culmination of all invoice-level decisions
taken earlier in the month. Any break in this sequence can lead to
permanent credit loss or audit exposure.

11.3 Timing Rules: How One Month Affects Another
Timing discipline is the backbone of IMS-led compliance.
Three non-negotiable timing rules govern the IMS-3B relationship.

Rule 1: GSTR-3B of Month N-1 Must Be Filed Before GSTR-2B of
Month N Is Generated
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If GSTR-3B for a previous period remains unfiled, the system blocks
the generation of GSTR-2B for the subsequent period. This enforces
chronological discipline and prevents selective compliance.

Rule 2: ITC Can Be Availed Only on Documents Accepted or
Deemed Accepted Before GSTR-3B Filing

Invoices marked pending or rejected at the time of GSTR-3B filing are
excluded from ITC. Acceptance after filing does not retroactively alter
credit for that period.

Rule 3: Actions Taken After GSTR-3B Filing Do Not Modify GSTR-
2B for That Period

Once GSTR-3B is filed, the GSTR-2B for that period is frozen.
Subsequent supplier uploads or recipient actions flow only into future
periods, subject to statutory limits.

11.4 GSTR-3B as a Legal Affirmation Under IMS

GSTR-3B represents the taxpayer’s final, legally binding affirmation.
By filing GSTR-3B, the taxpayer confirms that:

e ITC claimed is based on validated GSTR-2B

e rejected invoices have not been considered

e pending invoices have been consciously excluded

e tax liability is computed on stabilized data

From a legal standpoint, this filing converts system data into
enforceable positions. Post-filing explanations carry far less weight
than contemporaneous IMS actions.

11.5 Portal Behaviour Tax Teams Must Understand (Often
Misunderstood)

IMS introduces several portal behaviours that often surprise taxpayers.
These behaviours are intentional and must be clearly understood.

e Accepted invoices disappear from IMS after GSTR-3B filing

e Rejected invoices also disappear post-filing

e Pending invoices remain visible until accepted, rejected, or time-
barred

e GSTR-2B regeneration stops the moment GSTR-3B is filed

e Supplier amendments after filing do not affect that month’s GSTR-
2B

These behaviours reinforce the concept of finality and prevent
retrospective manipulation.
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11.6 Practical Monthly Closing Workflow (Practitioner’s Model)
A disciplined monthly workflow is essential under IMS.

A practical closing model followed by mature tax teams includes:
Step 1: Freeze vendor filing status (monitor GSTR-1 compliance)
Step 2: Download IMS feeder data

Step 3: Perform IMS actions—accept, reject, pending

Step 4: Regenerate GSTR-2B after each action cycle

Step 5: Reconcile regenerated GSTR-2B with ERP

Step 6: Compute provisional reversals for pending or ineligible credits
Step 7: Prepare and internally review GSTR-3B draft

Step 8: File GSTR-3B only after final stabilization

Skipping steps in this sequence increases irreversible risk.

11.7 Real-World Anonymised Notices (Cleaned & Compliant)
Recent notices reveal emerging IMS-linked risk areas.

Common themes observed include:

e ITC claimed in GSTR-3B exceeding IMS-validated GSTR-2B

o Credit notes rejected in IMS but still adjusted in GSTR-3B

e Excess ITC arising from prolonged pending invoices

e Delayed IMS actions leading to deemed acceptance disputes

These notices underscore that authorities are actively leveraging IMS
data.

11.8 Flowchart: IMS-to-GSTR-3B Workflow (Text
Representation)

Supplier Uploads Documents
\2
Invoices Appear in IMS
2
Recipient Takes Action
2
GSTR-2B Regenerated
\2

Recipient Reviews ITC Position

\’
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GSTR-3B Prepared
2
GSTR-3B Filed (System Locks Period)
This flow highlights the irreversible nature of the final step.

11.9 Common Errors Companies Make (Based on Actual
Experience)

Frequent mistakes include:

o filing GSTR-3B before completing IMS actions

e assuming post-filing acceptance will restore ITC

e ignoring ageing of pending invoices

e reconciling ERP directly with GSTR-2A instead of 2B

o delegating IMS actions without maker-checker controls

Most of these errors arise from underestimating the legal weight of
GSTR-3B.

11.10 Checklist Before Filing GSTR-3B
Before filing, tax teams should confirm:

e all critical invoices have been actioned in IMS
e |atest GSTR-2B has been regenerated

e ERP and GSTR-2B figures are aligned

e pending invoices are intentionally excluded

e credit notes have been validated correctly

e internal sign-offs are documented

This checklist serves as a final risk gate.

11.11 Chapter Summary

IMS transforms GSTR-3B from a routine monthly return into the legal
endpoint of invoice governance. Timing rules, regeneration limits,
and system locking mechanisms ensure that ITC claimed in GSTR-3B
reflects deliberate, validated decisions.

Key Takeaways

Under IMS, GSTR-3B is no longer forgiving. It finalizes the consequences
of every acceptance, rejection, and pending decision. Taxpayers who
respect the IMS-2B-3B sequence, follow disciplined monthly workflows,
and treat GSTR-3B as a point of no return will significantly reduce
credit risk, audit exposure, and litigation vulnerability.
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SYNCHRONIZATION ACROSS
GSTR-1, GSTR-1A, GSTR-2A,
GSTR-2B & IMS

12.1 Introduction: Why Synchronization Matters More Than
Ever

In the IMS era, GST compliance is no longer about isolated returns—it
is about synchronized data behaviour across multiple system layers.

With the introduction of the Invoice Management System (IMS), the
GST framework now operates as an interconnected ecosystem rather
than a collection of standalone forms. Each return or statement—
GSTR-1, GSTR-1A, GSTR-2A, GSTR-2B, and GSTR-3B—plays a distinct
role, but none operates independently. A mismatch or delay at any
layer cascades through the system, affecting ITC availability, supplier
liability, and audit outcomes.

This chapter explains how these components synchronize, why their
alignment is critical, and how tax teams must understand the flow
holistically rather than form-by-form.

12.2 The Five-Layer Synchronization Framework

GST compliance under IMS operates through five tightly linked layers.
The layers are:

e GSTR-1 - supplier’'s outward reporting layer

e GSTR-1A - supplier amendment and correction layer

e GSTR-2A - dynamic visibility layer for recipients

e IMS - recipient action and validation layer

e GSTR-2B - static, validated ITC layer

Each layer builds upon the previous one, with IMS acting as the critical
intervention point where human decision-making is formally captured.

12.3 GSTR-1: The Source of Truth for Supplier Reporting

GSTR-1 remains the foundational input for the entire synchronization
chain.
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Everything that flows into GSTR-2A, IMS, and ultimately GSTR-
2B originates from supplier filings in GSTR-1 (or IFF). Any error at
this stage—incorrect GSTIN, tax rate, value, or period—propagates
downstream.

12.3.1 What GSTR-1 Controls

GSTR-1 determines:

e which invoices enter the GST system

e the identity of the recipient

¢ the tax period to which the invoice belongs

e whether amendments or credit notes are visible

IMS does not override GSTR-1; it only reacts to it.

12.3.2 Why GSTR-1 Accuracy Is Critical Now

Under IMS, supplier mistakes are no longer silently absorbed by
recipients. Incorrect GSTR-1 reporting leads to:

¢ invoice rejection in IMS

e blocked or delayed ITC for recipients

e reversal of supplier liability adjustments

This significantly raises the compliance stakes for suppliers.
12.4 GSTR-1A: The Correction and Amendment Layer
GSTR-1A acts as the system-supported correction mechanism.

When suppliers amend invoices or credit notes, those changes flow
through GSTR-1A. IMS enforces strict sequencing rules here—recipients
must first act on the original document before acting on amendments.

This ensures chronological integrity and prevents selective validation.
12.5 GSTR-2A: The Dynamic Tracking Statement

GSTR-2A is a live, continuously changing mirror of supplier uploads.
It reflects:

e original invoices
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e amendments
e |ate uploads
o credit and debit notes

However, GSTR-2A has no legal finality. It is informational, not
actionable.

12.5.1 When GSTR-2A Is Still Relevant

Despite IMS and GSTR-2B, GSTR-2A remains useful for:

e real-time vendor compliance monitoring

e identifying missing uploads

e early detection of anomalies

Tax teams should treat 2A as an alert mechanism, not a basis for ITC.
12.6 IMS: The Action Layer and Human Intervention Point

IMS is where synchronization becomes enforceable.

IMS converts passive visibility into active governance. It allows
recipients to:

e accept valid invoices
e reject incorrect or ineligible documents
e keep invoices pending where facts are unresolved

Every action is logged, time-stamped, and preserved as system
evidence.

12.6.1 Behavioural Shift Introduced by IMS

IMS fundamentally changes behaviour by:

forcing explicit decisions

eliminating silent mismatches

creating accountability trails

aligning system outcomes with commercial reality

It is the bridge between supplier data and recipient entitlement.
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12.7 GSTR-2B: The Static ITC Statement (Post-IMS)
GSTR-2B is the output of synchronization, not merely a report.
Post-IMS, GSTR-2B reflects only those invoices that:

e originate from valid GSTR-1 filings

e have survived IMS eligibility filters

e are accepted or deemed accepted

e comply with statutory conditions

It is regenerated dynamically until GSTR-3B is filed, after which it
attains finality.

12.8 Synchronization Diagram (Conceptual Flow)
Supplier files GSTR-1 / GSTR-1A
\!
Invoices appear in GSTR-2A (dynamic)
2
Eligible invoices flow into IMS
\2
Recipient actions taken in IMS
\!
GSTR-2B regenerated (static for the period)
\2
GSTR-3B filed based on validated GSTR-2B

This flow highlights that ITC is no longer claim-driven but system-
concluded.

12.9 Synchronization Table: What Goes Where
GSTR-1 — supplier responsibility

GSTR-1A — supplier correction responsibility

70 THE INSTITUTE OF COST ACCOUNTANTS OF INDIA m TAX RESEARCH DEPARTMENT



HANDBOOK ON INVOICE MANAGEMENT SYSTEM UNDER GST

GSTR-2A — recipient visibility

IMS — recipient decision and evidence
GSTR-2B — recipient entitlement
GSTR-3B — legal finality

Understanding this division prevents misaligned reconciliations.

12.10 Real-World Case Examples
Case Example 1: FMCG Company with Multiple Vendor Filings

Late GSTR-1 uploads appeared in 2A but not in 2B due to IMS pending
status. ITC was correctly deferred, avoiding audit objections.

Case Example 2: EPC Contractor with Complex Amendments

Supplier amendments flowed through 1A. IMS sequencing rules
prevented premature acceptance, preserving audit defensibility.

Case Example 3: Service Industry with Credit Note Disputes

Rejected credit notes in IMS ensured supplier liability was not reduced
without recipient concurrence.

12.11 Common Synchronization Mistakes by Tax Teams
Frequent errors include:

e reconciling ERP directly with GSTR-2A

e ignoring IMS status while reviewing 2B

e assuming amendments auto-update credits

filing GSTR-3B before synchronization stabilizes

Most disputes arise from these conceptual gaps.

12.12 Best-Practice Synchronization Routine
A robust routine includes:
e daily 2A monitoring for vendor behaviour

e periodic IMS action cycles
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controlled 2B regeneration

final reconciliation only with latest 2B

disciplined 3B filing after stabilization

This aligns operational reality with legal outcomes.

12.13 Chapter Summary

Synchronization across GSTR-1, GSTR-1A, GSTR-2A, IMS, and GSTR-
2B is the structural backbone of IMS-era GST compliance. Each layer
has a distinct purpose, but only their alignment produces defensible
ITC outcomes.

Key Takeaways

In the IMS framework, no return stands alone. GSTR-1 initiates, GSTR-
2A informs, IMS decides, GSTR-2B validates, and GSTR-3B finalizes.
Taxpayers who understand and respect this synchronization will
experience fewer disputes, stronger audit positions, and far greater
certainty in ITC governance.
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A RE-ENGINEERED COMPLIANCE

MONTHLY CLOSING UNDER IMS: <<
DISCIPLINE

13.1 Why Monthly Closing Has Changed Fundamentally under
IMS

Monthly closing under GST was once a largely accounting-driven
exercise; under IMS, it has become a governance-driven process.

Before the introduction of the Invoice Management System (IMS),
monthly GST closing focused primarily on reconciling books with
returns and ensuring timely filing. Discrepancies were often identified
after filing, and corrections were managed through future-period
adjustments, reversals, or litigation. The system tolerated a degree of
post-facto clean-up.

IMS fundamentally alters this approach. Monthly closing is no longer
about summarising numbers—it is about finalising invoice-level
decisions that carry legal finality. Each acceptance, rejection, or
pending action taken during the month directly shapes ITC availability,
supplier liability, and audit posture. As a result, monthly closing has
shifted from a routine activity to a critical control milestone.

13.2 The Five-Stage Monthly Closing Framework under IMS

An effective IMS-aligned monthly close follows a structured, multi-
stage framework.

The recommended framework consists of five distinct but interlinked
stages:

e Vendor compliance monitoring

¢ Invoice review and action in IMS

e Stabilisation of GSTR-2B

e ITC finalisation and filing of GSTR-3B

e Documentation, controls, and audit readiness

Each stage builds on the previous one. Skipping or compressing stages
significantly increases compliance risk.

13.3 Stage One: Vendor Compliance Monitoring
Monthly closing begins before invoices are even actioned.
At this stage, the focus is on monitoring supplier behaviour and
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readiness. Key activities include:

e tracking vendor GSTR-1 filing status

o identifying habitual defaulters or late filers

e flagging high-risk or newly onboarded suppliers
e communicating cut-off dates to vendors

This stage ensures that the invoice population entering IMS is as clean
and complete as possible. Weak vendor monitoring often results in
excessive pending invoices and last-minute pressure during closing.

Key Actions in This Stage

e Daily or periodic review of GSTR-1 filing dashboards
e Vendor follow-ups for missing or incorrect uploads

e Risk-tagging suppliers for enhanced scrutiny

13.4 Stage Two: Invoice Review and Action in IMS
This is the core operational stage of monthly closing.

Once invoices appear in IMS, recipients must actively review and take
action. This stage requires operational discipline and clear decision
frameworks.

Operational Discipline Required

Tax teams must ensure that:

e invoices are reviewed against PO, GRN, and service evidence

e tax rates, GSTINs, and values are verified

e duplicate or erroneous invoices are identified promptly

Use of IMS Actions

e Accept where documentation is complete and risk is low

e Reject where invoices are incorrect, ineligible, or non-genuine
e Mark pending only where facts are unresolved but resolvable

Overuse of deemed acceptance or pending status at this stage weakens
the effectiveness of monthly closing.

13.5 Stage Three: Stabilisation of GSTR-2B

GSTR-2B stabilisation is the bridge between invoice governance and
return filing.

After IMS actions are taken, GSTR-2B must be regenerated and
reviewed. This stage involves:
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e multiple regenerations of GSTR-2B, if required

¢ reconciliation of regenerated 2B with ERP records

e identification of gaps due to pending or rejected invoices
Typical Reconciliation Scenarios

e Credits missing due to pending invoices

o Credits removed due to rejections

o Differences arising from timing of supplier uploads

Stabilisation is complete only when the tax team is satisfied that the
regenerated GSTR-2B accurately reflects the intended ITC position for
the month.

13.6 Stage Four: ITC Finalisation and Filing of GSTR-3B

This stage represents the point of legal finality.

Based on the stabilised GSTR-2B:

e celigible ITC is finalised

e provisional reversals for pending or ineligible credits are computed
e GSTR-3B is prepared strictly in line with validated data

Filing GSTR-3B locks the period. Any IMS action taken after this point
cannot alter the ITC position for that month. Hence, premature filing is
one of the most serious risks under IMS.

13.7 Stage Five: Documentation, Controls and Audit Readiness
Monthly closing does not end with filing—it ends with documentation.

This stage focuses on preserving evidence and strengthening audit
readiness.

Essential Records to Preserve

e IMS action logs

e regenerated GSTR-2B versions used for filing

e reconciliation workings

e internal approvals and sign-offs

e vendor correspondence for rejections and pending
Internal Controls

o maker-checker sign-offs for critical decisions

e documented reasons for rejections and prolonged pending
e management review of exceptions
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Strong documentation converts monthly closing into a defensible audit
file.

13.8 RACI Framework for Monthly Closing
Clarity of responsibility is essential.

A typical RACI (Responsible-Accountable-Consulted-Informed)
structure may include:

e Procurement: consulted for commercial validation

Finance: responsible for accounting alignment
e Tax team: responsible and accountable for IMS actions and returns
e Management: informed and accountable for high-risk exceptions

Without a clear RACI, monthly closing often becomes fragmented and
inconsistent.

13.9 Common Pitfalls Observed in Practice

Common errors during IMS-based monthly closing include:
e treating IMS review as a post-closing activity

o filing GSTR-3B before completing IMS actions

e excessive reliance on deemed acceptance

e ignoring ageing of pending invoices

e lack of documented sign-offs

Most adverse audit observations trace back to these lapses rather than
to complex legal issues.

13.10 Chapter Summary

Monthly closing under IMS is no longer a mechanical end-of-month
routine. It is a structured, multi-stage governance process that
determines ITC accuracy, supplier accountability, and audit defensibility.
By integrating vendor monitoring, disciplined IMS actions, GSTR-
2B stabilisation, careful GSTR-3B filing, and robust documentation,
organisations can transform monthly closing into a powerful compliance
control.

Key Practitioner Takeaways

IMS has shifted GST monthly closing from speed to discipline. Taxpayers
who respect the five-stage framework, resist premature filing, and
document decisions carefully will not only reduce ITC risk but also gain
predictability, audit confidence, and long-term compliance stability.
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RE-READING ITC PROVISIONS
IN THE IMS ERA : LAW, TIMING &

GOVERNANCE

14.1 Why ITC Needs to Be Re-read in the IMS Era

The introduction of the Invoice Management System (IMS)
fundamentally changes how Input Tax Credit (ITC) provisions must be
interpreted and applied.

While the statutory framework governing ITC under the CGST Act has
not been rewritten, the operational reality of claiming, validating, and
defending ITC has changed significantly. Provisions that were earlier
applied retrospectively or interpreted during audits are now being
operationalised contemporaneously through system behaviour.

IMS converts ITC from a largely declarative right into a decision-based
entitlement. As a result, businesses must re-read ITC provisions not
only as legal text, but as executable rules embedded into monthly
compliance.

14.2 Section 16: Conditions for ITC — From Theory to Execution

Section 16 of the CGST Act lays down the foundational conditions for
availing ITC.

Under IMS, these conditions move from theoretical checks to system-
enforced realities.

14.2.1 Possession of a Tax Invoice

The requirement to possess a valid tax invoice is now directly linked to
supplier reporting and IMS visibility.

Under IMS:

e invoices must be uploaded by suppliers in GSTR-1

e documents appear in IMS only if system-validated

e recipient acceptance becomes evidence of possession

An invoice not visible in IMS effectively fails this condition in practice.
14.2.2 Receipt of Goods or Services

Receipt of supply has historically been a factual determination supported
by GRNSs, service confirmations, or internal records.

IMS reinforces this condition by:
* requiring recipient affirmation through acceptance
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e discouraging acceptance without proof of receipt

creating audit trails linking acceptance to commercial evidence
Acceptance without receipt becomes a high-risk action under IMS.
14.2.3 Tax Actually Paid to the Government

Section 16(2)(c) has been the most litigated ITC condition.

IMS does not change the law, but it materially changes how diligence
is demonstrated:

e rejection of invoices from non-compliant suppliers
e pending status until supplier compliance is verified
e avoidance of deemed acceptance for high-risk vendors

These actions collectively demonstrate reasonable care, which becomes
critical in disputes.

14.2.4 Furnishing of Return by the Recipient

Filing of GSTR-3B remains the final statutory condition.

Under IMS:

e only ITC reflected in validated GSTR-2B should flow into 3B
o filing 3B becomes an affirmation of IMS decisions

e post-filing corrections are largely barred

This makes the timing of decisions as important as the decisions
themselves.

14.3 Timing of ITC: Section 16(4) and the Risk of Permanent
Loss

Section 16(4) imposes a statutory time limit on availing ITC.
IMS heightens the significance of this provision.

What Changes Under IMS?

Under the IMS framework:

e invoices kept pending do not stop the statutory clock

e acceptance after Section 16(4) deadline does not revive ITC
o delayed supplier uploads can cause permanent credit loss

e monthly closing discipline becomes essential

IMS exposes timing risk much earlier and more transparently than
before.

14.4 Section 17: Blocked and Proportionate Credits under IMS
IMS does not override Section 17, but it strengthens its enforcement.
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14.4.1 Blocked Credits (Section 17(5))

Blocked credits remain legally ineligible, irrespective of IMS acceptance.
However, IMS introduces governance expectations:

e blocked credits should ideally be rejected in IMS

e acceptance of blocked credits becomes an audit red flag

e internal SOPs must map Section 17(5) to IMS actions

IMS acceptance does not cure statutory ineligibility.

14.4.2 Common Credits and Proportionate Reversal

For common credits:

e IMS determines initial eligibility

e proportionate reversal continues under Rule 42/43

e acceptance does not eliminate reversal obligations

IMS governs invoice validity, not allocation mechanics.

14.5 Section 18: Special Situations and IMS Implications
Section 18 deals with transitional and exceptional credit situations.
IMS intersects with these scenarios operationally.

14.5.1 New Registration

For newly registered taxpayers:

e legacy invoices must still flow through IMS where applicable
e acceptance establishes audit-ready evidence

e timing risks under Section 16(4) remain relevant

14.5.2 Switching from Composition to Regular Scheme
IMS acceptance supports documentation of eligibility, but:

e statutory conditions under Section 18 continue to apply

e credit quantum and timing remain governed by law

14.5.3 Cancellation and Reversal

IMS does not automate reversals on cancellation. However:

e accepted invoices form the base population

e reversals must be computed separately

e IMS logs support audit explanations

14.6 IMS as an ITC Control Layer (Not Just a Display Tool)
IMS is best understood as an ITC control layer.
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It does not create ITC, but it:

o filters eligible invoices

records recipient intent

builds contemporaneous evidence

e aligns credit with commercial reality

Treating IMS as a mere viewing dashboard undermines its purpose.
14.7 Common Errors Observed Post-IMS

Frequently observed mistakes include:

e assuming IMS acceptance guarantees ITC

e ignoring Section 16(4) while keeping invoices pending

e accepting blocked credits due to automation

o filing GSTR-3B before ITC review is complete

e lack of linkage between legal provisions and IMS SOPs

Most ITC disputes now arise from process failures, not legal ambiguity.
14.8 A Practical ITC Governance Model under IMS

An effective governance model integrates law, system, and process.
Key elements include:

e mapping Section 16 and 17 conditions to IMS actions

e vendor risk-based acceptance protocols

e ageing controls for pending invoices

e maker-checker validation for high-value credits

e periodic legal review of accepted credits

This model converts statutory provisions into executable controls.
14.9 Chapter Summary

IMS requires taxpayers to re-read ITC provisions through an operational
lens. Section 16 conditions are no longer abstract tests but system-
validated checkpoints. Timing limits under Section 16(4) become
more unforgiving, while Sections 17 and 18 demand stronger internal
discipline.

Key Takeaways

In the IMS era, ITC is earned through behaviour, not merely claimed
through returns. Legal eligibility, system actions, and process discipline
must align. Businesses that integrate statutory interpretation with IMS-
driven governance will protect credits, reduce disputes, and strengthen
audit defensibility.
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SUPPLIER MANAGEMENT UNDER IMS:
FROM PROCUREMENT FUNCTION TO
TAX CONTROL

15.1 Why Supplier Management Has Become a Tax Function

The Invoice Management System (IMS) has fundamentally altered the
role of supplier management within organisations.

Traditionally, supplier management was viewed as a procurement-led,
commercial activity focused on pricing, delivery, and service quality.
Tax compliance risks arising from supplier behaviour were treated
as downstream issues—identified during reconciliations, audits, or
litigation.

IMS changes this construct entirely. Supplier behaviour now directly
determines the availability, timing, and defensibility of Input Tax
Credit (ITC). As a result, supplier management has become an integral
part of tax governance rather than a peripheral operational function.
Decisions taken (or ignored) at the supplier level now have immediate
tax consequences.

15.2 How IMS Changes the Supplier—Recipient Relationship

IMS converts a traditionally one-directional reporting relationship into
a two-way accountability framework.

Under IMS:
e supplier-uploaded invoices do not automatically translate into ITC

e recipient actions determine credit eligibility and supplier liability
adjustments

e invoice errors are formally visible and consequential
e silence or delay carries system-defined outcomes

This redefines the relationship from passive dependency to structured
interaction. Suppliers are no longer merely vendors—they become
participants in the recipient’s compliance ecosystem.

15.3 Understanding Supplier Risk Categories
IMS enables clear classification of suppliers based on behavioural risk.

Organisations can categorise suppliers into defined risk buckets using
IMS data.

15.3.1 Low-Risk Suppliers
Typically characterised by:
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e timely GSTR-1 filing

e minimal invoice errors

¢ low rejection rates

e quick response to corrections

Invoices from such suppliers may be processed with streamlined
controls.

15.3.2 Medium-Risk Suppliers
Common indicators include:

e occasional delays in filing

¢ frequent amendments

e periodic mismatches

These suppliers require closer monitoring and selective validation.
15.3.3 High-Risk Suppliers
Identified by:

* repeated rejections

e prolonged pending invoices

e non-filing or erratic filing patterns
e aggressive credit note behaviour

High-risk suppliers warrant enhanced scrutiny, payment controls, and
contractual safeguards.

15.4 IMS Actions as Supplier Signals

Every IMS action sends a signal to the supplier.

e Acceptance confirms compliance credibility

e Rejection flags errors or non-genuine reporting

e Pending status highlights unresolved deficiencies

Over time, suppliers recognise patterns in recipient behaviour and adapt
accordingly. IMS thus operates as a behavioural feedback mechanism
embedded within the tax system.

15.5 Managing Rejections: Tax Discipline, Not Retaliation
Rejection under IMS is a compliance tool, not a commercial weapon.
Valid Grounds for Rejection

e incorrect GSTIN or entity

e duplicate or fictitious invoice

82 THE INSTITUTE OF COST ACCOUNTANTS OF INDIA m TAX RESEARCH DEPARTMENT



HANDBOOK ON INVOICE MANAGEMENT SYSTEM UNDER GST

e incorrect tax rate or place of supply
e supply not received or cancelled
Invalid or Risky Grounds

e commercial disputes unrelated to tax
e price negotiations

e delayed payment issues

Misusing rejection exposes recipients to audit risk and weakens
litigation defence.

15.6 The “"Pending” Trap: Supplier Follow-Up Gone Wrong
Pending status is often misunderstood and misused.

While pending allows time for resolution, excessive or prolonged
pending:

e blocks ITC without stopping statutory timelines
e increases risk under Section 16(4)
e signals weak follow-up discipline

Pending must be actively tracked, escalated, and resolved within
defined timelines.

15.7 Supplier Amendments and Their Impact on Recipients

Amendments initiated by suppliers now require careful recipient
management.

Under IMS:

e amendments affecting liability reductions require recipient validation
e sequencing rules prevent selective acceptance

o delayed action can defer or permanently block ITC

Recipients must treat amendments as high-risk events requiring
focused review.

15.8 Integrating Vendor Governance into Monthly Closing

Effective supplier management must be embedded into monthly GST
closing.

Best practices include:

e reviewing supplier-wise rejection and pending trends

e escalating high-risk vendors before GSTR-3B filing

e linking payment release to IMS acceptance status

e involving procurement in tax risk discussions
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This integration prevents last-minute surprises and irreversible credit
loss.

15.9 Contractual and Commercial Levers

IMS compels a rethink of supplier contracts.
Organisations increasingly incorporate:

e obligations for timely and accurate GSTR-1 filing
e indemnities for ITC loss due to supplier default

e rights to withhold tax-equivalent amounts

e termination clauses for persistent non-compliance

Contracts become tools of tax risk mitigation, not just commercial
governance.

15.10 Audit Perspective: How Authorities View Supplier
Governance

From an audit standpoint, supplier management reflects recipient
diligence.

Authorities increasingly examine:

e consistency of IMS actions across suppliers

e treatment of known non-compliant vendors

¢ alignment between vendor risk and acceptance behaviour

e evidence of follow-up and escalation

Strong supplier governance materially improves audit outcomes.
15.11 Chapter Summary

IMS transforms supplier management from a procurement activity
into a core tax control. By making supplier behaviour visible and
consequential, it redistributes compliance accountability across the
supply chain and empowers recipients with structured governance
tools.

Key Practitioner Takeaways

Under IMS, organisations cannot afford to separate tax compliance from
supplier management. Risk-based vendor classification, disciplined use
of IMS actions, contractual safeguards, and integration with monthly
closing are essential. Businesses that treat suppliers as compliance
partners—not just vendors—will protect ITC, reduce disputes, and
operate with far greater certainty in the IMS era.
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IMS : FROM CREDIT CLAIMING

ITC GOVERNANCE RESET UNDER <<
TO RISK MANAGEMENT

16.1 Why ITC Governance Needed a Reset

The introduction of the Invoice Management System (IMS) exposed
the limitations of legacy ITC governance models.

Historically, ITC governance under GST was built around reconciliations
and post-facto checks. Credits were claimed first and verified later,
often during audits or litigation. Controls were largely quantitative,
focusing on totals rather than invoice-level behaviour.

IMS renders this approach obsolete. By introducing invoice-level
actions with legal consequences, IMS requires ITC governance to shift
from after-the-event correction to upfront risk management. The focus
is no longer on how much ITC is claimed, but on how and why each
credit is validated.

16.2 Understanding ITC Risk in an IMS Environment
ITC risk under IMS is multi-dimensional.

IMS surfaces risks that were earlier hidden or deferred. These risks can
be broadly classified as follows.

16.2.1 Eligibility Risk

This arises when credits are claimed despite failure to meet statutory
conditions, such as:

e blocked credits under Section 17(5)
e absence of receipt of goods or services
e incorrect tax classification or place of supply

IMS acceptance without eligibility checks converts these risks into
system-recorded exposures.

16.2.2 Supplier Risk
Supplier behaviour directly impacts ITC validity. Risks include:
e non-filing or delayed filing of GSTR-1
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e incorrect or frequent amendments

e aggressive credit note practices

shell or high-risk entities
IMS makes continued reliance on such suppliers visible and traceable.
16.2.3 Process Risk

Weak internal processes create risk even when law and data are clear.
Examples include:

e excessive deemed acceptance

e prolonged pending invoices

¢ inconsistent treatment of similar invoices

e lack of maker-checker controls

IMS amplifies process failures by recording them permanently.
16.2.4 Audit and Litigation Risk

Under IMS, audit risk is no longer driven only by mismatches, but by
behavioural patterns. Inconsistent or careless IMS actions increase the
likelihood of:

e targeted audits

o pattern-based notices

e adverse inference during adjudication

16.3 From Blanket Controls to Risk-Based Controls
Legacy ITC controls were often blanket in nature.

Typical examples included universal provisional reversals, across-the-
board vendor blacklisting, or excessive documentation for low-risk
credits. Such approaches were inefficient and often counterproductive.

IMS enables a more nuanced model, where controls are proportionate
to risk. High-risk invoices and vendors attract deeper scrutiny, while
low-risk flows are streamlined. This transition is central to effective ITC
governance under IMS.

16.4 Designing a Risk-Based ITC Control Framework

An effective IMS-era governance framework operates across three
control layers.

86 THE INSTITUTE OF COST ACCOUNTANTS OF INDIA m TAX RESEARCH DEPARTMENT



HANDBOOK ON INVOICE MANAGEMENT SYSTEM UNDER GST

Level 1: Preventive Controls (Before IMS Action)
These controls operate before an invoice is accepted.
¢ vendor risk classification

¢ validation of taxability and eligibility

¢ linkage with PO, GRN, or service confirmation

e blocking auto-acceptance for high-risk vendors

Preventive controls reduce the probability of incorrect acceptance.

Level 2: Detective Controls (During Monthly Closing)
These controls identify issues during the monthly cycle.

e review of pending invoice ageing

e analysis of deemed acceptance percentages

e exception reporting for high-value credits

e reconciliation of IMS actions with GSTR-2B

Detective controls ensure issues are identified before GSTR-3B filing.

Level 3: Corrective Controls (Post-Detection)
These controls address issues already identified.

e voluntary reversals where required

e corrective vendor communication

e process changes and retraining

e documentation of corrective actions

Corrective controls protect audit defensibility.

16.5 The Role of Documentation: Turning Decisions into
Defences

IMS decisions without documentation are indefensible.

Each acceptance, rejection, or prolonged pending must be supported
by:

e contemporaneous reasoning
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e underlying commercial evidence

internal approvals where required

IMS logs record the action, but not the rationale. Documentation
bridges this gap and converts system behaviour into a defensible audit
position.

16.6 Integrating ITC Governance with Monthly Closing

ITC governance cannot operate in isolation.

Risk-based controls must be embedded into the monthly closing
workflow. This includes:

e governance review before GSTR-3B filing
e escalation of unresolved high-risk invoices
e management sign-off on key ITC positions
e confirmation of Section 16(4) exposure

When governance is aligned with closing, ITC outcomes become
predictable.

16.7 Accountability and the Human Element
IMS makes human judgement visible.

Every click reflects a decision by an identified user. This elevates the
importance of:

e clear role definitions
e training on legal and system consequences
e accountability for high-risk decisions

IMS does not eliminate judgement; it records it. Governance frameworks
must therefore address people, not just processes.

16.8 Common Governance Failures Observed in Practice
Common failures include:

e treating IMS as a clerical task
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e lack of differentiated controls for risk levels

e absence of management oversight

e undocumented acceptance of sensitive credits
e reactive rather than planned reversals

Most adverse audit findings stem from these failures rather than from
interpretational disputes.

16.9 Building an ITC Risk Dashboard
Visibility is a cornerstone of governance.
An effective ITC risk dashboard may track:
o total ITC accepted vs pending

e ageing analysis of pending invoices

e deemed acceptance ratios

e vendor-wise risk exposure

e Section 16(4) time-bar exposure

Dashboards convert raw IMS data into actionable oversight.

16.10 Audit Perspective: What Officers Now Look For
From an audit standpoint, governance quality matters.
Officers increasingly evaluate:

e consistency of IMS actions

e alignment between risk and behaviour

e evidence of internal controls

¢ management involvement

Strong governance often determines whether an issue escalates or is
resolved quickly.

16.11 Chapter Summary

IMS necessitates a fundamental reset of ITC governance. Credit
management under GST has shifted from reactive reconciliation to
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proactive risk control. Eligibility, supplier behaviour, process discipline,
and documentation now collectively determine ITC defensibility.

Key Practitioner Takeaways

In the IMS era, ITC is governed, not merely claimed. Organisations that
adopt risk-based controls, integrate governance with monthly closing,
and embed accountability into IMS usage will protect credits, reduce
audit exposure, and operate with far greater certainty.

90 THE INSTITUTE OF COST ACCOUNTANTS OF INDIA m TAX RESEARCH DEPARTMENT



ERP INTEGRATION, DATA CONTROLS
AND ITGC UNDER IMS : MAKING
TECHNOLOGY WORK FOR
COMPLIANCE

17.1 Why Technology Has Become Central to GST Compliance

Technology is no longer a support function in GST compliance; it is the
primary control environment.

In the IMS era, GST compliance is executed, monitored, and
evaluated through systems rather than manual intervention. Invoice
validation, credit eligibility, audit trails, and behavioural analysis are
all technology-driven. What was once managed through reconciliations
and professional judgement is now embedded into workflows, access
rights, and system logs.

IMS elevates technology from an efficiency enabler to a compliance
determinant. Weak systems no longer merely create inconvenience—
they create direct tax risk.

17.2 The New Compliance Architecture under IMS

The GST compliance architecture has evolved into a multi-layered
digital control framework.

Under IMS, compliance rests on the interaction of:
e ERP systems capturing commercial transactions
e vendor masters defining counterparty behaviour
e IMS enabling invoice-level decisions

e GSTR-2B translating decisions into eligible ITC

e GSTR-3B finalising legal positions

Each layer depends on technology integrity. Failure at any point
compromises the entire compliance chain.

17.3 ERP as the First Line of Defence
ERP systems now serve as the first and most critical control layer.

IMS does not replace ERP validation; it assumes it. The quality of IMS
decisions depends entirely on the quality of ERP data and controls.

Key ERP Capabilities Now Expected
e invoice-level reconciliation
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¢ linkage between PO, GRN, and invoices
e GSTIN and tax rate validation

e vendor risk tagging

e audit-friendly data extraction

Without these capabilities, IMS actions become mechanical rather than
informed.

17.4 Vendor Master Controls: The Silent Risk Multiplier

Vendor master data is one of the most underestimated risk areas under
GST.

Incorrect or weak vendor master controls can lead to:

e acceptance of invoices from incorrect GSTINs

e misclassification of inter-state and intra-state supplies
e inability to identify high-risk suppliers

e repeated IMS rejections and disputes

IMS makes vendor master accuracy non-negotiable. Errors here
multiply downstream risk.

17.5 Integrating ERP with IMS: Practical Considerations

While IMS operates on the GST portal, its effectiveness depends on
ERP integration.

Practical integration considerations include:

e mapping IMS statuses to ERP invoice flags

e tracking accepted, rejected, and pending invoices in ERP
e aligning payment blocks with IMS outcomes

e maintaining version control of regenerated GSTR-2B

Even partial integration significantly improves control integrity and
audit readiness.

17.6 IT General Controls (ITGC): Why They Matter More under
IMS

ITGCs have moved from background assurance to frontline defence.

Because IMS records user actions with legal consequences, auditors
and tax authorities increasingly examine:

e system access governance
e change management controls
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e data integrity mechanisms

e audit logging

Weak ITGCs can undermine otherwise sound tax positions.
17.7 Access Controls: Who Can Click “"Accept”?

Access control is one of the most critical risk points under IMS.
Key considerations include:

e role-based access for IMS users

e segregation between preparers and approvers

o restricted access for high-value or sensitive invoices

e periodic review of user rights

Uncontrolled access exposes organisations to accidental errors and
adverse audit inference.

17.8 Change Management Controls
System changes now carry direct tax implications.

Changes to ERP configurations, tax codes, vendor masters, or
integration logic must be governed through:

e documented change requests
e impact assessment on GST compliance

testing and validation

approval and rollback protocols

Under IMS, uncontrolled changes translate into inconsistent system
behaviour and defensibility gaps.

17.9 Interface and Data Integrity Controls

Data integrity between systems is critical.

Controls must ensure that:

e invoice data flows completely and accurately from ERP to reports
e no invoices are duplicated, omitted, or altered

e reconciliation outputs are reliable

e exception handling is documented

IMS assumes data integrity—it does not validate ERP accuracy.
17.10 Audit Logs and Evidence Preservation

IMS logs actions, but organisations must preserve the surrounding
evidence.
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This includes:

e ERP audit trails

e system-generated reports

e reconciliation workings

e approval records

Technology must support long-term, retrievable evidence preservation.
17.11 Aligning ITGC with Tax Governance

IT and tax functions can no longer operate in silos.

Effective organisations align:

e ITGC testing with tax risk assessment

e system audits with GST compliance reviews

e internal audit plans with IMS control points

This alignment strengthens both compliance quality and audit outcomes.
17.12 Common Technology Failures Observed Post-IMS
Common failures include:

e over-reliance on manual reconciliations

e lack of role-based access in IMS

o weak vendor master discipline

e absence of system logs or retrieval capability

e poor coordination between IT and tax teams

Most IMS-related audit issues originate from these failures rather than
legal interpretation.

17.13 Chapter Summary

IMS has transformed technology into the backbone of GST compliance.
ERP robustness, vendor master accuracy, system integration, ITGC
discipline, and access controls now directly determine ITC defensibility
and audit resilience. In the IMS era, technology failures are compliance
failures.

17.14 Key Practitioner Takeaways

GST compliance under IMS is only as strong as the systems that support
it. Organisations that invest in ERP controls, disciplined IT governance,
and strong integration between tax and technology functions will
experience fewer disputes, smoother audits, and greater certainty.
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AUDIT READINESS, NOTICES
AND LITIGATION STRATEGY
UNDER IMS

18.1 Why IMS Has Changed the Nature of GST Audits

The introduction of the Invoice Management System (IMS) has
fundamentally altered how GST audits are conducted, evaluated, and
concluded.

Pre-IMS audits were largely reconciliation-driven. Officers focused on
numerical mismatches between GSTR-2A, GSTR-2B, books of accounts,
and GSTR-3B. The absence of formal recipient actions meant that
most disputes revolved around post-facto explanations and document
production.

IMS changes this paradigm by embedding taxpayer behaviour directly
into the system. Audits are no longer limited to “what was claimed,”
but extend to “what decisions were taken, when, and why.” The
presence of invoice-level accept, reject, and pending actions creates a
contemporaneous audit trail that reshapes both scrutiny and defence.

18.2 What Officers Look for First in an IMS Audit

The initial focus of an IMS-based audit is behavioural, not arithmetic.
Typically, officers examine:

e patterns of invoice acceptance and deemed acceptance

e volume and ageing of pending invoices

e consistency of actions across similar vendors or transactions

e timing of IMS actions vis-a-vis GSTR-3B filing

e alignment between IMS behaviour and ITC claimed

These indicators help officers identify risk areas before examining
individual invoices.

18.3 New Categories of Notices Emerging Post-IMS

IMS has given rise to a new class of audit observations and notices.
18.3.1 Acceptance-Based Notices

These notices arise where:

e invoices are accepted despite apparent ineligibility

e blocked credits are accepted without justification

e acceptance patterns indicate lack of review
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The emphasis is on the reasonableness of acceptance decisions.
18.3.2 Pending-Ageing Notices

Prolonged pending invoices attract scrutiny where:

o statutory time limits under Section 16(4) are breached

e no evidence of follow-up with suppliers exists

o pending status appears to be used as a risk-avoidance tactic
Officers increasingly view excessive pending as a governance failure.
18.3.3 Pattern-Based Notices

These notices are driven by analytics and focus on:

e repetitive errors across periods

e selective acceptance or rejection behaviour

e abnormal ITC ratios linked to IMS actions

Such notices rely more on trends than on isolated transactions.
18.4 Responding to IMS-Based Notices: A Strategic Shift
Responses to IMS-based notices require a different strategy.

Instead of relying solely on legal arguments, effective responses now
include:

e explanation of internal SOPs

o rationale for specific IMS actions

e evidence of vendor communication and follow-up
e demonstration of control frameworks

The quality of process explanation often determines the outcome.
18.5 Building a Defensible Audit File

A defensible audit file under IMS is process-centric.
It should typically include:

e documented IMS SOPs

e approval matrices and role definitions

e invoice-level action logs

e supporting commercial documents

e internal review and sign-off records

Such files convert system behaviour into credible audit defence.
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18.6 Handling Supplier-Linked Disputes

Many IMS disputes originate from supplier non-compliance.
Recipient Defence Strategy

Effective defence involves demonstrating that:

e reasonable diligence was exercised

e suppliers were followed up systematically

e risky invoices were not blindly accepted

e decisions were aligned with available information at the time
IMS records strongly support such positions when used correctly.
18.7 Credit Note Rejections and Supplier Liability

Credit note-related disputes have become more structured under IMS.
Officers examine:

o whether rejections were legally justified

o whether supplier liability consequences were understood

e consistency in treatment of similar credit notes

Clear documentation of rejection rationale is essential.

18.8 Litigation Strategy: When to Defend, When to Correct
IMS enables informed litigation decisions.

Situations Favouring Correction

e clear eligibility failure

e procedural lapse without substantive defence

e |ow-value exposure with weak documentation

Situations Favouring Defence

e strong evidence of diligence

e supplier-side default beyond recipient control

e consistent historical behaviour

e material interpretational issues

IMS helps distinguish between defensible and indefensible positions
early.

18.9 Role of Internal Audit and Legal Teams
Internal audit and legal teams play a proactive role under IMS.
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Their involvement includes:

e periodic review of IMS actions

e testing compliance with SOPs

¢ identifying litigation-prone patterns

e advising on corrective vs defensive strategies

Early intervention reduces escalation risk.

18.10 Preparing for Appellate Proceedings

At the appellate stage, IMS data becomes central evidence.
Successful appeals rely on:

e coherent narration of system behaviour

e alignment between actions and law

e proof of contemporaneous judgement

e absence of arbitrary or negligent conduct

IMS logs often carry more weight than retrospective explanations.
18.11 Common Litigation Mistakes to Avoid
Common errors observed include:

¢ defending indefensible acceptances

e absence of documented rationale

e inconsistent explanations across periods

e ignoring behavioural patterns highlighted by analytics
These mistakes weaken credibility before authorities.
18.12 Chapter Summary

IMS has transformed GST audits and litigation from reconciliation-
centric exercises into behaviour-driven evaluations. Authorities now
assess not just outcomes, but the quality of taxpayer decisions
embedded in the system.

Key Practitioner Takeaways

In the IMS era, audit and litigation success depends on discipline,
documentation, and decision quality. Taxpayers who treat IMS actions
as legal positions—and govern them accordingly—will face fewer
disputes, achieve faster resolution, and maintain stronger credibility
throughout the audit and appellate lifecycle.
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DATA GOVERNANCE, EVIDENCE
MANAGEMENT AND RECORD
RETENTION UNDER IMS

19.1 Why Data Has Become the Core of GST Defence

The Invoice Management System (IMS) has shifted the centre of gravity
in GST disputes from interpretation to evidence.

In the pre-IMS environment, litigation often revolved around legal
arguments, equitable considerations, and retrospective explanations.
While data existed, it was fragmented across ERPs, spreadsheets,
emails, and reconciliations prepared after the event. The absence of
a unified, contemporaneous audit trail weakened both defence and
enforcement.

IMS changes this fundamentally. Every action taken—or not taken—
oh an invoice becomes structured data. This data is time-stamped,
user-linked, and system-preserved. As a result, GST defence in the
IMS era is no longer driven primarily by narrative, but by the quality,
consistency, and integrity of data.

19.2 Understanding “Evidence” in an IMS Environment

Evidence under IMS is no longer limited to documents; it includes
behaviour.

Traditionally, evidence meant invoices, contracts, payment proofs,
and correspondence. While these remain relevant, IMS introduces an
additional and often decisive layer: system behaviour.

In an IMS environment, evidence consists of:

¢ what data was available to the taxpayer at a given time
e what action the taxpayer took on that data

¢ when the action was taken

e whether the action was consistent with internal controls

This expands the concept of evidence from static records to dynamic
decision trails.
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19.3 The Three Layers of IMS Evidence

IMS evidence operates across three interlinked layers.
19.3.1 Transactional Evidence

This includes traditional commercial records, such as:
e tax invoices and debit/credit notes

e purchase orders and contracts

e goods receipt notes or service confirmations

e payment records

Transactional evidence establishes that a supply occurred and defines
its commercial terms.

19.3.2 Decision Evidence

Decision evidence is unique to IMS. It includes:

e acceptance, rejection, or pending actions

e timing of each action

e user identity linked to the action

e consistency of decisions across similar invoices

This layer demonstrates the taxpayer’s judgement and diligence.
19.3.3 System Evidence

System evidence is generated automatically and includes:
e IMS action logs

e regenerated versions of GSTR-2B

e system timestamps

e audit trails within ERP and GSTN

This evidence is generally considered highly reliable due to its non-
editable nature.

19.4 Record Retention: Rethinking "How Long” and “"What”

IMS requires a reassessment of record retention practices.
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What Must Be Retained

Beyond statutory records, organisations should retain:
e IMS action reports

e vendor-wise acceptance and rejection histories

e ageing reports for pending invoices

internal approval notes for high-risk decisions

reconciliations linking ERP, IMS, 2B, and 3B
How Long

Given extended audit timelines and litigation cycles, retention should
align not only with statutory limits but also with risk exposure. In
practice, this often means retaining IMS-related evidence longer than
traditional records.

19.5 Freezing Evidence at the Right Time
Timing is critical to evidentiary integrity.

Because IMS data can change until GSTR-3B is filed, organisations
must ensure that evidence is frozen at appropriate milestones. This
includes:

e downloading final GSTR-2B before filing 3B
e archiving IMS action logs post-filing
¢ locking reconciliation work papers

Failure to freeze evidence creates gaps that are difficult to explain
during audits.

19.6 Managing Pending Invoices as Evidence Risks
Pending invoices represent both operational and evidentiary risk.

While pending status is a legitimate option, prolonged pending without
documented follow-up weakens defence. From an evidence perspective,
authorities may question:

¢ why the invoice remained unresolved
e whether follow-up was genuine or merely procedural

e whether pending was used to defer difficult decisions
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Pending invoices must therefore be actively managed and documented.
19.7 Evidence Consistency Across Periods
Consistency is a critical determinant of credibility.

Authorities increasingly analyse patterns across months and years.
Inconsistent treatment of similar invoices or vendors raises red flags,
even if individual actions appear defensible in isolation.

Consistency in:

e acceptance thresholds

e use of pending status

e rejection grounds

e vendor risk treatment

strengthens the overall evidentiary position.
19.8 Digital Storage and Retrieval Discipline
Evidence is only as good as its retrievability.

IMS-era evidence volumes are high and predominantly digital. Effective
defence requires:

structured digital storage

clear indexing and version control

linkage between system reports and underlying documents

ability to retrieve records quickly during audits

Ad hoc storage practices undermine otherwise strong compliance.
19.9 Role of IT and Internal Audit in Evidence Integrity
Evidence integrity is a cross-functional responsibility.

IT Function

IT teams support evidence integrity by:

¢ maintaining system logs

e ensuring data backups
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controlling access rights

supporting report extraction

Internal Audit

Internal audit plays a preventive role by:

testing evidence completeness
reviewing IMS behaviour patterns
validating adherence to SOPs

identifying gaps before external scrutiny

19.10 Preparing Evidence for Litigation

Litigation preparation under IMS is fundamentally different.

Effective preparation involves:

constructing a coherent timeline of actions
aligning transactional, decision, and system evidence
demonstrating reasonable care and governance

avoiding reliance on retrospective justifications

Well-prepared IMS evidence often narrows disputes or resolves them
early.

19.11 Common Evidence Failures Observed in Practice

Common failures include:

missing IMS action logs

inability to explain deemed acceptance

lack of documentation for prolonged pending invoices
inconsistent records across systems

reliance on recreated reconciliations

These failures weaken defence even when the underlying tax position
is sound.
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19.12 Chapter Summary

IMS elevates data and evidence to the centre of GST compliance and
defence. Transactional records, system behaviour, and decision trails
collectively determine the strength of a taxpayer’s position.

Key Practitioner Takeaways

In the IMS era, good compliance is inseparable from good evidence.
Organisations must think beyond invoices and returns, and focus
on preserving decision trails, ensuring consistency, and maintaining
retrievable digital records. Those who treat IMS data as legal
evidence—rather than operational output—will be far better positioned
to withstand audits and litigation with confidence.
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SECTORAL CASE STUDIES AND
PRACTICAL SCENARIOS
UNDER IMS

20.1 Why Sectoral Behaviour Matters under IMS

The impact of the Invoice Management System (IMS) is not uniform
across industries.

While IMS applies a common compliance framework, the nature of
transactions, vendor ecosystems, invoice volumes, and operational
cycles varies significantly by sector. These differences influence how
risks manifest, how controls should be designed, and how authorities
benchmark behaviour during audits.

Understanding sectoral behaviour is therefore essential. It allows
organisations to move beyond generic compliance and adopt controls
that are proportionate, practical, and defensible within their industry
context.

20.2 Manufacturing Sector: Volume, Velocity, and Vendor
Dependency

Manufacturing enterprises typically operate with high invoice volumes
and deep vendor networks.

Typical IMS Challenges

e large volumes of purchase invoices across raw materials,
consumables, and services

dependence on MSME vendors with uneven compliance maturity

o frequent rate changes and classification issues

e pressure to avoid production disruptions, leading to early acceptance
Case Illustration

A large manufacturing unit accepted most invoices through deemed
acceptance to avoid ITC blockage. During audit, authorities flagged
consistently high deemed acceptance ratios despite known vendor
non-compliance. The issue was not eligibility, but lack of documented
control over acceptance behaviour.

20.3 EPC and Infrastructure Projects: Timing Mismatches

EPC and infrastructure projects are defined by long execution cycles
and milestone-based billing.

Typical IMS Challenges
e mismatch between invoice dates and physical completion
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e retention money and milestone-linked credit notes
back-dated amendments by subcontractors
complex allocation across project sites

Case Illustration

An EPC contractor kept high-value invoices pending for extended
periods awaiting certifications. Several credits lapsed under Section
16(4), not due to ineligibility but due to delayed resolution. The issue
highlighted the need for structured pending ageing controls.

20.4 FMCG and Distribution: Speed versus Control

FMCG and distribution businesses operate on speed, scale, and thin
margins.

Typical IMS Challenges

extremely high invoice counts

frequent trade schemes and credit notes
distributor-led amendments

operational pressure to prioritise speed over review
Case Illustration

An FMCG distributor accepted invoices automatically but failed to
review frequent credit note uploads. Authorities questioned inconsistent
treatment of similar credit notes across months, leading to adjustment
demands.

20.5 Retail and E-Commerce: Returns and Credit Notes

Retail and e-commerce sectors deal extensively with post-sale
adjustments.

Typical IMS Challenges

¢ high frequency of sales returns

o automated credit note generation

o marketplace-versus-inventory model complexity

e alignment between commercial returns and tax documentation
Case Illustration

An e-commerce entity rejected multiple credit notes linked to customer
returns due to system mismatches. Suppliers disputed liability
adjustments, triggering notices. The absence of a documented rejection
rationale weakened the defence.

20.6 Services Sector: Intangible Receipt Issues
Service transactions often lack physical evidence of receipt.
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Typical IMS Challenges

o difficulty in evidencing receipt of services

e recurring invoices with limited variation

e cross-charges and management fees

o timing gaps between service delivery and invoicing
Case Illustration

A professional services firm accepted recurring invoices without
contemporaneous service confirmations. During audit, acceptance
decisions were questioned due to absence of supporting evidence,
despite genuine services being rendered.

20.7 IT and ITES: Cross-Entity Complexity

IT and ITES organisations frequently operate multi-entity, multi-
location models.

Typical IMS Challenges

e inter-company invoicing
cross-charges and cost allocations
GSTIN-level mismatches
repeated amendments

Case Illustration

An IT group treated inter-company invoices as low-risk and auto-
accepted them. Authorities flagged inconsistent acceptance between
group entities, questioning the robustness of internal controls.

20.8 MSMEs: Resource Constraints and Awareness Gaps
MSMEs face unique challenges under IMS.

Typical IMS Challenges

limited tax and IT resources

e reliance on external accountants

delayed supplier follow-up

lack of documented SOPs

Case Illustration

A mid-sized enterprise lost eligible ITC due to prolonged pending
invoices and missed Section 16(4) deadlines, arising from lack of
structured monitoring rather than substantive non-compliance.

20.9 Common Cross-Sector Mistakes Identified
Across industries, certain mistakes recur.

THE INSTITUTE OF COST ACCOUNTANTS OF INDIA m TAX RESEARCH DEPARTMENT 107



HANDBOOK ON INVOICE MANAGEMENT SYSTEM UNDER GST

e over-reliance on deemed acceptance

¢ inadequate documentation of decisions

e inconsistent treatment of similar transactions

e weak monitoring of pending invoices

¢ lack of sector-aware SOPs

These issues often attract audit attention regardless of industry.
20.10 Sector-Specific Control Enhancements

Effective IMS governance requires sector-tailored controls.
Examples include:

e manufacturing: vendor risk matrices and bulk acceptance thresholds
e EPC: milestone-linked pending resolution timelines

e FMCG: automated credit note reconciliation controls

e services: mandatory service receipt confirmations

e IT/ITES: inter-company invoice review protocols

Controls must reflect how business actually operates.

20.11 Audit Perspective: Sectoral Benchmarking
Authorities increasingly benchmark taxpayers against sector norms.
They assess:

e deemed acceptance ratios compared to peers

e rejection patterns within the industry

e vendor concentration risk

e credit note behaviour

Outliers attract deeper scrutiny, even if individual transactions appear
compliant.

20.12 Chapter Summary

IMS compliance cannot be one-size-fits-all. Sectoral characteristics
shape risk, behaviour, and audit expectations. Organisations that
understand their industry-specific patterns and design aligned controls
achieve stronger compliance outcomes and reduced disputes.

Key Practitioner Takeaways

Under IMS, good compliance is contextual. Businesses must interpret
system requirements through the lens of their sector, transaction
models, and vendor ecosystems. Sector-aware governance—supported
by documentation and consistency—turns IMS from a compliance
burden into a defensible, predictable control framework.
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STANDARD OPERATING PROCEDURES
(SOPs) UNDER IMS : FROM OPTIONAL
PRACTICE TO MANDATORY
GOVERNANCE

21.1 Why SOPs Are No Longer Optional under IMS

The introduction of the Invoice Management System (IMS) has
fundamentally changed the expectations around GST compliance
discipline.

Under the pre-IMS regime, many organisations operated with
informal processes, reliance on individual experience, and post-facto
reconciliations. While such approaches were sub-optimal, they were
often tolerated due to the absence of a system-enforced action trail.

IMS eliminates this flexibility. Every accept, reject, pending, or deemed
acceptance action now carries legal, financial, and audit consequences.
In this environment, the absence of documented Standard Operating
Procedures (SOPs) is no longer a process weakness—it is a governance
failure.

Authorities increasingly view SOPs as evidence of reasonable care,
internal control maturity, and organisational intent. Under IMS, SOPs
form the backbone of defensible compliance.

21.2 Core IMS SOP Architecture

Effective IMS governance is built on a layered SOP architecture.
At a minimum, organisations should maintain SOPs covering:

e invoice inflow and validation

e IMS action decision-making

¢ vendor follow-up and escalation

o monthly reconciliation and closing

e ITC review and GSTR-3B filing

e documentation and audit trail management

Each SOP should clearly define objectives, roles, timelines, decision
criteria, and control checkpoints.
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21.3 SOP 1: Invoice Inflow and Validation
Objective

To ensure that all inward invoices entering the system are complete,
accurate, and review-ready.

Key Steps

e capture invoices from ERP, e-invoicing, and supplier uploads
e validate GSTIN, invoice number, date, and tax components
¢ link invoices to PO, GRN, or service confirmation

o flag high-risk or exception invoices

Control Checkpoint

No invoice should move to IMS action without basic commercial and
tax validation.

21.4 SOP 2: IMS Action (Accept / Reject / Pending)
Objective

To ensure consistent, reasoned, and timely IMS actions.

Decision Guidelines

e accept invoices meeting eligibility and documentation criteria

e reject invoices with fundamental legal or factual defects

e mark invoices pending only where genuine resolution is required
Approval Matrix

e routine invoices: operational approval

e high-value or high-risk invoices: senior tax or finance approval
e sensitive cases: maker-checker or committee-based approval
All decisions must be traceable to defined criteria.

21.5 SOP 3: Vendor Follow-Up and Escalation
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Objective

To ensure that discrepancies are resolved within statutory and
commercial timelines.

Follow-Up Timeline

e initial follow-up within defined days of invoice appearance
e reminder cycles aligned with filing deadlines

e escalation before Section 16(4) risk triggers

Escalation Triggers

e repeated non-compliance by vendors

¢ high-value unresolved invoices

e prolonged pending status

Vendor communication should be documented and retrievable.
21.6 SOP 4: Monthly Reconciliation and Closing
Objective

To stabilise ITC and ensure accuracy before GSTR-3B filing.
Key Activities

e reconcile ERP, IMS, GSTR-2B, and draft GSTR-3B

e review pending invoice ageing

¢ validate that IMS actions align with ITC claimed

Sign-Off Requirement

Monthly closing should be formally approved by designated personnel,
with documented sign-off.

21.7 SOP 5: ITC Review and GSTR-3B Filing
Objective

To ensure that only eligible, validated ITC is availed.
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Checklist Before Filing

all critical IMS actions completed

GSTR-2B regenerated and frozen

time-bar risks reviewed

e reversals and ineligible credits identified

Filing GSTR-3B represents legal affirmation of these checks.
21.8 SOP 6: Documentation and Audit Trail Management
Objective

To preserve evidence supporting IMS decisions and ITC claims.
Records to Retain

e IMS action logs

reconciliations and working papers

vendor correspondence

approval notes and sign-offs
Retention Discipline

Records must be retained in line with statutory timelines and litigation
risk, in a retrievable digital format.

21.9 Template: IMS Acceptance Checklist
This checklist standardises acceptance decisions.
Typical checkpoints include:

e invoice validity

eligibility under Sections 16 and 17

linkage to underlying supply
e vendor compliance history

Use of a checklist converts judgement into defensible process.
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21.10 Template: Pending Invoice Ageing Tracker
This tracker monitors unresolved invoices.

It should capture:

e invoice details

e reason for pending

e ageing bucket

o follow-up actions taken

escalation status

Such tracking prevents silent ITC loss.

21.11 Template: Monthly Closing Sign-Off Note
The sign-off note formalises accountability.

It typically confirms:

e completion of reconciliations

e review of IMS actions

e assessment of risks

e authorisation to file GSTR-3B

This document is critical during audits.

21.12 Common SOP Failures Observed in Practice

Common failures include:

e undocumented decision-making

e excessive reliance on deemed acceptance
e lack of escalation for pending invoices

e inconsistent application of criteria

e absence of formal sign-offs

Such failures weaken audit defence even where tax positions are
otherwise correct.
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21.13 Chapter Summary

IMS has transformed SOPs from optional internal guidance into essential
compliance infrastructure. Structured SOPs ensure consistency,
accountability, and defensibility of IMS actions.

Key Practitioner Takeaways

Under IMS, good intentions are insufficient without documented
processes. Organisations that invest in clear, practical, and consistently
applied SOPs will not only reduce ITC risk but also strengthen audit
resilience and governance credibility. In the IMS era, SOPs are not
paperwork—they are protection.
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CHANGE MANAGEMENT, TRAINING
& CAPABILITY BUILDING FOR SUS-
TAINABLE IMS COMPLIANCE

22.1 Why IMS Requires Structured Change Management

The Invoice Management System (IMS) is not merely a procedural
update—it represents a fundamental change in how GST compliance
is performed.

IMS alters roles, timelines, accountability, and decision-making
authority. Actions that were once informal or reversible now carry
system-logged, legally relevant consequences. As a result, organisations
that attempt to “absorb” IMS into existing practices without structured
change management often face confusion, resistance, and compliance
failures.

Effective IMS adoption therefore requires a deliberate change
management approach—one that addresses people, processes, and
mindset, not just systems.

22.2 Understanding the Human Impact of IMS
At its core, IMS makes human judgement visible.
Every acceptance, rejection, or pending action is:

e attributed to a user

o time-stamped

e reviewable during audits

e consequential for ITC and liability

This visibility can initially create anxiety among teams, particularly
where roles were previously informal or undocumented. Without proper
communication and training, users may either avoid decision-making
or rely excessively on deemed acceptance—both of which create risk.

Recognising and managing this behavioural impact is central to
successful IMS implementation.

22.3 Identifying Stakeholders Affected by IMS
IMS affects far more than just the tax team.

Key stakeholder groups include:

e tax and compliance teams

¢ finance and accounts payable teams
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e procurement and vendor management teams
e IT and ERP support teams

¢ internal audit and risk functions

e senior management

Each group interacts with IMS differently and therefore requires tailored
communication and training.

22.4 Designing an IMS Training Framework
One-size-fits-all training is ineffective for IMS.

A layered training framework is recommended.
22.4.1 Foundational Training (All Stakeholders)
Focus areas include:

basic IMS concepts and objectives

impact on ITC and compliance

high-level workflow changes

e consequences of inaction or delay

This builds shared understanding and reduces resistance.
22.4.2 Role-Specific Training

Each function requires targeted training.

Tax teams: legal implications, decision criteria, audit exposure

Finance teams: payment linkage, monthly closing alignment

Procurement teams: vendor behaviour impact, escalation protocols

IT teams: system controls, data integrity, access management
Role clarity improves confidence and decision quality.

22.4.3 Advanced and Refresher Training

As teams gain experience, training should evolve to cover:

e complex amendment scenarios

e audit case studies

e common errors observed internally

e updates in system behaviour or law

Continuous learning prevents control erosion over time.

22.5 Embedding IMS into Day-to-Day Operations

Training alone is insufficient unless IMS is embedded into routine
workflows.
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Practical embedding measures include:

e incorporating IMS steps into monthly closing calendars

e linking performance metrics to IMS behaviour

e aligning payment releases with IMS status

e integrating IMS review into vendor governance meetings

When IMS becomes part of “*how work is done,” compliance becomes
sustainable.

22.6 Managing Resistance and Behavioural Friction
Resistance to IMS often manifests subtly.

Common forms include:

e delaying actions

e overuse of pending status

defaulting to deemed acceptance

e avoiding ownership of decisions

Addressing resistance requires:

e clear messaging from leadership

e assurance that reasonable decisions are supported

e escalation support for difficult cases

e recognition of good compliance behaviour

A culture of support, not blame, is critical in early stages.

22.7 Role of Leadership in IMS Adoption

Leadership tone significantly influences IMS success.
Management should:

e communicate the importance of disciplined IMS use

e support teams in resolving vendor disputes

e accept short-term operational friction for long-term stability
e review IMS dashboards and trends periodically

When leadership engages with IMS outcomes, teams take it seriously.
22.8 Building Internal IMS Champions

Sustainable adoption is accelerated by internal champions.

IMS champions are individuals who:

e understand both law and system behaviour

e support peers in decision-making
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e identify process gaps early
e act as a bridge between functions

Formalising such roles improves consistency and reduces dependency
on external advisors.

22.9 Measuring Capability Maturity Over Time
Organisations should track their IMS capability maturity.
Indicative maturity indicators include:

e reduction in deemed acceptance ratios

o timely resolution of pending invoices

e consistency of decisions across periods

e reduced audit observations linked to process

e confidence of teams in handling complex cases

Tracking these indicators helps assess whether training and change
efforts are effective.

22.10 Common Change Management Failures

Common pitfalls observed include:

e treating IMS as a one-time training topic

e focusing only on tax teams

¢ lack of documented processes to reinforce training

e absence of leadership reinforcement

e no feedback loop from audits or issues

Such failures often result in superficial compliance and recurring risk.
22.11 Chapter Summary

IMS success depends as much on people and behaviourason systemsand
law. Structured change management, role-based training, leadership
engagement, and continuous capability building are essential to make
IMS compliance sustainable rather than stressful.

Key Practitioner Takeaways

In the IMS era, capability is a compliance asset. Organisations that
investin training, embed IMS into daily operations, and actively manage
behavioural change will not only reduce ITC risk but also build resilient,
confident compliance teams. IMS rewards not just correct actions—but
informed, timely, and consistent decision-making.
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SAFEGUARDS UNDER IMS:
RE-ENGINEERING LEGAL
PROTECTION FOR ITC

CONTRACTS AND COMMERCIAL <<

23.1 Why Contracts Matter More after IMS

The introduction of the Invoice Management System (IMS) has elevated
contracts from commercial documents to critical tax risk instruments.

In a pre-IMS environment, contractual GST clauses were often
generic, loosely drafted, and rarely enforced. ITC risks arising from
supplier non-compliance were typically addressed through follow-ups,
reconciliations, or post-facto disputes. Contracts played a secondary
role.

IMS fundamentally changes this dynamic. Since ITC availability is
now directly influenced by supplier behaviour and recipient actions
recorded in the system, contractual safequards become a primary line
of defence. Contracts are no longer about best efforts—they are about
enforceable compliance obligations.

23.2 The Shift from “"Best Efforts” to “"Defined Obligations”
Traditional GST clauses relied heavily on vague language.

Common formulations such as “the supplier shall comply with
applicable tax laws” or “the supplier shall use best efforts to ensure
ITC availability” are insufficient in an IMS environment.

IMS requires precision. Contracts must clearly define:
e what the supplier must do

e by when it must be done

e how compliance will be verified

 what happens if compliance fails

This shift transforms GST clauses from symbolic protections into
operational tools.

23.3 Core GST Clauses Every IMS-Aligned Contract Should
Contain

An IMS-ready contract addresses invoice behaviour explicitly.
23.3.1 Timely Invoice Reporting Clause
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This clause obligates the supplier to:

e upload invoices accurately in GSTR-1 / IFF

e adhere to agreed timelines aligned with recipient closing

¢ avoid frequent amendments except where genuinely required
Clear timelines help recipients manage IMS actions proactively.
23.3.2 ITC Protection and Indemnity Clause

This clause protects the recipient where ITC is denied or delayed due
to supplier default.

Typically, it should cover losses arising from:

e non-upload or delayed upload of invoices

e incorrect GSTIN, tax rate, or classification

e failure to pay tax to the Government

e repeated amendments causing credit disruption

Under IMS, such clauses gain enforceability because system logs
establish causality.

23.3.3 Right to Withhold Tax-Equivalent Amounts
This is one of the most effective IMS-era safeguards.
Contracts may allow the recipient to:

e withhold payment equivalent to GST until invoice is accepted
e release withheld amounts only after IMS acceptance

e adjust withheld sums against future payments

This aligns commercial incentives with tax compliance.
23.4 Managing Credit Notes through Contracts
Credit notes are a major source of IMS disputes.
Contracts should clearly address:

e circumstances under which credit notes may be issued
e documentation required before issuance

e timelines for uploading credit notes

e consequences of incorrect or unjustified credit notes

Such clarity reduces arbitrary uploads and protects recipients from
unexpected liability shifts.
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23.5 Aligning Procurement and Tax Objectives
Contracts often fail because procurement and tax objectives diverge.

Procurement teams prioritise pricing, timelines, and continuity of
supply, while tax teams focus on compliance and credit safety. IMS
forces alignment.

Contracts should therefore:

¢ reflect tax-driven vendor risk classifications

e incorporate compliance metrics into vendor evaluation

¢ link commercial incentives to GST discipline

When contracts embed both objectives, operational friction reduces.
23.6 Contractual Escalation Mechanisms

Contracts should define escalation paths for non-compliance.
Effective mechanisms include:

e defined cure periods for rectification

e escalation to senior vendor management

e suspension of further orders for persistent defaults

o termination rights in extreme cases

IMS data provides objective evidence to trigger these clauses.
23.7 Contracting with Small and Unorganised Vendors
MSMEs and unorganised vendors pose unique challenges.

While strict clauses may not always be commercially feasible, contracts
should still:

e set minimum compliance expectations

e provide extended but defined timelines

e require cooperation in corrections

¢ allow enhanced monitoring or withholding mechanisms
IMS makes selective relaxation risky without documentation.
23.8 Reviewing Legacy Contracts for IMS Readiness

Most existing contracts were drafted pre-IMS.
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A structured review should assess whether contracts:

e address invoice upload timelines

e provide ITC protection

e allow withholding or adjustment

e support escalation and termination

Where gaps exist, amendments or side letters may be necessary.
23.9 Audit Perspective on Contractual Safeguards

From an audit standpoint, contracts indicate governance intent.
Authorities increasingly examine whether:

e recipients contractually enforced GST discipline

e ITC risks were allocated consciously

e vendor defaults were addressed systematically

Well-drafted contracts strengthen the narrative of reasonable care.
23.10 Common Contractual Pitfalls Observed in Practice
Common issues include:

e generic GST clauses without operational detail

e absence of withholding rights

e unclear treatment of credit notes

e mismatch between contracts and actual practice

e failure to update contracts post-IMS

These gaps often surface during audits.

23.11 Chapter Summary

IMS elevates contracts from background documents to frontline
compliance tools. Clearly drafted GST clauses, aligned with system
behaviour and supported by enforcement mechanisms, are essential
to protect ITC and manage supplier risk.

Key Practitioner Takeaways

In the IMS era, contractual discipline is tax discipline. Organisations
that proactively redesign contracts to reflect IMS realities will reduce
disputes, strengthen audit defence, and align commercial relationships
with compliance objectives. Contracts no longer merely govern
business—they safeguard credits.
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RECOMMENDED CONTRACT
CLAUSES FOR THE IMS ERA

24.1 Why Contract Language Must Change under IMS

The Invoice Management System (IMS) has fundamentally altered how
contractual risk under GST is allocated and enforced.

Under earlier GST regimes, contracts often contained generic tax
clauses that relied on broad representations and post-facto remedies.
IMS changes this reality. Because invoice-level behaviour now directly
determines Input Tax Credit (ITC) availability and supplier liability,
vague contractual language is no longer sufficient.

Contracts must now operate as active compliance instruments. They
must anticipate IMS workflows, define supplier obligations precisely,
and provide enforceable remedies when those obligations are not met.

24.2 Guiding Principles for IMS-Aligned Contract Drafting
Effective IMS-aligned contracts follow clear drafting principles.
These include:

e clarity over generality

e objective obligations over subjective effort

e system-aligned timelines

¢ enforceable remedies

e alignment between commercial and tax outcomes

Contracts drafted on these principles support both operational discipline
and audit defensibility.

24.3 Clause on Timely Invoice Upload and Accuracy
Purpose

To ensure invoices are uploaded correctly and within timelines that
support recipient IMS actions.

Recommended Clause

The supplier shall upload all tax invoices, debit notes, and credit notes
accurately in GSTR-1 / IFF within the statutory timelines and in any
case no later than the timeline communicated by the recipient for
monthly closing.

Why It Matters
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Delayed or inaccurate uploads restrict recipient action windows under
IMS and directly jeopardise ITC.

24.4 Clause on Correction and Amendment Obligations
Purpose

To compel prompt rectification of errors identified through IMS.
Recommended Clause

Where any invoice or credit note is identified as incorrect or disputed,
the supplier shall correct or amend such document within the same tax
period or such period as required to protect the recipient’s ITC.

Practitioner Insight

IMS makes amendment delays visible and traceable, strengthening
enforceability of this clause.

24.5 Clause on ITC Protection and Indemnity
Purpose

To allocate ITC risk arising from supplier non-compliance.
Recommended Clause

The supplier shall indemnify the recipient for any loss of ITC, interest,
or penalty arising due to non-upload, incorrect upload, delayed
amendment, or non-payment of tax by the supplier.

Key Drafting Note

Indemnity should explicitly cover system-driven consequences under
IMS, not just statutory defaults.

24.6 Clause on Right to Withhold Payment
Purpose

To align commercial payments with tax compliance.
Recommended Clause

The recipient shall have the right to withhold payment equivalent to
the GST component until the corresponding invoice is accepted under
IMS and reflected as eligible ITC.

Why This Works

This clause creates immediate financial incentives for supplier
compliance and is highly effective in practice.

24.7 Clause Governing Credit Notes
Purpose
To regulate issuance and acceptance of credit notes under IMS.

124 THE INSTITUTE OF COST ACCOUNTANTS OF INDIA m TAX RESEARCH DEPARTMENT



HANDBOOK ON INVOICE MANAGEMENT SYSTEM UNDER GST

Recommended Clause

Credit notes shall be issued only for agreed commercial reasons and
supported by documentation. The supplier shall not issue credit notes
without prior intimation and supporting justification.

IMS Relevance

Unjustified credit notes can shift liability back to suppliers when rejected
under IMS.

24.8 Clause on Audit Cooperation

Purpose

To ensure supplier support during audits and investigations.
Recommended Clause

The supplier shall cooperate with the recipient and authorities during
audits, including providing records, explanations, and confirmations
relating to invoices and tax payments.

Practical Importance

Audit cooperation strengthens the recipient’s defence where supplier
behaviour is questioned.

24.9 Clause on Persistent Non-Compliance
Purpose

To address repeated or systemic supplier failures.
Recommended Clause

Persistent failure to comply with GST obligations or IMS-related
requirements shall constitute a material breach, entitling the recipient
to suspend orders or terminate the contract.

Practitioner Observation

IMS data provides objective evidence to trigger such clauses.
24.10 Clause for MSME and Small Vendors

Purpose

To balance compliance expectations with practical realities.
Drafting Approach

Contracts may provide extended timelines or assisted compliance, but
must still preserve recipient rights and escalation mechanisms.

24.11 Reviewing Legacy Contracts for IMS Readiness
Most existing contracts pre-date IMS.
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Organisations should review whether contracts:

e specify invoice upload timelines

e protect ITC explicitly

e allow withholding of GST amounts

e regulate credit notes

e provide escalation and termination rights

Where gaps exist, amendments or side letters are necessary.
24.12 Audit Perspective on Contractual Safeguards
From an audit standpoint, contracts reflect governance intent.
Authorities increasingly examine whether recipients:

e contractually enforced GST discipline

e allocated ITC risk consciously

e acted consistently with contractual rights

Strong contracts materially support the reasonable care defence.
24.13 Common Drafting Errors Observed in Practice
Common errors include:

e generic “tax compliance” clauses

e absence of ITC indemnities

e no linkage between payment and IMS acceptance

¢ silence on credit notes

e contracts inconsistent with actual practice

These weaknesses often surface during audits.

24.14 Chapter Summary

IMS requires a fundamental rethink of contract drafting. Contracts must
now operate as compliance controls, not mere commercial formalities.
Precise, enforceable GST clauses alighed with IMS behaviour are
essential to protect ITC and manage supplier risk.

Key Practitioner Takeaways

In the IMS era, contract language is a first line of tax defence.
Organisations that proactively redesign contracts to reflect IMS realities
will reduce disputes, strengthen audit outcomes, and align commercial
relationships with compliance objectives. Contracts no longer merely
support business—they safeguard credits.

126 THE INSTITUTE OF COST ACCOUNTANTS OF INDIA m TAX RESEARCH DEPARTMENT



(SOPs) AND EXECUTION FRAMEWORK
UNDER IMS

STANDARD OPERATING PROCEDURE <<
25.1 Purpose and Scope of SOPs under IMS

The purpose of Standard Operating Procedures (SOPs) under the Invoice
Management System (IMS) is to translate statutory requirements and
system design into repeatable, auditable operational practice.

IMS introduces action-based compliance where every decision—
acceptance, rejection, pending, or deemed acceptance—has legal and
financial consequences. SOPs ensure that these decisions are not ad
hoc or person-dependent, but structured, consistent, and defensible.

The scope of IMS SOPs typically covers return filing, invoice
reconciliation, vendor management, documentation, internal review,
and audit preparedness.

25.2 SOP 1: Return Filing under IMS (GSTR-1, GSTR-2B, GSTR-
3B)

Objective

To ensure accurate, timely, and synchronized filing of GST returns in
an IMS environment.

Scope

This SOP applies to all monthly and quarterly return filings impacted by
IMS actions, including GSTR-1, GSTR-2B review, and GSTR-3B filing.

Roles and Responsibilities

e Tax team: coordination and review

e Finance team: data validation and booking

e Authorised signatory: final approval and filing
Step-by-Step Procedure

monitor supplier filing status (GSTR-1 / IFF)
e access IMS and review invoice-level data

e complete IMS actions before closing deadlines
e regenerate GSTR-2B after final actions
e reconcile GSTR-2B with books of accounts
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e prepare and review GSTR-3B

obtain internal approvals and file return

Control Points

¢ no filing without final GSTR-2B reconciliation

e documented review of high-value and high-risk invoices
o formal sign-off before GSTR-3B filing

25.3 SOP 2: Invoice Reconciliation under IMS
Objective

To ensure that inward supplies reflected in IMS, GSTR-2B, and books
are fully aligned.

Scope

This SOP covers reconciliation between ERP data, IMS dashboard,
GSTR-2A (where relevant), and GSTR-2B.

Frequency

e continuous monitoring during the month

o formal reconciliation during monthly closing
Procedure

e extract inward invoice data from ERP

e match invoices with IMS records

o identify mismatches, duplicates, or missing entries

e take appropriate IMS actions (accept / reject / pending)
e track unresolved items through follow-up mechanisms
Escalation Matrix

e operational issues: tax executive

e recurring or high-value issues: tax manager

e unresolved vendor issues: procurement / management
Audit Evidence

e reconciliation workings

e IMS action logs

e vendor correspondence
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25.4 SOP 3: Vendor Management under IMS
Objective

To manage supplier compliance and protect ITC through structured
governance.

Scope

Applicable to all vendors supplying taxable goods or services.
Vendor Risk Classification

e |ow-risk vendors: consistent compliance history

e medium-risk vendors: occasional delays or errors

e high-risk vendors: repeated defaults or amendments
Procedure

e monitor vendor filing behaviour

e align payment release with IMS acceptance

o follow up on pending or rejected invoices

e escalate persistent non-compliance

e document corrective actions

Performance Metrics

e vendor acceptance ratio

¢ pending ageing

¢ amendment frequency

e ITC disruption caused

25.5 Documentation and Record Retention SOP
Objective

To preserve evidence supporting IMS actions and ITC claims.
Retention Guidelines

e IMS action logs

e reconciliations and working papers

e vendor communications

e approval and sign-off documents

Records should be retained in accordance with statutory timelines and
litigation risk, in a secure and retrievable digital format.
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25.6 Internal Review and Audit SOP
Objective

To periodically assess the effectiveness of IMS controls and compliance
quality.

Procedure

e sample testing of IMS actions

e review of pending invoice ageing

e verification of reconciliations

e assessment of adherence to SOPs
Reporting

e observations documented formally

e corrective actions assigned with timelines
o follow-up reviews conducted

25.7 Common SOP Failures Observed in Practice
Common failures include:

e undocumented IMS decisions

e excessive reliance on deemed acceptance
e lack of escalation for long-pending invoices
e inconsistent application of criteria

e absence of formal approvals

Such failures weaken audit defence even where tax positions are
otherwise correct.

25.8 Chapter Summary

This chapter establishes SOPs as the operational backbone of IMS
compliance. Structured procedures convert statutory intent into daily
discipline, ensuring consistency, accountability, and audit readiness.

Key Practitioner Takeaways

Under IMS, compliance is no longer validated by intent but by process.
Organisations that design, document, and consistently follow robust
SOPs will not only protect ITC but also build credibility with auditors
and authorities. In the IMS era, SOPs are not optional guidance—they
are essential compliance infrastructure.
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INTERNAL AUDIT IMPLICATIONS
FOR THE IMS FRAMEWORK

26.1 Why IMS Has Changed the Nature of GST Audits

The introduction of the Invoice Management System (IMS) has
fundamentally altered the scope, depth, and methodology of internal
audits under GST.

Under IMS, audits no longer focus only on numerical reconciliation or
post-facto justification. Instead, they evaluate the quality of controls,
the discipline of decision-making, and the integrity of system-recorded
behaviour. Internal audit therefore becomes a forward-looking
assurance function rather than a backward-looking verification exercise.

26.2 Audit Scope under IMS
IMS significantly expands what internal audit is expected to cover.
The audit scope now extends to:

invoice-level actions taken in IMS

o timing and rationale of accept, reject, and pending decisions

e consistency of behaviour across periods and vendors

linkage between IMS actions and ITC claimed in GSTR-3B

adequacy of documentation and audit trails

Internal audit must assess not just outcomes, but how those outcomes
were achieved.

26.3 Control Environment: What Auditors Are Expected to
Evaluate

The control environment forms the foundation of IMS audit assurance.
26.3.1 Ownership and Accountability

Auditors assess whether:
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¢ roles and responsibilities for IMS actions are clearly defined
e accountability for decisions is documented
e escalation mechanisms exist for high-risk cases

Lack of ownership often results in inconsistent or delayed actions.

26.3.2 Segregation of Duties

Proper segregation is critical under IMS. Auditors examine:
e separation between preparers and approvers

e controls over high-value or sensitive invoices

e prevention of unilateral decision-making

Weak segregation increases both error and audit risk.

26.4 Testing of IMS Actions

Internal audit testing under IMS is action-centric.

26.4.1 Acceptance Testing

Auditors review whether:

e acceptance criteria are clearly defined

e evidence supports accepted invoices

e high-risk acceptances are independently reviewed

Blind or mechanical acceptance is a recurring audit concern.

26.4.2 Pending Invoices Review
Pending invoices are examined for:

e documented reasons for pending status
e ageing and follow-up discipline

e exposure to Section 16(4) timelines

Prolonged pending without action is treated as a control failure.
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26.4.3 Rejection Justification

Auditors verify that:

¢ rejections are legally or factually justified

e reasons are clearly recorded

e suppliers are informed appropriately

Inconsistent or unsupported rejections weaken defensibility.
26.5 Reconciliation Controls and Audit Testing

Reconciliation remains a core audit focus, but with enhanced
expectations.

26.5.1 Three-Way Reconciliation

Auditors assess reconciliation between:

e ERP inward invoices

e IMS data

e final GSTR-2B

Differences must be explainable and documented.

26.5.2 Stability of GSTR-2B before Filing

Audit checks include:

e confirmation that GSTR-2B was regenerated after final IMS actions
e evidence that no further changes occurred before GSTR-3B filing
Stability of data is critical for legal finality.

26.6 ITC Eligibility and Time-Bar Risk

Internal audit must actively monitor ITC eligibility.

This includes:

e identification of blocked credits

e monitoring of Section 16(4) deadlines
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e tracking of lapsed or at-risk credits
Failure to manage time-bar risk leads to irreversible loss.
26.7 Vendor Risk and Audit Perspective

Auditors increasingly view vendor governance as a recipient
responsibility.

They examine:

e existence of vendor risk classification

o differentiated treatment of high-risk vendors

¢ linkage between vendor behaviour and IMS actions
Weak vendor governance often explains recurring IMS issues.
26.8 Documentation and Evidence Management
Evidence quality directly affects audit outcomes.

Internal audit verifies:

e availability of IMS action logs

e retention of reconciliations and working papers

e preservation of vendor correspondence

e retrievability of records

Missing evidence undermines otherwise correct positions.
26.9 Use of Data Analytics in IMS Audits

Data analytics has become central to internal audit.
Auditors analyse:

e deemed acceptance ratios

e pending ageing trends

e action timing near filing deadlines

e vendor concentration risks
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Analytics help identify behavioural red flags early.

26.10 Reporting and Escalation

Internal audit findings must translate into action.

Effective reporting includes:

clear articulation of risks
prioritisation of high-impact issues
assignment of corrective actions

follow-up on remediation

Audit without escalation loses preventive value.

26.11 Common Internal Audit Failures Observed

Common failures include:

checklist-based audits without behavioural analysis
inadequate review of pending invoices
overemphasis on reconciliation totals

insufficient use of analytics

weak follow-up on observations

Such failures reduce the effectiveness of internal audit under IMS.

26.12 Preparing for Departmental Scrutiny

Internal audit plays a critical preparatory role.

By identifying gaps early, internal audit helps ensure that:

IMS behaviour is defensible
documentation is complete
explanations are consistent

management is not surprised during audits

Proactive assurance reduces regulatory friction.
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26.13 Chapter Summary

IMS has fundamentally changed internal audit expectations. Audits must
now evaluate control design, behavioural discipline, and evidentiary
integrity rather than relying solely on numerical checks.

Key Practitioner Takeaways

In the IMS era, internal audit is a strategic compliance partner.
Organisations that adapt their audit approach to focus on IMS actions,
governance quality, and data-driven insights will strengthen control
effectiveness, reduce disputes, and improve overall GST compliance
resilience.
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IMS-SPECIFIC INTERNAL AUDIT
CHECKLISTS : ENSURING CONTROL
EFFECTIVENESS AND AUDIT READINESS

27.1 Purpose of IMS-Specific Internal Audit Checklists

The purpose of IMS-specific internal audit checklists is to provide a
structured mechanism to independently assess whether IMS controls
are operating as designed.

With IMS, compliance effectiveness is no longer judged solely by
outcomes, but by the quality of processes, decisions, and evidence trails.
Internal audit checklists translate legal and operational expectations
into verifiable control tests, enabling early identification of gaps before
departmental scrutiny.

These checklists are designed to support assurance, not fault-finding,
and to strengthen governance maturity over time.

27.2 Governance and Control Environment Checklist
Objective

To assess whether the overall IMS governance framework is defined,
documented, and operational.

Audit Checklist

e documented IMS governance framework approved by management
e clearly defined roles and responsibilities for IMS actions

e segregation of duties between preparation, review, and approval

e existence of documented SOPs aligned with IMS

e periodic management review of IMS risks and metrics

Weak governance often manifests as inconsistent decision-making
rather than explicit non-compliance.

27.3 IMS Access and User Behaviour Checklist
Objective

To ensure that IMS access is controlled and user behaviour is
accountable.
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Audit Checklist

e role-based access defined for IMS users

o maker-checker controls implemented for critical actions
e access periodically reviewed and updated

e no shared or generic user IDs

e audit logs reviewed for unusual or high-risk behaviour
User access controls are a primary audit focus under IMS.
27.4 Invoice Acceptance Checklist

Objective

To verify that invoice acceptances are reasoned, consistent, and
supported by evidence.

Audit Checklist

e acceptance criteria clearly defined and documented

e evidence of receipt of goods or services available

¢ eligibility under Sections 16 and 17 evaluated

e high-value acceptances reviewed independently

e consistency of acceptance across similar invoices and vendors
Unquestioned or blanket acceptance is a recurring audit red flag.
27.5 Pending Invoice Management Checklist

Objective

To assess whether pending invoices are actively managed and not used
as a risk-avoidance tool.

Audit Checklist

e clear reasons documented for each pending invoice
e ageing analysis maintained and reviewed

e vendor follow-ups evidenced

e escalation triggers defined and followed

e Section 16(4) exposure monitored
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Prolonged pending without action weakens both compliance and
defence.

27.6 Invoice Rejection Checklist
Objective

To ensure that rejections are legally justified, consistent, and properly
communicated.

Audit Checklist

e rejection reasons clearly recorded

e reasons align with legal or factual defects

e communication sent to vendors

e rejected invoices excluded from ITC claims

e consistency in rejection grounds across periods

Improper or inconsistent rejections can trigger supplier disputes and
audit challenges.

27.7 Reconciliation Checklist (ERP-IMS-GSTR-2B)
Objective

To confirm that reconciliations are complete, accurate, and
contemporaneous.

Audit Checklist

e ERP inward invoices reconciled with IMS data

o final GSTR-2B regenerated after IMS actions

o differences investigated and resolved

¢ reconciliations reviewed and approved

e version control maintained

Reconciliation quality is a core determinant of audit confidence.
27.8 ITC Eligibility and Time-Limit Checklist

Objective

To assess whether ITC eligibility and statutory timelines are actively
monitored.
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Audit Checklist

¢ blocked credits identified and excluded

e common credit reversals computed correctly

e Section 16(4) timelines tracked

e lapsed credits identified and documented

e corrective actions taken promptly

Time-barred ITC is irreversible and therefore a key audit risk.
27.9 Vendor Governance Checklist

Objective

To evaluate whether vendor compliance risks are identified and
managed.

Audit Checklist

e vendor risk classification framework exists

¢ high-risk vendors monitored more closely

e payment linkage to IMS acceptance applied where required

e repeated vendor defaults escalated

¢ vendor communications documented

Vendor governance is increasingly viewed as a recipient responsibility.
27.10 Documentation and Evidence Checklist

Objective

To verify that evidence supporting IMS actions is preserved and
retrievable.

Audit Checklist

e IMS action logs retained

e reconciliations and workings archived
e vendor correspondence available

e approvals and sign-offs documented

e records stored securely with indexing
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Evidence gaps often undermine otherwise correct tax positions.
27.11 Analytics-Based Audit Checklist

Objective

To use data analytics for identifying behavioural risks.
Audit Checklist

o deemed acceptance ratios analysed

e pending ageing trends reviewed

e vendor concentration risks identified

e action timing near filing deadlines analysed

e outliers investigated and explained

Analytics help auditors focus on patterns rather than isolated errors.
27.12 Management Reporting and Escalation Checklist
Objective

To ensure that IMS risks are visible to management.

Audit Checklist

e periodic IMS dashboards prepared

e Kkey risks escalated to senior management

e corrective actions tracked to closure

e repeat issues analysed for root causes

Management visibility reinforces accountability.

27.13 Common Internal Audit Gaps Observed

Common gaps include:

e absence of documented rationale for actions

e weak monitoring of pending invoices

e inconsistent treatment of similar cases

e inadequate evidence retention

e limited use of analytics
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Identifying these gaps early prevents audit escalation.

27.14 Chapter Summary

IMS-specific internal audit checklists provide a structured, objective
method to evaluate compliance quality, control effectiveness, and
governance maturity. They convert IMS expectations into actionable
assurance routines.

27.15 Key Practitioner Takeaways

In the IMS era, internal audit is not a periodic review—it is a continuous
assurance mechanism. Organisations that embed IMS-specific audit
checklists into their control environment will identify risks early,
strengthen audit defence, and reinforce disciplined compliance
behaviour across functions.
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IT GENERAL CONTROLS (ITGCs) UNDER
IMS : SUPPORT FUNCTION TO CORE
COMPLIANCE CONTROL

28.1 Why IMS Has Elevated ITGCs from Support to Core Control

The introduction of the Invoice Management System (IMS) has
fundamentally repositioned IT General Controls (ITGCs) within the GST
compliance framework.

Under pre-IMS environments, ITGCs were often viewed as background
enablers—important for system stability but peripheral to tax compliance
outcomes. IMS changes this equation. Because invoice-level actions,
credit eligibility, and audit trails are now system-driven, the reliability
of IT controls directly determines the defensibility of tax positions.

Under IMS, weak ITGCs translate into weak compliance.

28.2 Expanded Role of ITGCs under IMS

ITGCs under IMS extend beyond traditional financial reporting concerns.
They now directly influence:

e who can accept, reject, or keep invoices pending

e whether actions are traceable and attributable

e integrity of data flowing from ERP to IMS

¢ reliability of GSTR-2B used for ITC claims

¢ audit confidence in system-generated evidence

As a result, ITGCs become an integral part of tax governance rather
than a parallel IT discipline.

28.3 Access Controls and User Management
Access controls form the first line of defence under IMS.
28.3.1 Role-Based Access Control (RBAC)

IMS access must be granted strictly on a role-based basis. Controls
should ensure that:

e only authorised personnel can perform IMS actions
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e roles align with job responsibilities

e sensitive actions are restricted to trained users

e access rights are reviewed periodically

Over-permissioning is one of the most common and serious IMS risks.
28.3.2 Maker—-Checker Controls

For high-risk or high-value invoices, maker-checker controls are
essential.

Effective controls include:

e separation between action initiation and approval

e mandatory review for critical actions

e system-enforced approval workflows

Maker-checker discipline significantly enhances audit defensibility.
28.4 Change Management Controls

Change management failures can silently undermine IMS compliance.
28.4.1 ERP and Integration Changes

Auditors and authorities expect controls over:

e ERP configuration changes affecting tax data

e interface logic between ERP and IMS

e changes to tax codes, master data, and mappings

e testing and approval before deployment

Uncontrolled changes can distort IMS data without immediate visibility.
28.5 Interface and Integration Controls

Data integrity across systems is critical under IMS.

28.5.1 ERP-IMS Data Interfaces

Controls should ensure that:

e invoice data transmitted to IMS is complete and accurate

o failures or mismatches are logged and resolved

e reconciliation exists between ERP records and IMS data
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Interface breakdowns often surface only during audits.
28.5.2 Exception Handling

Robust exception handling includes:

e automated alerts for failed data transfers

e escalation of unresolved exceptions

e documented resolution steps

Silent failures represent high-risk blind spots.

28.6 Audit Logging and Traceability

Audit logs are the backbone of IMS evidence.

28.6.1 System Logs

IMS and connected systems must retain logs capturing:
e user ID and role

e date and time of each action

e nature of action taken

e before-and-after status

These logs are increasingly relied upon by auditors and officers.
28.6.2 Evidence Preservation

Logs and reports should be:

e tamper-resistant

e securely stored

e retrievable for statutory periods

Without logs, IMS actions lose evidentiary value.

28.7 Backup, Recovery and Business Continuity
System availability is a compliance issue under IMS.
28.7.1 Data Backup Controls

Controls must ensure:
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e regular backups of IMS-related data
e secure storage of backups
e periodic testing of restore procedures

Data loss can permanently impair audit defence.

28.7.2 Business Continuity Planning
Organisations should plan for:

e system downtime during filing windows
e alternative access or escalation protocols
e documented contingency procedures

IMS timelines do not pause for system failures.

28.8 Monitoring Controls and Continuous Assurance
Effective ITGCs require continuous monitoring.

Monitoring mechanisms include:

e periodic access reviews

e exception and override reporting

e trend analysis of user behaviour

e integration of ITGC metrics into governance dashboards

Continuous assurance reduces surprise audit findings.

28.9 ITGC Testing from an Internal Audit Perspective

Internal audit testing of ITGCs under IMS focuses on design and
operation.

Key testing areas include:

e access provisioning and de-provisioning
e approval workflows

¢ change management documentation

e interface reconciliations
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¢ |log completeness and integrity

Testing outcomes directly influence audit confidence in IMS data.

28.10 Common ITGC Weaknesses Observed in Practice
Common weaknesses include:

® excessive user access

e absence of maker-checker controls

e undocumented ERP changes

e weak interface reconciliations

e incomplete or inaccessible logs

These weaknesses often undermine otherwise sound tax processes.

28.11 Aligning ITGCs with Tax Governance

ITGCs must be aligned with tax objectives.

Best practice involves:

e collaboration between tax, IT, and internal audit teams
e mapping ITGCs to tax risks

e integrating IT controls into IMS SOPs

Alignment ensures that controls are purposeful, not merely procedural.

28.12 Preparing for Integrated Audits
Audits under IMS are increasingly integrated.
Authorities may simultaneously examine:

e tax positions

IMS actions

system controls

data integrity

Strong ITGCs enable organisations to handle such integrated scrutiny
with confidence.
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28.13 Chapter Summary

IMS has elevated ITGCs from a supporting IT function to a core
compliance pillar. Access controls, change management, interface
integrity, and audit logging now directly determine the credibility of
ITC claims and IMS actions.

Key Practitioner Takeaways

In the IMS era, technology controls are tax controls. Organisations that
invest in strong, well-aligned ITGCs will not only reduce compliance
risk but also strengthen audit defence and operational resilience. Weak
ITGCs, by contrast, can unravel even the most carefully designed IMS
frameworks.
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DATA ANALYTICS, RISK SCORING
AND THE FUTURE OF AUDITS
UNDER IMS

29.1 Why Data Analytics Is Central to the IMS Framework
Data analytics sits at the heart of the IMS framework.

With IMS capturing invoice-level actions, timing, and behavioural
patterns, GST compliance has shifted decisively from document-based
scrutiny to data-driven risk evaluation. IMS-generated data enables
authorities and organisations alike to move beyond static reconciliations
and focus on behaviour, trends, and consistency.

Under IMS, data is no longer merely supportive—it is determinative.
29.2 From Rule-Based Checks to Risk-Based Selection
Traditional compliance relied heavily on rule-based validations.

These checks focused on threshold breaches, arithmetic mismatches,
and isolated non-compliances. IMS enables a more sophisticated model
where analytics prioritise cases based on risk rather than volume.

Risk-based selection allows:

o focused audits instead of blanket scrutiny

e early detection of problematic patterns

o efficient allocation of departmental resources

This shift benefits both authorities and compliant taxpayers.
29.3 Key Data Points Driving Risk Scoring under IMS
Risk scoring under IMS is built on multiple data dimensions.
29.3.1 Invoice Action Behaviour

Patterns such as excessive deemed acceptance, frequent late actions,
or repeated reversals provide insight into control discipline and intent.

29.3.2 Timing Patterns

Analytics examine when actions are taken—especially clustering near
statutory deadlines—which may indicate reactive rather than controlled
compliance.

29.3.3 Vendor Concentration Risk
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High dependence on a small set of vendors, particularly those with
weak compliance histories, elevates systemic ITC risk.

29.3.4 ITC-to-Turnover Ratios

Disproportionate ITC claims relative to turnover or industry benchmarks
act as strong risk indicators.

29.4 Behavioural Analytics: The New Audit Lens

Behavioural analytics represent a fundamental change in audit
philosophy.

Instead of questioning isolated transactions, audits increasingly
examine:

e consistency of actions over time

e symmetry in treatment across vendors
e escalation discipline for disputes

o follow-through on pending invoices

IMS enables authorities to distinguish between occasional errors and
habitual risk-taking.

29.5 Internal Use of Analytics: Turning Defence into Strategy
Analytics are not only for authorities.

Organisations can use IMS data internally to:

¢ identify weak vendors early

e monitor control effectiveness

e anticipate audit queries

¢ refine SOPs and workflows

Used proactively, analytics convert compliance from a defensive activity
into a strategic control function.

29.6 Designing an Internal IMS Risk Dashboard

Effective dashboards translate data into decision-ready insight.
Key dashboard elements typically include:

e ageing of pending invoices

e acceptance versus deemed acceptance ratios

e vendor-wise ITC exposure
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e month-on-month behaviour trends

e exceptions requiring management attention

Dashboards should be concise, comparable, and regularly reviewed.
29.7 Future Audit Models: What to Expect

The audit model under IMS is evolving rapidly.

29.7.1 Less Frequent but More Targeted

Audits are expected to reduce in frequency but increase in depth and
precision.

29.7.2 Evidence-Driven

IMS logs, analytics outputs, and system trails will increasingly replace
narrative explanations.

29.7.3 Cross-Functional

Audits may simultaneously examine tax, IT controls, data governance,
and internal audit findings.

29.7.4 Continuous

Ongoing monitoring may replace episodic assessments.

29.8 Implications for Internal Audit and Compliance Teams
Internal audit functions must adapt to this analytics-led environment.
Key implications include:

o developing data literacy

e shifting from checklist audits to pattern analysis

e collaborating closely with tax and IT teams

e focusing on systemic rather than isolated issues

29.9 Managing False Positives and Over-Correction
Analytics-driven systems can generate false positives.

Organisations must balance responsiveness with judgement to avoid:
e unnecessary reversals

e excessive conservatism

e process paralysis

Clear escalation frameworks and contextual analysis are essential.
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29.10 Building a Sustainable Analytics Culture
Analytics maturity is cultural, not just technical.

A sustainable culture requires:

e |eadership sponsorship

e consistent review routines

e training beyond technical teams

e acceptance that data reveals uncomfortable truths

Over time, analytics-driven governance becomes embedded and
routine.

29.11 Common Mistakes Observed in Practice
Common pitfalls include:

e collecting data without interpretation

e dashboards with no ownership

e ignoring trends until audits arise

e overreacting to single-period anomalies

These undermine the value of analytics.

29.12 Chapter Summary

IMS has transformed GST compliance into a data-rich, behaviour-
focused environment. Analytics now drive risk identification, audit
selection, and governance effectiveness.

Key Practitioner Takeaways

Data analytics under IMS is not optional—it is the new compliance
language. Organisations that harness IMS data intelligently will
experience fewer disputes, more predictable audits, and stronger
compliance resilience.
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CXO-READY ANALYTICS RISK
DASHBOARD UNDER IMS

30.1 Why CXOs Need a Separate IMS Risk Dashboard

IMS generates enormous volumes of data—far more than any CXO
can or should review directly. What senior leadership requires is not
transactional visibility, but risk visibility.

A CXO-ready dashboard must answer three questions clearly and
quickly:

o Where are we exposed today?
e What is likely to go wrong next?
e Are controls improving or deteriorating over time?

This chapter outlines a board-level IMS analytics dashboard designed
to support governance, oversight, and informed decision-making—
without overwhelming detail.

30.2 Design Principles for a CXO-Level Dashboard
An effective CXO dashboard under IMS must be:

e Outcome-focused, not activity-focused

e Trend-based, not static

e Exception-oriented, not exhaustive

e Predictive, not purely historical

In simple terms:

If everything is green, the dashboard is poorly designed.
The purpose is to highlight risk, not confirm normalcy.
30.3 Core Dashboard Components

A robust CXO-ready IMS dashboard should contain five core panels,
each serving a distinct governance purpose.

30.4 Panel 1: ITC Exposure Overview

Objective

To provide a snapshot of potential and realised ITC risk.
Key Metrics

e Total ITC claimed (current period)

e ITC pending decision
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e ITC at risk due to statutory timelines

ITC permanently foregone (YTD)

CXO Interpretation

e Rising “at risk” ITC signals governance gaps

e Repeated ITC loss indicates process failure, not error
30.5 Panel 2: Pending Invoice Risk Matrix
Objective

To assess whether pending invoices are prudently managed or
neglected.

Key Metrics

e Number of pending invoices

e Value of pending invoices

e Ageing buckets (0-30, 31-60, 61-90, >90 days)
¢ Pending invoices nearing ITC expiry

CXO Interpretation

¢ High-value, long-pending invoices require immediate attention
e Persistent pendency reflects weak ownership
30.6 Panel 3: Behavioural Risk Indicators
Objective

To detect patterns that may trigger scrutiny.

Key Metrics

e Acceptance-to-rejection ratio

e Deemed acceptance percentage

e Period-end acceptance spikes

e User-wise action concentration

CXO Interpretation

e Behavioural anomalies often precede audits

e Consistency is more important than absolute numbers
30.7 Panel 4: Vendor Risk Heat Map

Objective

To identify supplier-driven ITC exposure.

Key Metrics

e High-risk vendor count

e ITC concentration among top vendors
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e Repeated vendor errors

e Time taken by vendors to correct invoices

CXO Interpretation

e Vendor dependency magnifies systemic risk

e Commercial leverage may be required, not reminders
30.8 Panel 5: Control Effectiveness Indicators
Objective

To assess whether IMS governance is improving.
Key Metrics

e Reconciliation exceptions (trend)

Audit observations closed vs open

ITGC exceptions

Average resolution time for IMS issues

CXO Interpretation

e Declining resolution time signals process maturity

¢ Open audit issues over multiple quarters indicate control fatigue
30.9 Risk Scoring Summary for Leadership

For CXO consumption, complex analytics should be distilled into a
single composite IMS Risk Score, typically on a scale of 1-5 or Low-
Medium-High.

Inputs

e Behavioural consistency

e Vendor compliance

e Timeliness of decisions

e Documentation adequacy

e Control exceptions

Purpose

Not to replace judgement, but to:
e Prioritise attention

e Enable benchmarking

e Track improvement over time
30.10 Dashboard Review Cadence

The CXO dashboard should be reviewed at a defined cadence aligned
with governance needs.
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Regular review ensures that emerging risks are addressed early and
trends are acted upon before they crystallise into disputes.

30.11 What CXOs Should Ask When Reviewing the Dashboard
Key questions include:

e Are risks reducing or merely shifting?

e Are the same issues recurring each period?

e Which vendors or behaviours drive most exposure?

e Are controls improving faster than risk is growing?

These questions reinforce accountability without micromanagement.
30.12 Common Dashboard Pitfalls Observed

Common pitfalls include:

e Excessive detail

* No trend analysis

e Static reports without commentary

e Lack of ownership for red flags

e Dashboards prepared but not discussed

A dashboard unused is worse than no dashboard.

30.13 Integrating the Dashboard with Governance Forums
The IMS dashboard should feed into:

Audit committee agendas

Risk registers

Internal audit planning

Vendor review meetings

Integration ensures the dashboard drives action, not just awareness.
30.14 Chapter Summary

IMS analytics are only valuable if translated into clear, senior-level
insights. A CXO-ready dashboard converts complex system data into a
narrative of risk, control, and preparedness.

30.15 Key Practitioner Takeaways

e CXOs need risk signals, not reconciliations
¢ Behaviour matters more than volume

e Vendor risk is enterprise risk

e Dashboards must drive conversation

e Early visibility prevents disputes
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COMPREHENSIVE FAQs AND
PRACTICAL CLARIFICATIONS
UNDER IMS

31.1 Why an FAQ Chapter Is Necessary under IMS

IMS has introduced structural clarity—but it has also generated new
operational uncertainties. Many questions raised by taxpayers today
are not about statutory interpretation, but about how the system
behaves in real situations.

This chapter addresses recurring questions observed during:

e Monthly closings

e Internal audits

e Departmental verifications

e Advisory engagements

The objective is not theoretical completeness, but operational certainty.
31.2 FAQs on Invoice Acceptance

Q1. Does accepting an invoice in IMS mean ITC must be claimed
in that month?

No. Acceptance merely confirms that the invoice is valid and eligible.
ITC may still be deferred based on internal policy or cash-flow
considerations, provided statutory timelines are respected.

Practical Note:

However, repeated acceptance without ITC claim may attract audit
queries. Clear documentation is advisable.

Q2. Can an accepted invoice be reversed later?

Once GSTR-3B is filed, IMS actions are locked. Post-filing reversal can
only be done through statutory reversal mechanisms, not by changing
IMS status.

Q3. Is "deemed acceptance” risky?

Yes. Deemed acceptance carries the same legal consequence as
conscious acceptance. Lack of action is not a defence.

Key Learning

Silence under IMS is treated as approval.
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31.3 FAQs on Pending Invoices
Q4. How long can an invoice remain pending?

There is no system-imposed limit, but statutory ITC timelines continue
to apply. Pending invoices risk permanent ITC loss if not resolved in
time.

Q5. Can pending invoices be partially accepted later?

No. IMS operates at document level, not value level. Partial acceptance
is not permitted.

Q6. Is keeping invoices pending a safer option than rejection?

Not necessarily. Excessive or prolonged pending status is often
questioned as weak governance.

31.4 FAQs on Rejections
Q7. Does rejection affect supplier liability?

Yes, in specific scenarios such as credit notes or amendments.
Rejections are system-visible and may impact supplier tax positions.

Q8. Can an invoice rejected by mistake be corrected?

Correction requires supplier re-reporting or amendment. The recipient
cannot unilaterally undo rejection post-filing.

Q9. Should commercial disputes result in rejection?

No. Rejection must be tax-driven. Commercial disputes should be
handled outside IMS unless they affect tax validity.

31.5 FAQs on Supplier Amendments

Q10. If a supplier amends an invoice after acceptance, is re-
acceptance required?

Yes. Amended documents require fresh review. Prior acceptance does
not carry forward automatically.

Q11. Can suppliers amend invoices indefinitely?

Systemically yes, but repeated amendments trigger scrutiny. Recipients
must track amendment frequency.

31.6 FAQs on GSTR-2B and GSTR-3B Interaction
Q12. Can GSTR-2B be regenerated multiple times?

Yes, until GSTR-3B is filed. There is no cap on regeneration.
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Q13. What happens if GSTR-3B is filed prematurely?

IMS actions are locked. Errors must be corrected through reversals or
amendments in subsequent periods.

Q14. Does IMS replace GSTR-2A?

No. GSTR-2A continues as an informational statement. IMS actions do
not alter GSTR-2A.

31.7 FAQs on ITC Eligibility and Time Limits

Q15. Does pending status protect ITC from statutory deadlines?
No. Pending status does not extend statutory time limits.

Q16. What happens if ITC lapses due to delay?

The credit is permanently lost. IMS does not provide relief for missed
timelines.

Q17. Are blocked credits filtered automatically?

No. IMS does not apply statutory eligibility filters. Responsibility rests
entirely with the taxpayer.

31.8 FAQs on Audits and Notices
Q18. Can officers rely on IMS logs during audits?

Yes. IMS logs are system-generated evidence and carry significant
weight.

Q19. Is lack of SOPs a valid ground for adverse inference?

Increasingly yes. Absence of documented processes is viewed as
absence of governance.

Q20. Can consistent errors be penalised even if tax impact is
low?

Yes. Pattern-based non-compliance is often treated more seriously
than isolated mistakes.

31.9 FAQs on ERP and System Controls

Q21. Is ERP-IMS integration mandatory?

Not legally, but practically essential for medium and large taxpayers.
Q22. Are screenshots acceptable evidence?

Screenshots help, but system logs and frozen data extracts carry
higher evidentiary value.
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Q23. Who should have IMS access?

Only trained personnel with defined roles. Broad access increases risk.
31.10 FAQs on Credit Notes and Adjustments

Q24. Should all credit notes be accepted automatically?

No. Credit notes require the same validation as invoices, including
linkage and correctness.

Q25. What if a supplier refuses to correct an error?

Escalation through procurement and commercial levers becomes
necessary. IMS cannot override supplier behaviour.

31.11 FAQs on Special Situations

Q26. How are inter-company invoices treated?

Exactly like third-party invoices. No relaxed standards apply.
Q27. Are zero-value or NIL-tax invoices relevant in IMS?
Yes, if they affect credit linkage or reversals.

31.12 Common Myths Clarified

e Myth: IMS is just an advanced reconciliation tool
Reality: IMS is a decision-recording system

e Myth: Pending invoices are harmless

Reality: Pending invoices carry deadline risk

e Myth: Supplier fault absolves recipient

Reality: Recipient diligence is independently tested

31.13 Chapter Summary

IMS has raised operational questions that cannot be answered by
statute alone. Practical clarity, consistent processes, and disciplined
behaviour are the only sustainable responses.

31.14 Key Practitioner Takeaways

e IMS FAQs are process-driven, not legalistic.
e Silence or delay is treated as a decision.

e Documentation answers most IMS questions.

e Consistency matters more than intent.
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