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TAXATION PROPOSALS (2015 – 2016)

EXECUTIVE
SUMMARY
INTRODUCTION
The Overseas Investors Chamber of Commerce and Industry (OICCI), a business chamber
representing nearly 200 multi-national companies operating in Pakistan, is a major stakeholder
in the economy of the country. OICCI members contribute over PKR 725 billion annually to the
Federal and Provincial revenue authorities, representing over one third of the revenue collections
in the country in fiscal year 2013-14. The voice of the Chamber resonates across the world as
shareholding of member companies is from thirty five different countries of the world and they
operate in fourteen major business sectors of the country, including the financial services, oil, gas,
energy, pharmaceuticals, chemicals, fertilizers, pesticides, cement, food, consumer goods,
engineering, trading and other areas. Fifty seven of the OICCI members are listed on the stock
exchanges of Pakistan and fifty members are associates of the five hundred largest companies of
the world listed by the Fortune magazine in 2014.
OICCI regularly highlights the various business opportunities available to foreign investors in
Pakistan and the success stories of those who are already operating in the country, in different
national and international forums, including to diplomats of foreign missions in Pakistan, visiting
business delegations who come to get firsthand information of the business environment for
potential foreign investors, and other groups looking for a stake in the economy of the country.
OICCI seeks to make Pakistan a fully tax compliant country and supports all fair and transparent
legal measures to ensure that income earners from every corner of the country pay their due share
of taxes. We believe a culture where there are rewards for the compliant tax payer and enforceable
penalties for tax evaders will help in ensuring a significantly positive impact on the country’s
economic and fiscal firmament, as each tax payer contributes to the growth of the economy. OICCI
has always advocated that the government should substantially broaden the tax base and increase
revenue collection to meet its various financial obligations, including reduction of the fiscal deficit
to a manageable level, finance development projects to fuel the economy, expand poverty
alleviation programs, timely debt repayment obligations and meet necessary government
expenditure.
More importantly increased tax collections should be made from those who have so far kept
themselves fully or partially out of the tax net. This is necessary to give confidence to the honest
tax payers and to take out the root cause of the skewed tax to GDP ratio in the country.
At the same time, OICCI strongly recommends that new tax payers should be brought into the tax
net by initiatives which convince them about the benefits of paying proper taxes rather than
through coercion or harassment.

2|Page

TAXATION PROPOSALS (2015 – 2016)

Key Taxation Proposals of OICCI members:
The OICCI taxation proposals aim to support the government in the strongest possible manner to increase
revenue collection and streamline the taxation structure of the country to ensure a level playing field for
all income earning segments of the economy. Our proposals are divided into:
•

Specific Proposals

•

Structural/ Procedural Reforms

SPECIFIC LEGISLATIVE PROPOSALS
Tax policies, which lead to longer term investment plans should be suitably protected to ensure a 5 year
phasing out period so that investors could base their plans on policies which are consistent and
predictable.
1. Corporate and Sales Tax Rates
- Sales Tax rates should be reduced in line with the regional countries.
(Details on page 24)
- Government should stay on course for the proposed reduction of corporate tax rate (CTR) to 30% by
2017-18, and further reduce it as per rates in regional countries.
(Details on page 15)
2. Delay in Processing of Outstanding Tax Refunds
- Time Frame for scrutiny of Sales Tax refunds should be legally reduced to 30 days. Fast track refund
rules must be ensured in true spirit and assessing officers should not reject the refund claims without
fully examining the documentary evidences provided by the claimant.
- All current refunds should be released against a bank guarantee before 30 June 2015, followed by an
audit of those refunds by company auditors or one of the top five accounting firms. The part of refund
claim which auditors do not accept should be adjusted against the bank guarantee and the audit reports
should be construed as an appealable order.
- Income Tax Refunds should be given within 30 days by issuing PIB’s.
- Inter adjustment of Income tax and Sales tax refunds should be made part of the law.
(Details on page 25)
3. Review of Alternate Corporate Tax (ACT) and Minimum Tax (MTR) Regimes
- There should be only two tax regimes for companies assessed under Large Taxpayers Units (LTU) or
those registered under Sales Tax Act: the normal tax regime based on Taxable income or under the ACT
mechanism. The assessee should be given the option to opt for one of the two regimes. The option taken
should then be made binding for 5 years.
- Minimum Tax Regime (MTR), should not be applicable for the above companies. As a transition
measure, before acceptance of the proposed full withdrawal of the minimum tax regime, one of the
following two options may be introduced:
i. Minimum tax should be levied on gross profits instead of Turnover.
ii. Rate of minimum tax should be reduced to 0.2%, on companies with thin margins.
Without prejudice to the above, the MTR should not be applicable for certain specialized sectors with
high turnover and low margins like Oil Marketing and Refineries, LNG Terminal Operators and Large
Chemical Companies where the application of MTR is resulting in an effective tax rate of over 50%.
(Details on pages 15 and 16)
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4. Revamping of Withholding Tax Regime
Heavy reliance on withholding taxes is affecting the enforcement capabilities of FBR administration –
which can be noted from the fact that around 85% of tax collections is through the withholding tax regime
and only 15% is through enforcement measures – and warrants a review.
- Companies registered in LTU or listed on the KSE should be exempt from withholding Income tax under
section 148 and 153. Alternatively, withholding income tax rates on import of raw materials & capital
goods should be reduced to 1%, to encourage enlargement of the manufacturing base.
(Details on page 20)
- Access should be given to the tax payer for online verification of their tax deductions challans by using
their respective IRIS identity. Only FBR has this access in the current ‘Verisys’ system. NADRA has also
provided a similar facility for verification of CNIC. This self-verification model will reduce the hardship
and improve the compliance as tax challans will then be available to the taxpayers on real time basis.
(Details on page 20)

-

Withholding sales tax on payments to registered persons falling under Large Taxpayers Unit should be
exempted, as was applicable earlier.
(Details on page 20)
5. Incentive for investment be made attractive
Incentives for new investments need to be reviewed for attracting large new investments.


Credit under section 65A should be increased to 5% and should be available to all tax payers.
Furthermore, tax credit should also be extended to those companies whose 90% purchases are
from registered sales tax persons.
 In order to curb the menace of flying invoices and inadmissible claim of input tax, electronic
invoicing should be encouraged and a rebate of 5% should be given to companies which are issuing
invoices electronically, in compliance with chapter XIV of sales tax rules, 2006.
 Tax credit under Section 65B(1) should be extended till June 30, 2018, increased to 20% of amount
invested in BMR and the unabsorbed tax credit should be allowed to be carried forward for 5 years
 Tax credit under Section 65C @15% should be given for at least 3 tax years from the year of listing.
 Tax credit under Section 65 D should be extended to an industrial undertaking setup till June 30,
2018.
 Tax credit under section 65 E should be extended to installation of plant and machinery till June
30, 2018.
 To attract new FDI, upfront levy of withholding Income and Sales Tax at import stage on plant and
machinery should be exempted for new foreign investment in critical sectors of energy,
infrastructure facilities, oil and gas exploration, etc.
(Details on page 17)
6. Identifying New Potential Taxpayer
The performance of the tax collectors should not be judged solely on the basis of tax collected, but their
efforts in identifying new taxpayers should be appreciated and rewarded.
- FBR and SBP should jointly engage with the senior hierarchy of financial institutions and
representatives of leading business chambers, like the OICCI, to make a secure and safe framework to
ensure all customers of financial institutions whose account shows turnover in excess of PKR one
million during the year, have filed a tax return and wealth statement. This could be done by the financial
institutions by simply notifying the names and CNIC numbers of their customers to the FBR without
giving access to bank accounts to any FBR official.
-

Section 111(4) of the IT Ordinance should be amended to restrict tax free inward foreign remittances
to immediate family members only and their names notified to the banks at the start of the year.
(Details on page 12 -14)
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Registration of retail outlets and electronic cash registers should be made mandatory at all retail
outlets without any turnover thresholds.
(Details on page 13)
- The FBR Directorate of “Broadening the Tax Base” should include economists and MBA’s from the
country’s leading business schools, to ensure tax collections reflect size of the economy and
investments made in all business sectors, including real estate, within and outside the country.
(Details on page 14)
7. De-notification of Services under Federal Sales Tax Act
- FBR should immediately de-notify the services which are now chargeable under the provincial
legislation after the 18th constitutional amendment.
(Details on page 32)
8. Review of Salary Slabs
- The upper tax slab rates of salaried persons which is currently at 30% should be reduced to 25% –
either in one go or in phases of 1.25 % annually over the next four years.
(Details on page 22)
9. Sector Specific
I.
Automobile
o Reduction in Minimum tax u/s 113 for Authorized Dealers of vehicle manufacturers and
Exemption of Withholding tax u/s 231B on sale to dealers
(Details on page 33)
II.
Banking, Leasing And Insurance
o Deduction of unrealized loss on foreign exchange/ derivative contracts and bad debts
should be allowed for tax calculation
(Details on page 35)
III.
Chemicals/ Pesticides/ Fertilizers/ Paints/ Cement
o Reduction in import duty rates for large investments in the manufacturing sector
(Details on page 38)
IV.
Fast Moving Consumer Goods
o Withholding Tax On Prizes & Winnings [Sec 156] should be rationalized
(Details on page 42)
V.
Oil, Gas & Energy:
Oil Exploration and Production Companies
o Higher Corporate tax rate on E&P sector should be rationalized and aligned to normal
tax rate of corporate sector
(Details on page 44)
Oil Refineries and Marketing Companies
o Registered distributors of lubricating oils should charge sales tax on their supplies
(Details on page 45)
VI.
Pharmaceutical:
o Issues Of Transfer Pricing: sharing of information relating to the company being taken as
benchmark
(Details on page 47)
VII.
Telecommunication:
o SIM taxes under Sales Tax Act, 1990, should be reduced
(Details on page 49)
-
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STRUCTURAL/PROCEDURAL REFORMS
All possible actions resulting in “Ease of Doing Business” should be taken to ensure improvement of foreign
investors’ perception of Pakistan taxation environment.
1. Tax Broadening and Documentation Measures
- Tax base should be broadened through appropriate legislation to ensure that all income earners pay
taxes equitably, including on income from agriculture related activities and all kinds of government
and banks saving schemes.
- All income earners, without exception of any sector, including from agriculture activities, should get
themselves registered and obtain proper NTN. Tax authorities should ensure that all NTN holders file
annual income tax / wealth returns and wealth reconciliation statements.
- The culture of Amnesty Schemes should be completely eliminated as it discourages the honest tax
payers. Severe, and visible, penalties should be enacted in the law to punish tax evaders.
- Regular coordination and information sharing should be done with relevant authorities of countries,
considered as tax heavens for stashing away illegal wealth.
- Appropriate laws should be made to enable the government to seize local assets, in equivalent value,
or levy appropriate taxes, if any person holds any kind of assets outside the country for which source
of income could not be established.
- ‘The Protection of Economic Reforms Act”, 1992 should be amended appropriately to curb the practice
of remitting undeclared income through unofficial channels outside Pakistan and then being brought
into Pakistan through banking channels in Foreign Exchange, thereby “whitening” the unexplained
money at a minimal cost .
(Details on page 11)
2. Coordination between Federal and Provincial Legislations
- One revenue body should be formed to ensure removal of all anomalies/ conflicts between the laws of
the different revenue boards. This is an immediate need to facilitate the tax payers and help improve
the poor rating on tax matters in the ‘World Bank – Ease of Doing Business (EODB) survey’.
- One tax collecting agency for all federal, provincial, and local taxes be nominated to enable foreign
investors to deal with one authority only instead of dealing with several revenue bodies.
(Details on page 14)
3. Review of VAT Mode of Indirect Taxation
The current Sales tax regime of VAT mode should be reviewed and in case enforcement is not possible it
should be overhauled, to eliminate corruption and the negative financial impact on businesses due to delay
in refunds and provide level playing field to the organized sector. This appears to be one of the most serious
concerns for honest tax payers and giving Pakistan very poor rating in EODB survey.
- Sales tax should be levied in non-VAT mode with a maximum rate of 4%, and input tax adjustment
provision withdrawn, without compromising on documentation of the economy and revenue
collection. In this scenario there will be no need for Sales Tax refunds.
The above proposed change could be done in phases, by introducing it in two to four business sectors at a
time, for smooth transition.
(Details on page 24)
4. Tax Policies and Reforms
- Existing workings of the three LTUs should be reviewed along with representatives from the ten largest
tax payers and appropriate corrections made in the workings and structure of the LTUs to ensure it is
functioning according to the original concept conceived when the LTUs were established in the 1990’s.
(Details on page 8)
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5. Structural Reforms in Customs
A thorough review of the custom regime should be done to take into account issues of counterfeiting,
smuggling, rationalization of duty structure and fixing of import Tariff prices.
- This should be done in consultation with brand owners.
- Unauthorized imports should be curbed by bringing at least three OICCI members representing the
brand owners on the policy board of valuation, to enable verification of data on country of origin
through local affiliates and ensure compliance of Intellectual Property Rights (IPR) laws in Pakistan.
- Review and revamp the Afghan transit trade (ATT) agreement with Afghanistan: In addition to recent
introduction of structural checks to ensure transparency in the ATT, a sustainable solution in the
interest of Pakistan could be developed if the following points are included in the ATT:

Agreeing quantitative limits based on genuine Afghan needs based on the size of the population,

Harmonizing duty and tax rates to remove the incentive for evasion and

Establishing a basis of collecting the levies, at the point of entry into Pakistan for the account of
the Afghanistan Government.
All three steps are necessary, otherwise quantitative limits will result in Afghanistan importers rerouting imports from Iran instead of Pakistan, collection of taxes in Pakistan without harmonization of
rates will also result in smugglers bypassing Pakistan ports and without harmonization, the incentive
to evade taxes in Pakistan will continue.
(Details on page 30)
6. Simple and Technology Based Tax Structure
Administration of the taxation system should be simplified and made consistent based on the use of
state of the art latest technology which will eliminate inefficiency and corruption. A separate cell be
established in FBR to tackle this and other actions required to improve the dismal rating of Taxation
process in the EODB survey.
(Details on page 8)
7. Research and Analysis Wing
An independent ‘Research and Analysis Unit’ should be formed in the FBR headed by a Member
reporting to the Chairman and include representatives from leading business Chambers and resourced
with competent professionals to guide the revenue collection from all sectors in proportion to their
earning potential.
(Details on page 10)
8. Restructuring of FBR as an Independent Governing Body
FBR should be made an autonomous body on similar lines as State Bank of Pakistan and Internal
Revenue Services (IRS) of United States. FBR and all revenue authorities be subject to independent
audit by international experts to protect privacy of data and develop international norms.
(Details on page 10)
9. Timing of Budget
Adequate time, minimum 3 weeks, should be given to the taxpayer before implementation of
amendments in the annual Federal/provincial budgets to ensure.
I.
Prices of stocks in supply chain need to be appropriately adjusted.
II.
All entities have automated systems which need to be updated to incorporate the amendments.
(Details on page 9)
10. Administrative Reforms
There is a need to revert back to the old system whereby the Accountant Member of the Appellate
Tribunal was appointed by FBR and such officers were not called back by FBR in the field formation.
Due to recent amendments in law, officers with 3 years of experience of working as Commissioners are
being posted as Accountant Members and returning to FBR field formation. This is affecting the
independence of the Accountant Members of the Tribunal and is reflected in the judgments as well.
(Details on page 9)
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IMPROVING TAX GOVERNANCE AND COLLECTION
This section includes recommendations on broadening the tax base, rationalization of tax laws and tax
rates to improve the existing taxation system and administration. These measures and policies, if
appropriately adopted, will help in “Ease of Doing Business” and to attract new Foreign Direct
Investment into the country. Obviously, other issues related to security and administrative actions
through good governance are also required to be addressed to improve the business climate and
investment in the country,

A. Tax Policies and Reforms
1. Tax Policies
- FBR should develop, share and approve a 5 year tax and revenue enhancement strategy, which should
be the basis for all future taxation related laws. There should not be any changes in basic policies and
consistency should be maintained.
- Tax policies, which lead to longer term investment plans, should be suitably protected to ensure a 5
year phasing out period so that an investor is not adversely impacted by change in policy.
- Tax reforms should be an ongoing process and tax policies should change to adjust to new economic
realities, after coordination and “buy-in” of major stakeholders.
- Existing workings of the three LTUs should be reviewed along with representatives from the ten largest
tax payers and appropriate corrections made in the workings and structure of the LTUs to ensure it is
functioning according to the original concept of the establishment of LTUs.
- The continuous review/audit of the large taxpayers is a matter of serious concern and against the spirit
of categorization of taxpayers into LTU's and RTO's. This should be restricted to once in 3 years only.
2. Sales Tax: Review needed for rate reduction and adjustment provisions
- The current Sales tax regime of VAT mode should be reviewed and incase enforcement is not possible
it should be overhauled to eliminate corruption and financial impact on businesses due to delay in
refunds.
Without compromising on documentation, Sales tax should be reduced by all federal and provincial
revenue authorities to a single digit minimum rate and the provision for adjustment should be deleted.
(Further details under Sales Tax on page 24)
3. Simple and Technology Based Tax Structure
Administration of the taxation system should be simplified and made consistent based on use of
technology to eliminate inefficiency and corruption.
Implementation of e-invoicing should be encouraged by providing tax credit under the statute. This
will not only reduce the effective rate of tax but will also minimize the claim of unlawful refunds.
FBR should review the best practices of other countries with high ratings for tax administration in
surveys like World Bank – Ease of Doing Business Report and request assistance from them to
implement appropriate tax administration structure for Pakistan.
4. Challenges to Foreign Direct Investment in Pakistan
Certain inequalities in the taxation system including the Transit Trade regime with Afghanistan, has
encouraged organized businesses to go into trading rather than manufacturing, which would be more
beneficial for the economy.
The in-equity in the system has two components; inappropriate policies + weak enforcement
i) The large number of Federal/Provincial taxes, majority in the form of indirect taxes have
substantially increased the cost of doing business for the formal sector.
ii) Smuggling via the current APTTA regime results in an unfair playing field for the formal sector,
feeds the Havala business and encourages adulteration. As an example, PKR 100,000 per ton
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duties are saved on tea smuggled into Pakistan in the guise of APTTA. Based on 200,000 annual
consumption, approximately a third of which is smuggled, results in a loss to the Pakistan
exchequer PKR 7 Billion.
Recommendation:
In addition recent structural checks to ensure transparency in the Afghan transit trade, additional
sustainable solutions include: (1) agreeing quantitative limits based on genuine Afghan needs
based on the population, (2) harmonizing duty and tax rates to remove the incentive for evasion
and (3) establishing a basis of collecting this at the point of entry into Pakistan for the account of
the Afghanistan Government. All three steps are necessary, otherwise quantitative limits will result
in Afghanistan importers rerouting imports from Iran instead of Pakistan, collection of taxes in
Pakistan without harmonization of rates will also result in smugglers bypassing Pakistan ports and
without harmonization, the incentive to evade taxes in Pakistan will continue.
Rationale or Benefit:
To put a stop on non-duty paid goods being brought into the country in the garb of APTTA. The tax
to GDP ratio in the following countries shows the disparity between Pakistan and other transit
trade facilitating countries of landlocked nations.
S.No.

Country

Population

Facilitating Country

Tax to GDP Ratio

1.

Afghanistan

31,108,077

Pakistan

9.2

2.

Ethopia

85,237,338

Djibouti

20

3

Uganda

32,369,558

Kenya

19.9

4.

Uzbekistan

27,606,077

Georgia

24.1

5. ‘The Protection of Economic Reforms Act’, 1992
- Provision of the ‘The Protection of Economic Reforms Act”, 1992 are being misused undeclared income
is being remitted out of Pakistan through unofficial channels and then brought back into Pakistan
through banking channels in Foreign Exchange, thereby “whitening” the unexplained money at a
minimal cost. It is suggested that the Act should be amended appropriately to curb or strop this
rampant practice under the umbrella of the Reforms Act.
6. Timing of Budget
- Adequate time, minimum 3 weeks, should be given to the taxpayer to amend systems and operations
in line with amendments passed in the federal/provincial budgets, as most of the entities have
automated systems and in some cases foreign vendor has to be engaged for making changes in the
technology system.
o Prices of stocks in supply chain need to be appropriately adjusted.
o Almost all entities have automated systems which need to be updated to incorporate
the amendments.
7. Administrative Reforms
The Accountant Member of the Appellate Tribunal was previously appointed by FBR and normally such
officers were not called back by FBR in the field formation. However, after recent amendments in law,
officers with 3 years of experience working as Commissioners are also being posted as Accountant
members and called back after sometime in FBR field formation. This is affecting the independence of
the Accountant Members of the Tribunal and is reflected in the judgments as well.
8. Tax demand Payments

-

As per section 137 of the Income Tax Ordinance, 2001, the taxpayer is required to deposit the tax
demand within 15 days of the service of the assessment order. In case the additions made by the
assessing officer is deleted in appeals then the taxpayer should be paid compensation at the same rate
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as prescribed for additional tax. This would bring fairness in the process of collection and payment of
tax system.
9. Research and Analysis Wing
- An independent ‘Research and Analysis Unit’ should be formed in the FBR headed by a Member
reporting to the Chairman.
- The Wing should include nomination/representation from leading business associations in Pakistan.
- The main TOR of this unit should be to monitor worldwide business and investment trends/
development in taxation systems, to look into areas where taxes could be introduced, to ensure
simplification and seamlessness in the tax structure to improve our international ranking in paying
taxes.
10. Restructuring of FBR as an independent governing body
- FBR should be made an autonomous body on similar lines as State Bank of Pakistan and Internal
Revenue Services (IRS) of United States.
- The structure may include a Board of Directors, vested with powers like that of the Boards of listed
companies. Chairman, FBR should be a member and other Board members should be nominated by
Ministries of Finance, Law, Commerce and bodies like OICCI and ICAP.
- FBR should operate and work in a corporate governance structure, with FBR members functioning
under this governing board.
- A transparent and fair reward and accountability system in tax administration should be introduced,
including independence and empowerment to various operational positions.
- The external audit of FBR should be done annually, by an independent international audit firm and
internal audit of FBR should be more effective, reporting directly to the independent trade
representative members of the Board.
11. Consistency in Policy & Duty Landscape
There is a serious lack of long term stability and consistency in the existing policies and duty structure
in the country. In the annual budgets, the finance ministry announces changes in long-term policy
matters that directly impact the industry stakeholders. Some examples include:
 Regulatory duty being levied on numerous imported products which are in daily use of consumers.
This kind of regulatory duty not only results in inflation on one hand but also in smuggling from
un-authorized importers, who remain unchecked.
 Incremental Sales Tax and frequent change in sales tax rates.
 Inconsistency in levying FED across different product categories.
 Changes in withholding tax rates/regime resulting in increased cost of compliance for businesses.
These changes are brought about on an ad-hoc basis with no rationale provided to the industry
stakeholders and such inconsistent policies pose a serious threat to investors for business continuity.
Recommendation:
GOP and more specially Ministry of Finance, in consultation with Ministry of Economic
Affairs, should develop long-term policies, with regards to Tax and duty structure. The
responsible industry forums should be consulted and taken into confidence on major policy
changes.
Rationale or Benefit
This will give confidence to the investor and promote long-term business stability and more
investors are likely to set up businesses in the country.
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B. Tax Broadening and Documentation Measures
As mentioned at the very beginning, the government should take all possible measures to increase revenue
collection to ensure a proper balance between revenue and necessary expenditure, including financing of
development projects to improve physical and administrative infrastructure of the country and enhancing
energy capacities.
Additional taxes should not be raised from those who are already paying taxes honestly and diligently but
the increase in tax collections should be made from those entities and individuals who have so far
successfully evaded paying their due share of taxes to the national exchequer.
In order to increase revenue collection, there should be a strong political will and transparency to ensure
that all income generating activities in every business and service sector are included in tax net.
Recommendations
-

Broadening of tax base through appropriate legislation to ensure that all income earners pay
taxes equitably, including on income from agriculture related activities and all kinds of
government and banks saving schemes.

-

Exemptions given to all types of income should be withdrawn and all income earners should file
annual income and wealth tax returns and wealth reconciliation statements.

-

The culture of Amnesty Schemes should be eliminated as it discourages the honest tax payers.
On the contrary severe, and visible, penalties should be enacted in the law to punish tax evaders

-

Regular coordination should be done with relevant authorities of countries, considered as tax
heavens for stashing away illegal wealth, for information sharing.

12. GDP and Tax Collection
The GDP includes some sectors which are exempt from Income Tax. The biggest exempted sector is
agriculture which does not make any contribution to the national exchequer, despite the fact that over
65% of Pakistan’s population is directly or indirectly linked with the agricultural sector. The original
rationale of keeping agriculture out of tax net was to facilitate the small agriculturists. However due to
non-implementation of land reforms the benefit of the tax exemption is being availed by big
landowners earning huge incomes. Unscrupulous elements also transfer their income and wealth to
businesses fronting as agriculture sector.
Recommendations
i.

Exemption given to agriculture income should be withdrawn and agriculturists
should file income tax returns and wealth statements.

ii.

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.

All incomes should be taxed and as a general rule exemptions be given only for attracting Foreign
Direct Investment and for under privileged and poor sections of society or, in exceptional
circumstances, as motivation to encourage the registration of individuals and all legal entities.
Rationale or Benefit
i.
ii.
iii.

This will ensure a level playing field for all income earners
It will eliminate the incidence of income earners from other sectors parking their wealth
and income in agriculture sector to avoid taxes.
Documentation of all financial transactions will substantially reduce the size of the black
economy and consequentially expand the documented economy leading to improved
decision making for economic planning.
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13. 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 wealth statement, irrespective of their source of income, if the total income for the
year is PKR 400,000 or more as in the case of salaried persons.
Recommendations
All income earners in all categories should get themselves registered and obtain their NTN
and tax authorities should ensure that all NTN holders file tax returns.
For individuals instead of separate NTNs, the CNIC number should be used as NTN also
Rationale or Benefit
i.
ii.
iii.

This will eliminate the incidence of income earners showing an income of less than PKR
400,000 to avoid filing of income and wealth returns.
FBR will have more accurate information on income being generated. Furthermore this can
also serve as a base for taxation whenever the respective exemption is withdrawn.
One card/number for CNIC and NTN will simplify procedures for tax filers and also assist
in broadening the tax base.

14. Better/Effective utilization of NADRA database and other documented sources available to FBR
In line with previous OICCI budgetary recommendations, we are aware that FBR has initiated actions
to rope in non-filers and is, inter-alia working closely with various organizations and provincial
authorities, like motor vehicles registration and land revenue authorities, to bring in potential
taxpayers in the tax net. Furthermore, the political will is also evident, especially in bringing back the
untaxed wealth from “tax heavens” abroad. It is now common knowledge that since the last few years
several countries, including the United States and Switzerland have entered into bilateral/multilateral
agreements with different countries to setup a legal structure whereby previously untaxed money
safely parked in various tax heavens comes into the respective country’s national tax laws.
Recommendations
Pakistan should sign bilateral/multilateral agreements with countries where there is suspicion
of Pakistani citizens illegally maintaining bank accounts and other assets to bring back the
untaxed wealth from “tax heavens” abroad. In addition other information available with FBR,
from utility companies, hospitality industry and airline companies should be utilized to identify
potential new tax payers and bring them into the tax net. The existing tax reporting framework
is robust enough to identify the details of new taxpayers’ and if used effectively, this can lead to
significant contribution to revenue collection.
15. Effective enforcement
There should be effective enforcement of existing laws, without entering into the realm of harassment,
and empowering the Directorate of “Broadening the Tax Base” to enable the tax collection machinery
to identify sectors which have high earnings but pay very little taxes, or sometimes do not pay any
taxes. The role of the tax officer is a very crucial one for tax broadening and documenting of the
economy. 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, 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.
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Recommendation
- Appropriate laws should be made to enable the government to seize local assets, in
equivalent value, or levy appropriate taxes, if any person holds any kind of assets outside
the country for which source of income could not be established.
-

-

-

-

-

FBR and SBP should jointly engage with the senior hierarchy of financial institutions and
leading business chambers, like the OICCI, to make a secure and safe framework to ensure
all customers of financial institutions whose account shows turnover in excess of PKR one
million during the year, have filed a tax return and wealth statement. This could be done by
the financial institutions simply notifying the names and CNIC numbers of their customers
to the FBR without giving access to bank accounts to FBR official.
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 business activities to the
FBR on a quarterly basis.
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 Protection of Economic Reforms Act”, 1992 should be amended appropriately to curb
the practice of remitting undeclared income through unofficial channels outside Pakistan
and the same being brought into Pakistan through banking channels in Foreign Exchange,
thereby “whitening” the unexplained money at a minimal cost .
Section 111(4) of the Income Tax Ordinance should be amended to restrict tax free inward
foreign remittances to immediate family members only
FBR should hold a round table conference with leading tax and legal experts to enact
measures for enlarging the number of tax payers and taxable entities.

16. 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
- Registration of all retail outlets and electronic cash registers should be made
mandatory without any turnover thresholds, which gives rise to tax evasion. The
installation of these registers should be inspected regularly by tax inspectors.
- FBR should engage with representatives of wholesalers and retailers and ensure their
buy-in for introduction of these documentation measures so that the previous backtracking on these actions is not repeated.
17. Introduce accountability in tax administration
Despite several legislative measures to make the laws more robust and enforcement more effective,
the fact is that, since 1998 the tax/GDP ratio is continuously declining, from 13% to less than 9% in
2013-14. Tax collectors have not taken advantage of the good legal framework, to increase the tax/GDP
ratio even to the level of regional countries. As per the yearly FBR tax fact books currently 85% revenue
collection by FBR is through the withholding tax regime and only 15% from enforcement measures.
Evolution of tax compliance culture in most countries of the world has been the result of strict
enforcement of the tax laws and the image of tax collector, who plays a very pivotal role in this regard.
The rampant corruption, without any real accountability of underperformers in delivering optimal
collections from Income tax, Sales tax, Customs and Excise combined with brazen misuse of power are
the reasons behind the inefficiency of the tax machinery and therefore, this needs to be corrected.
FBR has the processes, in the form of internal audit and investigation; however, these departments
have not been able to deliver and this lack of delivery is because these departments are not sufficiently
empowered and independent nor made accountable. Successive Governments have publicly accepted
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that corruption runs into hundreds of billions of Rupees, but in the last ten years no agency including
NAB, FIA or FBR itself has taken necessary actions to plug the wide gaps and catch the unscrupulous
functionaries involved in malpractices.
Recommendation
 Element of corruption should be eliminated or minimized by taking strong action and
making a few examples through strong accountability.
 The internal control processes of FBR should be reviewed and its operation and
effectiveness should be ensured by the establishment of an internal monitoring board
comprising of professionals and business executives to oversee the transparency in FBR,
which should report to the FBR Board of Directors – as per our recommendation No.10 in this
document.
 The performance of the tax collectors should not be judged solely on the basis of tax
collected, but their efforts on documentation and broadening side should be appreciated
and rewarded.
 Income tax department should have one online system for all notices and communications
with taxpayers. Every tax officer should be provided with login ID and password. Initially
for a period of one year, both online and documented system should function.
 Every document generated from the system should be pre-numbered and dated, which
could not be modified once it is sent to the tax payer. Each case should be assigned a unique
number by the system and all proceedings should be recorded under that system; even if
the proceedings of the case are finalized in the Supreme Court.
 The use of an effective information system can easily identify the performance of the tax
officers, and reduce collusion of tax officers with the taxpayers. Further, there should be a
monitoring body within the tax department to review internal records of assessments,
whereby tax officers are called to explain any discrepancies in the proceedings.
18. Search for new potential tax avenues:
Recommendations
- The FBR Directorate of “Broadening the Tax Base” should include economists and
MBA’s from the country’s leading business schools, to ensure the tax collection reflects
the size of the economy and investment made in various business sectors, including real
estate, within the country and in offshore tax heavens.
19. Coordination between Federal and Provincial Legislations
- Presently foreign investors are greatly inconvenienced and confused by the contradictory tax related
provisions of the Federal and Provincial revenue boards, and the requirement to deal with several tax
authorities.
It is proposed that one revenue body should be formed to ensure removal of all anomalies between the
laws of the different revenue boards. Furthermore a modus operandi should be devised to enable
foreign investor to deal with one authority only instead of dealing with several revenue bodies. FBR or
local Revenue Authority where the registered office of the business entity is located could be the focal
authority.
- To incentivize the foreign Investors cumbersome paper work and number of taxes should be reviewed
for reduction in the numbers and simplification.

14 | P a g e

TAXATION PROPOSALS (2015 – 2016)
C. INCOME TAX
i.

Corporate Tax

20. Uniform Tax Rate For Corporate And Other Sectors
The Corporate tax rate in Pakistan, at 33%, is higher than almost all the Asian countries, as can be
noted from the table below.
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In addition to direct corporate taxes, companies also pay other levies like the Workers Profit
Participation Fund (WPPF), Workers Welfare Fund (WWF), Federal sales tax on goods, provincial sales
tax on services, Sind Development & Maintenance of Infrastructure and stamp duty on Purchase Orders
and contracts, that leads to additional tax burdens or increase in cost of doing business.
Lower documentation requirements for AOP’s and Small Companies discourages corporatization of the
economy and these entities are also not subjected to detailed scrutiny by FBR as in the case of large
companies, falling under the Large Tax Payers Unit, who are sometimes subjected to multiple audits.
As a result, foreign and local investors have no incentive to form companies.
Recommendation

Government should stay on course for the proposed reduction of corporate tax rate
(CTR) to 30% by 2017-18, and further reduce it as per rates in regional countries.
Rationale or Benefit
i.
Lower tax rates will encourage investment in corporate sector enabling Pakistan to be
internationally competitive.
ii.
Corporate sector growth will generate extra revenue contributions to the Government of
Pakistan and promote documentation.
21. Alternate Corporate Tax (ACT)
ACT (Section 113C) was introduced through the Finance Act 2014 at the rate of 17% on the accounting
income (with certain exclusions) of a company. Tax under ACT is ascertained solely on the basis of
accounting profit if the same is higher than normal corporate tax.
As the law stands today, a corporate can be subject to either one of three laws i.e. Corporate Tax at 33%
of taxable income, Minimum Tax of 1% of turnover under Section 113 or an Alternative Corporate Tax
at 17% of accounting profit, whichever is the highest.
In addition the law has been introduced with retrospective affect from Tax Year 2014
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Recommendation
- There should be only two tax regimes for companies assessed under Large Taxpayers Units
(LTU) or those registered under Sales Tax Act. The normal tax regime based on Taxable income
or under the ACT mechanism. The assessee should be given the option to opt for one of the two
regimes. The option taken should then be made binding for 5 years.
- Minimum Tax Regime (MTR), should not be applicable for such companies. As a transition
measure, before acceptance of the proposed full withdrawal of the minimum tax regime, one of
the following two options may be introduced for one year:
iii. Minimum tax should be levied on gross profits instead of Turnover.
iv. Rate of minimum tax should be reduced to 0.2%, on companies with thin margins.
Without prejudice to the above, the MTR under Section 113 of the Income Tax Ordinance, 2001,
should not be applicable for certain specialized sectors with high turnover and low margins as
the margins of oil refineries and marketing companies for sales of petroleum products are fixed
in Rupee terms through price determination mechanism approved by Government and OGRA.
These regulated margins are only 2% of the selling price. Chemical companies with large
turnovers whose profits margins are low are facing the same issue. Furthermore for working
out minimum tax, sales tax is excluded from turnover as per definition of turnover given in
section 113. Similarly, petroleum levy which is collected on behalf of the Government should
also be excluded from Turnover. Effective tax rate goes well beyond 50% after minimum tax is
applied.
- Lately, the tax authorities are broadening the scope of the existing minimum tax on the nonresident banks also and various show cause notices have been issued in this respect. Section
113 specifically mentions that minimum tax is only applicable to resident companies. These
notices are hindering non-resident companies in the ease of doing business in Pakistan. A
specific mention in Seventh Schedule (related to banks) of applicability of Section 113 to
resident banks only need to be incorporated.
ACT should be levied for companies after adjustment of tax brought forward losses and
unabsorbed depreciation at the time of introduction of ACT.
Rationale or Benefit
Introduction of only two taxation regimes will contribute to “ease of doing business” environment,
instead of the current three systems with no option to the assesse
Business/investment decisions made on the assumption that tax incidence will be based on taxable
income or minimum tax on turnover have been negatively impacted by the introduction of ACT.
Furthermore taxpayers made investment decisions resulting in adjustable tax depreciation against
subsequent years’ tax liability as per prevalent law. The current system of three tax regimes
discourages/penalizes investment in the manufacturing sector.
22. Rationalization of current Minimum Tax Regime
a) CARRY FORWARD OF MINIMUM TAX IN CASE OF TAX LOSSES
As per section 113, if any tax paid under sub-section(i) exceeds the actual tax payable, the excess
amount of tax paid shall be carried forward for adjustment against normal tax liability of future tax
years.
Recently, the Tax Authorities have raised an issue that if there is no tax payable due to tax loss, then
the company is not allowed to carry forward the excess amount paid as minimum tax.
Recommendation
Actual tax payable of a company could be nil/zero. Therefore, an explanation should be
inserted to include carry forward of minimum tax in case of tax loss, so that interpretational
issues may be avoided between taxpayers and tax authorities leading to appeals and
disputes.
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Rationale or Benefit
Clarity will result in reduced interpretational issues/ disputes between taxpayers and fiscal
authorities.
23. Incentives for investment be made attractive
 Globally, various countries are offering incentives to the industries to encourage FDI. The
Pakistani government took a step in the right direction by passing the Special Economic
Zone (SEZ) bill but it needs to operationalize the rules & regulations of this bill so that
businesses can view Pakistan as a favorable investment destination.
 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 industry. This is
unnecessarily increasing the burden of setting up industry in Pakistan. A new duty slab of
0% be created for all industry raw materials and machinery imported in the country for
setting up plants, for which local equivalents are not available, till June 30, 2020. This will
not hurt the local industry as duty rates will only be reduced on items not produced locally.
 To attract new FDI, upfront levy of withholding Income and Sales Tax at import stage on
plant and machinery should be exempted for new foreign investment in critical sectors of
energy, infrastructure facilities, oil and gas exploration, etc.
 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. It is recommended
to increase this credit to 5% for incentivizing more companies to make serious effort to
transact business with registered taxpayers only.
 Tax credit under Section 65B(1) should be extended till June 30, 2018, increased to 20% of
amount invested in BMR and the tax credit should be allowed to be carried forward for 5
years
 Tax credit under Section 65C currently 15% should be given for at least 3 tax years from
year of listing.
 Tax Credit under Sections 65D and 65E are a great step in incentivizing new investment.
However, these are due applicable only till June 30, 2016. It is proposed that these credits
should be extended to investments made till June 2018 and the tax credit should be
available on investment in total project including factory building. There should be in built
checks and balances to ensure there is no misuse of these incentives.
 The calculation of credit under above sections has given rise to many questions and the
same requires clarity from the FBR. The condition of investment through equity (including
surplus funds) should be restored, in addition to investments through fresh issue of shares.


In order to promote documentation and transparency by timely reporting of all information
relating to Sales tax return. Credit should be introduced at the rate of 5% for companies who
are issuing invoices in pursuance of chapter XIV of sales tax rules, 2006. This will
substantially reduce the menace of flying invoices.

24. 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 one 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
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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. This includes monitoring
of withholding under section 161 as well.
Rationale or 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.
25. Advance Tax under Section 147:
The Income Tax Ordinance requires companies to pay advance tax on the quarter’s turnover in the
same proportion as the tax assessed for the latest tax year bears to the total turnover for that year.
Further, under Section 205, if any taxpayer fails to pay advance tax or the tax so paid is less than 90%
of the tax chargeable for the relevant tax year, he shall be liable to pay default surcharge tax @ 18% p.a
on the amount of tax so chargeable or the amount by which the tax paid by him falls short of the 90%,
as the case may be
Recommendation
Minimum 90% payment of tax in the form of advance tax should be brought down to 80%.
Rationale or Benefit
As the payment is based on estimation the revision of threshold down to 80% will result in easing
of the cash flows as currently any payment below the threshold of 90% attracts surcharge @18%.
26. Foreign Losses
As per the provisions of the repealed Income Tax Ordinance 1979 or its predecessor Income Tax Act
1922, there was no concept of separate treatment of losses arising outside Pakistan. In such case, the
computation of world income included the effect of losses arising in a foreign country and as such tax
was computed on net income.
The concept of ‘foreign losses’ was introduced in the Income Tax Ordinance, 2001. This concept is laid
down in section 104 of the Ordinance. Salient features of section 104 are:
i.
Expenditure incurred in deriving foreign income be set-off against foreign-source income;
ii.
Foreign losses are first set off against foreign income for that year; and
iii.
The unabsorbed foreign loss can be carried forward for six years and set-off against foreign
income derived under the same ‘head of income’.
Recommendation
The adjustment of foreign losses against taxable income in Pakistan should be allowed, as
was allowed before the promulgation of Income Tax Ordinance 2001.
Companies should be taxed based on their overall business income. Disallowing the foreign
losses against taxable income in Pakistan is a hurdle for the local companies to make
international investment.
Rationale or Benefit
Allowing adjustment of foreign losses against Pakistan source income, as was allowed under the
previous tax framework, will give an incentive to the local companies to make foreign investments.

This will not only result in generation of foreign exchange revenue for the country but the increase
in foreign investments and accordingly, the foreign income will also result in higher tax revenue
for the Country.
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27. Allowance for set off of capital losses against income chargeable under any other head of income
At present if a person sustains a loss under the head “Capital Gains”, the loss cannot be set off against
income chargeable under any other head of income and can only be set off against capital gains, if any.
Recommendation
It is proposed that the restriction of set off of capital losses against subsequent capital gains
only needs to be removed.
Rationale or Benefit
Investments are an integral part of the business. Restriction on set off of capital losses discourage
companies from investing in local companies as well as investing in companies abroad
28. Group Relief for Trading Concerns
As per the current legal position the group relief is not available to a company within a group engaged
in a trading business.
Recommendation
Section 59B (2)(b), Trading House should be allowed to avail group relief. Companies in the
business of manufacturing and who are also involved in trading to an extent, between 2530% in total sales, should also be allowed to avail group relief.
Rationale or Benefit
This will lead to the whole group being treated as one fiscal unit for taxation purposes as well. The
SECP has amended the Group Companies Registration Regulations 2008 and the condition of
“companies engaged in the business of trading” for group relief is removed. The tax laws are now
required to be made in line with this law.
29. Permanent Establishment (PE) of Non-resident
Clause 46 of Part IV of Second Schedule to the Income Tax Ordinance, 2001 (the Ordinance) provides
exemption to PE of Non-resident Companies from operation of section 153(1) of the Income Tax
Ordinance, 2001 i.e. this clause provides exemption from deduction of withholding tax on sale of
imported products.
Through Finance Act 2012, an amendment was made where by the word “permanent establishment in
Pakistan of a non-resident person” was deleted and a new subsection 2A was introduced in section 152
whereby deduction of tax on payment to a PE of non- resident person was required to be made under
that section instead of section 153(1). This amendment has not been duly incorporated in clause 46 of
Part IV of Second Schedule due to which the exemption under clause 46 has become redundant to PEs
of non-resident companies.
Recommendation
We recommend that an amendment be made under clause 46 of Part IV of Second Schedule
whereby the following words after section 153 be included “and subsection 2A of section
152”. After the amendment the aforementioned clause 46 would be read as follows:
“The provisions of subsection (1) of section 153 and subsection 2A of section 152 shall not
apply to any payment received by ……….”
Rationale or Benefit
This will lead to an even level playing field to resident and non-resident companies.
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ii.

Withholding Tax Regime

The withholding tax regime against which business, especially the manufacturing sector has agitated
for several years has been further worsened by recent changes in the regime,
30. Revamping Of Withholding Tax Regime
a) WITHHOLDING INCOME TAX RATES ON IMPORT OF RAW MATERIALS & CAPITAL GOODS – [SECTION
148]

Withholding tax on all imports has been increased to 5.5% vide SRO No.154/2013 for imports of raw
material used for manufacturing. Although this tax is adjustable for the manufacturers, in most of the
cases current rate of withholding tax results in generation of income tax refunds, creating significant
cash flow impact.
-

The number of WHT regimes, under the IT law and ST Law of goods, where FBR is the regulator and
on Services which are regulated by the respective provincial revenue bodies, SRB, PRA and KPRA, puts
considerable pressure on businesses, as the taxpayer currently has to maintain several parallel records
to face monitoring of WHT by four different regulators (currently) at Federal and Provincial levels.
The positive measure of issuance of exemption certificate on imports by Commissioners, introduced in
Finance Act 2013, has however been largely negated due to very stringent rules which are difficult to
comply, thereby providing no relief to a genuine taxpayer facing hardships of income tax refunds.

Recommendation
Companies registered in LTU or listed on the KSE should be exempt from withholding
Income tax under section 148. Alternatively, withholding Tax rate on import of raw

materials and capital goods by industrial undertaking for its own use, be reduced
from the recently increased 5.5% to 1%.

Furthermore, the Commissioner may issue an exemption certificate to a sales tax registered
manufacturer who is liable to pay advance tax u/s 147 and falls under jurisdiction of Large
Taxpayers Unit, on import of raw materials for their own use and plant and machinery, for
half year or annually, as per the provision already available in the law.
Rationale or benefit
A lower withholding tax rate and issuance of the tax exemption certificate would strongly support
the industrialization base as against commercial importers.
b) EXEMPTION OF WITHHOLDING TAX FOR LARGE TAX PAYERS – [SECTION 153]

Recommendation
Companies registered in LTU or listed on the KSE should be exempt from withholding
Income tax under section 153. Alternatively, withholding income tax rates be reduced to 1%
only and such companies be required to make quarterly advance tax payments.
Withholding sales tax on payments to registered persons falling under Large Taxpayers Unit
should be exempted, as was applicable earlier.
Rationale or Benefit
The penal liability in case of shortfall, in advance tax will be reduced and the Quarterly deposit of
withholding will reduce the incidence of assessees in default.
This will also save substantial amount of cost and effort involved in collecting and keeping records
of evidence.
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31. Verification of withholding tax
As per section 164 of the Income Tax Ordinance, 2001 read with rule 42 of the Income Tax Rules, 2002,
every withholding agent is required to furnish to the person from whom tax has been collected, copies
of the challan of payment and/or a certificate setting out the amount of tax collected or deducted in the
prescribed format. Keeping in view the quantum of withholding taxes and related statutory
compliances including arranging and managing challans has become a big hassle to the taxpayers.
Recommendation
Access should be given to the tax payer for online verification of their tax deductions
challans by using their respective IRIS identity. Only FBR has this access in the current
‘Verisys’ system. This self-verification model will reduce the hardship and improve the
compliance as tax challans will then be available to the taxpayers on real time basis. We
understand that NADRA has provided a similar facility for verification of CNIC.
Presently, the cost of compliance is high especially after the increase of withholding tax
regime and introduction of filer and non-filer concept. This self-verification model will not
only reduces the hardship but will also improve the compliance as the tax challans will be
available to the taxpayers on real time basis.
32. Withholding Tax on Prizes & Winnings [Sec 156]
Section 156 of the Ordinance, 2001 requires deduction of withholding tax @ 20% on Prizes and
Winnings. The word ‘prize’ has not been defined in the law and therefore, is being interpreted very
liberally by the tax authorities.
Furthermore, rate of 20% is too high @ and gathering of required particulars i.e. name and CNIC
Number of winners for withholding tax payment and reporting is resisted by the Customers.
Recommendation


The term prize should be defined in Income Tax Ordinance, 2001 and only be restricted
to its general connotation i.e. where element of chance is involved.



Currently there are two separate withholding tax rates in place under the law. It is
recommended that a single rate of 10% should be prescribed under section 156.
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iii.

Tax Levies on Salaried Class

33. Providing Relief To Salaried Individual
The increase in the upper tax slab rates of salaried persons by 50%, from 20% to 30%, in the Finance
Act 2013-14, has negatively impacted professional managerial talent needed to grow the economy.
Recommendation


The upper tax slab rate of salaried persons which is currently 30% should be reduced to
25% – either in one go or in phases of 1.25 % annually over the next four years.



Tax credit should be allowed for health insurance and medical expenditure against salary
income for differently-abled individuals



There is a need to incorporate a mechanism that simultaneously encourages documentation
and assists in bringing untaxed services sector into tax net. This requires introduction of
‘tax credit’ against personal taxation on submission of evidences of expenses incurred on:
-

Medical - Senior citizens to have a higher deduction limit for such expense

-

education of children

Rationale or Benefit


Professionally educated and talented individuals will be motivated and brain drain issue will be
addressed to a large extent.



Credit for medical and education expenses will provide support for differently-abled persons and
as incentive for the user of such services in obtaining evidences for payments. That will in turn
induce the recipient to be within the documented sector. Like other measures, this system had also
been introduced in the past however, due to procedural difficulties and lack of will by the tax
authorities, positive results could not be achieved.

34. 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 it is in excess of one-tenth of the salary or PKR 100,000, whichever is lower,
and is added to taxable income for determining tax liability of the employee. Consequently, even though
the amount added to the provident fund of the concerned employee 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 PKR 100,000 be abolished.
Rationale or Benefit
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.
Major irritant for the large salaried class will be addressed
35. Tax Credit On Mark Up On Housing Loan
In the current high inflationary period, building a house has become a huge burden on citizens of
Pakistan. Based on current law, tax rebate on interest paid on Housing Finance loan is available to tax
payer subject to the lower of:
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a.

Actual amount paid, or

b.

PKR 750,000/-, or

c.

Amount not exceeding 50% of taxable income

With the high cost of building materials and increased financing this is not much of an incentive any
more.
Recommendation
The maximum limit should be enhanced from PKR 750,000 to PKR 1.5 million for tax rebate
on mark-up paid on Housing Finance loan to an existing tax payer.
Rationale or Benefit
It will help lowering the burden of building a house for taxpayers.
36. Explanation of the term ‘tax payable’ in the section 182(1) of the Ordinance
Recommendation
In the section 182(1) of the Ordinance the term tax payable is defined to mean tax chargeable
on the income. The said explanation be amended and penalty be based on tax payable along
with return, if any.
Rationale or Benefit
The present law to impose penalty on the basis of tax chargeable is resulting in huge amount of
penalties even in the cases of no loss of revenue to the exchequer because tax liability is already
discharged.
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D. SALES TAX
37. The VAT mode of indirect taxation
Since the introduction of sales tax in value addition mode, the tax to GDP ratio has witnessed a
consistent decline. This decline continued regardless of the various administrative reforms by the FBR,
including revamping of Sales Tax Act, 1990, taxing of services and introduction of new Federal Excise
Act, 2005.
The basic rate of sales tax has gone up to 17%, nevertheless the net revenue collection of FBR is
reportedly still below 5% (after adjustments of refunds, etc). The zero rated regime, and lower value
added sectors are unable to absorb the higher inputs resulting in either sales tax refunds or carrying
huge refunds on their balance sheets.
In the recent survey conducted by OICCI, member companies identified stuck up refunds as the major
irritant for its member companies in conduct of their doing business. These refunds amount to less
than 3% of tax levies paid by these member companies.
Recommendation
Sales tax should be levied in non-VAT mode wherein the rate should be 4% maximum
without any adjustment of input tax, after ensuring that there is no compromise on
documentation of the economy and revenue collection. In this scenario there will be no need
for any Sales Tax refunds.
However, in case the above is not found feasible in the national interest, then all current
refunds should be released against a bank guarantee before 30 June 2015, and an audit of
those refunds should be conducted by accounting firms within three months.


The amount of refund un-verified by the auditors should be adjusted against the
bank guarantee and the audit reports should be construed as an appealable order.

Rationale or Benefit
Existing system of indirect taxation has not provided the desired results i.e. increase in tax base
and documentation of economy.
Conflicts of taxpayer and tax authorities, litigation and corrupt practices will be largely eliminated.
38. Reduction In Sales Tax Rate
Notwithstanding the above recommendation (37), Sales tax rate in Pakistan is very high as compared
to Global tax rates.
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Recommendation
Tax rate should be reduced to 12.5% in the next coming budget and should further be
gradually reduced to 10% over the next three years for registered entities, whilst the
current rate should be maintained for unregistered entities. This reduced rate will
encourage the registration of the unregistered taxpayers to avail the benefits of input
adjustment.
39. Delay and procedural hassles In Processing Of Outstanding Refunds
The regular changes in Sales Tax and Income Tax Laws have distorted the system of refund claim
processing. As a result huge refunds are stuck with FBR.
Deferment of sales tax refundable amounts, relating to imports and exports, is unjustified when the
original bills of entry are being submitted with the sales tax refund claim, on the pretext that customs
data is not available in PRAL. The taxpayer should not be penalized due to non-availability of data in
FBR’s system.
Similarly apart from the list of supportive documents prescribed in Rule 38 of Sales Tax Rules 2006,
the department requires the refund claimants to furnish various records pertaining to their suppliers
to cross match the payment of output tax in case of manual overruling. Such departmental
requirements are not backed by any regulatory enactment as the supplier is not bound to furnish his
returns, summaries and other statutory declarations to his buyer. To streamline the entire refund
verification and sanctioning process, the FBR should devise necessary mechanism in the light of Section
10 Sales Tax Act 1990 and Sales Tax Rules 2006.
Under the sales tax rules a refund is to be issued after scrutiny of certain documents; however these
rules do not specify any time frame for such scrutiny resulting in long delays in scrutiny/processing.
The delay in refund is also caused due to procedural issues, such as suppliers not filing their returns
properly, resulting in deferment of input tax of the claimants, despite the submission of documentary
evidence of sales tax payment and delays due to lack of linkage between the Federal and Provincial tax
authorities. Furthermore, standing order issued by respective tax jurisdictions, for manual overruling
are not been complied on one pretext or other.
Recommendation:

a. Time Frame for scrutiny of refunds should be reduced to 30 days.
b. Fast track refunds rules must be ensured in true spirit and assessing officer shouldn’t

reject the eligibility of taxpayer under any circumstances. Criteria of fast track channel
is clearly defined in definitions 2(xxiv) read with rule 26 b, rule 31 and rule 38(e) of
sales tax refund rules 2006.

c. If refunds are not processed within 30 days, the claimant should be paid a mark-up on
the amount of the refund claim if the claim is accepted.

d. Under Clause 8(1)(ca) of Sales Tax 1990, 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. The honest tax payer shouldn’t be
penalized on this unlawful activity of seller of the goods.

e. Although a decision had been given by Lahore High Court striking down this clause, but
it is still part of Act, therefore it should be omitted.

f. Companies should be allowed the claimed tax refunds based on Auditors certification of
the claim amount or on the basis of a bank guarantee, pending authentication of the
claim by the tax authorities, which should be done within 90 days.
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Rationale or Benefit
Unnecessary delay in refund claims results in working capital & financial charges for taxpayers.
Timely and expeditious refund claims will build the trust of taxpayers in the tax system and will
help the tax authorities while introducing tax reforms in the existing system.
It may be noted that foreign investors have identified long delays in refund processing as the
biggest irritant in aspects of doing business in Pakistan in the last two consecutive Perception
surveys of OICCI done in 2011 and 2013. This matter has also contributed to the very poor ranking
of Pakistan in the World Bank Survey Report on “Ease of Doing Business”.
If Pakistan has to attract the FDI in Pakistan, then ease of doing business should be its priority and
undue holding of refunds is a major contributor to the negative perception.
40. Admissibility Of Input Sales Tax
•

Clause 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 because it is
not possible for a buyer to ensure the deposit of the sales tax into Government Treasury by the
seller, as the buyer does not have any enforcement power over the seller.

•

Furthermore, section 8(1)(caa) also does not allow input sales tax against purchases in respect of
which a discrepancy is indicated in CREST or input tax of which is not verifiable in the supply chain.
This is unjust for the purchaser discharging its liabilities, but is being penalized for any
reconciliation issues at CREST or at supplier end.

•

Further, the recent SRO 98(I)/2013 may also increase the incidents of non-deposit of withholding
tax by the buyers and may give rise to huge refunds.

•

Moreover, SRO 221(1)/2013 has restricted allowability of refund on local supplies, which will
block significant funds of large manufacturing companies.

Recommendation
•

In order to promote the documentation of the economy and create culture of tax payment,
it is suggested that Section 8(1)(ca) and section 8(1)(caa) should be suitably amended to
exclude the Large Tax Payers. This will give buyers the confidence that they would not be
harassed by the tax authorities and would be allowed to get timely refund of the tax.

•

Companies assessed in large taxpayers unit paying taxes on regular basis should be allowed
to claim refunds on a monthly basis on input relating to local supplies as well.

41. Input sales tax be allowed to Sales Tax Registered Persons on Building Material, Office
Equipment, Furniture & Fixtures, Vehicles & their parts, etc. used for taxable activity purposes
Input sales tax on building material, office equipment, furniture & fixtures, vehicles and their parts, etc.
is not being allowed through introduction of clauses 1 (h) & (i) of section 8 through Finance Act 2014
and earlier through SRO 490(I)/2004. This has increased the cost of doing business for all documented
sectors, and encourages procurement from un-registered sector with only 1% withholding sales tax.
Any of these items not being procured for taxable activity or business purposes are already disallowed
under clause (f) and (g) of section 8, thereby providing legal cover to avoid any misuse of input sales
tax.
Recommendation



Clause 1 (h) & (i) of section 8 should be deleted.
SRO 490(I)/2004 in contradiction with section 8 should also be rescinded.
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Rationale or Benefit
Purchases of these items from registered sales tax persons will be encouraged, thereby enhancing
sales tax registration and documentation of the economy. Turnover of registered supplier of these
items will increase, thereby increasing GoP revenue and contributing to the economy, while cost of
doing business in documented sector will reduce to some extent over undocumented sector
thereby providing competitiveness.
42. 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, but 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.
43. Withholding sales tax on payment to registered taxpayers falling under LTU’s be eliminated
The scope of withholding sales tax was enhanced vide SRO 98(1)/2013 dated Feb 14, 2013 and
accordingly, 1/5th of sales tax is deducted on payments to registered persons falling under Large Tax
Payers Unit.
It has created hardships for large taxpayers in terms of blockage of funds in sales tax and extra
documentation. Further, due to absence of any proper mechanism for challans, the tax may be avoided
to be deposited by the Withholding Agent leading to problems for genuine taxpayers later on during
audit under various provisions of Sec 8 and also loss to GoP.
Recommendation


Withholding sales tax on payments to registered persons falling under Large Taxpayers
Unit be exempted, as applicable earlier.



All Withholding Sales Tax must be deposited on mechanism of CPR – Computerized
Payment Receipt as being applied in Income Tax for all kind of Withholding Income
Taxes.

Rationale or Benefit
Sales tax liability for a month is paid to the exchequer by the 15th of the subsequent month, unlike
income tax where the liability is determined on an annual basis. Accordingly, there is no objectivity
or rationale of introducing a withholding sales tax regime except in the case of Government sectors
or specific industry such as advertisement services. This is an extra burden on taxpayers’ in the
form of administrative, human resource and financial burden.

Withholding sales tax on such payments coupled with limits prescribed under section 8b, is
resulting in excessive documentation and generation of refunds to be carried forward thereby
affecting their cash flows.
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All such taxpayers are already filling their returns on FBR web portal and providing invoicewise records of their sales and accordingly, withholding sales tax on payments to them is not
providing any benefit to FBR, other than slight cash flow benefit at expense of taxpayer
hardships, which may also not even been obtained, in case of any non-deposits. The
introduction of CPR in sales tax withholding will secure the Risk of non-filing / payment of taxes
withheld.
44. Adjustment of Sales Tax withheld on media payments against Sales Tax refundable:
At present under SRO 603(1)2009, a person registered under ST Act, who is the recipient of service of
advertisement, who receives advertisement services, is required to deduct the amount of sales tax as
mentioned in the invoice issued by the service provider and deposit it in the Treasury.
Recommendation
It is proposed that the relevant clause (SRO 603(I)/2009) be amended to read as follows:
‘’A person, being the recipient of service of advertisement who is registered for sales tax and
has refund claims, and who receives new advertisement service, may adjust the amount of
sales tax, mentioned in the invoice issued by the service provider, against the sales tax
refundable from the Government.”
Rationale or Benefit
Being the withholding agents of sales tax on media payments, first the sales tax amount is withheld
and deposited. Later, refund/ adjustment in STARR is filed where refunds are processed. This
results in increase in financing cost of the company as well as administrative cost of the tax
authorities.
45. Sales Tax Adjustments On Bad Debts
Presently, taxpayers are depositing monthly FED/Sales Tax to the tax authorities based on invoiced
amount irrespective of dues collected or not, from the customers. However, in case of default by the
customer the burden of not only the bad debts, but the FED/ Sales tax is also borne by the taxpayer.
Recommendation
Since the taxpayer is acting as a collecting agent on behalf of tax authorities for the collection
of FED/Sales Tax, the burden of uncollected FED/Sales Tax should not be passed on to
taxpayer.
Rationale or Benefit
The admissibility of the un-collectables should be tied up with the criteria provided under section
(29) of the Income Tax Ordinance, 2001.
46. Non-allowability of Input Tax in Excess of 90% of Output Tax
As per section 8-B a company is not allowed to adjust input tax in excess of 90% of the output tax for
that tax period in the Sales Tax Act, 1990.
Recommendation
Section 8-B in Sales Tax Act, 1990 should be amended to allow 100% adjustment of the input
tax.
Rationale or Benefit
Improve the cash flows of the businesses and reduce cost of doing business.
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47. Introduction of Group Taxation concept in Sales Tax Act 1990:
At present, there is no concept of Group Taxation in the Sales Tax Act 1990 on the pattern allowed
under the ITO 2001.
Recommendation
It is proposed that a section to this effect should be incorporated in the Sales Tax Act 1990
whereby group companies should be allowed an option to be taxed as one fiscal unit for the
purposes of Sales Tax;
The conditions for exercising the option specified under ITO 2001 should be maintained;
and the sales tax refundable of one Group Company should be adjustable against the sales
tax payable of another group company.
Rationale or Benefit
Sales tax refunds are not easy to obtain, hence sales tax regime needs to support businesses to pay
sales tax equivalent to net tax liability of the group. This option is available in developed economies
such as the UK.
Slow processing and consequent accumulation of sales tax refunds is resulting in increasing cost
of doing business in the country as compared to regional competitors, making Pakistan an
unattractive investment destination.
48. Sales Tax be applied at the time of delivery, instead of Earlier of Receipt of Payment or Delivery

of Goods u/s 2(44)

Prior to amendment made in section 2(44) of the Sales Tax Act, 1990, vide Finance Act, 2013, Sales tax
was levied at the time of actual delivery of goods regardless of time of payment. Application of sales
tax on advances causes serious operational issues and also leads to unnecessary reconciliations
resulting in hardships to taxpayers.
Recommendation
Sales tax be applied either at the time of delivery or sale of goods, rather than earlier of
receipt or delivery.
Rationale or Benefit
The taxpayers are facing hardships with respect to extra documentation, discrepancies in CREST,
absence of any mechanism of debit / credit notes for advances and unnecessary reconciliations for
tax audits and other practical difficulties.
FBR is having no other benefit than slight timing difference, while taxpayer is facing extra burden
of documentation, unnecessary audits, non-adjustment of input sales tax, etc. Furthermore in
absence of any proper system, it may be misused with potential negative impact for GoP.
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E. CUSTOM DUTY
49. Structural reform in customs:
We have been highlighting the issue of unauthorized imports for several years as this is one of the
major hurdles not only in broadening the tax base but it is also impacting negatively on the growth of
organized sector.
Recommendation
A thorough review of the custom regime should be done to take into account issues of counterfeiting,
smuggling, rationalization of duty structure and fixing of import Tariff prices.
There should be Brand registration at Import Stage, in consultation with brand owners
It is proposed that the duty & tax structure should be reviewed in order to rationalize its
impact on legal imports. The import tariff prices should be revised in consultation with
brands owners.
Unauthorized imports should be curbed by bringing at least three OICCI members
representing the brand owners on the policy board of valuation to enable verification of
data on country of origin through local affiliates and ensure compliance of Intellectual
Property Rights (IPR) laws in Pakistan.
Furthermore, the enforcement arm of customs should be strengthened with appropriate
legal powers to stop the sale of unauthorized imported products at least in the settled/
established markets e.g. Karachi, Lahore etc. The vigilance and anti-smuggling wings of FBR
should robustly monitor the purchases made by wholesalers on a substantive sample basis.
Review and revamp the Afghan transit trade (ATT) agreement with Afghanistan: In addition
to recent introduction of structural checks to ensure transparency in the ATT, a sustainable
solution in the interest of Pakistan could be developed if the following points are included
in the ATT:

Agreeing quantitative limits based on genuine Afghan needs based on the size of the
population,

Harmonizing duty and tax rates to remove the incentive for evasion and

Establishing a basis of collecting the levies, at the point of entry into Pakistan for the
account of the Afghanistan Government.
All three steps are necessary, otherwise quantitative limits will result in Afghanistan
importers re-routing imports from Iran instead of Pakistan, collection of taxes in Pakistan
without harmonization of rates will also result in smugglers bypassing Pakistan ports and
without harmonization, the incentive to evade taxes in Pakistan will continue.
Rationale or Benefit
The aim of the above proposal is to support the documented sector by broadening the tax base and
providing level playing field to the importers who are opting for legal routes.
Elimination or minimizing the misuse of ATT will have a positive impact on foreign remittances.
50. 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.
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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 or benefit
This will ensure consistency in the determination of imported goods’ value for the tax payer and
would avoid dual taxation on the same transaction.
51. Curbing the Menace Of Under-Invoicing
a) CHECK ON COUNTERFEIT PRODUCTS
Unlike other developing countries (e.g. India), 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 or benefit
This will increase import duties on one hand and stop import of counterfeit products. itmay be noted
that these sectors do not contribute anything towards direct tax except for advance income tax at
imports.
b) FIXATION OF VALUE

The fixation of value is another measure through which the mis-declaration by importers can be
discouraged. Brand owners should be consulted.
Recommendation
A procedure may be adopted to assess goods not on the declared value but on a standard
value e.g. tea is assessed on Reuters Price rather than on value declared by importer.
c) DATA EXCHANGE BETWEEN CUSTOM AGENCIES
The declared value should be confirmed from the port of origin i.e. from where the goods are
shipped. Furthermore, access should be given to all interested parties to the custom record.
Penalties for under-invoicing to be made more stringent, as under-invoicing by traders’
remains a big concern for all manufacturers.
In the past the Pakistan Custom Services has made arrangement to share information with
Chinese Customs Authority. The objective was to ensure that goods imported from China into
Pakistan should be valued on the basis of information available with Chinese Customs
Officials.

Rationale or benefit
This third party verification will help the appraisement department of Customs in assessing the fair
value of goods imported.
52. Re-Export/ Temporary Import
Machinery, equipment and spares meant for initial installation, balancing, modernization, replacement
or expansion of projects for power generation through oil, gas, coal, wind and wave energy including
under construction projects, which entered into an implementation agreement with the Government
of Pakistan.
Recommendation
Temporarily imported goods shall be cleared against a security in the form of a post-dated
cheque for the differential amount between the statutory rate of customs duty and sales tax
and the amount payable under this notification, along with an undertaking to pay the
customs duty and sales tax at the statutory rates in case such goods are not re-exported on
conclusion of the project.
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F. FEDERAL EXCISE DUTY
53. De-notification of Services under Federal Sales Tax Act
After the promulgation of provincial legislations the taxability of services continues to be dilemma.
Both the revenue collectors continue to pursue the taxpayers with regard to deposit of sales tax within
their respective jurisdiction, creating undue hardship for taxpayers, since, FBR has not de-notified the
services in Federal Excise Act 2005.
Recommendation
FBR should immediately de-notify the services which are now chargeable under the
provincial legislation after the 18th constitutional amendment with effect from date of
promulgation of respective provincial legislations.
Rationale or Benefit
This has affected the taxpayers with double taxation on account of FED & Sales tax on services and
engaged them in unnecessary litigation.
54. Tariff / Non – Tariff Area
As concerned persons are already aware, there is an uneven competition in the local market 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 into 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
Effective enforcement should be ensured on transfer of goods from non-tariff to tariff areas
Rationale or Benefit
These measures will have positive impact on the exchequer as the increase in volumes will result
in additional revenue from tax payers.
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Custom duty

II.

INDUSTRY SPECIFIC
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F.

Fast Moving Consumer Goods

G. Oil, Gas and Energy
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ii. Oil Refineries and Marketing Companies

H. Pharmaceutical
I.
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TAXATION PROPOSALS (2015 – 2016)

INDUSTRY SPECIFIC PROPOSALS
This section comprises of sector specific proposals identifying issues faced by different industrial sectors.
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. AUTOMOBILES
55. Elimination/ Reduction in Minimum tax u/s 113 and withholding tax on supplies u/s 153 by
Authorized Dealers of vehicle manufacturers
Turnover Tax @ 1% u/s 113 and withholding tax @ 4% u/s 153 hampers efforts to pioneer automotive
industry towards wholesale-retail mechanism, as applied internationally, in sale of vehicles through its
authorized dealers. Under existing mechanism, dealers are normally earning commission of around
2% of sales price, which is subject to withholding income tax @ 12% falling under final tax regime (i.e.
Effective tax rate upto 0.24% of the sales price). Minimum turnover tax @ 1% and withholding income
tax @ 4%, increases the Income Tax incident on Dealers to 4 and 17 times, respectively, making the
Wholesale-Retail system non-feasible for the Industry.
Recommendation


Reduce Minimum tax u/s 113 of the Income Tax Ordinance, 2001, from 1% to 0.25% on
turnover of authorized dealers of vehicle manufacturers, as being allowed to Motorcycle
dealers, distributors of FMCG, Pharmaceutical, Fertilizers, etc.; and



Eliminate/Reduce withholding tax @ 4% 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.



Withholding income tax u/s 231B be exempted on sale of vehicles by vehicle
manufacturers to their authorized dealers.

Rationale or Benefit
Wholesale-retail mechanism may be implemented, as applicable internationally, which will
improve volumes on account of stock availability and healthy competition. Income of dealers will
be subject to normal taxation that will enhance documentation and may increase tax to income
ratio. Withholding income tax u/s 231B be collected from the actual customers at registration
stage, either purchasing vehicle directly from vehicle manufacturers or through their authorized
dealers, so that the wholesale-retail mechanism be applied.
56. Withholding Tax u/s 231B on Locally manufactured vehicles be applied at Registration stage
as for imported vehicles
Advance income tax u/s 231B is collected at the time of sale of locally manufactured vehicles by the vehicle
manufacturers, while in case the same is registered in different name (other than invoiced) withholding
income tax is again collected at registration stage. All motor registration authorities are already collecting
withholding income tax u/s 231B and u/s 234 from vehicle owners, therefore, the same may easily be
collected by them for locally manufactured vehicles as well, as done prior to Finance Act 2014. The
manufacturers are unnecessary burdened with collection of same with extensive administrative and
reporting liabilities.
Recommendation


Withholding income tax u/s 231B on locally manufactured vehicles shall be collected by
the motor registration authorities, instead of vehicle manufacturers.
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Rationale or Benefit
Collection of withholding income tax u/s 231B be streamlined and data will be reconciled at one
level, on collection at registration stage by Excise and Taxation department of respective Provinces.
The existing mechanism creates duplication of work, enhances complexity for withholding agent
as well as for consumers and doesn’t lead to any additional revenue for FBR.
57. Reduction of sales tax on sale of Hybrid Electric Vehicles (HEV), as allowed at import stage
Through SRO 499(1)/2013 dated Jun 12, 2013, Import of Hybrid Electric Vehicles were provided relief
from custom duty, sales tax and income tax, however, sale of these vehicles by a registered person is
subject to sales tax at normal rate i.e. 17%. This has lead to competitive disadvantage to registered
persons, while importers of used vehicles get full relief at import stage, thereby helping undocumented
sector at expense of registered persons.
Recommendation
SRO 499(I)/ 2013 be amended to allow relief of sales tax on both import and supply stage.
Rationale/ Benefit
Undue advantage to undocumented sector will be eliminated and level playing field be created for
all persons. The new imported Hybrid Electric vehicles will become more affordable for the
consumers and will also provide fuel efficiencies as targeted by the GoP with additional revenue to
GoP on increased volume of these vehicles.
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B. BANKING, LEASING AND INSURANCE
58. Disallowance of unrealized loss on foreign exchange/ derivative contracts and bad debts
Under the 7th Schedule of the Income Tax Ordinance, profit before tax as per accounts submitted to
SBP should be accepted by the tax authorities except for the adjustment specified in 7th Schedule. Such
adjustments do not cover any item in the nature of unrealized loss on foreign exchange contracts,
foreign currency options and interest rate derivative contracts.
However, the tax authorities have subjected to tax the loss incurred by banks on account of unrealized
loss on foreign exchange contracts, foreign currency options and interest rate derivative contracts is
taxable.
Moreover, the tax officers are also incorrectly calculating the bad debts provision allowed under the
7th Schedule by considering net advances instead of ‘total /gross advances’.
Recommendation
a. FBR is requested to issue administrative instructions to the field officers to follow 7th
Schedule in letter and spirit by not resorting to make disallowances of un-realized
foreign exchange losses as this is a timing difference only.
b. The Taxation Officer is interpreting total advances as 'Advances' shown on the face of
the balance sheet (net of provisions), therefore an explanation should be inserted in
Rule 1(c) of the Seventh Schedule that total advances means 'Gross Advances' before
provisions for Bad & Doubtful Debts.
Rationale or Benefit
In the event such notices continue to be received by tax payers, it will have the effect of curtailing
derivative business in Pakistan, financial institutions bearing huge amount of funding cost on
making upfront payments, and potential for long drawn litigation by the impacted banks, which
should be avoided. This also leads to unnecessary litigation.
59. New Advance Tax Regime For Banks
The FBR in June 2012 has issued a SRO 561(I)/2012 whereby the provisions of Seventh Schedule
relating to the advance tax have been amended. Consequently the provision of section 147(6) relating
to filing of lower estimate are no more applicable on banks even if the bank estimates that its tax
payable for the relevant tax year is lower than the amount of advance income tax payable.
Recommendation
The Original provision of Advance Income Tax should be restored for banks through which
banks can file lower estimates, if required.
Rationale or Benefit
The changes in the Seventh Schedule by virtue of SRO 561 has resulted in banks ending up paying
more advance tax as compared to its tax charge which is discriminatory as compared to other
sectors. Furthermore, banks are also required to make monthly advance tax payments instead of
quarterly basis available to other sectors.
60. Restoration Of The Original Provisions Related To Bad Debts - Seventh Schedule
Recommendation
The original provision of the Seventh Schedule should be restored whereby provision for
bad debts falling under “lost” and “doubtful” category as per the Prudential Regulations of
SBP and supported by a certificate of the auditors was allowable as a tax deduction to the
banks. However, bad debts classified as “sub-standard” was required to be offered to tax by
the banks.
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Rationale or Benefit
Needless to mention that in the banking business it is imperative to take risk for earning income
from advances as such bad debts are part and parcel of the banking business and therefore it is an
expenditure incurred wholly and exclusively for conducting the banking business.
61. Increment of Threshold:
The existing threshold of 1% of Total Advances (other than Consumer/ SME) should be increased to
reasonable level i.e. 2% for corporate and other advances as tax deductible provision for bad debts for
the year till the time original provisions for allowing bad debts are restored.
Recommendation
Rule 1 (c) should be amended as follows:
Suggested change:“(c) Provisions for advances and off balance sheet items shall be
allowed up to a maximum of 2% of total advances”
Rationale or Benefit
The restriction on claim of provision for bad debt at 1% is too low in view of the Banking business.
62. The State Bank Of Pakistan (SBP) Has Approved Musharakah, Mudaraba, Murabaha,
Musawama, Ijarah, Istisna And Salam As Islamic Mode Of Financing.
This is also stated in the Islamic Financial Accounting Standard–II Ijarah issued by the Securities and
Exchange Commission of Pakistan (SECP). This fact should also be mentioned in the 7th Schedule of
Income Tax Ordinance.
Recommendation
A new clause should be inserted in the 7th schedule to treat instruments of Islamic mode of
financing as is approved by SBP including Musharakah, Modaraba, Murabaha, Musawama,
Ijarah, Istisna or and Salam should be treated as financing transactions and not trading
activity i.e. sale/purchase transactions.
Rationale or Benefit
The introduction of new clause in 7th Schedule explaining/ stating Islamic mode of financings will
remove ambiguity so as not to treat Islamic modes of financing as trading activity i.e. sale/purchase
transaction which can attract implication of withholding of Income Tax.
63. Section 28 (1) (H) Of The Income Tax Ordinance, 2001 Allows Deduction To Customers Of The
Islamic Banks In Respect Of Amount Paid By Them To A Banking Company Under Scheme Of
Musharikah.
However, complete tax neutrality is not available.
Recommendation
It order to provide tax neutrality to customers of Islamic banks in respect of different modes
of Islamic financings , we propose that following sub- clause (1A) be introduced in Section
32 of the Income Tax ordinance, 2001
“Any special treatment of Shariah compliant financing availed by a person from a bank or
financial institution approved by the State Bank of Pakistan or the Securities and Exchange
Commission of Pakistan, as the case may, shall not be provided for any reduction or addition
to income and tax liability for the said Shariah compliant financings.”
64. Tax Depreciation On Leased Vehicles
Sub-section 13 of section 22 provides for that for the purpose of computing tax depreciation, the cost
of a depreciable asset being a passenger transport vehicle not plying for hire should not exceed PKR
2.5 million.
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By virtue of the restriction on a cost of vehicle for tax purpose, leasing companies are eventually paying
tax on that portion of the principal amount which exceeds the restricted cost of vehicle.
Recommendation
An explanation should be inserted in section 22 (13a) to the effect that the restriction is not
applicable in case of a finance lease. [Sub-section 13a of section 22]
Explanation
“It is hereby clarified for removal of doubt that the aforesaid restriction on cost of a
passenger transport vehicle shall not apply on lessor being ‘a financial institution, or a
Modaraba, or a leasing company.’”
Rationale or Benefit
In the context of finance lease, which in substance has been accepted by the FBR as a financing
transaction, it is unjust for leasing companies to pay tax on principal amount.
The Tribunal in a recent judgment has held that whilst calculating the Turnover Tax of a leasing
company the principal amount included in the lease rentals should be excluded.
65. Extra sales tax on electricity and gas
Through the recent amendment in Sales Tax Rules 2006, each office (bank branch) is being treated as
an unregistered sales tax payer & charged additional sales tax of 5% over and above the sales tax of
17% on electricity and gas bills.
Recommendation
This additional sales tax should not be charged to a bank’s branch.
Rationale or Benefit
The Bank is registered as a sales tax payer and each branch cannot be a sales tax registered person
separately from the Bank itself.
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C. CHEMICAL/ PESTICIDES/ FERTILIZERS/ PAINTS/ CEMENT
66. Duty concession on Ethylene and Ethylene Di Chloride (EDC) be restored for PVC Manufacturing
Industry
Poly Vinyl Chloride (PVC) resin manufacturing industry was allowed to import its basic raw materials
[Ethylene, Ethylene Dichloride (“EDC”) and Vinyl Chloride Monomer (“VCM”)] at a concessionary duty
of zero percent under S.No.64 of S.R.O 565(1)/2006 dated June 2006. The abrupt imposition of 5%
import duty in June 2014 on these items is severely impacting the cash flows and is detrimental at this
stage for the manufacturing of PVC resin in Pakistan.
Recommendation
The import duty on Ethylene (HS Code 2901.2100) and EDC (HS Code 2903.1500) be waived
or alternatively the duty on PVC resin should be raised accordingly to offset the impact of
duty imposition.
Rationale or Benefit
The resultant cost increase due to duty imposition cannot be passed through customers due to
import parity constraints. This duty will render the PVC resin manufacturing business unviable and
will potentially lead to its complete shutdown in Pakistan.
67. Customs Duty proposals
Manufacturing of Pure Terepthalic Acid (PTA) is a highly capital-intensive industry, which largely
depends on government incentives. China and India who are considered world leaders in the PTA
Industry, continue to maintain stable tariff regimes over decades, which in return has helped their
industries to grow at a very fast pace.
Country

PTA Capacity
Tonnes/year

PTA Tariff

China

38,047,000

6.5%

India

4,075,000

5%

Source: PCI Consultants

Recommendation
Therefore, in order to survive and grow, it is imperative that Pakistan’s PTA industry (current
capacity: circa 500,000 tonnes/year) and various downstream industries are vitally linked to a
stable tariff regime. We would, therefore, like to recommend the tariff regime:
 5% import duty on PTA
 0% import duty on raw materials used in the manufacture of PTA – Paraxylene (PX)
and Acetic Acid to be continued.
 10% import duty on PTA catalysts, and packing materials
Rationale or Benefit
It is imperative that the above policy is given to the PTA industry for a minimum of 10 years to
allow it to invest in its stability and growth. The industry is capable of attracting large foreign direct
investment and, therefore, needs support and cooperation of the GoP.
68. Sales Tax rate on raw material of Paints
Mushroom growth paint companies which are involved in tax evasion giving unfair competition to the
organized sector
Recommendation
Enforcement measures to be made more effective in consultation with OICCI members, who
are established tax payers, to penalize tax evaders
Rationale or Benefit
Increased revenue collection for the government.
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D. DAIRY PRODUCTS
With an estimated 47 Billion Liters of annual milk production from 72 million animals managed by
approximately 8 million farming households, according to latest statistics Pakistan is the 5th largest milk
producing country in the world. It has a livestock and agriculture sector contributing over 10% to the GDP,
and a milk economy that in value terms is 27.7% of the total agriculture sector.
It is a market, expected to grow faster than most sectors. Undeniably, a sector with such credentials can
support economic recovery of the country.
For the time, the industry is flourishing in the country but also facing certain issues which hurdles its
perspective growth. Mainly of the anomalous element is a parallel undocumented retail sector which
represents 95% of the whole dairy industry. Attention has never been diverted towards this
undocumented sector to bring it under tax net to broaden the tax base.
To cop up with these elements, below are some suggestions on behalf of industry.
69. Input Tax on Market Assets
Dairy industry is investing huge money in market assets like visi/chest coolers (freezers) for its
business promotion to promote the taxable activity in Pakistan. The industry is facing problems while
claiming input tax adjustment on purchases of its market assets because there is no clear provision in
Sales Tax Act, 1990 pertaining to claim of input tax on such assets used for promotion of sales of taxable
products.
Recommendation
An amendment should be made in section 8 sub-section (1) clause (a) that after the words
“taxable supply” the following words should be added “and any assets used for promoting
taxable activity”
This will reduce the monetary burden on manufacturers and will help them to invest more
in technology to bring advancement in industry from grass root level.
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E. ENGINEERING/ ELECTRICAL
70. 0% Import Duty and Sales Tax on LED
LED are much more energy efficient than normal lamp. They are environmentally safe, long life, durable
& without emission of harmful radiation.
Recommendation
To classify LED base products, irrespective of application, to have 0% import duty and 0% sales tax for
all following categories [HS Code: 8543.7090]


LED based retrofit & lamps



LED modules and its accessories.



LED based light fitting –finished form



LED based light fitting – CKD form.

Rationale or Benefit
To promote (LED), an alternative solution to alleviate energy crisis
71. Electronic ballast offer additional benefits over magnetic ballast.
Currently duty is 20 %
Description

Magnetic Ballast

Electronic Ballast

Power factor

0.5

0.9

Power losses

> 8.8 W

<5W

No

Yes

Dimmable

Presently both magnetic & electronic ballast are imported at same duty structure
Recommendation
To have zero % import duty on electronic ballasts. [H S code No is 8504.1000]
Rationale or Benefit
To promote energy efficient electronic ballasts.
72. Light fixtures (luminary) are the carriers of lamps & deserve same duty relaxation as energy
efficient lamps.
Presently in case of import from china there is no benefit for importer of non-finished light fixtures &
make local value addition to following prevailing duty rates.
For HID & LED light fixtures ,


25% duty under HS Code No : 9405.4090



25% duty for Parts of light fixtures under HS Code No : 9405.9900

VS

For fluorescent fixtures


25% duty for finished light fixtures under HS Code No : 9405.1020



25% duty for Parts of light fixtures under HS Code No : 9405.9900

VS
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Recommendation
To have zero% duty on import of parts and CKD for HID, fluorescent & LED light fixtures under SRO
565(I) 2006.
Rationale or Benefit
To keep the total solution cost affordable for customer.
73. Imposition of 10% Regulatory duty under SRO 568(1)2014 & 121(1)2015 on light fixtures
under HS code 9405.1010, 9405.1090 & 9405.4090
Recommendation
Withdrawal of unjustified imposed Regulatory duty
Rationale or Benefit
To keep the total solution cost affordable for customer.
74. Pak. Customs are not accepting/ clearing Energy Saving Tubes T8 & T5 of <40W under newly
created HS code 8539.3920 by Federal Govt.
Recommendation
Clearly define in Tariff T8 & T5 (<40W) as Energy Saving Tubes under HS code 8539.3920.
Rationale or Benefit
T8 & T5 are more energy efficient, high performance than T12
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F. FAST MOVING CONSUMER GOODS
75. 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
Realistic withholding tax rate be introduced for FMCG and such distributors which have high
turnover and low margins. We propose a withholding tax rate of 1.0% for such distributors.
Rationale or Benefit
This will encourage documentation of the economy; promote tax culture and rationalization of
withholding tax rates.
76. Check on Counterfeit Products and registration of international brands
Unlike other developing countries, Pakistan does not offer any substantial protection to its
manufacturing/ industrial sector, especially the industry which deals in international brands.
We have been highlighting the issue of unauthorized imports for several years as this is one of the
major hurdles not only in broadening the tax base but it is also impacting negatively on the growth of
organized sector.
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.
It is proposed that the duty & tax structure should be reviewed in order to rationalize its
impact on legal imports. The import tariff prices should be revised in consultation with
brands owners.
Secondly, unauthorized imports should be curbed by bringing at least three OICCI members
representing the brand owners on the policy board of valuation e.g. the data on country of
origin should be verified through local affiliates and also ensure compliance of Intellectual
Property Rights laws in Pakistan.
Furthermore, the enforcement arm of customs should be strengthened with appropriate
legal powers to stop sale of unauthorized imported products at least in the settled/
established markets e.g. Karachi, Lahore etc. The vigilance and anti-smuggling wings of FBR
should robustly monitor the purchases made by wholesalers on a substantive sample basis.
Rationale or Benefit
This will increase import duties on one hand and stop import of counterfeit products.
77. Levy of FED on Import of RBD Palm Oil
RBD palm oil and other edible oils are exempt from sales tax subject to the condition that federal excise
duty is charged, levied and collected by a registered manufacturer or importer as if it were a tax payable
under section 3 of the Sales Tax Act, 1990. These oil under SRO 24(I)/2006 dated: 07-01-2006 further
attracts fixed amount of federal excise duty at the rate of PKR 1 per kg in lieu of federal excise duty
payable at their production or manufacturing stage. A very complicated procedure has been prescribed
by the Board vide its letter C.No. 1(3)CEB/04 dated: 20th April, 2006 for issuance of sales tax invoices
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by the importer at the time of their subsequent supply in the local market, which creates lot of
confusion and hassle for claiming adjustment/refund of input tax by the buyers of above said
importers.
Recommendation
The above said oils may be excluded from the purview of Federal Excise Duty under second
schedule of the Federal Excise Act, 2005 as well as SRO 24(I)/2006 and they may be
subjected to sales tax under section of the Sales Tax Act, 1990 at the standard rate of sales
tax so that the complicated procedure of issuance of sales tax invoices may be avoided and
the adjustment/refund of sales tax paid by the buyers of the RBD Palm oil and other edible
oils may be facilitated.
Rationale or Benefit
This will not result in any loss to the government exchequer but will immensely facilitate the
taxpayers by simplifying procedure.
78. Elimination of FED on Soft Drinks
Earlier, in the year 2011-2012 budget speech, Finance Minister announced the strategy for gradually
reduction in the number of items from the list of Federal Excise Duty especially the food & beverage
sector should be continued to attract new FDI investments in Pakistan. In the first step, FED on soft
drinks was reduced from 12% to 6% in the Federal Budget 2011-2012 but no further reduction is made
in budget 2012-2013 to continue this elimination process. In budget for 2013-14, the FED rate was
increased to 9% instead of downward reduction as agreed with industry.
Recommendation
It is strongly recommended that now Carbonated Soft Drinks (CSD) are no more luxurious
product for its consumer, therefore Industry of CSD should be excluded from FED.
Rate of FED in Serial No. 4, 5 & 6 of First Schedule of Federal Excise Act, 2005 should be
reduced from 9% to 6%.
79. Anomalies in Chapter-XIII:
After the withdrawal of 58R of Special Procedure Rules, 2007, relating to the payment of Extra Tax on
Specified Goods vide SRO 608(I) 2014 dated 02/07/2014, Large Trading Houses are now unable to
issue sales Tax Invoice to Customers. Resultantly, all Professional Customers are inclined to directly
purchase from Manufacturers as they are issuing Sales Tax Invoice to their Customers.
Recommendation
Rule 58R which was withdrawn vide SRO 608(I) 2014 dated 02/07/2014 may be restored
only for Large Trading Houses operating as Wholesale-cum-retail under Chapter-XII.
Rationale or Benefit
To create level playing field Large Trading Houses.
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G. OIL, GAS AND ENERGY
i.

Oil Exploration and Production Companies

80. Higher Corporate Tax Rate
Currently, as per the Fifth Schedule of the Income Tax Ordinance 2001 (ITO 2001), the applicable tax
rate for the Oil and Gas Exploration and Production sector is 40%. Before the promulgation of ITO
2001, the tax rate was 50% to 55%, however, the royalty payment to Government was adjusted against
the tax liability, resulting in effective tax rate of approximately 35% or less. As a result, applicability of
effective 40% tax rate has in fact increased the tax expense of the Oil and Gas Exploration and
Production Companies, as against the incentives given to other sectors of the economy, whereby the
tax rate will be gradually reduced to 30%.
Recommendations
We suggest that keeping in view the energy crises in the country; the Government should
consider reducing the corporate tax rate applicable on E&P sector in line with the other
sectors of the economy, by making necessary amendments in the ITO 2001 and Regulation
of Mines and Oilfield and Mineral Development (Government Control) Act, 1948
Rationale or Benefit
Foreign investment will be encouraged in the country, which will eventually increase the tax
collection of the Government and will also greatly help to overcome the energy crises in the
country.
81. Calculation of Depletion Allowance
Under Rule 3 of part 1 of the Fifth Schedule to the Income Tax Ordinance, 2001, 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 profits and gains of such undertaking before deduction of such allowance.
However, for the past 5 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 the following clarification be added under Rule 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.
“The term ‘gross receipts’, for the purposes of Rule 3, means gross sales including gathering,
processing and transportation cost and royalty.”
Rationale or Benefit
Clarification will remove the undue harassment of taxpayers and settle the long outstanding issues.
82. Taxation of Foreign E&P Activities
Part I of the Fifth Schedule of Income Tax Ordinance, 2001 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 cover the foreign E&P
activities carried out by Pakistani companies.
Recommendation
Suitable amendments are proposed to be included 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.
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Rationale or Benefit
The basic rationale of seeking the amendments through such proposal is to bring at par the
computational aspects of the Income and expenditures relating to exploration business
(specifically allowing foreign losses against Pakistan source income), whether in Pakistan or
outside Pakistan. These amendments, in addition to promoting the investment by local companies
in foreign E&P activities, will also result in generation of foreign source of revenue for the country.
83. Allowing Tax Credits
Tax credits under section 65A and 65B are not currently being allowed to E&P companies by the tax
authorities.
Recommendation
It is suggested that necessary amendments be made in section 65A and 65B.
Rationale or Benefit
In view the current energy deficit in the country, these credits should be allowed to the E&P
companies to promote further investments in this sector.

ii.

Oil Refineries and Marketing Companies

84. WHT on Naphtha exports:
Clause 46 of Part IV of the 2nd Schedule of ITO, exempts the applicability of provisions of sub-section(1)
of section 153 i.e. withholding of tax on supply of petroleum products by oil refinery, oil Distribution
Company or permanent establishment of non-resident petroleum exploration and production
companies. It is to be noted that section 153 deals with local supply of petroleum products and does
not cover exports. Please note that refineries in Pakistan manufacture “Naphtha” which has no local
market and is exported by the refineries. Such exports attract withholding tax @ 1% which is final tax
for such exports in terms of sub-section (1) of section 154 of ITO.
Recommendation
Considering this fact that local supplies of petroleum products are exempt from withholding
tax, similar relief may be provided in case of exports of petroleum products – particularly
“Naphtha” so that all petroleum products are treated in the same manner. It is
recommended that following new entry be added in Part IV of the 2nd Schedule of ITO
“The provisions of sub-section (1) of section 154 shall not apply in case of exports of Naphtha
by oil refineries.”
85. Corporate Tax exemption to LNG terminal operator as available to IPPs
At present under Part I of the Second Schedule of the Income Tax Ordinance, profits and gains derived
by a taxpayer from an electric power generation project set up in Pakistan are exempt from Corporate
Tax.
Recommendation
It is proposed that a new clause be inserted in Part I of the Second Schedule of the Income
Tax Ordinance namely: “Profits and gains derived by an LNG terminal operator.”
Further the contractual services provided to LNG Terminal Operators by the non-residents
should also be made exempt.
Keeping in view the current energy crisis and attracting FDI in LNG sector a new taxation
policy for LNG sector should be developed in consultation with the investors.
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Rationale or Benefit
To encourage investment in capacity building in respect of LNG import and development, it is
required that a set of incentives and concessions are provided to induce investment in the
development of LNG as an alternate fuel.
86. Extra tax on lubricants [Chapter XIII of the Sales Tax Special Procedure Rules 2007]
Through SRO 896(I)/(2013) dated October 4, 2013, the Federal Government has amended Chapter XIII
of the Sales Tax Special Procedure Rules 2007 and have included lubricant oils therein which have been
subjected to extra sales tax of 2 percent. Resultantly, the responsibility to collect and deposit sales tax
of 19 percent (17+2) has been placed on the manufacturer and importer of specified goods falling in
above Special Procedures. However, the subsequent supply of specified goods by the wholesalers,
distributors, etc. on which extra sales tax has been paid, are exempted payment of sales tax. Since the
subsequent supply chain (distributors etc.) are exempt from charging sales tax and they cannot issue
sales tax invoice to the buyers, the industrial consumers cannot claim whole sales tax of 19% in case of
purchases of lubricants from these suppliers.
Hence, the business carried via the distributor channel has suffered a significant setback as industrial
consumers are reluctant to buy goods directly from the distributors as they would have to bear
incidence of sales tax as cost element of lubricants and it has increased the cost of their doing business.
Recommendation
It is proposed that registered dealers/ distributors supplying the lubricants be allowed to
charge sales tax on their supplies.
87. Definition of Turnover under section 113
Under section 113(3)(a), turnover has been defined to mean the gross receipts, exclusive of sales tax
and federal excise duty or any trade discounts shown on invoices, or bills, derived from the sale of
goods and also excluding any amount taken deemed income and is assessed as final discharge of the
tax liability for which tax is already paid or payable.
Recommendation
Further clarity on definition of turnover and exclusions should be issued by the FBR as there
are certain industry specific levies or taxes in addition to sales tax, federal excise duty and
trade discounts for example petroleum development levy etc.
88. Input claim of sales tax paid on import sharing with PSO
PSO is importing motor gasoline on behalf of the Oil Industry in view of directives issued by the MP &
NR. The OMCs taking share of the joint imports made by PSO are unable to claim input of sales tax paid
at import stage on the jointly imported products. The said problem has arisen as a result of revised
format of sales tax return introduced by the FBR on its web portal. The FBR has abolished the option
of manual entry of Goods Declaration in the sales tax return and automatically loads the Goods
Declarations that are in the name of the particular tax payer for the purpose of allowing input of sales
tax paid at import stage. Resultantly, the affected OMCs are unable to claim the sales tax paid as the
Goods Declaration has been prepared in the name of PSO.
Recommendation
It is proposed that necessary modification be made in the FBR e-filing portal to allow manual
entry of Good Declaration in the sales tax return.
Rationale or Benefit
To alleviate the hardship being faced by the OMCs who are being deprived of their lawful right to
claim input tax paid at import stage.
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H. PHARMACEUTICAL
89. Issue of Transfer Pricing
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 is also not provided to prove that such
companies drugs were of the same chemical composition, efficacy or quality as of the taxpayer. The tax
department contends that this confidential information cannot be shared under section 216 of the
Ordinance.
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 give a chance to the assesses to review whether
transfer pricing rules are being applied properly.
90. Ensure Consistency in Computing Value of Imports
As per the Income Tax Ordinance, 2001, the Income Tax officer may, in respect of any transaction
between persons who are associates, distribute, apportion or allocate income, deductions or tax credits
between the persons as he feels necessary to reflect, what in his opinion, is 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 Income Tax officer does not take into account the value determined by the Custom officer
under section 25 of the Custom Act, 1969. This results in two different valuations for the same goods.
Recommendation
The Income Tax law should be amended to ensure consistency in the determination of
imported goods’ value, i.e. the value determined under the Customs Act, 1969 should be
used as the basis for valuing imported goods by the Commissioner.
Rationale or Benefit
This will result in clarity in the application of law and remove unnecessary time delay and
redundancy in ascertaining value of imported goods.
Avoidance of additional tax imposed on companies by commissioner of income tax.
91. 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 supposed to be borne by the consumer.
Recommendation
Pharmaceutical products, raw materials and packaging materials should be removed from
the list of exempt items and be zero-rated for Sales Tax purposes
Alternatively sales tax paid by Pharma companies should be adjustable against corporate
income tax.
92. 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.
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Recommendation
All pharmaceutical raw materials should be added to Table III of SRO 567 of 2006.
93. High rates of Custom Duties on Import of Medical Nutritional Products covered under HS
2106.9090
Essential nutritional supplements; Ensure and Glucerna, that help in improving health and well-being
of consumers fall under HS 2016.9090 (Food preparations not elsewhere specified or included – Other)
and are charged with 30% custom duty on import thereof. Both the formulations have a scientific
rationale and they are mostly used as nutritional supplements by old, debilitated and convalescent
persons, or diabetics.
Recommendation
The existing higher rates of duties should be reviewed and reduced to the same rate
applicable for products classified as medicines as these are key medical nutritional
supplements.
94. High Protective Tariffs on certain Raw Materials
Quality of locally manufactured – for example Ibuprofen BP Paracetamoland Ciprofloxacin raw
material - , which enjoy tariff protection, is not consistently compliant with BP specs. For such an
important and essential drug, alternate option of import should be allowed and tariff should be reduced
accordingly.
Recommendation
The existing higher rates of duty on raw material subjected to protective duties should be
reviewed and reduced to the same rate applicable for other pharmaceutical raw materials
Rationale:
Ensure continuity in supply of pharmaceutical products without endangering lives of masses.
Existing tariff penalizes local manufacturers. Higher custom duty and additional Sales tax increase
cost of product whilst the Pharma companies are unable to adjust their selling prices.
95. High Taxes and Duties on Import of Amber Glass Bottle Type - III
Practically there is only one manufacturer of such products in Pakistan who enjoys tariff protection.
With increased demand of glass bottles, vendor is unable to meet the industry requirement and resorts
to frequent increase of prices. All pharmaceutical companies are facing shortage of glass bottles, in
addition to having no option but to accede to the vendors demand for increase in prices. As the
protective rates of duties are very high import of glass bottles is not viable.
Recommendation:
The existing higher rates of duty on glass bottles should be reviewed and reduced to enable
pharmaceutical companies to look for other options to ensure consistency of bottle supply
at affordable prices.
96. Misclassification of flavors used in Pharma Industry
Flavoring used in the Pharmaceutical Industry is extracted/derived from essential oils such as Orange
Bramble Oil, Orange Oil, Cornmint Oil, Peppermint Oil and other Mint Oils.
The Customs Collectorate at Karachi airport is incorrectly classifying pharmaceutical flavors under HS
Code 2106 (flavoring powders for preparation food) on which 30% duty is applicable.
Recommendation:
As per global Customs practice, extracts of essential oils (including powers) should be
classified under HS Code 3302, on which 10% Customs duty is applicable in Pakistan.
Rationale or Benefit:
Item should be classified according to the correct HS code as per global Customs practice.
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I. TELECOMMUNICATION
97. Sales Tax Act, 1990: Ninth Schedule
There are multiple taxes on SIMs and handsets in the form of activation tax, sales tax on supply of
SIMs and IMEI tax.



In last budget FBR has imposed sales tax @ PKR 250 per SIM card on supply of SIM cards.
This tax is in addition to activation tax @ PKR 250 payable at the time of activation of SIM.

Also FBR has imposed IMEI tax on handsets ranging from PKR 150-500 per mobile.
Recommendation
The imposition of multiple taxes on SIMS and handsets directly restrict the investment
in telecom sector. Especially after auction of 3G license heavy taxation is restricting the
investment in infrastructure.
Therefore we recommend that SIM taxes should be reduced as follows:
Activation tax

Should be reduced from PKR 250 to PKR 150

Sales tax on SIM issuance

Should be eliminated as this is a double taxation

IMEI tax

Should be eliminated as this is a double taxation

Rationale or Benefit
The Ministry of Finance has already seen some of the benefits of rebalancing mobile specific
taxes. The SIM activation tax was reduced from PKR 2,000 to PKR 1,000 in 2004, then again to
PKR 500 in 2005 and finally to PKR 250 in 2009. During the same period, mobile penetration
increased notably since 2004, together with government tax revenues from mobile.
By reducing taxes on mobile sector, the MoF cannot only increase digital and financial inclusion
and economic growth, but also recover higher tax revenue through more efficient and broadbased taxation in coming years
98. Customer taxes:
Telecom industry is one of the highly taxed industries in Pakistan. Pakistan is 4th among the heavily
taxed telecom industries in the world. In Pakistan taxes on telecom industry account for over 30%
of the total cost of mobile ownership, significantly above the regional average. This additional cost
is a barrier to affordability of mobile services and limiting access to the mobile services for many
Pakistani.
Following taxes are currently applied on telecom subscribers:
FED Act, 2005 Section 3:


18.5% FED on telecom customers

Income tax Ordinance, 2001 Section 236:


14% advance tax on consumption of telecom services

Recommendation



FED rate should be aligned with other services @ 16%
Advance tax rate should be reduced to 5%

Rationale or Benefit
By reducing taxes on mobile sector, the Pakistani government cannot only increase digital and
financial inclusion and economic growth, but also recover higher tax revenue through more
efficient and broad-based taxation.
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99. Status of Industrial Undertaking to Mobile Industry:
[Income tax Ordinance, 2001: Section 148]: Telecom companies have not been declared industrial
undertaking under income tax law.
The tax paid at the time of import of telecom equipment @ 5.5% is considered as final tax rendering
it un-adjustable against final tax liability. This issue has arisen because telecom companies have
not been declared as industrial undertaking as per income tax law. The telecom companies are
industrial undertaking under telecom policy but not under income tax law.
Federal Finance Minister has verbally agreed with all the mobile operators regarding grant of
industry status in his various meetings during 3G auction.
Ministry of IT and Ministry of Industries both have granted the status of industry to mobile
operators still FBR has not granted the status of industrial undertaking to Cellular Mobile
operators.
Recommendation
Telecom companies should be declared as industrial undertaking as the telecom
companies is not commercial importers and telecom equipment imported is used in the
network to provide telecom services rather than for further sale. Therefore tax paid
under section 148 should be considered as advance income tax rather than final tax.
Rationale or Benefit
Fixed tax on import of telecom equipment increase the cost of network, an additional barrier
to mobile network coverage in Pakistan. The roll out of 3G network is still very much at the
early stages and it is the key to development of the market that operator are able to sustain the
necessary investment.
100.

Eliminate Custom Duties and Sales Tax on Network Equipment SRO 575:
SRO 575 has been rescinded in finance act 2014-15 consequently customs duties on network
equipment have been increased from 5% to 15-20% and exemption of imported equipment from
sales tax has been removed. The increase in custom duty has affected the telecom industry
negatively in term of slow investment.

Recommendation
SRO 575 should be reinforced and exemptions of reduced Custom duty zero sales tax
and should be provided.
Rationale or Benefit
Restoring the previous SRO 575 would make investment in essential network rollout and
quality improvements more affordable.
As sales tax is charged in VAT mode which is recoverable as input tax adjustment so
restoring the SRO 575 will not reduce sales tax revenue of Govt. in fact it will reduce
administrative complexity for the government and operators.
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