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EXECUTIVE SUMMARY
The Overseas Investors Chamber of Commerce & Industry (OICCI), is engaged in the promotion and
protection of existing foreign investment in the country and to attract new foreign investors, and its’
diverse activities contribute significantly to supporting commerce and industry across the country.
OICCI considers that one of the most important considerations for any business is the country’s legal
taxation infrastructure which should ideally include all of the following conditions:
‐

It is just, transparent, offers a level playing field, documents all economic activity, taxes all
incomes, removes anomalies, has an inbuilt mechanism for continuously broadening the tax
base without increasing tax rates, supports new investment by offering attractive initial and
medium term incentives, puts a premium on luxury, creates space for poor sections of
society, rewards honest tax payers and severely penalizes tax dodgers.

‐

The people responsible for administrating the tax infrastructure should understand the
related laws and implement them in a fast and transparent manner, without fear or favour.

As a representative body of major foreign investors operating in Pakistan, with a current
membership of 189 companies from 33 countries, having a presence in 14 business sectors of
Pakistan’s economy, the OICCI strongly supports all actions by Federal Board of Revenue and
Government of Pakistan towards creating and maintaining the taxation infrastructure conditions
mentioned above, which has to be the starting base of any economic agenda, without which the
country will not be able achieve its’ full potential.
In this context, the OICCI presents the taxation proposals for the 2012‐2013 with emphasis on
broadening the tax base, simplifying procedures, removing anomalies, seeking clarity, improving tax
framework and administration for the common benefit of all business sectors, and for facilitating
FDI. The proposals include recommendations for improving the collection mechanism of Income Tax,
Sales Tax, Excise and Custom Duty. It also makes sector specific proposals that have important
ramifications for not only for OICCI members, but also for other players in the respective sectors.
Highlights of our Taxation proposals for 2012‐13 are separately identified in four sections:

I.

I.

Rationalizing and Broadening tax Base

II.

Improving Tax Collection and Investment Environment

III.

Facilitation of FDI

IV.

Industry Specific Proposals

Rationalizing and Broadening tax Base

Concrete measures on the part of the government are needed to enhance revenue collected via tax
receipts. OICCI recommends doing so by increasing the number of taxpayers as opposed to taxing
the already taxed. This can be done by way of:
¾ Effective use of NADRA database and several other databases available with FBR to identify
potential taxpayers (details on page 6).
¾ All income earning individuals/ AOPs/ commercial business should get registered and obtain
their NTN, irrespective of their exemption status (details on page 6).
¾ All sectors of income, including Agriculture, be subject to taxation so as to provide an equitable
treatment to all segments of the economy (details on page 6).
¾ Cash registers to be maintained by all retailers (details on page 7).
2

Executive
Summary

TAXATION PROPOSALS 2012‐2013

¾ Documenting the undocumented sectors, as well as catching tax evaders, through different
mechanisms (details on page 7).
¾ Mandatory documentation of all sectors and incentives for registered entities (details on pages 7
and 8)
II. Improving Tax Collection and Investment Environment
A country’s tax system and its hassle free implementation are key determinants of its investment
environment. In Pakistan, the organized sector is subject to high levels of compliance whereas the
unorganized sector appears to have an implied amnesty.
To overcome these gaps, several mechanisms, structural and procedural recommendations have
been outlined in this segment. These proposals will not only assist in reducing the burden on the
already taxed segment, it will aid in improving the tax culture in the short run and increase the tax
base in the long run.
¾ Income Tax
‐

Uniform tax rate of 30% should be introduced for all businesses irrespective of their legal
status in order to encourage corporatization and expansion of companies (details on page
9).

‐

Abolishment of discriminatory practices like Final Tax Regime (FTR), as well as Minimum Tax
Regime (MTR), which should not be applicable for companies who should be taxed only
under the Normal Tax Regime. As a transitory phase the FTR or MTR should be made more
reasonable and applicable in a standard manner across industries, to help increase
collections while providing greater equitability among tax payers (details on page 11).

‐

Clarity and re‐phrasing needed in section 65 D & E, for encouraging reinvestment of capital
and retained earnings in new manufacturing facility (details on page 12).

¾ Sales Tax
‐

Improving the timelines of returns processing both for collection and refunds (details on
page 16).

‐

The disparity in Rule 12(5) should be removed, to bring in line with the provision of newly
inserted Sub‐section 3 of section 21 of Sales Tax Act 1990, to ensure that the buyers are not
restricted from their legitimate claim, if requirements of section 73 are duly fulfilled (details
on page 17).

‐

The requirement for withholding Sales Tax at one percent of the value of taxable supplies
with respect to goods purchased from registered persons, other than registered in LTU,
should be withdrawn (details on page 18).

¾ Custom Duty
‐

The value determined under the Customs Act, 1969 should be used as the basis for valuing
imported goods by the Commissioner of Income tax (details on page 19).

‐

The proof that goods exported from Pakistan have reached Afghanistan should be verified
on the basis of documentation by Pakistan Custom Authorities instead of Afghan Authorities
(details on page 20).

¾ Federal Excise Duty
‐

FED on Royalty payments for technology transfers and product know‐how should be
withdrawn. Further the adjustment of the duty paid on franchise fee should be allowed as in
VAT mode (details on page 21).
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‐

Adjustment of input FED should be on the basis of purchase invoices or the Goods
Declaration forms in case of imported goods as allowed under section 7 of the Sales Tax Act,
1990 (details on page 21).

¾ Procedural/ Structural Suggestions
‐

Allow net settlement of various direct and indirect taxes subject to company audit (details
on page 23).

‐

Develop linkages between the databases of Customs, Excise, Income and Sales Tax so that
the tax payer can adjust/ offset his tax liabilities against refund of these levies and vice versa
(details on page 23).

‐

To effectively reinstate the concept of taxing global income, the restriction of set off of
foreign losses against only subsequent foreign income needs to be removed (details on page
23).

‐

A separate ‘Research and Analysis Unit’ should be setup, within the FBR (details on page 24).

‐

LTU concept of facilitating large tax payers to be restored ( details on page 24)

¾ Other Laws increasing the cost of doing business
‐

Consolidation of both WWF and WPPF into one single labor levy with a rate of 2 percent of
accounting profit. Companies should be allowed to use WPPF not allocated to workers, for
reasons of falling outside the threshold income, for welfare projects benefiting the workers
(details on page 25).

‐

The Pension and Gratuity funds should also be exempt from compulsory deduction of Zakat
in line with the exemption available to Provident funds (details on page 26).

III. Facilitation of FDI
In order to contribute to the growth of the economy and provide jobs for the youth of the country
the government must attract foreign direct investment (FDI), particularly in the manufacturing
sector which is most able to create jobs.
¾ A new duty slab of zero percent be created for all industry raw materials and machinery
imported in the country, by newly set‐up plants, for a period of five years, for which local
equivalent are not available (details on page 27).

IV. Industry Specific
¾ Automobile Sector:
‐

Import of used vehicles as per Trade Policy Order 2009 under baggage scheme be restricted
to 3 years old from 5 years and depreciation limit be reduced to 50% with monthly
depreciation allowance up to 1%, instead of current 2% (details on page 28).

‐

Eliminate / Reduce Turnover Tax @ 1% u/s 113 of IT Ordinance, on turnover of authorized
dealers of vehicle manufacturers and eliminate/ reduce withholding tax @ 3.5% u/s 153 of
Income Tax Ordinance, 2001 on sale by authorized dealers of vehicle manufacturers, (details
on page 29).

¾ Banking Sector:
‐

Provision on doubtful loans and advances should be enhanced to 2%, instead of 1%, keeping
in view the high level of default due to the difficult economic situation (details on page 31).
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‐

Banks should not be pursued to approach supplier for confirmation of payment of sales tax.
The department should directly approach suppliers for any short payment or for non
declaration of supplies (details on page 31).

¾ Engineering Sector:
‐

Under SRO 575 (I)/2006 dated 05.06.2006 the condition of restriction of concessionary duty
to locally manufactured items has been withdrawn by making an amendment in the relevant
section, through SRO 554 (I)/2008 dated 12.06.2008. It is proposed that the revised
condition be withdrawn and the original condition (i), of the above mentioned SRO, be
restored to protect local industry (details on page 33).

¾ Fast Moving Consumer Goods
‐

The Federal Excise Duty on personal care products should be abolished ‐ it will discourage
smuggling of such products and will provide level playing field for the local industry (details
on page 36).

‐

All brands should be registered with the customs authorities to curb unauthorized imports
(details on page 38).

‐

The anomaly on Sales tax on same sanitary products included in two different PCT codes be
removed; this could result in tax generation of up to Rs 100 million (details on page 38).

¾ Oil and Gas Sector:
‐

As per the Tax provision in Mines Act 1948, the aggregate payment of taxes shall not be less
than 50% nor more than 55%. However, this aggregate tax has been reduced to 40%, under
Petroleum Policies 2001 and 2009. It is suggested that the FBR should coordinate with the
Ministry of Petroleum for the Mines Act be updated in line with the latest provisions of
Income Tax Ordinance (details on page 39).

‐

Decommissioning Cost: At present the Income Tax law allows “decommissioning” costs only
to oil and gas discoveries prior to September 24, 1954. This is discriminatory provision since
only the Sui field, which was discovered prior to that date, is excluded from claiming
decommissioning cost. To remove this disparity, the Fifth Schedule needs to be
appropriately amended (details on page 40).

‐

Since, petroleum levy does not apply to petroleum products purchased by a company for
export there is the ambiguity in the process of refund of the levy, FBR should allow OMCs to
purchase those products without payment of PDL, by special order, which are meant for
exports (details on page 41).

¾ Pharmaceuticals Sector:
‐

Pharmaceutical products, their raw materials and packaging materials should be included in
the list of exempt items and be zero‐rated for Sales Tax purposes (details on page 43).

‐

Tariff protection should be removed, allowing for alternate options, for important and
essential drugs (details on page 43).

‐

All pharmaceutical raw materials should be added to Table III of SRO 567 of 2006, ‐ reduce
the import duty to 5% (details on page 44).
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I.

RATIONALIZATION & BROADENING THE TAX BASE

Several steps taken by the Federal Board of Revenue (FBR) and the Ministry of Finance (MoF) over
the past few years have resulted in increasing the tax revenue. However, most of the initiatives have
been restricted to increasing the tax burden on the existing tax payers from the documented sector,
with relatively little effort being made to broaden the tax base and to rope in the tax evaders and
the undocumented sector of the economy. This can be done in several ways which include:
1. Better/Effective utilization of NADRA database and other documented sources available to
FBR
Since the non‐tax payers make use of the documented part of the economy to meet their needs
and comforts, there is a huge overlap between the documented and undocumented sectors of
the economy. This leads to the creation of several databases which have the potential to
minimize tax evasion, shrink the size of the undocumented economy and shift a large section
thereof into the documented sector with a consequent increase in tax payers and tax revenues.
These databases include property & vehicle ownerships, air travel records, utility bills, club
memberships, credit cards usage and hotel stays which can all be linked to the NADRA database
to find out how many identified owners of property & vehicles or users of the foregoing
documented services are actually paying taxes.
Further, the implementation of the existing tax reporting framework should be ensured; for
example the utility companies, hospitality industry, airlines should be closely monitored for
proper disclosure of sales in their sales tax returns through annexure C.
2. Filing of Tax Returns by every individual/ AOP /Others
Every individual, association of persons, corporate body and NGOs/NPOs should file annual tax
returns, as well as the wealth statement, irrespective of their source of income, if the total
income for the year is Rs 350,000 or more as in the case of salaried persons. In case the earned
income falls under the exempt category then exemption may be claimed separately but there
should be no exemption on filing of tax return.
Recommendation
All such individuals and legal entities should get themselves registered and obtain their NTN
and tax authorities should ensure that all NTN holders file tax returns.
Rationale
Firstly, FBR will have more accurate information on income being generated and secondly,
this can also serve as a base for taxation whenever the respective exemption is withdrawn.
3. Documentation and Taxation of the Agriculture Sector
Approximately 70% of Pakistan’s population lives in rural areas and is linked with the agricultural
sector. Agricultural income is exempt from income tax under Section 41 of the ITO 2001.
Recommendation
We recommend that agriculturists be required to declare their income and file income tax
returns and wealth statements, even though their income is currently exempt from tax. This
will assist in documenting a significant portion of our economy. Accordingly, suitable
provisions should be incorporated in the Income Tax Ordinance to enable tax authorities to
implement the requirement of filing of income tax returns and wealth statements,
effectively.
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One of the areas also to be considered is not only to tax, but impose withholding income tax
or Federal Excise Duty on agricultural produce collected at the time of procurement. OICCI
recommends that all incomes should be taxed and as a general rule exemptions be given
only to the under privileged and poor sections of society or as a motivating factor to
encourage the registration of individuals and all legal entities.
Rationale
This will significantly improve documentation of productive sectors of the economy.
4. Introduction of Electronic Cash Registers
Some years ago an effort was made to introduce Electronic Cash Registers at every retail outlet
in the country but the government backed away from implementation of the universally
accepted system when the retailers agitated.
Recommendation
It is recommended that cash registers should be made mandatory at all retail outlets, etc,
including hotels, without any turnover thresholds which gives rise to tax evasion also.
5. Introduce a system to catch tax evaders
It is alleged that there is a huge tax evasion by a cross section of high earners – professionals like
doctors, artists, lawyers, dress designers, models, wedding/event managers, sales & marketing
people running different businesses from their homes or offices in the back streets or just
through the cell system, etc. Taxing the correct income of all these professionals has the
potential to add significant revenues to the Government treasury
Recommendation
It is recommended that:
‐

Subject to legal provisions, FBR should be able to seek details of all customers of
financial institutions whose investments exceeds a certain threshold during the year.

‐

Art exhibition halls, hospitals where doctors practice, hotels holding large receptions for
catwalks & sale of branded/designer dresses, airlines, travel agencies, etc should provide
names and addresses of the respective persons involved in these activities to the FBR

‐

Once the FBR receives the above information, income tax return forms should be sent to
all such persons requiring them to file tax returns – rather than waiting for the tax
returns to be filed, the FBR should be pro‐active and pursue potential tax payers

‐

The above is just a very broad suggestion, and it would be more appropriate for the FBR
to hold a round table conference with leading tax and administrative experts to
determine what other measures could be taken for enlarging the number of tax payers
and taxable entities.

6. Consider increasing the incentive to further documenting the economy (for a period of 3‐5 yrs)
The entities who are engaged in doing business with registered taxpayers are provided with a tax
credit @ 2.5% on their liability u/s 65A of the Income Tax Ordinance, 2001. However, the credit
is available only if 90% of the sales are made to registered taxpayers, which is a very high bench
mark, especially in view of current level of compliance.
Recommendation
It is recommended to increase this credit to 5% for incentivizing more companies to make
serious effort to restrict business with registered taxpayers only.
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Rationale
Aforementioned recommendation will ensure that appropriate benefit in the form of rebate
is also available to tax payers who are promoting the culture of tax compliance.
7. Incentives for Active/ Registered Taxpayers
In order to bring new tax payers under the ambit of tax laws appropriate incentives should be
provided to them:
Recommendation
Incentives that may be given to registered entities can include:
a. Incentive to be given by way of 50% income tax credit on the determined tax
liability in the first year of tax registration as tax payer
b. Elimination of withholding tax on utility bills for newly registered legal entities
c. Tax audits to be restricted to once in three years
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II. IMPROVING TAX COLLECTION AND INVESTMENT ENVIRONMENT
This section is aimed to highlight recommendations that will improve the existing taxation system,
and its administration. These measures and policies if appropriately adopted will make Pakistan
internationally competitive and will also encourage FDI.
a) INCOME TAX
8. Common Income Tax Rate for Corporate and Other Sectors
As compared to global tax rates, Pakistan has substantially higher and varied tax rates for various
enterprises that lead to an inherent disadvantage to the country for foreign investment.
The Direct tax rate among the Asian countries is at an average of 27% in 2011, while Income tax
rate in Pakistan is 35% for companies, 25% for Association of Persons (AOP) and Small
Companies. In addition to direct taxes, companies also pay other levies like the Sind
Development & Maintenance of Infrastructure (SDMI), Workers Profit Participation Fund (WPPF)
and Workers Welfare Fund (WWF), stamp duty on Purchase Orders and contracts, that leads to
additional tax burdens or increase in cost of doing business.
Head of Income

India

Pakistan

Sri lanka

Thailand

Malaysia

Indonesia

Singapore

Philippines

Domestic
Company Income
Tax

30

35

35

30

25

25

17

30

Capital Gain

20

35

0

30

0

5‐10

Branch Tax

40

35

35

30

25

17

30

Dividends

0

7.5/10

10

10

0

15/20

0

0

Interest‐Domestic
Company

10

10

10/15

15

15

15/20

15

20

Interest ‐Foreign
Company

20

Royalty

10

15/30

10

15

10

10

20

Fee for Technical
Services

10

6/15

5

Branch Remittance
Tax

0

10

10

10

0

20

0

15

Losses; Carry back

0

0

0

0

0

0

1‐3

0

Carry Forward

8

6

Unlimited

5

Unlimited

5‐10

Unlimited

3

Withholding Tax

2

The AOP’s and Small Companies enjoy benefit of lower tax rate with even lower documentation
compared to large companies. This possibly discourages the documentation of the economy and
these are also not under the detailed scrutiny of FBR as applicable for especially large companies
falling under the Large Tax Payers unit, facing multiple audits.
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As a result, foreign and local investors have no incentive to form companies due to higher and
varied rate of taxes.
Recommendation
Income Tax Rate on taxable income of Companies, Association of Persons and Small
Companies should be standardized with a common rate of 30%.
Rationale
Single/ common Income tax rate will encourage investment in corporate sector enabling
Pakistan to be internationally competitive. The elimination of gap between the corporate
organizations and others will provide equal opportunity to all sectors to be competitive.
Corporate sector growth will generate extra revenue contributions to the GoP and promote
documentation.
9. Withholding Income Tax Rates on Import of Raw Materials and Capital Goods
As per clause‐9A of Part‐II, Second Schedule to the Ordinance, 3% is collected on import of raw
materials and capital goods by an industrial undertaking for its own use. Currently, only FBR is
empowered to allow any exemption against withholding tax u/s 148 (2) to any taxpayer.
In order to promote industrialization and encourage foreign investment in heavy machinery, it is
essential that an incentive is available to manufacturers in the form of lower withholding tax
rate on imports of raw material and capital goods.
Withholding tax on imports is adjustable for the manufacturers, whereby in most of the cases
current rate of withholding tax results in generation of income tax refunds only. A lower rate
with availability of obtaining exemption from Commissioner Inland Revenue will reduce
unnecessary administrative and financial costs on funds blockage.
Recommendation
Withholding Tax rate on import of raw materials and capital goods by industrial undertaking
for its own use, be reduced from 3% to 1%.
The Commissioner of Income Tax should be authorized to issue exemption certificate to
industrial undertaking registered under Sales Tax Act, 1990, and falling under the jurisdiction
of Large Taxpayers Unit(s) against import of raw materials/ capital goods for their own use.
The exemption is issued in case of losses in current or prior period or refunds in prior period.
Rationale
Withholding tax u/s 148 for manufacturers is adjustable and as advance tax is already being
paid u/s 147, a lower withholding tax rate would support the industrialization base as
against commercial importers.
The Commissioner of Income Tax was authorized earlier up to 2007, to issue exemption
certificate to the manufacturers, whereas, the power was elevated to the Board on account
of monitoring issues. Since 2007, the computerized system available with FBR has improved
significantly and strict monitoring of withholding taxes has improved FBR control
procedures. Therefore, the power with the Board should be shifted to the Commissioner of
Income Tax for issuance of exemption certificate u/s 148. This will enable FBR to focus more
on policy making instead of dealing with routine operational matters. FBR may also restrict
such exemption to only those manufacturers registered under sales tax for enhanced control
purposes.
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10. Conversion of Final Tax Regime to Normal Taxation for import of finished goods by listed
companies
Final Tax Regime (FTR) for various sectors/ segments of income is a major hurdle to increase
documentation of the economy and to achieve sustainable Tax to GDP ratio. The tax payers
falling under such scheme are also not subject to scrutiny by the Tax Authorities leading to
evasion of taxes under cover of the legal laws.
Recommendation
The FTR scheme be gradually abolished and should be eliminated at the first instance for the
corporate listed sector which is already under great scrutiny under Large Tax Payer Units.
Tax deducted under section 148 on commercial imports by listed companies should be
excluded from final taxation regime, as applied to tax deducted u/s 153 on local trading by
listed companies.
In addition to the above we recommend that the withholding tax rate should be in line with
the rate applicable to the listed manufacturer.
Rationale
Companies listed on Stock Exchanges are already contributing to the National Exchequer at
large and are under proper scrutiny. The effective tax rate for the major tax payers will
become 35% with no exclusion or chance for any lower tax charge. (This point is mentioned
in isolation and does not take into account our recommendation for uniform tax rate of 30%
for all legal entities as mentioned in point 8 above).
Commercial imports by listed companies with nominal profits will be able to be at par with
other tax payers and focus more towards growth of the economy.
11. Minimum Tax
Section 113 of the Income Tax Ordinance, 2001 deals with the minimum tax/ turnover tax where
a certain percentage as prescribed under the Ordinance, is charged as tax on the turnover of
certain taxpayers. Based on the rates prescribed under the Ordinance, 2001, the classes of
taxpayers are:
Sr. Taxpayers

Rate of
Minimum Tax
including 1%
financial

Remarks

1.

General –
banks and
sector

Vide Finance Act, 2010 – a flat rate of 1% as
minimum tax on turnover was re‐
introduced by the FBR effective 01 July
2010

2.

Oil
Marketing 0.5%
Companies [OMCs] and
Refineries

After re‐introduction of minimum tax vide
Finance Act, 2010, SRO no. 1086 dated 30
Nov 2011 was issued by FBR to reduce the
tax rate to 0.5% for OMCs and Refineries
having turnover of more than Rs. 1billion

3.

Distributors of FMCG, 0.2%
Pharma, Fertilizers etc.

Rate of minimum tax was further reduced
for this sector vide SRO no. 1086 dated 30
Nov 2011
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The General rate of minimum tax @ 1% seems to be very high and adds further to an already
increased cost of doing business in Pakistan. Furthermore, this regime is effectively negating the
provisions of section 57 of the Ordinance, 2001 that allowed for losses in a year to be set off
against future profits of the next 6 years and is thus forcing the taxpayers to pay more corporate
tax than would otherwise have been due.
Similarly, tax rate of 0.5% for Oil Marketing Companies [OMCs] and Refineries are resulting in
the effective tax rate on profits being well in excess of the defined 35% rate for corporate
entities. This is mainly due to the reason that gross profit margins for distribution of local fuels
are fixed in rupees terms through price determination mechanism approved by Government and
OGRA. These regulated margins are only 2% of the selling price. The 0.5% minimum tax rate is
resulting in an effective tax rate of over 75% for such companies. Hence, OMCs and Refineries
are required to pay 0.5% of their selling price even when they make losses.
Chemical companies with large turnovers whose profits margins are low are facing the same
issue.
Recommendation
For the sectors identified in the above table, following is proposed:
i.

General rate of minimum tax be completely eliminated.

As a transition measure towards full exemption for above companies, the following options
could be put in place for the period of the change from current routine:
i.

Minimum tax should be levied on Gross Profits i.e. (Turnover less Cost of Sales) instead of
Turnover

ii. Rate of minimum tax should be reduced to 0.20% as is in place vide SRO 1086(I)/2010 for
distributors of, Pharma, fertilizers and consumer goods including FMCG
Rationale
Corporate sectors driven on volume with nominal margins will be able to invest and grow
and contribute to the economy.
Genuine taxpayers suffering losses will be able to restructure and boost their business to
post earnings with real increase in revenue to GoP.
12. Tax Credits Introduced Through Finance Act, 2011
Since long, no tax benefits in the form of exemption/credit have been introduced in our tax
legislation. The business community through various professional forums and trade bodies has
raised this issue that incentives should be made part of law so that new players should get
attracted, in order to make investment and this will inter‐alia document the economy as well.
Through the latest finance Act 2011 the Federal Government has introduced two provisions in
the statute; the first one is for the new entities and the other is for existing entities.
•

Tax Credit on new entities (section 65D)
Clarity required: That the said credit is also available to a new industrial undertaking which
will be involved in manufacturing products which are already being produced by an existing
entity (including through toll manufacturing arrangements)

•

Tax Credit on existing entities (section 65E)
¾ Clarity required: The word “equity investment” mentioned in the above section needs
to be clearly defined to include investment made by companies out of retained
earnings/ reserves / cash generated through operations i.e. without resorting to long
12
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term borrowings, regardless of the fact that such companies have short term running
finance facilities from banks for meeting working capital requirements, which are
payable within one year.
¾ The amount of tax credit for a tax year will be limited to the proportion of the
investment in the new Plant & Machinery to the total investment. The term ‘total
investment’ in the context of section 65E would mean aggregate cost of new Plant &
Machinery plus the investment/ cost of existing Plant & Machinery only. The tax credit
ratio is to be applied to the cost of investment/ new Plant & Machinery, so as to
ascertain a definite amount that will be allowed as a tax credit against the tax payable
for each year. However, in aggregate, the amount of tax credit should not exceed the
amount of investment made in the new Plant & Machinery.
•

Tax credit on investment in Plant and Machinery (Section 65B)
Recommendation
Where no tax is payable by the taxpayer in respect of the tax year, the tax credit
under this section shall be carried forward to five years instead of two years.
Rationale
The tenure of setting off/carry forward the tax credit against the tax liability for
future tax period is too short as the span of the payback period of projects usually
spreads over several years. The shorter period will culminate into loss of tax
incentives due to low profitability in initial phase /years of projects.

13. Allowability of Bad Debts [Sec 29 (1)(c )]
Under the Income Tax Ordinance, 2001, the eligibility criteria for allowing bad debts has been
given as "reasonable grounds for believing that the debt is irrecoverable".
This clause seems superfluous since a debt is written off by a person only when he believes the
debt to be irrecoverable. In any case, subsequent recovery of a debt previously allowed as a bad
debt is taxable under the law.
Recommendation
Clause (c) of section 29 may be deleted.
Rationale
Issues on allowance/disallowance of Bad Debts have always been a matter of interpretation
leading to contention between the fiscal authorities and taxpayers. Numerous cases
pertaining to legitimate Bad Debt claims are under adjudication at various appellate forum.
14. Employee Welfare
Threshold of Salary Taxation
The country is suffering from one of the highest inflationary trends in the region. Salaried class
who end up paying hundred percent of their tax liability through deduction at source are badly
suffering from higher income tax slabs on one hand and inflation on the other. I Part I 1st
Schedule
Recommendation
The threshold for taxable income should be increased to Rs 500,000, keeping in view the
current inflationary pressures.
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Rationale
This will partially offset the inflationary impact on employees falling in lower income
bracket, as earnings of approximately Rs 41,500 per month (Rs 500,000/12 months), leads to
severe hardships for a family of even 5 persons to meet their basic needs of housing, food,
education and health.
15. Provident Fund Contribution by Employers
Employer's annual contributions to the employee’s provident fund is currently deemed to be
income received by employee if in excess of one‐tenth of the salary or Rs 100,000, whichever is
low, and is added to taxable income for determining tax liability of the employee. Consequently,
even though the amount is added to the provident fund of the concerned employee and will be
payable to him only on retirement, he/she has to pay tax every year on this contribution, leading
in theory to “pay tax now on what you will benefit years later”.
Recommendation
Threshold of Rs 100,000 be abolished.
Rationale
Threshold is unrealistic and unjustified as employees have to pay income tax on “Deemed
Income” annually, whereas they get the benefit of the employer contribution at the end of
their employment tenure.
16. High Incidence of Initiation of Tax Audits defeating purpose of Universal Self Assessment
Initiation of tax audits by the authorities practically for all assessment years not barred by the
statute of limitation, has defeated the purpose of Universal self assessment schemes introduced
some years back. Further for a particular tax year more than once an audit is being conducted by
the tax authorities under different provisions of the Income Tax Statute like under sections 177,
122 (5A) and 161 of the Income Tax Ordinance 2001.
In recent years, apparently the tax department has used this tool to harass honest tax payers to
generate additional revenue. The information requested in such notices is huge and practically
impossible to gather.
Recommendation
Clear line should be drawn between honest tax payers and tax evaders, before initiating tax
audits. Parameters for audit selection should be transparent. Only one audit should be
conducted during a year and in case there is no adverse report, there should not be any
further audit for at least next three years.
Rationale/ Benefit
This initiative will assist FBR in winning the confidence of tax payers who are good corporate
citizens’ thus making way for further investments, reducing administrative hassles, releasing
resources for operations and thus potential tax increases.
17. Amendment of Assessment Order
An assessment order which is passed by a tax authority may be re‐amended many times within
the prescribed time limit. Where an appeal has been filed or decided against, the Commissioner
may amend an assessment order on any point which was not a subject matter of the appeal.
These amendments brought through Finance Act, 2010, are harsh as the tax assessments of
prior years which have already been made could be re‐opened/re‐assessed many times by tax
authorities for the purpose of chasing their tax collection targets. (Section 122)
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Recommendation
An assessment order once amended should not be re‐amended.
Rationale
It will reduce unnecessary hassle for the tax payers and will also avoid the never ending
process of reassessment.
18. Double Taxation Issues
Under the recently announced Benazir Employees Stock Option Scheme (BESOS), dividend is
transferred by a Company to Employee Empowerment Trust and tax is withheld. On payment of
dividend from the trust to employees, tax is again withheld, which leads to double taxation.
Recommendation
Clear taxation clause should be introduced in tax laws to remove double taxation on
dividends.
Rationale
Introduction of clear taxation clause will ensure the fair tax charge on income of employees
under BESOS.
19. Deemed interest income on loans to employees
Currently mark‐up on deemed income on interest free loans given by companies to employees is
increased @1% every year, starting with a benchmark rate of 5% in 2003, without any reference
to benchmark interest rates.
Recommendation
The benchmark rate against any interest free/ reduced rate loans to employees should be
brought in line with KIBOR.
Rationale
1% flat increase every year is unrealistic and unreasonable.
20. Deposit of withholding tax on monthly basis instead of weekly basis
Currently withholding tax of suppliers is required to be deposited within seven days of end of
each week.
Recommendation
Deposit of withholding tax should be allowed within seven days from the end of a particular
month.
Rationale
This would assist in easing the current hardships being faced by banks/companies in their
forced role of acting as a collection agency working on a weekly basis.
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b) SALES TAX
21. Input output sales tax mismatch between supplier and buyer sales tax return
Section 8 (1) (ca) of the Sales Tax Act 1990 states that input tax may not be claimed by a
registered person on the goods in respect of which sales tax has not been deposited in the
Government treasury by the respective supplier. This is a highly unreasonable addition to the Act
as it is not possible for a buyer to ensure the deposit of the sales tax into Government Treasury
by the seller.
Recommendation
In order to promote the documentation of the economy and create culture of tax payment,
it is necessary that the buyer should be given confidence that they would not be harassed by
the tax authorities and would be allowed to get timely refund of the tax. Accordingly, it is
suggested that Section 8 (1) (ca) should be deleted from the Act.
22. Sales Tax Refunds
Unreasonable delays in processing of sales tax refund claims and especially significant amounts
relating to pre‐2008 refund claims, remain unsettled despite follow‐ups. The delay is mainly due
to procedural issues, such as, collecting agents not filing their returns properly or within
specified timings, resulting in denial of refunds to claimants despite submission of documentary
evidence of sales tax payments and delay/ lack of linkage between FBR databases and Sindh
Revenue Board (SRB), as the former does not have the matching output tax appearing in its
record as the collecting agent is filing its sales tax return with SRB.
Proposed amendments in Standing Order No. 1 of 2010.
The above Standing Order requires attested copies of Sales Tax Return and Invoice Summaries of
suppliers by concerned LTU/ RTO, to be submitted by claimant for manually over‐ruling
of certain objections raised by STARR. Some of the objections that require attested copies of
returns and summaries are as follows:
−

Department’s objection‐ “Exceeds declared sales to the claimant in summary/ Exceeds
declared output” which implies that supplies/sales declared by suppliers in their sales
summaries are less than input claimed by refund claimants.

−

Department’s objection‐ “Invoice Summary not submitted”, where supplier has not filed
the summaries with the department or the same have not been uploaded by PRAL on
the system.

−

Department’s objection‐ “No sales to claimant shown in the summary”, where incorrect
STRN of refund claimant is mentioned by supplier or the same has been fed incorrectly
into the system by PRAL.

−

Department’s objection‐ “Wrong tax period”, where input tax of prior period invoices is
claimed by refund claimant.

Further, if any correction is required in the data in case of any wrong feeding by refund claimant,
the Standing Order requires that corrections will be made only on production of copies of
suppliers' invoice summaries duly attested by concerned LTU/ RTO. This is a very cumbersome
exercise as the suppliers are registered with different Collectorates spread all over the country.
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Recommendation
It is proposed that the requirement of attestation of documents from concerned LTU/ RTO
should be removed so that the refund claims can be processed. As an alternate, the
department may obtain independent confirmation/ declaration from suppliers that they
have received the related payment from the claimant and that the same has been deposited
into the Government Treasury.
An undertaking/ a declaration from the claimant in this regard may also be obtained.
23. Sales Tax Refund against Revolving Bank Guarantees
Sales Tax Rules 2006 provide that any sales tax refund claimant registered with the Large Tax
Payers Unit and desirous of availing the facility under Rule 39A should file a revolving bank
guarantee of an amount equal to the refund amount.
The refund can be claimed in the following manner:
−

50% of the refund claim to be sanctioned to the claimant within 5 working days of filing
of a bank guarantee.

−

The claimant shall file the refund claim within 15 days of the sanctioning of the refund.

Recommendation
It is recommended that:
−

100% of the refund claim to be sanctioned to the claimant within 5 working days of
filing of a bank guarantee.

−

The claimant shall be allowed to file the refund claim within 90 days of the
sanctioning of the refund.

Rationale
−

As interest of the revenue authorities is covered through the bank guarantee there
is no need to put further conditions on the refund claims.

−

The processing time of 15 days is not sufficient for filing refund claim.

24. Blacklisting of suppliers
As per Rule 12 (5) of the Sales Tax Rules 2006:
“During the period of suspension of registration, the invoices issued by a blacklisted person shall
not be entertained for the purposes of sales tax refund or input tax credit, and once such person
is blacklisted, the refund or input tax credit claimed against the invoices issued by him, whether
prior or after such blacklisting, shall be rejected through a self‐speaking appealable order and
after affording an opportunity of being heard to such person”.
However, the Finance Act, 2011 introduced a new sub‐section 3 to section 21 of the Sales Tax
Act 1990, which defines the same provisions as given in Rule 12 (5) of the Sales Tax Rules 2006,
however, it contains additional words “unless the registered buyer has fulfilled his
responsibilities under Section‐73”. Section‐73 requires payment in 180 days in the business bank
account of the supplier through a crossed banking instrument or online transfer.
Recommendation
It is suggested that disparity in Rule 12(5) should be removed, to bring it in line with the
provision of newly inserted Sub‐section 3 of section 21 of Sales Tax Act 1990, to ensure that
the buyers are not denied their legitimate claim, if requirements of section 73 are duly
fulfilled.
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25. Removal of 1% withholding sales tax on non‐LTU registered suppliers
The requirement for withholding Sales Tax at one percent of the value of taxable supplies with
respect to goods purchased from registered persons, other than registered in LTU, should be
withdrawn.
Invoice wise presentation of purchases and sales, introduced from Jul 2011 in the monthly
return, has automatically fulfilled FBR’s objective to monitor input and output sales tax and
accordingly, withholding sales tax from registered persons, does not fulfill any additional
purpose, other than being a burden on registered persons to act as collection agencies.
26. In cases of invoices paid to “Inactive Taxpayers”, sales tax input is not allowed for the period
up to such time that the supplier is activated again.
Re‐activation of suppliers can take months, resulting in invoices getting time‐barred for claiming
input. Subsequently, such inputs can be claimed only after taking an approval from the
Commissioner which entails further delay.
Recommendation
For cases where a supplier has been re‐activated, related input during the period of de‐
activation should be allowed by law.
Rationale
Since at the time of procuring goods/ ordering services, the customer does not know that
the company can subsequently be de‐activated, the input on invoices paid subsequently
(when the party gets de‐activated) would not be allowed, the law should be amended to
secure the procuring entity from a loss that could not be avoided in spite of exercising all
caution and legal compliance.
27. Sales Tax on Services
The newly enacted Sindh Services Sales Tax Act 2011 and its allied rules are applicable from July
1, 2011, however, de‐notification of services from the second schedule to the Federal Excise Act
2005 has not yet been done. Tax payers not required to be registered under SRB, already
registered with FBR are facing following hardships:
−

Deposit of withholding tax with SRB while, claiming input tax from FBR. Input tax
claimed from FBR is not being allowed, as there is no proper linkage system developed
between SRB and FBR; and

−

Sales Tax paid on franchise fee is not adjustable as not been treated under VAT mode,
causing increase in cost of doing business.

Recommendation
−

Deposit of withholding tax on services with Federal Board of Revenue by persons not
required to be registered with Sindh Revenue Board.

−

Inter adjustment of input tax suffered on services by persons registered with Federal
Board of Revenue.

−

Conversion of franchise fee in VAT mode.

Rationale
To remove hardships and funds blockage for the tax payers registered with either Federal
Board of Revenue or Sindh Revenue Board.
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c) CUSTOM DUTY
28. Consistency in computing value of imports by income tax authorities under Section 25
As per the Income Tax Ordinance, 2001, the Commissioner may, in respect of any transaction
between persons who are associates, distribute, apportion or allocate income, deductions or tax
credits between the persons, as is necessary, to reflect the income that the persons would have
realized in an arm’s length transaction. In making any such adjustment, the Commissioner may
determine the source of income and the nature of any payment or loss as revenue, capital or
otherwise. However, the authority does not take into account the value determined by the
custom under section 25 of the Custom Act, 1969. This results in more than one valuation for the
same imported goods – one at the customs stage and another at the time of income tax
assessment – resulting in different bases for calculation of various government levies.
Recommendation
The value determined under the Customs Act, 1969 should be used as the basis for valuing
imported goods by the Commissioner of Income tax
Rationale
This will ensure consistency in the determination of imported goods’ value for the tax payer
and would avoid dual taxation on the same transaction.
29. Valuation under Section 25‐A
In order to fix the transactional value of particular imported goods, customs authorities fix the
value of imported goods for duty tax purposes. However no consideration is given to the
organized sector vis‐à‐vis the unorganized sector at the time of ascertaining such value.
Recommendation
Valuation rulings should only be issued after a formal and documented consultation with
genuine large tax payers. Further transaction value should be verified on the basis of invoice
and payment documents.
Rationale
The incorrect declaration of value by the unorganized sector results in unhealthy
competition.
30. Duty & Tax Remission for Exports
Legal provisions on Duty & Tax Remission for Exports [DTRE] were first introduced in March 2001
and have been modified from time to time. Under this regime, exporters can procure goods on
zero rate basis from the local market and then export the same as zero rated goods to foreign
buyers.
The Custom authorities have also introduced software namely 'PACCS' to route DTRE approval
applications. Customs Rule ‐ Chapter XII (7)
DTRE was a significant measure to boost exports. However, obtaining DTRE approvals from
Collectorates and fulfilling the requirements of tax authorities to avail the benefits of DTRE has
proved to be a real hardship and a time consuming activity for exporters.
Recommendation
It is recommended that the process of granting DTRE approvals should be simplified, in
consultation with stakeholders who have practically experienced problems, so that more
exporters can benefit from this facility.
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Rationale
An improved export base resulting in enhanced foreign currency reserves for the
Government
31. Export Policy Order. Para 7(2)c:‐ repayment or drawback of custom duty on exports to
Afghanistan is subject to the following conditions, namely:
The proof that goods exported from Pakistan have reached Afghanistan shall be verified on the
basis of a copy of import clearance documents by Afghan Custom Authorities across the border:
Recommendation
Para7(2)c may be substituted as:
The proof that goods exported from Pakistan have reached Afghanistan shall be verified on
the basis of a copy of export clearance documents (shipping bill/ Goods Declaration), cross
border certificate issued by Pakistan Custom Authorities along with Export Proceeds
Realization Certificate(EPRC) issued by the bank receiving export proceeds in foreign
currency.
Rationale
It is practically not possible for any exporter to fulfill the requirements contained in para 7(2) c of
the export policy order for the following reasons
1‐ The import clearance documents by Afghan Custom Authorities is the sole property of the
importer in Afghanistan & is not required by any law of Afghanistan to furnish copy of
import clearance documents to the Pakistani Exporter.
2‐ The clearance documents in respect of goods imported into Afghanistan consist of three
copies: First is retained by Afghan Customs. Second copy is submitted to the bank by the
importer in Afghanistan and the Third copy is retained by the importer as proof that it has
legally imported the goods in Afghanistan & for Audit/ Checking by the Afghan tax
Authorities.
No extra copy is left for the exporter.
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d) FEDERAL EXCISE DUTY (FED)
32. Tariff / Non – Tariff area
It may be noted that competition in the local market also exists between manufacturers in tariff
areas vis a` vis non‐tariff areas. This is due to loopholes in the enforcement system whereby the
goods manufactured in the non‐tariff areas are easily brought, in the tariff areas without
incurring any cost on account of Federal Excise Duty or Sales Tax. This is resulting in an uneven
playing field for the genuine businesses in tariff areas.
Recommendation
In order to remove this severe hardship caused to organized sector, there is a need to
strengthen enforcement systems in movement of goods between tariff and non‐tariff areas.
Rationale
These measures will have positive impact on the exchequer as the increase in volumes will
result in additional revenue from tax payers.
33. FED on Royalty, Fees for Technical Services
‘Royalty’ payments have been subject to Federal Excise Duty (FED). The term used in law is
“Franchise’ fee which is at times distinguishable with royalties in the strict commercial and
practical sense. This has led to serious issues of interpretation and misapplication in many
entities. Additionally, the said item is taxable under Income Tax as well as Federal Excise Act,
thereby being taxed twice. Tax payers are more seriously affected for the reasons that in such
cases, on account of use of technology etc. and their nature of operation, such entities engaged
in various activities, necessarily require such payments to offset their R&D cost.
Recommendation
•

It is recommended that FED on Royalty payments for technology transfers and product
know‐how developed at least, in the last ten years should be withdrawn.

•

Further the duty paid on franchise fee is not adjustable as the same is not in VAT mode,
thereby enhancing the overall cost of franchise fee. It is therefore suggested that in
order to reduce the cost of doing business, adjustment should be allowed.

34. Excise Duty on telecommunication services
Currently, Federal Excise Duty on telecommunication services is 19.50 percent, much higher
than normal rate of 16 per cent.
Recommendation
It is proposed to reduce Federal Excise Duty on telecommunication services from 19.50 per
cent to 16 per cent.
Rationale
This will bring such services at par with other services subjected to FED. Further, it will also
prove as a relief to the public at large.
35. Adjustment of Excise Duty on Imports [FED Act ‐ 1st Schedule]
Under Section 6(1) of Federal Excise Act 2005, the Federal Excise duty paid on purchase of input
goods is adjustable on the basis of consumption in production for products sold. Adjustment of
FED is allowed on the basis of consumption in the production. However, duty is paid to local
suppliers for input goods at the time of purchases or at the time of import clearance. Therefore,
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the amount of FED mentioned in the Federal Excise Return do not reconcile with actual
payments resulting in a timing difference.
Recommendation
Adjustment of input FED should be on the basis of purchase invoices or the Goods
Declaration forms in case of imported goods as allowed under section 7 of the Sales Tax Act,
1990
Rationale


Chances of misreporting in Federal Excise Duty Return will be minimized



Reduction in reconciling differences for the quantity purchased / produced and quantity
sold



Simpler audit verification

36. Trade Discounts not allowed under FED
As per the current provisions of Federal Excise Act, 2005, there is no concept of “Discount” and
FED is required to be paid even on the discounts while under Sales Tax, Trade Discounts are
allowable to arrive at the value chargeable to Sales Tax.
Recommendation
Accordingly, it is proposed that discounts should also be allowed on services.
Rationale
This will create harmonization and consistency in laws relating to Sales tax and FED.

22

Improving Tax Collection and
Investment Environment
d) Excise Duty

TAXATION PROPOSALS 2012‐2013

e) PROCEDURAL/ STRUCTURAL SUGGESTIONS
37. Net settlement of income tax, sales tax, federal excise duty and custom duty
Currently, offsetting is not allowed for income tax and sales tax refunds/ liabilities though after
the introduction of Inland Revenue, income tax, sales tax and federal excise duty have been
integrated and are being operated under a single window. Further, there is no rule/ procedure
for adjustment of income tax or sales tax refunds against custom duties. Non adjustment of
taxes and duties along with processing delays on part of the department creates financial
burden on the tax payers.
Recommendation
We recommend that a system should be introduced whereby a tax payer can adjust/ offset
his income tax, sales tax and custom duty liabilities against refund of these levies and vice
versa.
Rationale
Huge financial losses are being suffered by tax payers due to blockage of funds with FBR.
Allowing adjustment/ offsetting will not only result in timely processing of refund cases but
will also provide a quick resolution to tax payer’s problems.
Since income tax, sales tax and custom duty laws are operated under the FBR umbrella, the
above suggestion is very reasonable
38. Payment of demand before filing of appeals
Before preferring appeal before office of Commissioner (Appeals) or Appellate Tribunal, a
taxpayer is required to deposit the impugned taxes/ duties demanded or penalty imposed in the
appealable order. This mandatory compulsion is considered as a hindrance in the dispensation of
justice.
Recommendation
It is suggested that the requirement of deposit of tax demanded before filing appeals to the
higher authority should be removed from all tax laws prevailing in the country.
Rationale
This will remove hindrance in the dispensation of justice and would avoid misuse of it by
taxation authorities who currently raise baseless demands in order to force tax payers to
deposit the same first before filing the appeals.
39. Adjustment of foreign losses with local profits
According to section 104(2) ‘the foreign losses’ are to be carried forward to the following tax
year and set off against the foreign source income chargeable to tax under that head in that
year. As a result foreign loss sustained by resident taxpayer is not adjustable against the local
income, which is un‐realistic and against the concept of taxing global income.
Recommendation
To effectively reinstate the concept of taxing global income, the restriction of set off of
foreign losses against only subsequent foreign income needs to be removed.
Rationale
This will allow Pakistani companies to invest abroad and in turn would allow them to earn
attractive foreign currency returns for the country.
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40. Research and Analysis Wing at FBR
At present there is no team exclusively involved in collecting taxation related information from
regional and international sources which can be used as a bench mark for analysis and
improvement in the existing taxation framework to increase the revenue and simplify
procedures.
Recommendation
An independent ‘Research and Analysis Unit’ should be formed in the FBR headed by a
Member reporting to the Chairman.
The Wing should also have proper nomination/ representation from leading business
associations in Pakistan.
Rationale
Information can be collected from various countries of the world on their taxation structure,
analysis done, and steps taken to increase the tax to GDP ratio etc.
41. LTU Status and Spirit to be Restored
Large Tax Unit (LTU) initiative was introduced in 2002 to facilitate large tax payers of the
country. Besides putting quality resources, the LTU was supposed to give a pleasant experience
to the leading corporate tax assessees in the country. Unfortunately over the years, under
pressure for revenue collection and with the departure of the LTU concept authors from the
scene, the whole objective of LTU facilitation has been defeated. Now the assessee under LTU, it
is alleged, gets the same treatment which is handed out to normal tax assesses. There is an
urgent need to re‐visit and restore the original concept of LTU by ensuring that the large
corporate assesses, who are well known names and have a large reputation at stake, to be
respectfully handled by being:
−

Trusted and not subject to undue administrative hassle in matters relating to, for
example, but not restricted to, monitoring of withholding tax etc.

−

Subject to frequent audit by various teams on one pretext or other.

−

Refunds processed instantly but not exceeding 30 days.

−

Not subject to withholding tax at import stage

At the same time, if any of the LTU assessee is found involved in deliberate tax evasion or
manipulation, then exemplary penalty be levied on the defaulter rather than the whole LTU
clientele being punished for such act.
42. Monitoring of Withholding tax:
The LTU has lately initiated monitoring of withholding taxes by matching annual withholding tax
returns with financial statements of all tax payers. This inter‐alia requires an exact matching of
the total expenses to the total withholding taxes, based on the notified percentage, without
accounting of items which have exemptions, accruals and pre‐payments etc. Due to the nature
as well as large number of transactions involved, it is practically impossible to reconcile
withholding taxes with the total expenses, deposits, etc. given in the financial statements of
companies and banks.
Recommendation
It is suggested, that a reasonable audit mechanism of monitoring of withholding tax be
introduced keeping in view the nature, volume and sensitivity of data, in certain cases.
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f)

OTHERS LAWS INCREASING THE COST OF DOING BUSINESS

43. Workers Profit Participation Fund / Workers Welfare Fund
Under the present rules, WPPF has to be paid to the workers by a company @5% of its’
accounting profit. WPPF is not allocated in full to the workers of the company due to salaries of
most workers being more than the thresholds mentioned in the WPPF laws for entitlement.
Consequently, significant portion of the WPPF contribution by the company, which remains
unallocated, is deposited in the Government Treasury as WWF. In addition WWF @2% of taxable
income has to be paid to the government at the time of the annual filing of tax return. It is
pertinent to state that the workers of a company do not receive any direct benefit from the
amount deposited by the companies in WWF. Large corporations have been paying billions of
rupees towards WPPF/WWF over the years with no consequential relief for their workers.
Recommendation
Consolidation of both WWF and WPPF into one single labor levy with a rate of 2 percent of
accounting profit
Upper slab of workers' salary be removed, so that all the workers are entitled to enjoy
distribution of WPPF, irrespective of their salary. Alternatively, utilization of WPPF by the
company itself should be allowed through creation of a fund, for the interest of their own
workers who contributed towards the generation of the profit.
Either companies should be allowed to utilize the excess allocation of WPPF for the benefit
of their workers (instead of depositing the excess in WWF) or at least the companies should
be allowed to retain a certain percentage of the excess amount for the benefit of their
workers such as building schools, hospitals and so on.
Rationale
Reduction in cost of doing business,
Benefit of the WPPF should go directly to the workers. Utilization of WPPF by the company
itself through a fund for the interest of their own workers will help ensure that the money is
being utilized for the direct benefit of the employees. It will also improve the cost of doing
business, ultimately increasing the profitability of the company.
44. Interest on delayed payment of WPPF
The section 2 (e) schedule scheme clause 2 ‘Investment in fund’ states that
‘The Company shall pay to the Fund in respect of the amount in the Fund available to it for its
business operation as aforesaid at the rate of 2.5 percent above the bank rate or 75 percent of
the rate at which dividend is declared on its ordinary shares which ever is higher’
Recommendation
It is proposed to link the mark‐up rate with KIBOR only.
Furthermore, due date for payment of WPPF to the fund to be within 60 days after the close
of financial year so that the companies are able to make an accurate judgment of their WPPF
liability and instances of over/ under payment to the fund may be avoided.
Rationale
It will avoid the undue pressure on the tax payers.
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45. Presently, companies are required to pay WWF on higher of accounting profit or taxable
income. In case of higher accounting profit, income covered under FTR, or any exempt income,
is also subject to WWF, which is unfair. In case a company is making tax losses, it still has to
pay WWF on accounting profit, if applicable.
Recommendation
WWF should be based on taxable income as applicable earlier and not on the basis of higher
of accounting or taxable income as per present law. Further WWF should not be payable on
income covered under FTR.
Rationale
The cost of doing business has become higher and consequently the said levy puts additional
burden on companies making under FTR, exempt income or even making tax losses
46. Exemptions and Tax Provisions in Other Laws
In the Finance Bill 2008 the exemption from income tax available under the other statues has
been withdrawn unless provided for specifically under 2nd Schedule to the ITO, by deleting
proviso to Section 54 of the ITO. The proviso above is the one which had ensured continuity of
exemption under the Workers Profit Participation Fund (WPPF) Act which exempts the income
of the fund from tax. However, the withdrawal of exemption has exposed the fund to tax liability
and the filing of tax return.
Recommendation
In order to prevent any conflict between the provisions of other laws and Income Tax laws, it
is recommended that the protection given to the companies under the Proviso/ clause
should remain intact by reincorporating the following provision in the 2nd Schedule of the
Income Tax Ordinance,:
“Any exemption from Income Tax or a reduction in the rate of tax or reduction
in tax liability of a company to whom the provisions of section 100 and Fifth
Schedule are applicable or an exemption from the operation of any provision
of this Ordinance provided in any other law and in force on the
commencement of this Ordinance shall continue to be available to such
companies. The provisions of this clause shall also apply to the contractors and
sub contractors of aforesaid Company and the foreign nationals employed by
such company, its contractors and sub‐ contractors”.
Rationale
Re‐incorporation of the provision will remove the disparity among various laws.
47. Pension and Gratuity funds
Clause 4 of the second schedule of Zakat and Ushr Ordinance, 1980 exempts the Employee
Provident Funds from the incidence of Zakat. However, a similar exemption is not available to
Staff Pension and Gratuity funds.
Recommendation
The Pension and Gratuity funds should also be exempt from compulsory deduction of Zakat
in line with the exemption available to Provident funds.
Rationale
This will remove disparity in Zakat applicability among various funds.
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III. FACILITATION OF FDI
48. Front loading industrial investments
At present, import duties are applicable on raw materials, machinery and equipment which is
not locally available and imported into the country for setting up a new industrial
unit/manufacturing facility. This is unnecessarily increasing the burden of setting up a new
industry in Pakistan at a time when the country badly needs FDI inflows. Globally, various
countries are offering incentives to industries to encourage FDI.
Recommendation
It is suggested that a new duty slab of zero percent be created for all industrial raw materials
and machinery imported in the country for setting up plants and consumption of raw
materials by such newly set‐up plants, for a period of five years, for which local equivalents
are not available.
Rationale
This would attract foreign currency investment in the country and would also create
employment in the country.
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IV. INDUSTRY SPECIFIC PROPOSALS
This section comprises of sector specific proposals directly aimed at identifying issues faced by
various industries. These recommendations have important ramifications for OICCI members in
the respective industries and require urgent attention of Federal Board of Revenue, Ministry of
Finance and Ministry of Commerce and Industries for improvement.
a) AUTOMOBILE SECTOR
49. Relaxation of used cars imports under Trade Policy
The Cabinet approved the decision of ECC to enhance the age limit of used vehicles from 3 to 5
years vide meeting dated January 26, 2011 and instructed MoC to reinstate SRO 1113/(I)/2010
dated December 08, 2010. As per SRO 577(I)/2005 dated Jun 6, 2005, the Duty and taxes rates
are fixed for used cars based on their engine capacity, with allowance of depreciation for
number of years used. GoP has enhanced depreciation on imported used vehicles to 60% from
@ 50% for cars as per SRO 275(I)2011 dated March 26, 2011. Moreover, GoP has increased ‘Duty
Depreciation’ from 1% per month to 2% per month. Accordingly, the used vehicles are normally
subject to lower duties as applicable for new vehicles, as well as for locally produced vehicles.
There are no such relaxed policies in any of the Asian countries with even much higher GDP
growth rate e.g. India, Thailand and Malaysia. On the other hand, such relaxation in Pakistan is
hurting the local industry base, as there is an influx of used cars of about 30,000 vehicles in 2011,
which is about 25% of the sales of locally produced vehicles for 2011.
Recommendation
Import of used vehicles under baggage scheme should be restricted to 3 years old from 5
years.
We recommend the import of used cars be subject to measures as adopted in India and
Thailand to support the local industry:
1. Impose non‐tariff barriers like India & Thailand:
−

Registration of vehicle in the importers name for one year;

−

Right Hand Drive, speedometer in KM/h;

−

Importer to submit pre‐shipment certificate for conformance from Ministry of
Commerce;

−

Confirmation to original homologation certificate issued at registration; and

−

Importer has to obtain approval from the Pakistan Quality Control Authority
(MoS&T).

2. Same Custom Duties are applicable to new and used vehicles as in India and Thailand.
We also recommend similar Tariff Structure in Pakistan; and
3. There is no concept of Duty Depreciation in India & Thailand, as available in Pakistan
vide SRO 577(I)/2005 dated June 06, 2005. We recommend eliminating duty
depreciation.
Rationale/ Benefit
While considering the current low growth and sales volume as compared to 2005‐06 and
earlier, relaxation of such policies will impact the local industry to great extent, which will
also discourage any additional investment. Current relaxed policy, if continued would result
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in overall decline in contribution to GoP due to decline in local sales, with unemployment
effect on the local work force in the industry.
50. Auto Industry Development Plan (AIDP) – Notification No. 2‐4/2006‐Tech‐I dated Dec 18, 2007:
The current Auto Industry Development Plan (AIDP) is expiring on June 30, 2012. Government of
Pakistan (GoP) framed a long term auto policy, in the year 2006 & 2007 as Auto Industry
Development Plan (AIDP), after consensus with all stakeholders.
The AIDP introduced tariff based system from 2006‐07 to 2011‐12, based on projected volumes,
whereby tarrif rates were defined for CKD and Amax parts for each year.
We suggest that GoP should implement the Long term auto policy either new or extend the
current AIDP, while considering the long lead time needed in auto industry for transfer of
technology or developing or introducing a new model [Planning approximately 5 years earlier].
Recommendation
It is suggested that AIDP be extended upto Jun 30, 2013 and a Long term policy be made
with consensus of all stake holders i.e. GoP, MoIP, MoC, EDB, Auto Assemblers, Automotive
Parts Vendors etc, for future years.
Rationale/ Benefit
Any change in the current AIDP, without proper consultation and time been given to the
stakeholders will only result in implementation of policies hurting the industry, which
contributes about 5% of the total revenue collections.
51. Elimination / Reduction in Minimum tax u/s 113 and withholding tax on supplies u/s 153 by
Authorized Dealers of vehicle manufacturers
In Pakistan customers book vehicle to ‘Auto Assemblers’ and the authorized dealerships act as
an agent and earn commissions thereon. Internationally, vehicles are sold under the wholesale
retail mechanism, wherein dealerships act as distributors, which leads to holding of inventory
and provide immediate delivery to the customers. Authorized Dealerships of vehicle
manufacturers (OEM’s) are earning nominal commission /profit on sale of vehicles (i.e. up to 2%
of retail selling price of vehicles).
Turnover Tax @ 1% u/s 113 and withholding tax @ 3.5% u/s 153 are the basic hindrance in
bringing the auto‐industry under Wholesale / Retail mode for sale of vehicles, as the commission
income / profit on sale of vehicles of its authorized dealers is very nominal as compared to the
amount of huge taxes.
Recommendation
•

Eliminate / Reduce Turnover Tax @ 1% u/s 113 of Income Tax Ordinance, 2001 on
turnover of authorized dealers of vehicle manufacturers, as being allowed to
Distributors of FMCG, Pharmaceutical, Fertilizers, Oil Products under Part‐III to the 2nd
Schedule to the Income Tax Ordinance, 2001; and

•

Eliminate/ Reduce withholding tax @ 3.5% u/s 153 of Income Tax Ordinance, 2001 on
sale by authorized dealers of vehicle manufacturers, as being allowed to distributors of
pharmaceutical, cigarettes, textile sectors etc. under Second Schedule to the Income Tax
Ordinance, 2001.

Rationale/ Benefit
Additional revenue will arise to GoP on account of sales increase and extra tax collection
from dealers per vehicle, while dealers will be subject to normal taxation with enhanced
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documentation. The genuine customers will also be able to buy vehicles immediately, with
reduced lead time.
52. Purchases from sales tax registered persons of auto‐parts be encouraged to improve
documentation of this sector
Pakistan Auto Spare Parts Market amounts to approx. Rs 50 billion, out of which Rs 5 billion is
catered through Original Equipment Manufacturers (OEM’s), whereas the remaining PKR 45
billion (90% market) is catered through Importers, Traders (Fixed Tax), Afghan Transit Trade
(Zero Tax), Smuggling (Zero Tax),etc. The majority auto parts sales market has been untapped
and remains in undocumented sector, which is duly supported by Final Taxation Regime under
Income Tax Ordinance, 2001, on imports u/s 148 and on local trading u/s 153.
The auto‐assemblers selling trading parts remains at competitive disadvantage as paying approx.
35% of sales value as all taxes and duties, while importers, traders, retailers, etc. pay negligible
amount of taxes, through under invoicing, smuggling or mis‐declaration.
Recommendation
The taxpayers should be encouraged to purchase auto‐parts from sales tax registered
persons, by disallowing expenses on account of purchases of spare parts and accessories of
vehicles from unregistered sales tax persons as deduction u/s 21 of Income Tax Ordinance,
2001.
Rationale/ Benefit
Documentation of the sector will enhance as the auto‐parts traders, importers, retailers etc.
will come into tax net through registration in sales tax and income tax. It would be a first
step towards generating additional revenue from auto‐parts sector.
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b) BANKING SECTOR
53. Provision on doubtful advances
The provision for advances is allowed to the extent of 1% of total corporate advances and 5% for
advances and off balance sheet items for consumers and SME’s.
Recommendation
−

Keeping in view high level of default due to the difficult economic situation, it is
recommended that this limit of 1% for advances be enhanced to 2% under Rule 1(c) to
the seventh schedule of the Income Tax Ordinance, 2011.

−

The conditions of providing auditors certificate for the claim of provision against
advances be removed, as the same is already verified by auditors while conducting
statutory audit. Additionally, if required, Breakup of loan should be given in the Annual
Accounts between corporate and SME/Consumer.

−

The term “total advances” be changed as “gross advances i.e. without any deduction of
advances provision, which is currently, been misinterpreted by the tax authorities as net
advances shown in balance sheet.

54. Capital loss on sale of shares of listed companies within one year of acquisition is allowed to be
adjusted against business income in the first year. If set off is not complete and the Capital loss is
carried forward, then it is allowed to be adjusted only against Capital Gain rather than from
business income. The carried forward Capital Loss on listed companies should continue to be
allowed to be off settled against business income in subsequent years.
55. Monitoring of FED – Input Claim
The department is comparing the Input Claim amount with the declaration/ payment made by
the suppliers in their Sales Tax return of the relevant period and disallowing the undeclared
amount by issuing a show cause notices under section 7, 8(1)(ca) and 8A and also claiming
default surcharge. Currently banks are asked to approach the supplier for providing certificate/
confirmation of depositing the sales tax amount.
Recommendation
Banks should not be pursued to approach supplier for such certificate or confirmation of
payment of sales tax. The department should approach directly to suppliers for any short
payment or for non declaration of supplies. Section 8A of the Sales Tax Act of 1990 and
section 18 of Sindh Sales Tax on Services Act, 2011 should be amended and the liability of
the payer of sales tax must be deleted.
56. Monitoring of branch wise withholding tax:
Recently, Regional tax officer have issued notices to conduct withholding tax audit of bank’s
branches. In the current scenario the withholding tax payments for most of the banks have been
centralized at Head office level. Therefore it is not possible to carry out review of withholding tax
payments under different sub section at branch level.
Recommendation
It is therefore, suggested to continue with the current process of assessing completeness
and accuracy of deduction of withholding taxes i.e. from LTU forum.
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57. Distribution by a mutual fund out of its income from profit on debt (Section 18 (4))
Section 18(4) of the Income Tax Ordinance, 2001 requires that any amount received by a
Company from distribution by a mutual fund out of its income from profit on debt shall be taxed
under income from business as per section 18 (4) and NOT as dividend income.
Recommendation
The word ‘banking company’ should be removed from section 18 (4) of the income Tax
Ordinance 2001, as taxation of Banking companies is now governed by the 7th schedule and
in their case such income is taxed as dividend income.
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c) ENGINEERING SECTOR
58. Protection to Local Industry is seriously hurt due to Extension of Concession/ Exemption of
duties and taxes under SRO 575 (I)/2006 to such items which are locally manufactured
The Machinery & Equipment such as Transformers, Cables, Switchboards, Boilers, Energy
Meters, D.G. Sets etc imported for projects have become cheaper as compared to local
manufactured ones, leaving the local industry of these capital goods as uncompetitive against
the imported goods.
Under SRO 575 (I)/2006 dated 05.06.2006 the condition of restriction of concessionary duty to
locally manufactured items has been withdrawn by making an amendment in the relevant
section , through SRO 554 (I)/2008 dated 12.06.2008.
As per SRO, only those imported goods are exempt for Duty and Taxes which are not
manufactured locally. However this condition of (of locally manufactured) is not applicable in
respect of S.Nos. 1, 2, 6, 15, 20, 28, 29 and 31 of the Table of SRO and for such goods as
imported for setting up new industrial where the total C&F value of such import is US$ 50 million
or above.
Previously only such Machinery, Equipment & Capital goods were allowed to be imported at
concessionary rate of duty which was not manufactured locally. Amendment in the above
mentioned SRO has been made and Machinery, Equipment and Capital Goods imported as plant
for setting up of new Industrial Unit have been de‐linked from the local manufacturing status
condition.
Recommendation
The revised condition (i) of SRO 575 (I)/2006 dated 05.06.2006 introduced through SRO
554(I)/2008 clause (b) should be withdrawn and the original condition (i) of the above
mentioned SRO should be restored by:
a)

In the preamble of SRO after the word "capital goods" please add "not manufactured
locally"

b)

Delete condition (i) SRO 575(I)/2006.

The Sr. No. 11, 12, 13 & 14 of custom SRO 575 Dated 05‐06‐2006 should be included in the
list of Exemptions in Sales Tax SRO 551(I)/2008 so that the supply of the above item should
also be exempted at supply stage. This will reduce the cost of doing business as well as boost
the investment in the country in the field of power transmission & grid stations which has
now become essential to overcome the shortage of Electricity in the country.
The custom SRO 575(I)/2006 deals with custom duty as well as for exemption of Sales Tax at
import stage. We propose that the Sales tax exemption may also be allowed at supply stage
as well. Previously Sr. No. 68 of the sixth schedule allowed it but FBR withdrew the said entry
from the sixth schedule in last budget. Therefore, the same status may be restored as earlier
or amend the SRO 575 for applicability for its supply side as well.
Rationale
This relaxation is seriously hurting the local industry as due to this no orders are being
placed on local industry in respect of various Projects since import of the required items can
be made at concessionary rates. The local industry is already hardship due to high cost of
production, high infrastructure cost, tax structure, smuggling, under invoicing etc. By
withdrawal of concessions, besides saving the hard earned foreign currency, protection to

33

Industry Specific Proposals
c) Engineering Sector

TAXATION PROPOSALS 2012‐2013

local industry would also be provided and be in line with the national policy to provide
protection to local industry in order to ensure employment of thousands of workers.
59. SRO 211(I)/2009 DATED 5‐3‐2009 (Customs)
The above SRO allows Duty Drawback on export of various manufactured goods. In schedule VII
of the said SRO, transformers of all ratings are entitled for duty drawback however, only two
H.S.Codes 8504.3300 and 8504.3400 are mentioned therein. The two H.S.Codes do not cover
transformers of all ratings. Therefore H.S.Codes of remaining transformer needs to be included
therein. Customs are not allowing duty drawback on export of other transformers, irrespective
of the fact that transformers of all ratings are allowed for Duty Drawback.
Recommendation
It is proposed that H.S.Codes 8504.2100, 8504.2200, 8504.2300, 8504.3200 be included in
addition to 8504.3300 and 8504.3400 in column 3 of Schedule VII of SRO so as to cover
Transformers of all ratings as specified in SRO.
60. Sale against International Tender:
Sale against International Tender is considered as Export Sales. The Income Tax Ordinance 2001,
Seventh Schedule, Part II (3) notifies that “Sale in Pakistan of goods manufactured in Pakistan
against International Tender, be considered as Export Sale. Under International Tender, local
bidders are allowed to bid in Foreign Currency and raise invoice in that currency. In case local
bidder is awarded the International Tender, International Financial Institutions (IFIs) remit the
amount in foreign currency. Upon receipt of amount, State Bank retains the foreign currency
and an equivalent amount in PKR is credited to the account of bidder’s local bank. Eventually,
these remittances add to the National Exchequer.
Recommendation
It is proposed that the successful local bidders should be allowed Export Rebate on proceeds
received by State Bank of Pakistan through International Financial Institutions enabling them
to give lower prices in International market and emerge competitive.
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d) FAST MOVING CONSUMER GOODS
61. Reduction of Incentive to Smuggled Tea
More than half the 200,000 tons of tea consumed in Pakistan is smuggled. The key objectives of
this proposal to stem smuggling are to;


Minimize impact on government’s revenue loss from the tea business.



Reduce the price of tea, a drink of the masses, presently 50% higher than in India and
Bangladesh.



Create a level playing field for the formal sector and promote documentation of the
economy.



Discourage adulteration which occurs frequently in smuggled tea as it is sold from sacks.

In FY‐2011, 87,000 tons of Tea was officially imported. At current C&F cost of Rs.251,000 per
ton, the aggregate of import duty, other government levies and GST (charged on final consumer
price) amounts to 46% of C&F cost. 113,000 tons of tea is being smuggled into the country. At
46% of C+F cost, the total government levy of Rs.116,200 per ton provides a very high incentive
to evade. Even if quantitative or qualitative restrictions could be placed under the transit treaty
with Afghanistan‐ and experience to date proves otherwise, smuggling will continue through the
Bunder Abbas, Iran/Afghanistan/Chaman route unless this high incentive to smuggle is reduced.
Recommendation
Reduce total of import duties and taxes (excluding income tax) from 46% to c.17% of C&F
cost of tea. Over a period of time entire smuggled tea will convert to legitimate imports,
neutralizing the impact on government’s revenue. This can be achieved in two ways.


First is to reduce import duty from 10% to 5% and GST from 16% to 5%.



Alternatively, import duty may be enhanced to 13% and tea be exempted from GST.

Comparative price and taxation impact on tea in the region is as follow
Bangladesh

India

Pakistan

Difference Pak vs. India

Consumer Price in Pak Rs.

408

400

605

+51% more expensive

Import Duty and Sales Tax

53

15

116

7.7 times higher than
index

40

BD and Indian Tea is local

Freight
Differential in cost of tea‐BD and
Indian is cheaper by amounts
indicated

82

65

Adjusted comparative price

437

450

449

Rationale
The reduction in consumer price that would result from either of the aforementioned
adjustments in government levies would be between Rs.60‐70 per Kg, a most welcome relief
to the public in this inflationary time.
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62. Rationalization of Duty Structure on Personal Care Products
There are certain goods which continue to be liable to federal excise on the pretext that they are
luxury items or being used by the privileged class and despite the fact that these are commonly
used items by the large segment of the population. These personal care products include
Shampoos and shaving preparations.
Recommendation
We suggest that FED on personal care products and other consumer items commonly used
be abolished.
Rationale
This action will have a positive impact on the local market which is currently being flooded
with smuggled goods. The abolition of FED on such commonly used personal care items will
discourage the unscrupulous elements and resultantly will provide level playing field to the
tax compliant sector. Elimination of FED would also reduce the tax load inflationary pressure
from prices of such items and reduce incentives to under report & under invoice by
commercial importers, which could lead to an increase in government revenues.
63. Withholding Tax on Distributors Of FMCG Companies
The distribution of fast moving consumer goods is a high turnover and low margin business. This
fact has also been acknowledged to some extent by the Federal Board of Revenue by prescribing
minimum taxation rate for the distributors of FMCG Companies at 0.2% of their turnover. These
distributors on average earn margin from 2.5% to 5% on the company list price. As such after
incurring operational expenses the distributors only make nominal income. This is a clear case of
hardship, which in some cases results in closure of business.
Due to amendments in the definition of withholding agents the tax withheld on the receipts of
the distributors has increased significantly, meaning thereby that the 3.5% tax withheld on the
sales receipt by distributors is over and above the total income earned.
Recommendation
To encourage documentation of the economy, promoting tax culture and rationalization of
withholding tax rates for FMCG distributors it is necessary, that realistic withholding tax rate
be introduced for such distributors. We propose a withholding tax rate of 1.0% for
distributors of FMCG products.
64. Anomalies in Customs Duties
In FY 2008/09 fiscal budget and immediately thereafter, certain policy measures were
introduced that increased the cost of doing business and created huge inflationary pressures in
Pakistan. One of these measures was an increase in Custom duties on a range of products
including personal care products like soaps and shampoos.
This measure is hurting Pakistani consumers as the ultimate burden of these duties is being
passed onto the consumer.
Moreover, the exorbitantly high rate of duties has disrupted the level playing field between
locally produced and imported goods. This has provided unnecessary protection to the local
industry which may lead to operational inefficiencies as well as opening the flood gates for
smuggling. On many previous instances smuggling has prospered whenever duties have
increased.
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Recommendation
i)

It is proposed that the custom duty rates should be restored back to the FY 2007/08
levels for low priced soaps, shampoos, shaving creams and other personal care items
commonly use by larger section of the population.

ii)

There should be no across the board increase in Customs Duties for any category of
products. The increase may be restricted to items which may genuinely be classified
as luxury goods used by a very small segment of the population.

Rationale
Such a positive move by the GoP would be a win‐ win for the consumers, GoP and industry
of Pakistan. It will:
i)

Enable local industry to become efficient and cost effective without the need for
duty protection

ii)

Reduce the inflationary pressure on basic hygiene items, and reduce the burden on
lower socio economic classes

iii)

Reduce room for parallel importers and counterfeiters to operate in the competitive
market

65. Inadequate list of raw materials in SRO
SRO 565(I) lists concessionary duties on import of raw materials for a selection of industries
including everyday hygiene product for babies ‘diapers’, The list of raw material date back to
2006 and since then the industry has advanced significantly with the usage of new raw materials
provide better product benefits.
Diapers raw materials listed below are missing from this list:
i)

Lotion (HS Code 2712.9090)

ii)

Pre‐Laminated or Nonwoven Fastening Tape (HS Code 5603.1300)

These raw materials are already covered in SRO 565(I) for other product categories‐ namely
lotion for making ‘chlorinated parafin’ and fastening tape for ‘footwear’. This SRO therefore,
does not fully cover the complete utility of these raw materials in industry.
Recommendation
It is requested to include the following materials in the diaper/sanitary products raw
material list (S.No.31) in SRO 565(I):
i)

Lotion (HS Code 2712.9090)

ii)

Nonwoven Fastening Tape (HS Code 5603.1300)

Rationale/ Benefit
The list of raw materials for diaper manufacturing given in the SRO is not exhaustive for the
current composition of materials used for diaper manufacturing.
Including the mentioned raw materials in the list will encourage manufacturers to produce
diapers in accordance with specifications consistent with the latest developments in diaper
manufacturing technology. This will result in a win‐win for the consumers and the industry,
allowing local manufacturers to compete at a global level.
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66. Check on Counterfeit Products
Unlike other developing countries. Pakistan does not offer any substantial protection to its
manufacturing/ industrial sector, specially the industry which deals in international brands.
Recommendation
Unauthorized imports of counterfeit products should be effectively checked through
registration of brands with the custom authorities in coordination with the original brand
owner/ registered in Pakistan.
Rationale
This will increase import duties on one hand and stop import of counterfeit products.
67. Discriminatory Treatment with Margarine in to comparison Butter
Entire supply (local) chain of Margarine was exempt from the levy of sales tax. Later
amendments made through Finance Act 2007 restricted the scope of such exemption to
manufacturing stage only. However, there is no change in sales tax structure of supply of Butter
which remained zero rated at import, manufacture and further supply stage since 2006. In fact
new consolidated SRO 549 (I)/2008, listing zero rated items, is further simplified and made more
attractive for the butter industry.
Recommendation
Therefore it is recommended classify Margarine as zero rated item (local/import) in order to
provide us with a level playing field.
Rationale/ Benefit
Consumers tend to use Butter/Margarine interchangeably and are generally indifferent in
their usage. Moreover, Margarine is a healthier option compared to butter as it contains
lesser content of fats and more of good fats which is healthier for growth. Margarine also
contains 7 essential vitamins contributing to the overall wellbeing of the individual.
68. Two separate PCT codes in the Diaper category
Diapers in Pakistan are primarily classified under two different PCT codes in Chapter 48 and
Chapter 56.
The Diapers classified under both Chapter 48 and 56 have the same function (i.e. hygiene and
baby care) and are catering to a similar market segment. However, Diapers classified in chapter
48 are liable to pay 16% GST v/s concessionary GST as low as 0% for diapers classified in Chapter
56. In addition to the disruption of the level playing field, this issue is further magnified due to
misclassification by diaper manufacturers who wrongly classify themselves in Chapter 56 to take
advantage of the concessionary tax rates.
Recommendation:
Remove the anomaly of two PCT codes and take action against diaper manufacturers
wrongly classifying themselves under Chapter 56 will result in immediate revenue gains for
the government via enhanced GST collection. This could result in incremental Sales Tax
revenues of nearly PKR 100 million per year for the government.
In addition to this, it is recommend that Pakistan adopts the single, new World Customs
Organization (WCO) HS code classification for all sanitary products in Chapter 96.
Rationale:
A single HS code will eliminate the opportunity for the mis‐classification of diapers by diaper
companies because only one HS code classification will exist for all diapers, based on the
functionality of the product.
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e) OIL AND GAS SECTOR
69. Taxation of Foreign E&P Activities
Part I of the Fifth Schedule of ITO covers the rules for the computation of the profits and gains
from the exploration and production (E&P) of petroleum. However, the rules cover only tax
implications for E&P activities in Pakistan and at present it does not have any provisions with
respect to foreign E&P activities carried out by Pakistani companies.
Recommendation
We propose suitable amendments in Section 100 and Part‐1 of the Fifth Schedule to the ITO
to cater for the taxation of Pakistan E&P Companies for foreign activities. The basic
rationale of seeking the amendments through such proposal is to bring at par the
computational aspects of the Income from exploration business, whether in Pakistan or
outside Pakistan.
In addition, to promote investment by local companies in foreign E&P activities, which may
result in generation of foreign source of revenue for the country, it is necessary to amend
the provisions of the Fifth Schedule to the ITO to cater for tax implications of investment by
local E&P companies in foreign territories.
Rationale/ Benefit
As the current tax framework lacks the provisions relevant to foreign E&P activities of local
companies, the proposed amendments will streamline the taxation provisions and future
tax complications will possibly be avoided.
70. Calculation of Depletion Allowance:
Under Article 3 of part 1 of the Fifth Schedule to the Income Tax Ordinance, oil and gas
exploration and production companies are entitled to claim depletion allowance @ 15% of the
“gross receipts representing the wellhead value of production” provided that such allowance
shall not exceed 50% of the profit and gains of such undertaking before deduction of such
allowance.
However, for past few years tax authorities have started disputing the calculation of depletion
allowance. The tax authorities are of the view that depletion allowance shall be calculated at
wellhead values after deduction of royalty, which is incorrect as wellhead value includes
royalty.
Recommendation
It is suggested that necessary clarification needs to be added under Article 3 of part 1 of the
Fifth Schedule to the Income Tax Ordinance, 2001 in order to resolve the long outstanding
dispute between the parties.
Rationale/ Benefit
Clarification will remove the undue harassment of taxpayers and settle the long outstanding
issues.
71. Tax Provisions in Mines Act 1948 Vis‐à‐vis Income Tax Ordinance:
Tax provisions as outlined in the Regulation of Mines and Oilfield and Mineral Development
(Government Control) Act, 1948 (Mines Act) stipulate that the aggregate of Taxes and
Payments to Government shall not be less than 50% nor more than 55% of the Profits or Gains
derived by the Undertaking (Joint Operations) prior to deduction of Payments to the
Government (wherein the definition of Payments to Government includes Royalty). However,
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the Federal Government has subsequently introduced Petroleum Policies 2001 and 2009
whereby it has reduced the aggregate payment of taxes to the Government to 40% of the
Profits or Gains derived by the Undertaking prior to the deduction of Payments to the
Government.
The aforesaid change has been incorporated in the Income Tax Ordinance 2001, however, same
has not yet been incorporated the Mines Act, which is Governing Law of the Oil and Gas Sector.
Recommendation
Since the provisions of Mines Act prevail over the provisions of ITO, therefore the anomaly
poses concerns for correct interpretation and computation of Tax payment to the Ex‐
Chequer. Accordingly it is suggested that the Mines Act be updated in line with the latest
provisions of ITO so that the anomaly can be rectified.
Rationale/ Benefit
Updating the Mines Act will remove the anomaly and future complications in the taxation
matters will be removed.
72. Power to grant exemption ‐ Petroleum Products Ordinance, 1961
PDL paid on purchase of POL products exported is recoverable but no processing of claims have
been done since 2007
Section 3A(1) of the petroleum product (petroleum levy) Ordinance 1961 gives power to board
to exempt a company from petroleum levy by way of special order.
Recommendation
Since petroleum levy does not apply to petroleum products purchased by a company for
export under section 3(2) of the ordinance and there is the ambiguity in the process of
refund of the levy, Board should by special order allows OMCs to purchase those products
without payment of PDL which are meant for exports.
Rationale/ Benefit
Smooth refund processing of PDL Refund claims will enhance OMCs liquidity problems. This
will also result in improved Exports base for Pakistan economy.
73. Decommissioning cost
Rule 2(4A) of the Fifth Schedule to the ITO in respect of decommissioning costs does not entitle
companies to claim decommissioning costs in respect of field discovered prior to September 24,
1954.
Recommendation
Due to the discriminatory provision, only Sui field is excluded from claiming
decommissioning cost, as it was discovered before September 24, 1954. To remove this
disparity, Section 24‐A in the ITO in line with Rule‐4A in the Fifth Schedule please be
inserted. Following is the draft of proposed section 24‐A.
“A person engaged in exploration and production of petroleum including
natural gas, where, discovery thereof was made before the 24th day of
September 1954, shall be allowed to deduct amortization of
‘Decommissioning cost’, as certified by a Chartered Accountant or a Cost
Accountant, in the manner prescribed, over a period of ten years or the
remaining life of the development and production or mining lease,
whichever is less, starting from tax year 2010”.
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Rationale
This will avoid the unfair and discriminatory treatment among different fields in the same
sector.
74. Minimum Tax on Turnover
The rate of Minimum Tax for OMCs and Oil Refineries is 0.5% which is very high considering
the gross profit margins for distribution of local fuels are fixed in rupees terms through price
determination mechanism approved by GoP and OGRA. These regulated margins are only
2% of the selling price. The 0.5% minimum tax rate is resulting in an effective tax rate of
over 75% for such companies. Hence, OMCs and Refineries are required to pay 0.5% of their
selling price even when they make losses.
Recommendation
It is recommended that the Turnover Tax should be abolished for OMCs / Refineries.
As a transition measure towards full exemption for above companies, the following options
could be put in place for the period of the change from current routine:
−

Minimum tax should be levied on Gross Profits i.e. (Turnover less Cost of Sales) instead
of Turnover or rate of minimum tax should be reduced to 0.20% of turnover.

Rationale
Corporate sectors driven on volume with nominal margins will be able to invest and grow
and contribute to the economy.
Genuine taxpayers suffering with losses will be able to restructure and boost their business
to post earnings with real increase in revenue to GoP.
75. PDL Approval Process
Section 3A(2)(b) of the Petroleum Products (Petroleum Levy) Ordinance, 1961 enunciates that
the petroleum levy shall be collected in respect of petroleum products produced in Pakistan, in
the same manner as a duty of excise leviable under the Federal Excise Act, 2005 is collected.
Further, Section 3A(3) of 1961 Ordinance also clarifies that the provisions of the Customs Act,
1969 and Federal Excise Act, 2005 shall also be applicable with respect to levy, collection and
refund of the petroleum levy. Based on these provisions of 1961 Ordinance, the OMCs have
been filing refund claims against exports of POL products under Section 44 of the Federal Excise
Act, 2005.
Despite submissions of proper documents with the above‐referred refund claims of PDL, the LTU
authorities have not yet initiated processing of pending claims since 2008, primarily on the
premise that procedures for verification of PDL refunds are not in place.
Absence of PDL Refund procedures under the law seriously impacts the liquidity position.
Recommendation
Although, FBR vide its letter C.No.1(6)CEB/93‐Pt/18049‐R, dated 3rd February 2009 has
already clarified that refund claims of PDL may be allowed after verification of purchase
invoices from local sellers and export verification of exported items from relevant customs
documents, it is recommended that PDL refund procedures may also be devised and
implemented under the law as are available for GST Refunds.
Rationale
Smooth refund processing of PDL Refund claims will be of great benefit for OMCs.
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76. Basis of Charging and Recovery of Federal Excise Duty [FED Act ‐ 1st Schedule]
According to the First Schedule to the Federal Excise Act, 2005, the FED is being charged on
lubricating oil on the basis of Retail Price.
It is to be noted that there are many different grades of lubricating oils at different Retail Prices.
Therefore, preparation of monthly Federal Excise Return on the basis of varying retail price has
become cumbersome and very time consuming.
Recommendation
Fixed levy per liter should be applied to charge Excise Duty.
Rationale
Simple, and a more transparent basis to charge FED for lubricating oil.
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f)

PHARMACEUTICAL SECTOR

77. Eliminate Sales Tax on Pharmaceutical Inputs
Sales Tax being paid on packaging material, utilities and other supplies used in manufacturing
pharmaceutical products is adding to the product cost. Since the final product is exempt from
Sales Tax, the tax paid can neither be passed on to the consumer nor can be claimed as input
tax. This is also against the philosophy of sales tax which is to be borne by the consumer.
Recommendation
Pharmaceutical products, their raw materials and packaging materials should be included in
the list of exempt items and be zero‐rated for Sales Tax purposes
Rationale/ Benefit
Reduce the cost of doing business for pharmaceuticals since prices are regulated by the
Government and the industry is already facing severe hardship due to depreciation of the
Pakistani rupee as well as very limited and selective price increases given since December
2001.
78. High taxes and duties on import of essential drugs
Quality of locally manufactured material is not consistently compliant with BP specs in a
number of products like Ibuprofen BP. For such important and essential drugs, alternate option
of import should be allowed and tariff should be reduced accordingly.
Recommendation
Elimination/ reduction in sales tax and duties on imports thereof
Rationale/ Benefit
Ensure continuity in supply of quality pharmaceutical products without endangering lives of
patients.
79. High taxes and duties on import of Amber Glass Bottle Type ‐ III
Practically there is only one manufacturer of Amber glass bottles in Pakistan. With increased
demand of glass bottles, vendor is unable to meet the industry requirement and all
pharmaceutical companies are facing shortage of glass bottles and increase in prices. Due to
abnormally high rates of duties and taxes, currently import is not viable
Recommendation
Elimination/ reduction in sales tax and duties on imports thereof
Rationale/ Benefit
Exemption of import duties will ensure continuity of pharmaceutical business, as relying on
one supplier with major energy issues in the country is a major continuity risk for the
industry and patients.
80. Assessments of pharmaceutical companies are amended on the issue of transfer pricing
without sharing relevant information related to competing cheaper imports which are taken as
benchmark. The taxpayer is not provided any evidence to support the contention of the
department that raw materials were imported by other companies at lower prices. Evidence was
also not provided to prove that such companies drugs were of the same chemical composition/
efficacy/ quality as of the taxpayer. The tax department contended that it could not share this
confidential information under section 216 of the Ordinance.
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Recommendation
It is submitted that relevant amendments be introduced in the law so as to enable the
sharing of information relating to the company being taken as benchmark ( e.g. bill of
entries, drug analysis reports) in order to properly apply transfer pricing rules in accordance
with the OECD guidelines relating to transfer pricing.
Rationale/ Benefit
This will ensure proper application of transfer pricing rules in accordance with the OECD
guidelines relating to transfer pricing.
81. Import Duty on Pharmaceutical Raw Materials
Through the Finance Act 2008, custom duty on pharmaceutical raw materials was reduced to 5
percent. However, there are still many items that are not included in the list of duty reduction.
Recommendation
It is hence suggested that all pharmaceutical raw materials should be added to Table III of
SRO 567 of 2006.
82. Changes in Custom Duty and Withdrawal of Sales Tax for Specific Items
There are various items on which there is custom duty at 10 percent/ 20 percent/ 25 percent
plus normal sales tax of 16 percent. Most of these items are not manufactured locally.
Recommendation
The duty on such items be reduced and brought to 0 percent for items which have 10
percent duty currently and 10 percent for items which have 20 percent to 25 percent duty
currently.
83. High import duties on medicines:
Currently diabetes drugs are subject to a customs duty of 10%, income tax of 4% and excise duty
ranging from 0.80% to 0.85 % at the import stage. Keeping in view the insignificant price revision
from Ministry of Health and a significant depreciation of Pak rupees from PKR 61/ 1US$ in 2007
to PKR 91/ 1US$ it is time to reduce the rate of custom duty and Income tax on such medicines.
Recommendation
The rate of custom duty and income tax on such medicines should be zero rated or charged
at a reduced rate.
84. Currently, NOC needs to be obtained every time pharmaceutical products are exported
Recommendation
This should be abolished for exports of pharmaceutical products in case a registered
manufacturer holding a valid license is making the export.
Rationale
This will reduce time consumed and documentation processing.
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