
 

Issue 2: Operational Challenges 
Concerns of Industry 

The business has experienced real time challenges towards 
ensuring uninterrupted and smooth operations & supply chain. 
Aim is to deliver optimal output. It isn’t an easy task.  With each 
passing day, and, as business recalibrates, they encounter new 
challenges everyday. It is a universal story of all, yet, if one had to 
broadly bracket the operational challenges faced by business, the 
primary ones would be: Arrest the inventory loss during lockdown, 
which coincides with the FY end;  Resolving hurdled mobility of 
goods and personnel; Overcome the lack of access to enterprise 
systems and smoothen the supply chain.  These operational 
challenges come at significant tax costs to the business.  

ELP’s Insights 

Inventory Loss  
▪ The GST provisions on tax treatment of unused inventory 

stipulates that in the event of goods lost, stolen, destroyed, 
written off, etc the inventory holder ought to reverse the input 
tax credit on such inventory.  

▪ The provisions foresee the losses and consequent reversal in 
the ordinary course of business. The sudden and unforeseen 
COVID pandemic is anything but natural or in ordinary course 
of business. The recently promulgated taxation ordinance itself 
acknowledges the pandemic as a force majeure event.   

▪ In the absence of change in the GST provisions and/or relief by 
way of notification, business will have to forgo the ITC on such 
inventory loss.  However, business still needs to evaluate, 
whether the inventory is actually lost or has merely diminished 
in utility. Such evaluation may lead to a benign GST treatment. 

▪ In respect of certain inventories, which although not discarded 
or disposed off, the auditors may recommend creation of a 
mark-down provision for same.  Such cases will also have to be 
carefully dealt with, as not all such scenarios may require ITC 
reversal.  

Immobility   
▪ The lockdown led to suspension of various modes of 

transportation for goods and passengers & adversely impacted 
business.  

▪ Immobility of goods disrupts business continuity and 
consequent GST consideration impacts liquidity. Illustratively, 
consignments ready for export would not qualify as export 
unless shipping bill is generated.  Absent the export status, the 
GST rebate and/ or refund claims cannot be initiated.  

▪ Similarly, goods consigned and not delivered to customers 
would although trigger a GST liability for supplier without 
corresponding ITC to recipient. Interestingly, the statutory 

period for making payments to suppliers remains 180 days from 
the date of invoice. 
This surely is a hurdle adding to the GST woes of the parties. 

▪ The impact also plays out on import procurements.  Goods 
although cleared for home consumption on payment of 
Customs duty, are not received at business premises owing to 
disruption in transportation. In such situation, the immediate 
availability of credit remains in doubt as the provisions merely 
state that the goods should be received and is silent on the 
place of receipt. In order to remove uncertainty, the CBIC 
should immediately clarify that credit could be availed basis the 
constructive receipt. 

▪ The continued immobility of personnel could perhaps alter the 
income tax outcome in the way individuals & business are 
taxed. It may also invite undesired withholding obligations.  
Consequences such as constitution of permanent 
establishment for business would also arise. The risks are real.  

Lack of access to systems  
▪ The lockdown bars personnel to access various ERP/ IT system 

to its full potential. For instance, invoices in certain cases could 
not have been raised while working from home.  In such cases, 
the time of supply under GST may still arise (on date of 
completion or on billing milestone date) thus leading to accrual 
of tax liability.   

▪ Delay in timely raising or delivery of invoices may also lead to 
non-availability of ITC, in the relevant period, to recipient.   
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▪ Careful segregation of inventory and disposal 
thereof keeping the consequence of ITC reversal. 

▪ Undertake a forensic examination of the entire 
supply chain to identify areas impacted by mobility 
constraints. 

▪ Review of all payments towards GST to harvest ITC 
in a time bound manner.  

▪ Improvise and adopt technologies for seamless 
functioning of routine activities to avoid non-
compliance under tax laws. 

▪ Actively pursue completion of documentation at 
ports to enable rebate/ refund/ ITC. 

▪ Industry bodies should approach ministries, 
seeking adoption of best relief practices, from rest 
of world, to overcome operational challenges.  
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