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OICCI TAXATION PROPOSALS (2017 – 2018)

INTRODUCTION
The Overseas Investors Chamber of Commerce and Industry (OICCI), is the collective voice of
members, representing nearly all the largest foreign investors in Pakistan, who contribute,
annually, over one third of the revenue collections in the country by the Federal and Provincial
revenue authorities. OICCI is the largest chamber in terms of economic contribution and CSR
initiatives by its members.
A few facts, which are part of the OICCI profile, are being mentioned below for an appropriate
appreciation of the role played by the Chamber in the country’s economy, including social
inclusion activities:
 Representing 195 Foreign Investors
 Shareholders from 35 countries / Representation in 14 business sectors
 57 listed on Karachi Stock Exchange / 50 associates of 2016 Global Fortune 500
 companies
 Major contributor to the Economy of Pakistan
 Approximately one-third of government taxes/levies collected from OICCI members
 OICCI members invested USD 1.7 billion, in new capital expenditure, in 2015.
 Members provide employment to around one million people
 CSR activities of members benefit over 20 million underprivileged sections of society.
 Tax Environment
 OICCI members are law abiding tax payers and share the concerns of the government on
the very low tax to GDP ratio, which is primarily due to the fact that a significant portion of
the economy is not documented and outside the tax net.
 Members appreciate the recent good initiatives of the government to document the
economy and penalize non-filers (e.g. higher WHT for non-filers). Similarly the GOP
initiative to harmonize the property valuation and seek information from multiple sources
of tax evaded assets held locally or overseas are also supported. However many more
measures need to be taken to introduce a fully tax compliant culture in Pakistan, where
there are rewards for the compliant tax payer and enforceable penalties for tax evaders.
 OICCI members do not support introduction of tax amnesty schemes in any shape or form.
The views of the Chamber and operating experience of its members in Pakistan is closely followed
by many stakeholders, including various international business chambers, diplomatic missions
based in Pakistan and visiting foreign 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 growing economic potential of the country/region. OICCI avails these regular interactions
to highlight the business potential and various tax and fiscal incentives available to foreign
investors, as well as success stories of member companies in Pakistan.
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IMPROVING TAX GOVERNANCE AND COLLECTION
Results of nearly all business climate surveys, around the world, indicate that tax environment and tax
rates are given the highest priority by prospective investors and it is a significant deciding factor in
attracting FDI inflow into a country. Therefore, as in the past years, the OICCI members strongly advocate
that the government should factor-in the following points before finalizing the 2017-18 Budget proposals:
1.

Tax policies, which lead to longer term investment plans should be suitably protected to
ensure a 10 year phasing out period so that local and foreign investors could base their plans
on policies which are predictable and consistent over a reasonable time.

2.

Targets given by the FBR hierarchy to the LTUs, should be related to realistic research based
growth projections in different business sectors. Though being an internal matter for FBR,
but it does cause undue pressure and hardship to OICCI members who are forced to make
payments well beyond their legitimate liability and subsequently seek relief through long
drawn and cumbersome appeal process or wait for years to get tax refunds realized

3.

Growth in tax collections, over and above the projected growth from the organized sector,
should be based on broadening the tax base and bringing new tax payers into the tax net. This
needs to be quantified based on verifiable economic data and performance measured through
enforcement on a regular basis. The proposed Research and Analysis wing at FBR can be a
useful source for such data.

It is OICCI’s considered view, that the 2016-17 Finance bill introduced some new measures, which had
limited revenue potential, but had a negative impact on business confidence of existing and potential new
investors, with longer-term negative implications on FDI as well.
OICCI has always emphasized on value creation through strong enforcement. Our members firmly believe
that our existing laws are comparable with legislations of the other emerging markets, however, our
enforcement has been compromised. We need to strengthen our enforcement capabilities on fair and just
lines and strong result oriented accountability process should also be exercised over tax authorities.
OICCI also recommends that the Tax Reform Commission 2016 report be judicially and transparently
implemented with periodical monitoring of overall impact on:
1. Tax administration: e.g., reduction in number of appeals and ad-hoc fiscal measures for
example, Regulatory duty, mini budgetary measures etc.
2.

Tax payee’s morale and motivation, i.e., customer satisfaction – without any need to
introduce periodical tax amnesty schemes

3. Broadening of tax base with significant increase in tax filers and revenue collection
Our proposals are divided in to the following sections.


Structural/Procedural Reforms



Income Tax



Sales Tax



Custom Duty



Federal Excise Duty



Industry Specific Proposals
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A. STRUCTURAL/ PROCEDURAL REFORMS
The significant drop of Foreign Direct Investment (FDI) into the country in recent years has been alarming.
(Suggest give some FDI numbers for 2015 and 16) Therefore, a review should be made of all policies,
specially relating to taxation system, which impact FDI, in order to improve the perception of foreign
investors’ regarding the business environment of Pakistan.

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 improving Pakistan’s, otherwise dismal, rating in
the World Banks “Ease of Doing Business”, improve the business climate and attract new
Foreign Direct Investment into the country.
1. Tax Policies
As regularly propagated by all investors, there is a need for long term stability and consistency in the
existing policies and duty structure. In the annual budgets, changes are announced in long-term policy
matters that directly impact the industry stakeholders. An example from last year includes the sudden
deletion of sub-clause (d) from section 2(14) of the amended Sales Tax Act 1990 through the Finance
Act 2016, disallowing input offset of provincial sales tax on services, which was later reversed after
great agitation by all business houses, including OICCI. Similarly the withdrawal of group dividend
facility were surprising and worked against the GOP’s desire to grow large investment in the country.
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:


The feedback of the Largest Tax Contributors, as represented by OICCI should be taken
before finalization of the Annual Finance Bill, so as to avoid any unintended negative impact
of the proposed policy changes on investment climate, including FDI.



The implementation of amendments in the annual Finance Act should be done after
providing appropriate time for incorporation in electronic systems and adjustment of price
labels on existing stocks.

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.
2. Afghan Transit Agreement – negative impact on local industry
The in-equitable tax system has encouraged organized businesses to go into trading rather than
manufacturing, leading to reduction in employment.
Non-duty/tax paid goods are brought into the country in the garb of Afghanistan Pakistan Transit
Trade Agreement, hurting the country’s economy.
Recommendation


Harmonize duty and tax rates ( to what level and basis which will satisfy OICCI) to remove
the incentive for evasion



Fix quantitative limits for imports based on genuine Afghan needs and the size of its
population,



Establish a basis of collecting duty/taxes at the point of entry into Pakistan for the account
of the Afghanistan Government



Fix import value in consultation with the brand owner in Pakistan
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3. Delay and procedural hassles In Processing Of Outstanding Refunds
Protracted delays in settlement of tax refunds is one of the biggest contributor in distorting the
commercial image of Pakistan in all the Perception and Ease of Doing Business Surveys and , possibly
one of the factors negatively impacting inflow of FDI in the country. This has been regularly pointed
out at the relevant forums, including to the Prime Minister and Minister of Finance.
Recommendation:


All tax refund claims for the period up to June 30, 2016 should be released against bank
guarantee before March 31, 2017, followed by an audit of those refunds by company
auditors. This process should be completed by September 30, 2017. The part of refund claim
not certified by the auditors should be adjusted against the bank guarantee and the audit
reports should be construed as an appealable order.



Going forward, tax refund cheques should be issued within one month after the issuance of
Refund Payment Order (RPO).



Inter adjustment of Income tax and Sales tax refunds should be made part of the law.

Rationale or Benefit
It may be noted that foreign investors have identified long delays in refund processing amongst the
major irritants in aspects of doing business in Pakistan in the last three consecutive Perception
surveys of OICCI done in 2011, 2013 and 2015. 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.
4. Tax Broadening and Documentation Measures
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.



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



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.
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5. Exemption on Agriculture income and others should be withdrawn [IT section 41 be amended]
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


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



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
FDI 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.

This will ensure a level playing field for all income earners

ii.

It will eliminate the incidence of income earners from other sectors parking their wealth
and income in agriculture sector to avoid taxes.

iii.

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.

6. Regular Coordination between Federal and Provincial Revenue authorities


Last year OICCI played a pivotal role in the quick and smooth resolution of the issue which
had arisen due to disallowance of input sales tax on services paid to provincial revenue
boards. We appreciate the positive attitude of the FBR and SRB in this regard. We urge all
the revenue authorities to continue this effective engagement in proactively resolving all
other issues including synchronization of the policies, standard tax rates and removal of all
anomalies/ conflicts between the laws of the different revenue boards. Policy makers
should always bear in mind that foreign investors, as represented in OICCI, have invested in
Pakistan and not in any particular province and therefore should not be made to suffer
pending resolution of inter-governmental issues/conflict.

7. Incentive for Timely Filing of Tax Returns by Individuals including non-salaried class [a new
clause under part III of the 2nd schedule]


Tax rebate @5% of tax liability should be given to all persons for filing return of Income
with Wealth statement within the due date, given in the IT Ordinance, to encourage and
promote return filing culture.



Those tax assesses who have failed to file the return but have already duly paid their tax
liability, like the salaried employees, should be given a one-time waiver to file tax returns
for prior years, if not done so. This will substantially enhance the number of tax filers and
will provide a support to the documentation initiative of the government.
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8. Effective enforcement for Broadening the Tax Base
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.
Recommendation


Appropriate laws should be made to enable the government to seize local assets, in
equivalent value, or levy punitive 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 implement the recommendations of the TRC and also hold regular round table
conferences with leading tax and legal experts to review existing laws for enlarging the
number of tax payers and taxable entities.

9. 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. In order to bring our tax
administration in line with the other regional countries, the reliance on withholding taxes should be
reduced and enforcement should be made more robust and effective.
The image of tax collector plays a very pivotal role in collecting taxes. However, 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.
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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.



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.

10. Workers Welfare Fund (WWF) & Workers Profit Participation Fund (WPPF)


The Federal WWF & WPPF law should be updated based on the recent provincial enactments
and current minimum wage levels. Moreover, deduction of provincial WWF & WPPF as tax
deductible allowance/ expenditure needs to be given legal cover, by appropriate
amendments in sections 60A & 60B of the Income Tax Ordinance, 2001.



Any verifiable expenditure towards fulfillment of UN Sustainable Development Goals
(establishing of hospitals, schools, social security institutions, water purification plants,
vocational training institutes, lifts/ramps for physically challenged persons, etc), should be
allowed to be offset against WWF liability of the respective organization

11. Research and Analysis Wing
Recommendation


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.

12. Restructuring of FBR as an independent governing body
Recommendation


FBR should be made an autonomous body on similar lines as State Bank of Pakistan and
Internal Revenue Services (IRS) of United States. FBR should be subject to independent audit
by international experts to protect privacy of data and develop international norms.

13. Resolving disputed claims
Recommendation


The Federal Tax Ombudsman should be entrusted to settle all the disputed claims of
taxpayers, as the taxpayers seem to have lost confidence in the dispute resolution
mechanism under direct control of the FBR and to avoid lengthy and expensive litigations.

14. High Incidence of Initiation of Tax Audits defeating purpose of Universal Self-Assessment [IT
Section 177(7) and 122(4)(b)]
It has become an administrative norm and tool to generate revenue through conducting multiple
audits/reviews, of large taxpayers for the same or successive years under different provisions of the
Income Tax Ordinance, 2001. This is giving rise to disputes on account of challenging the vires of the
authority and legislation.
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Recommendation


Only one audit/review should be conducted for an entity with regard to a particular tax year.
After an audit/review is conducted that entity should not be subject to any audit/review for
the next three years, unless a misdemeanor has been noted.

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.
15. Downloading of Withholding Statements
In reconciling & tracing the difference in the withholding statements, there is no facility or option
available on the IRIS web portal to download the file on “XLS” format. Manual copy & paste of the
statement is causing wastage of time & energy to trace the differences. Further, there is no print option
of detailed file.
Recommendation


There should be options to download the statement on “XLS” and “pdf” formats should
be provided to promptly reconcile the difference & avoid time loss & embarrassment of
the tax payer. Further, there should be option to print detailed file.



A tool should be provided in sales tax return to download on XLS all annexures of sales
tax return to check & reconcile the customer/supplier data

Rationale or benefit


Downloading will avoid wastage of time/money & energy of the sales tax return filer & lead to
the efficiency & compliance of sales tax return filing deadline



XLS download option will accelerate the reconciling process & lead to accuracy & transparency
in filing of withholding statement by the Company/withholding agents.
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B. INCOME TAX
i.

Corporate Tax

16. Uniform Tax Rate For Corporate And Other Sectors [1st schedule]
The Corporate tax rate in Pakistan, at 31%, (30% from this year) is higher than all the Asian countries,
as can be noted from the table below.

Global Corporate Tax Rates
35%
30%

30%
24%

25%

25%

31%

25%

22%
20%

20%
15%

25%

30%

17%
15%

10%
5%
0%

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, together with many other local levies leads to additional tax burdens and increase in
cost of doing business.
Recommendation


The government should align the effective corporate Income tax rate in line with regional
countries, to a maximum of 25% within three years. Our analysis shows an average tax rate
of less than 22% in Asia, with a range of 15% to 30%. Lowering the tax rate will contribute
to substantially accelerate both FDI and local investment flow in large green field and
employment generating projects.

 Tax rates of the banking sector should be aligned with other sectors.
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.
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17. Super Tax
For past two years the GOP has imposed Super Tax @3 to 4% for high income earning organizations.
Recommendation



This unjustified levy should be removed from 2017-18 to re-build confidence with the
foreign and local investors which is critical for the growth of the economy.

Rationale or Benefit
Business climate surveys, all over the world, indicate that tax environment and tax rates are given
the highest priority for foreign direct investment. A 2015 study for JICA by LUMS leading professors
calls for a massive reduction in tax rates to accelerate FDI in Pakistan.
18. Review of Minimum Tax (MTR) Regime [2nd schedule]

The application of MTR is resulting in an effective tax rate, which is significantly more than the
standard rate for nearly all companies of specialized sectors with high turnover and low
margins. OICCI has in the past provided various examples of actual published accounts where
the effective tax rate for some of these companies, is over 70%.
Recommendation:
 Minimum tax rate should be reduced to 0.2% for Oil Marketing/ Refineries/ LNG Terminal
Operators and Large Chemical Companies with high turnover and low margins.
 Furthermore, the option of reduced rate of 2% minimum tax given to certain sectors in
service industry, through Second Amendment Act, is only applicable up to Tax year 2017,
which should be extended up to Tax year 2020.


The proviso, that allowed exemption from minimum tax in case of a company which has
declared gross loss, was omitted through Finance Act, 2016, should be re-introduced.

19. Carry Forward Of Minimum Tax in Case of Tax Losses
U/s 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.
In the last couple of years, the Tax Authorities have taken the positon 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 an entity could be 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.
Rationale or Benefit
Clarity will result in reduced interpretational issues/disputes between taxpayers and tax officers.
20. Incentives for investment be made attractive
Last year timelines for number of incentives u/s 65, were extended which has been highly appreciated
by the investors’. This initiative should now be further widened by introducing the following additional
measures for attracting large new foreign direct investments in line with the potential of the country.
 Credit under section (u/s) 65A of the Income Tax Ordinance should be increased to 5% from
current 3%, besides extending the tax credits to those companies making 90% of their
purchases from registered sales tax persons.
 Tax credit u/s 65B (1) should be increased to 20% of amount invested in BMR and the
unabsorbed tax credit should be allowed to be carried forward for 5 years. Furthermore, the
tax credit should also be given on investment in factory building related to such plant and
machinery installed for BMR purposes.
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Allow industrial undertaking to import raw material in the first year of production without
payment of advance tax. Particulars of raw material to be imported along with an affidavit
may be obtained. Secondly, restriction of 110% quantity of previous year may be removed
and taxpayer be allowed exemption as per actual requirement. [Clause (72B) of Part-IV of
the 2nd Schedule]
To promote Islamic banking and encourage investment in Sharia based instruments GOP
introduced SRO 1173(I)/2016 dated December 27, 2016, specifying requirements to avail
reduction in income tax by 2% under Clause 18B, Part-II of 2nd Schedule. On a close
examination on the practicability of availing this incentive it is recommended that the
stringent limits be reviewed and revised:

o

100% of investment in the Sharia compliant securities should be reduced to 60% of the total
investments.

o

The requirement to maintain the free float of the company’s outstanding shares at 30% should
be reduced to 10%.



Tax credit for employment generation u/S 64B, currently restricted to manufacturers,
should also be extended to the service sector which contributes about half of the GDP of the
country.

21. Group Taxation
Through Finance Act 2016, following amendments in Group Taxation laws were made, which
effectively diluted the adequately introduced concept of group taxation earlier inserted through
Finance Act 2007 as a result of a detailed study carried out by a Task Force comprising of FBR, SECP,
ICAP and PBC:
Inter Corporate Dividends: The exemption for inter corporate dividends in a group structure prescribed
under section 59B was withdrawn. The purpose of this exemption was to avoid double taxation within
a holding company structure. Consequently, exemption from tax withholding on intra-group dividend
and interest payments were also withdrawn. [Clause 103A of Part I and Clause 11A and 38AA of Part
IV of the Second Schedule]. This has created the anomaly of levying more taxes on the compliant tax
sector.
Restriction on Right to Surrender losses: Prior to the Finance Act, 2016, the right of surrender of losses
was not related to the percentage holding of shares by that entity in the group if such entity was part
of the group on the basis of holding as prescribed in the law. A restriction was introduced in respect of
the right to surrender losses within a group. After the amendment, the surrender of losses is now
related and restricted to the percentage holding of the group in the entity surrendering the losses.
[Section 59B]
Recommendation
 Review and reinstate the group dividend facility under Section 59AA/59B to facilitate
formation of large entities with resources to promote diverse investment and employment
opportunities in the country.
 The amendment to restrict the right to surrender losses within a group to the percentage
holding of the group in the entity surrendering the losses, is also not in line with the concept
of group taxation under the internationally acceptable norms. This is a major deviation from
the previously settled scheme, and therefore the law which existed prior to the Finance Act
2016-17 may be restored. [Section 59B, Clause 103A of part 1- second schedule]
Rationale or Benefit


The ‘Group Taxation’ concept was introduced after detailed study and deliberations by a Task
Force. It was an important initiative for Pakistan’s taxation system and economy, aimed at
streamlining the group ownership structures and centralizing the complicated cross-company
ownership to make the corporate sector internationally competitive. It has helped in promoting
documentation, fostering corporatization and allowed the corporate entities to grow into
conglomerates.
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The amendments made through Finance Act 2016 were not in line with the concept of group
taxation under the internationally acceptable norms. The group taxation reform involved
significant thought and research, much debate and years to bring it in its current form. Hence, any
changes to it should have been made through a consultative process. In the interest of growth,
corporatization and documentation, the Finance Act 2016 amendments should be revoked.

22. Advance tax payment
i. IT Section 147(4A): a company is required to pay advance up to 50% of the estimated tax liability
of the tax year by the due date of 2nd quarterly installment and balance 50% in equal installments
in next two quarters (after taking adjustment of tax credit u/s 168), in case of tax payable for the
year is more than advance tax u/s 147(4).
ii. IT Section 147(4): a tax payer is required to pay advance tax according to the formula mentioned
therein. However, it does not include the minimum tax already paid under section 113
Recommendation
 Clause 4(A) be amended as applicable prior to Finance Act, 2015, which is reproduced as
follows:
“Any taxpayer who is required to make advance tax in accordance with sub-section (4), shall
estimate the tax payable by him for the relevant tax year, at any time before the last
installment is due. In case the tax payable is likely to be more than the amount he is required
to pay under sub-section(4), the taxpayer shall furnish to the Commissioner an estimate of the
amount of the tax payable by him and thereafter pay such amount after making adjustment
for the amount (if any) already paid in terms of sub-section(4).
 Component ‘D” in the formula in section 147(4) be amended as follows:
“D: tax paid in the quarter for which a tax credit is allowed including minimum tax already
paid under section 113 of the IT Ordinance. “
Rationale or Benefit
 Estimating advance tax within six months into the financial year at accuracy of 90% is not
reasonably possible.
 Tax credit under section 113 is taken into account when computing tax liability for the year, at the
time of filing of return. The same should also available when discharging the related advance tax
liability.
23. Tax Assessments
An assessment order which is passed by a tax authority may be amended several times within the
prescribed time limit.
The time period of five years available to the Commissioner to amend an assessment under section 122
of the Ordinance is very long. In addition, when combined with an extended one year margin under
section 122(4) (b) of the Ordinance, it results in an unending chain of the amendments.
Recommendation


The time period of five years available to the Commissioner to amend an assessment under
section 122 should be reduced to three years.

Rationale or Benefit
It will give a certainty to the affairs of taxpayers. Further, presently, when the assessments are
finalized within one to three months of filing the return of income, there is no justification for a
time limit of 5 years.
24. Penalty for failure to furnish a return or statement
Through the Finance Act 2011 the following explanation was added in IT Section 182: “Explanation.For the purposes of this entry, it is declared that the expression “tax payable” means tax chargeable on
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the taxable income on the basis of assessment made or treated to have been made under sections 120,
121, 122 or 122C.”;
Recommendation
In order to avoid hardship, it is recommended to add the words in bold in Explanation in section
182(1):


“Explanation: For the purpose of this entry, it is declared that the expression “tax payable”
means tax chargeable on the taxable income on the basis of assessment made or treated to
have been made under IT sections 120, 121, 122 or 122C as reduced by tax deduction,
collection and advance tax payments.”

Rationale or Benefit
Penalty provisions on delay / failure to file return of income etc. contained in section 182 on the
basis of gross tax liability instead of net tax payable with return (i.e. tax liability reduced by
deduction, collection and advance tax payments) is undue burden, creating hardship and an
impediment in inducing non-taxpayers to come into tax net.
25. Income Tax Azad Jammu and Kashmir (ATL List)
Currently, Azad Jammu and Kashmir (AJK) has adopted Pakistan’s Law without any change. However,
for the purpose of tax withholding / tax collection under the various provisions of the ITO, 2001, the
names of tax filers from AJK still does not appear in Active tax Payers list (ATL) of Pakistan, as their
names appear in the separate Active Tax Payers’ List of AJK. Our member companies face difficulties
with the FBR authorities in the acceptance of the Active Tax Payers’ List issued by the AJK revenue
authorities, and subject them to the higher tax rate applicable to non-filers.
Similar difficulties are faced with the AJK tax authorities, who treats all companies whose names do
not appear in their records as non-filers.
Recommendation


Both the tax authorities, i.e. FBR and AJK should ensure that they accept the status of tax
filers/ non-filers as per their respective ATL and not insist on higher rate applicable to nonfilers only due to exclusivity of the lists, as the concerned person is a filer, whether in
Pakistan or in AJK

Rationale or Benefit
To ensure that additional tax is not deducted from AJK tax payers who are filers in their respective
territories.
26. Payments for Goods, Services and Contract
Under IT section 153 (1), every person making payment for goods, services or execution of contract
is required to deduct income tax from the gross amount payable including sales tax.
Recommendation


Deduction of income tax should be made on net amount payable exclusive of sales tax where
whole amount of sales tax is required to be withheld under any law in force for sales tax on
Services.

Rationale or Benefit
Under different Provincial sales tax laws, Companies as Service Recipient, are required to withhold
whole amount of sales tax from payment made to certain Service Providers and deposit it with the
respective provincial tax authorities. Resultantly, to comply with the withholding provisions of the
prevailing Income Tax and Sales Tax Laws, Companies bear extra cost for portion of income tax
deduction required to be made on sales tax amount.
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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,
27. Revamping Of Withholding Tax Regime
The basic purpose of withholding taxes is to restrict tax evasion by documenting the economy. The
registered taxpayers act as agents for the Federal Board of Revenue by withholding taxes and filing
monthly returns without deriving any benefit and at the risk of being non-compliant, in case of any
inadvertent default.
Though, withholding taxes have become a major source of revenue for the Government, but,
unfortunately, withholding agents are facing severe hardships under the present system, mainly due
to the high number of categories of withholding taxes with different rates, regimes and then going
through the cumbersome process of managing the records of tax deducted/deposited.
At present FBR has prescribed following categories of withholding tax (WHT) rates under the Income
Tax Ordinance, 2001, for various types of payments and it has become extremely difficult for the person
processing payments to be precise and accurate in applying WHT rates and ensure compliance:
S. No.

Section Reference

No. of prescribed
rates
(for Filers & Nonfilers)

1

Section # 150 – Dividend

2

2

Section # 151 – Profit on Debt

2

3

Section # 152 – Payment to non-residents

16

Section # 153 – Payment of Goods, Services & Contracts

20

4

Section # 156 – Prizes and Winnings

3

5

Section # 156A – Petroleum Products

2

6

Section # 233 - Commission and Brokerage

6

7

Section # 236G - Advance Tax on Sales to Distributors, Dealers &
Wholesalers

4

The, complexity for the withholding agent has further aggravated since the introduction of active
taxpayers list and different rates for a filer and non-filer.
Recommendation


Withholding tax regime should be simplified by reducing the categories of withholding taxes
and the rates thereon.



Further, the withholding agent should be facilitated through robust IRIS wherein the
visibility of tax deduction certificate should be given to the tax payer instead of relying on
the withholding certificates.



Final Taxation Regime should be done away with and all withholding taxes should be
available for adjustment and the operations wing of FBR should ensure that all persons
whose taxes have been deducted file their tax returns.
o



Gradual Phasing out of FTR may be initiated; as a first step the Commercial importers and
Commission agent should be phased out of FTR and they should be obliged to file the accounts
along with their return of total income.

There should be maximum five rates for all withholding taxes and the differentiation should
be on the basis of filer and non-filer only.
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Withholding agents should be given incentive in the form of tax credit for facilitating the
Government in identifying potential tax evaders.



The withholding tax challans should be made available on the IRIS to every registered
person, instead of collecting the same from registered person(s).



In addition to the above administrative/streamlining issues, we strongly suggest that tax
rate u/s 148, which is currently @ 5.5% should be reduced to 1% for manufacturers, as
applicable earlier, to boost industrial base and generate additional employment. Any
reductions in WHT rates on the compliant sector could be offset by increasing withholding
tax rates under all categories for non-filers, which would also induce them to file returns.

Rationale or benefit


The above suggestions will result in Ease of doing business as well as reforms to support local
manufacturing base, encourage foreign investment, widen the tax base and increase
documentation of business transactions.



This will also improve revenue collection.

28. Withholding Tax on Prizes & Winnings
IT 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.

29. International taxation treaties for the avoidance of double taxation
Pakistan’s economy is highly dependent on imports. All the major industries in the country require raw
materials, plant & machinery or technical services from abroad. In this situation, international taxation
laws given in Ordinance read with tax treaties for avoidance of double taxation are very critical.
The tax rates for non-residents given in Ordinance read with tax treaties are very high which increase
the cost of the foreign supplier as they are not able to avail the foreign tax credit. This increased cost is
then passed on to the Pakistani importers thus cost of doing business increases unnecessarily.
Recommendation
As per the Income Tax Ordinance, 2001, lower of rate as per the tax treaty or Ordinance will
be applied. Since it is difficult to amend more than 60 double tax treaties, which may also be
outside the ambit of FBR, it is easier if the tax rates given in the Ordinance on non-residents
are reduced.
Specifically, reduction in withholding tax rate defined under Section 152 of Income Tax
Ordinance, 2001 on following payments to non-residents should be made:


Royalty and fee for technical services under Section 152 (1) – Current rate of 15% to be
reduced to 6%.



Other payments under Section 152 (2) – Current rate of 20% to be reduced to 6%.

Rationale or benefit


The changes are necessary for supporting the local businesses as foreign suppliers will be able to
avail the foreign tax credit of lower Pakistan taxes and will not pass on the cost to local importers.
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iii.

Tax Levies on Salaried Class

30. 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.
31. Provident Fund Contribution By Employers [6th schedule]
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 150,000, 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 150,000 be abolished or raised to PKR 500,000 per annum.

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
32. Average tax rate on termination of employment
The law allows a salaried taxpayer receiving extra amount on termination of employment under
section 12(2)(e) to elect for the amount to be taxed at the average tax rate for the three preceding tax
years. IT section 149 however does not allow the employer to withhold tax on such amount at a tax
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rate lower than the employee's average rate of tax for the year. This results in excess tax deduction and
ultimately a refundable position for the employee.
Recommendation


A new sub-section should be added after sub-section (2) of IT section 149 as follows:
"(2A) The average rate of tax, for the purposes of sub-section (1), of an employee receiving
an amount under sub-clause (iii) of clause (e) of sub-section (2) of section 12, shall be
computed in accordance with the following formula, namely:–
A/B
[where A is the total tax paid or payable by the employee on the employee‘s total taxable
income for the three preceding tax years; and B is the employee‘s total taxable income for
the three preceding tax years."]
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C. SALES TAX
33. Reduction In Sales Tax Rate
34.

The Sales tax rate in Pakistan, at 17%, is the highest in Asia as can be noted from the table below.

Global Sales Tax Rates
17%

18%
15%

16%
14%
12%

10%

10%
8%

6%

6%

7%

10%

11%

17%

15%

12%

7%

4%
2%
0%

Recommendation


Sales Tax rates should be reduced to 13 % and aligned with the Sindh GST on services. This
should be followed by a study of the rates in the regional countries, with comparable
economic parameters, to ensure sales tax rates are competitive. Our analysis shows an
average of less than 12% in Asia, with a range of 6% to 17%.



Refund procedures for Sales tax should also be followed as per our recommendation in point
No. 3, above.

35. 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 restricted under section 8(1)h–j and vide SRO 490(I)/2004 has increased the cost of
doing business for all documented sectors, and encourages procurement from un-registered sector
with only 1% withholding sales tax.
Recommendation



Sub-Section (1)h–j of IT section 8 should be deleted.
SRO 490(I)/2004 which is in contradiction with section 8 should also be rescinded.

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.
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36. Withholding sales tax on payment to registered taxpayers falling under LTU’s be eliminated
After introduction of ‘STRIVE’ system by FBR through SRO 493(I) 2016 dated Jul 1, 2016, Input sales
tax is only allowable if output sales tax is declared and paid by the seller. Accordingly, no mismatch
arises between output and input sales tax.
Further, withholding sales tax on purchases by registered persons falling under Large Tax Payers Unit
was applied vide SRO 98(1)/2013 dated Feb 14, 2013, mainly to verify and reconcile purchases of the
supplier. This is now immediately verifiable by the purchaser. Any declaration not made by seller is
loss to the purchaser, therefore, automated check and balance has been applied.
Currently, withholding sales tax is creating serious hardships for large taxpayers in terms of blockage
of funds, extra documentation and unnecessary reconciliations for audits.
Recommendation


Withholding of sales tax related to registered suppliers should be abolished after the
successful implementation of STRIVE. The real-time verification system introduced by
FBR already covers risk of revenue leakages by non-compliant tax payers.

Rationale or Benefit
In presence of the automated check and balance system of output tax against input tax, the
requirement of withholding sales tax on large taxpayers, is only leading to deployment of extra
resources, efforts and reconciliations, by theses taxpayers, their customers and for FBR as well.
No loss of revenue or even cash flow will arise on exemption from withholding sales tax, as 100%
output tax will be payable by the taxpayers, which is also immediately verified by the purchasers,
under the new mechanism. Further taxpayers falling under LTU are also subject to greater scrutiny
and audits.
37. 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 ST
section (29) of the Income Tax Ordinance, 2001.
38. Sales Tax be applied at the time of delivery, instead of Earlier of Receipt of Payment or Delivery
of Goods
Prior to amendment made in ST 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.
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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.
39. Sales Tax Act 1990:
After July 2016 onwards, sales tax return of both customer and supplier are filed & exchanged online,
which also needs to be checked, reconciled & filed by 10th and 18th of every month respectively. Now
reconciling & agreement of both parties’ data involve checking of invoices, ledger postings & resolve
discrepancies, if any. All these activities take much time.
Recommendation


Time to file sales tax return should be extended to 20th of every month.

Rationale or Benefit
It will lead to efficiency, accuracy & transparency in smooth filing of sales tax return and alignment
& agreement of both parties (Customer & Supplier) data will be smooth & easy thus decreasing the
discrepancies & delay of claim & sales tax payment issues & bringing efficiency in sales tax return
filing .
40. Sales Tax Consolidation of different SRO in the Sales Tax Act
Sales tax SRO’s are issued so frequently that it is very difficult to keep oneself updated with respect of
different SRO’s and it’s also difficult to identify the current applicable SRO.s
Recommendation


All active SRO’s should be made part of the Act. Subsequently in every budget, SRO’s
issued during the previous year, should also be made part of the Act.

Rationale or Benefit
To reduce the ambiguity and compliance of SRO.s
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D. CUSTOM DUTY
41. Structural Reforms in Customs:
The issue of unauthorized imports has been highlighted for several years as this is one of the major
hurdles not only in broadening the tax base but also negatively impacting growth of organized sector.
Recommendation
A thorough review of the custom regime should be done, in consultation with brand owners, to
take into account issues of counterfeiting, smuggling, rationalization of duty structure and
fixing of import Tariff prices.


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.
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.
42. 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 and stop import of counterfeit products. It may 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

In the past the Pakistan Custom Services has made arrangement to share information with Chinese
Customs Authority to ensure that goods imported from China are valued correctly.
Recommendation


The declared value should be confirmed from the port of origin/shipment.



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.
Rationale or benefit
This third party verification will help the appraisement department of Customs in assessing the fair
value of goods imported.
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E. FEDERAL EXCISE DUTY
43. Tariff / Non – Tariff Area
There is an uneven competition in the local market between manufacturers in tariff areas vis a` vis nontariff 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 monitoring and enforcement should be ensured on transfer of goods from nontariff 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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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
44. 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
Turnover Tax @ 1% u/s 113 and withholding tax @ 4%/4.5% 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
up to 0.24% of the sales price).
Minimum turnover tax @ 1% and withholding income tax @ 4%/ 4.5%, 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.;
 Withholding income tax u/s 231B be exempted on sale of vehicles by manufacturers to
their authorized dealers to effectively implement wholesale-retail mechanism.
Rationale or Benefit
Wholesale-retail mechanism may be implemented, as applicable internationally, which will
improve volumes on account of stock availability and healthy competition. Further, contribution to
the Government will also increase with increased volume.
Income of dealers will be subject to normal taxation that will be subject to return filing and tax
audits. This will also enhance documentation and increase tax base. Value addition by authorized
dealers will be subject to taxation and tax to income ratio will increase.
Withholding income tax u/s 231B be collected from the actual customers either purchasing vehicle
directly from vehicle manufacturers or through their authorized dealers, so that the wholesaleretail mechanism be applied.
45. 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 names (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.
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Recommendation
 Withholding income tax u/s 231B on locally manufactured vehicles should be collected
by the motor registration authorities, instead of vehicle manufacturers.
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.
46. 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 should be eliminated and level playing field be created
for all persons. The new imported Hybrid Electric vehicles will become more affordable for the end
consumers and will also provide fuel efficiencies as targeted by the GoP with additional revenue to
GoP on import and sale of such new vehicles imported through documented channels.
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B. BANKING, LEASING AND INSURANCE
47. 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




FBR to issue administrative instructions to the field officers to follow 7th Schedule in
letter and spirit and not disallow un-realized foreign exchange losses as this is a timing
difference only.
The Inland Revenue officials are 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.
48. Islamic modes of financing
7th Schedule Rule (3) of ITO: Rules for the computation of the profits and gains of a banking company
and tax payable thereon. Rule 3: Treatment for Shariah compliant banking.
a.

b.

(1) Any special treatment for ‘Shariah Compliant Banking‘ approved by the State Bank of Pakistan
shall not be provided for any reduction or addition to income and tax liability for the said ‘Shariah
Compliant Banking‘ as computed in the manner laid down in this schedule.
(2) A statement, certified by the auditors of the bank, shall be attached to the return of income to
disclose the comparative position of transaction as per Islamic mode of financing and as per
normal accounting principles. Adjustment to the income of the company on this account shall be
made according to the accounting income for purpose of this schedule.

Recommendation
Tax Neutrality Treatment
 It is thus proposed that the audited financial statements of Islamic Banks as well as those
of Islamic Banking branches/windows operations of conventional banks provided
separately in the audited financial statements of conventional banks submitted to the
State Bank of Pakistan should be taken as basis of calculation for income tax with
additions and deductions as provided in the Seventh Schedule to the Income Tax
Ordinance, 2001 which is applicable to the entire banking industry in Pakistan.
Rationale or Benefit
The objective of Rule 3 of 7th Schedule was to provide tax neutral treatment to IBIs, however, first
of all it is against the spirit of Islamic Banking to equate the transaction with a conventional banking
transaction and secondly it is difficult to meet the condition of Sub-Rule (2) of Rule 3, keeping in
view the diversified nature of Islamic banking transactions and equating each transaction to a
conventional equivalence and then getting it certified by the auditor which is time consuming and
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costly for Islamic Banking Institutions. Moreover, it does not give space for differentiated
transactions as each transaction from Income Tax purpose has to be equated with a conventional
transaction.
49. Tax neutrality to customers of Islamic banks
Section 28 (1) (h) of the Income Tax Ordinance, 2001 allows deduction of 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
In 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 be treated at par with the
financing obtained from conventional financial institutions for the purpose of
computation of income tax liability under this ordinance.”
Rationale or Benefit
Complete tax neutrality be provided to Customers of Islamic banks in respect of other Islamic mode
of financings as well like Musharikah.
50. Capping of provision for advances and Off Balance Sheet items
Under Seventh Schedule Rule 1(d), Provision for advances and off balance sheet items are allowed upto
a maximum of 1% of total advances; and provisions for off balance sheet items are allowed at 5% of
total advances for consumer and small and medium enterprises.
Recommendation
 The capping of 1% on financings should be enhanced to 2%.
Rationale or Benefit
At the time of introduction of 7th Schedule, there was no capping of 1% and the actual provision
against non performing financings were allowed after providing a certificate from the external
auditors that the provision are in line with the Prudential Regulations issued by the State Bank of
Pakistan
We, therefore, recommend that the capping of 1% on corporate financings should be enhanced to
2% as 1% is insufficient particularly in case of new Islamic banks which do not have large financing
portfolio.
51. Access to customer information – Section 165, 165A & B of ITO
Sections 165 & 165A&B requires a general disclosure of customer information to FBR, including giving
online access to the FBR to Banks’ own databases.
Recommendation



The Banking Companies Ordinance 1962, The Protection of Economic Reforms Act, 1991
etc., containing banking secrecy provisions should be amended.
Accordingly, till such time the original Section 165 should be restored and removal of
Section 165A&B as the existence of Section 176 already allows the FBR to obtain
legitimate information in the case of suspected tax evasion by any particular person.

Rationale or Benefit
To facilitate the very purpose, on a daily basis Banks are already providing customers’ information
where a specific notice is received from the tax authorities under Section 176.
These amendments are in conflict with existing provisions of the Banking Companies Ordinance,
1962 and Economic Reforms Act 1992 relating to customer confidentiality. A number of Banks are
already under litigation on the subject.
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52. Schedule 2, Part I – Exemption from Total Income
Recommendation
 The following new sub-clause (xxii)(a) may be inserted in clause 66 of Part I of Schedule
2 of the Income Tax Ordinance 2001:
 “A special purpose vehicle formed for the purpose of issuing certificates and Sukuk
under Islamic modes of financing as approved by State Bank of Pakistan or Securities
and Exchange Commission of Pakistan, as the case may be.”
Rationale or Benefit
Tax Neutrality for Issuance of Sukkuk by a Special Purpose Vehicle (SPV) and exempt them from
the levy of different taxes as already allowed to Pakistan Domestic Sukuk.
Company Limited (PDSCL) under sub-clause (xxii) in clause 66.
SPVs/SPSCs which are necessary to offer large scale finance through Sukkuk is not materializing
due to above tax reasons.
53. 3rd party Tax Recovery notices to banks – IT Section 140
Currently banks are receiving tax recovery notices from FBR. In certain cases one notice contains
information about hundreds of tax defaulters.
Recommendation


Standard procedure and time line for compliance of tax recovery notice should be
introduced and a reasonable time should be allowed to the banks for acting on such
recovery notices.

Rationale or Benefit
This will reduce the hardship between the banks, FBR and accountholders / taxpayers. This will also
save the banks from penalties, ligations and contempt of court proceedings from FBR as well as clients.
54. Exemption Minimum Tax as mentioned in clause 11 A (xvi) of Part IV of 2nd Schedule of the
Ordinance
(Islamic Mode of financing) – IT Section 113
(xvi) a Morabaha bank or a financial institution approved by the State Bank of Pakistan or the
Securities and Exchange Commission of Pakistan (SECP), as the case may be, for the purpose of Islamic
Banking and Finance in respect of turnover under a Morabaha arrangement;
7th Schedule, Rule 8, Sub-Rule (1)
(1) Exemptions and tax concessions under the Second Schedule to this Ordinance shall not apply to
income of a banking company computed under this Schedule.
Recommendation


New legislation to be drafted to provide neutrality by specific exemption should be
included in 7th schedule to include all Islamic Mode of financing

Rationale or Benefit
 Implication of Minimum Turnover Tax on IBIs: The Islamic banking industry has raised
concerns regarding levying of 1% minimum turnover tax on an Islamic bank by considering
Murabaha transactions (including commodity Murabaha) as normal sales transactions.
 Under section 113 of ITO, minimum turnover tax is required to be paid by companies (including
banks) incurring losses. As per detail, the FBR officials have issued notices to an Islamic bank
(incurring losses) for payment of 1% turnover tax, treating gross value of such Murabaha
transactions as sales turnover of the bank.
 Here, it is submitted that according to Rule 3 of the 7th Schedule of ITO (Rules for the
computation of profits and gains of a banking company), IBIs are to be treated at par with
conventional banks for the purposes of calculating income and tax liability. It implies that
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Murabaha transactions conducted by an IBI will be considered as financing rather than sale of
goods for the calculation of income and tax liability. It may also be noted that Murabaha
financing is excluded from the definition of ‘supply’ notified vide SRO 445(I)/2004 dated June
12, 2004.
Further, any Murabaha arrangement by an IBI has already been exempted from application of
minimum turnover tax in terms of Rule 11A(xvi) of Part IV under the Second Schedule of
Income Tax Ordinance, 2001 as incorporated vide Finance Bill 2009. However, this exemption
under the 2nd Schedule was not properly covered under the 7th Schedule of ITO. Moreover,
such exemption is also needed for other Islamic modes of financing like Musawamah, Bai
Muajjal, Musharakah etc.
In view of the above rationale, the Finance Division is requested to kindly intervene into the
matter and direct the concerned FBR Officials to issue instructions to adhere to the tax
exemption and neutrality treatment available to IBIs. Further, proposed amendments in ITO
also need to be enacted to permanently resolve the above issue. This will prevent any potential
discrimination against the IFIs and ensure tax neutrality for them as required in the Income
Tax Ordinance, 2001.

55. Islamic Modes of Financing [S.R.O. 445(1)/2004.]
In exercise of the powers conferred by the proviso to clause (33) of section 2 of the Sales Tax Act, 1990,
the Federal Government is pleased to specify that the following types of transactions shall not
constitute supply, namely:(a) …
(b) “Goods delivered under a Murabaha financing arrangement to or by a bank or a financial institution
approved by the State Bank of Pakistan or the Securities and Exchange Commission of Pakistan, as the
case may be.
Recommendation
The above legislation, under clause (b), to be redrafted as follows:


“Goods delivered under Islamic mode of financing arrangement to or by a bank or a
financial institution approved by the State Bank of Pakistan or the Securities and
Exchange Commission of Pakistan, as the case may be.”

Rationale or Benefit
Exclusion of Trade based Islamic Modes of Financing from the ambit of Sales Tax:
 S.R.O. 445(I)/2004 dated June 12, 2004 only excludes
 Murabaha transactions from the definition of “Supply” for the purpose of Sales Tax but not the
transactions based on other Islamic modes of financing arrangements such as Musawama,
Istisna, Salam, etc.
 Exclusion from the ambit of Sales Tax should specifically be provided in Income Tax law for
trade/ sales related Islamic modes of financings specifically approved by the SBP or SECP. This
lack of specific exemption in law, to declare goods/commodities from the definition of supply
purchased by Islamic banking institutions (IBIs) for extending financing to their customers
under trade based Islamic modes is hindering use of other sales related modes like Salam,
Istisna etc .
56. Reduction of rate of advance tax on collection of premium u/s 236U.
Advance tax on insurance premium.i.

ii.
iii.

Every insurance company shall collect advance tax at the time of collection of insurance
premium from non-filers in respect of general insurance premium and life insurance premium,
at the rates specified in Division XXV of Part IV of the First Schedule.
Insurance premium collected through agents of the insurance company shall be treated to have
been collected by the insurance company.
Advance tax collected under this section shall be adjustable.
29 | P a g e

OICCI TAXATION PROPOSALS (2017 – 2018)
Recommendation
In order to promote the penetration and growth of the life insurance industry in Pakistan,
the rate of advance tax is proposed to be reduced as follows:



FIRST SCHEDULE, DIVISION XXV, ADVANCE TAX ON INSURANCE PREMIUM
“The rate of tax to be collected from non-filers under section 236U shall be as under:
S. No (1)

Type of premium (2)

Rate (3)

1

General insurance premium

4%

2

Life insurance premium, if exceeding Rs.0.5 million per annum.

0.40%

Provided that this advance tax shall be collectible on life insurance policies issued on or after
1 July 2016. “
Rationale or Benefit
We understand and appreciate the government’s resolve to increase documentation and broaden
the tax base, and that this advance tax, introduced w.e.f. 1 July 2016, was only imposed on nonfilers.
However, given the very low penetration rate of life insurance sector in Pakistan, which, at less
than 1% of the GDP is currently amongst the lowest in the region in terms of savings, such tax will
only serve as a further impediment to the growth of life insurance industry.
Further, life insurance contracts are spread over a number of years, hence, renewal premiums of
policies executed prior to 1 July 2016 came within the scope of this tax, thereby adversely affecting
the cash values already projected to the existing policy holders.
It is proposed that the advance tax rate, which is considerably high, be reduced from the existing
1% to 0.4%, and the threshold of premium be increased from the existing Rs.0.2 million to Rs.0.5
million, in order to promote insurance penetration in Pakistan.
Further, it is proposed that the tax be made effective on policies issued on or after 1 July 2016.
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C. CHEMICAL/ PESTICIDES/ FERTILIZERS/ PAINTS/ CEMENT
57. Custom Duty and tariff regime for large investments in the manufacturing sector
Significant investments have been made to setup large Poly Vinyl Chloride (PVC) and Pure Terepthalic
Acid (PTA) manufacturing facilities in the country. These industries are highly capital intensive and
dependent on government incentives for sustainability and growth. PTA and PSF are the backbone of
the Textile Industry, while, PVC for leather and plastic industry and it is crucial that GoP takes a longerterm strategic view on these Industries. It is therefore recommended that:
Recommendation





The import duty on Ethylene (HS Code 2901.2100) and EDC (HS Code 2903.1500) be
waived or alternatively PVC tariff regime be amended and import duty to be increased
to 16%.
PTA tariff regime be amended and import duty to be increased from 5% to 7.5%.
The customs duty on PSF should be increased from 7% to 10%.

58. Custom Tariff Sub Chapter-IV PCT 9918
Recommendation


It is recommended that following addition in PCT 9918 Sub Chapter IV after Sr. No. (2),
the following new Sr. No. (3) should be inserted: “Re-importation of re-furbished
supported catalyst”
Rationale or Benefit
The proposed amendment is in-line with the existing provision of PCT 9918 and standards of Kyoto
Convention on this subject.
59. Section 3 (2)(b) / Section 4 (d) of the Sales Tax Act, 1990
Recommendation


To reduce / zero -rate sales tax on gas to the urea industry through exercise of powers
u/s 4(d) or reduces the rate of sales tax on gas u/s 3(2)(b).
Rationale or Benefit
Through Finance Act 2016, rate of sales tax has been reduced on urea to 5% from 17% by including
the same in the Eighth Schedule to the Sales Tax Act. The major input of the urea industry comprises
of gas from the gas companies for production of urea, which remains to be subject to 17%.
This has led to a perpetual sales tax refund position of the urea manufacturers, which is eventually
leading to ever-increasing tied up working capital along with increased work-load on both the FBR
& manufacturers' end.
60. 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.
61. Duty on MDI product family:
Customs PCT between, 2012-13 to 2016-17, based on HS Explanatory Notes 2012 DiphenylmethaneDi-Isocyanate (MDI), under PCT Code: 3824.9091 includes three different types. Namely:
(i) Polymeric MDI, (ii) Pure MDI, and (iii) Modified MDI
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Custom duty under PCT Code 3823.9091 is 3% which is exempted under S.R.O. 659(I)/2007: FTA
Benefit on China Origin.
As per the proposed HS Explanatory Notes 2017, this MDI product family splits in to different separate
HS Codes.
i.
Polymeric MDI: 3909.31 (other amino resins)
ii.
Pure MDI: 2929.1000 (chemically single defined product)
iii.
Modified MDI: 3909.5000 (Polyurethanes in Primary Form)
Recommendation





There is a need to create new PCT Code of 3909.31 for Polymeric MDI having similar duty
and taxes, as it is in 3824.9091 and also have the opportunity to avail FTA Benefit of
100% customs duty exemption as previously for Chinese origin product of PMDI.
WCO amendments should not be implemented or imposed by DIT OR Customs
Collectorate without prior approval of the Parliament.
Need to implement HS 2017 in PCT 2017-18 and Pure MDI will be cleared in this heading
as per global customs’ practice.

 There is a need to clear Modified MDI in 3909.5000 as per global customs’ practice.
Rationale or Benefit
PMDI is a basic industrial raw material and should have minimum CD like 3% with 100% FTA
Benefit to exempt CD on imports from China. As the FTA benefit on the product or product
description, which was in place when this PMDI was in 3824.9091 in HS 2012 and now in HS 2017,
same practice should be followed. We should promote our local chemical industry instead of
importing finished products.
It is mandatory to implement HS Code of 3909.5000 for Modified MDI as per HS 2017 even it was
in HS 2012 as well. This will benefit our sports industry also as the importer will be able to avail
SRO 1125(I)/2011 dated 31st December, 2011 benefit of Sales tax exemption. As exporter cum.
62. Zero Percent Custom Duty industrial Raw Material
Presently, all grades of Titanium dioxide TiO2 (HS Code 3206.1100) and all Silica range (Precipitated
Silicas) are subject to custom duty.
Recommendation


All grade of Titanium dioxide TiO2 and all Silica range (Precipitated Silicas) which are
highly specialized grades, should be cleared at 0% custom duty.
 Further, basic Industrial raw materials which are not manufactured locally in Pakistan
including Tri-Chlor, Trichloroethylene, Methylene Cholride, Perchloroethylene should
be cleared at Zero percent customs duty.
Rationale or Benefit
These are basic industrial raw material and are not manufactured in Pakistan and therefore their
import should be zero rated to promote our local chemical industry instead of importing finished
products.
63. Section 13(1) of the Sales Tax Act, 1990
Agriculture sector has always been of utmost significance in the economic growth and development of
Pakistan. To enhance agriculture productivity, the government announced a historic package in 2015
and 2016 in the form of subsidy on urea, reduction in prices of fertilizer and concessional electricity
etc. Furthermore, through Finance Act 2016, certain pesticides and their active ingredients registered
by the Department of Plant Protection under the Agricultural Pesticides Ordinance, 1971 previously
covered under Eighth Schedule and taxable @ 7% were classified as exempt from sales tax under Sixth
Schedule with effect from June 25, 2016.
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Recommendation
 Input tax paid before exemption of sales tax on pesticides should be refunded without
any further delay
 Sales tax on import and supply of fertilizers should also be withdrawn in line with sales
tax on pesticides
 Customs duty on import of fungicides (Customs Tariff Heading 3808.9210) should be
abolished
Rationale or Benefit
Input tax @ 7% along with value addition tax @ 3% paid on import of pesticides could not be
claimed by the commercial importers after exemption from sales tax provided through Finance Act
2016. The same was not passed on to the farmers either, in order to provide relief from sales tax.
Resultantly, the importers of pesticides have been over-burdened with additional cost in the form
of unadjusted input tax which needs to be refunded without any further delay after verification of
the tax so paid.
Exemption from sales tax on import and supply of fertilizers will streamline government’s price
reduction measures. Similarly, zero percent custom duty on import of fungicides (3808.9210) will
provide relief to the farmers and help improving agriculture sector performance.
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D. ENGINEERING/ ELECTRICAL
64. Customs Act 1969 / Sales Tax Act 1990:
Recommendation


Under Finance Act 2016, certain HS codes for conservation of energy were included in
serial # 22 of 5th Schedule of the Customs Act 1969. However, this was not included as
exceptions under Part-I sub-clause (ii) in preamble conditions of the said schedule.
Consequently, relevant sales tax exemptions were not included in 6th Schedule of the
Sales Tax under Sales Tax Act. The relevant HS codes are:
[9405.1090 8539.32908543.70909405.40908539.3120]

Rationale or Benefit
To promote (LED), an alternative solution to alleviate energy crisis.
65. Customs Act 1969:
Under Finance Act 2016, certain HS codes for conservation of energy were included in serial # 22 of
5th Schedule of the Customs Act 1969, however, there remained an anomaly that serial # 22 was not
included as exceptions under Part-I sub-clause (ii) in preamble conditions of the schedule.
Recommendation


Serial # 22 of 5th Schedule of the Customs Act 1969 be included in preamble conditions
of Part-I clause (ii) of 5th Schedule.

Rationale or Benefit
To remove anomaly of smoothly availing duty relief on energy saving products included in serial #
22 of the 5th schedule of the Customs Act 1969, hence, promotion of energy saving products (LED)
which is an alternative solution to alleviate energy crises.
66. Customs Act 1969 & Sales Tax Act 1990:
Driver (STATIC CONVERTER) for LED light under HS CODE 8504.4090 is not included in serial # 22 of
5th Schedule of the Customs Act 1969 and 6th Schedule of the Sales Tax Act.
Currently duty is 20 % + 1% Additional Custom Duty and there is standard sales tax rate applicable.
Recommendation


Driver (STATIC CONVERTER) for LED light under HS CODE 8504.4090 is to be included
in serial # 22 of 5th Schedule of the Customs Act 1969 to have zero duty and 6th Schedule
of the Sales Tax Act to have zero sales tax rate.

Rationale or Benefit
Drivers are used to run LED products, hence, to promote energy saving products (LED) which is an
alternative solution to alleviate energy crises.
67. Customs Act 1969 & Sales Tax Act 1990:
Electronic Ballast under HS CODE 8504.1000 is not included in serial # 22 of 5th Schedule of the
Customs Act 1969 and 6th Schedule of the Sales Tax Act.
Currently duty is 20 % + 1% Additional Custom Duty and there is standard sales tax rate applicable.
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Recommendation


Electronic Ballast under HS CODE 8504.1000 should be included in serial # 22 of 5th
Schedule of the Customs Act 1969 to have zero duty and 6th Schedule of the Sales Tax
Act to have zero sales tax rate.

Rationale or Benefit
Electronic ballast offer additional benefits over magnetic ballast.
Description

Magnetic Ballast

Electronic Ballast

Power factor
Power losses
Dimmable

0.5
> 8.8 W
No

0.9
<5W
Yes

Presently both magnetic & electronic ballast are imported at same duty structure.
Hence, above proposal is for promotion of energy saving products which is an alternative solution
to alleviate energy crises.
68. Taxation of Export of Services and Execution of Contracts outside Pakistan:
As per Clause (3) of Part II of second schedule of ITO, the rate of tax has been increased from 1% to
3.5% and 4% on account of execution of contract outside Pakistan and export of services respectively.
This significant increase will adversely affect the export business of companies.
Recommendation


The rate of tax needs to be reduced to 1%.

Rationale or Benefit
This significant increase is discouraging companies from investing in projects outside Pakistan and
will also make them less competitive.
69. Withdrawal of regulatory Import duty on raw material
Recommendation
 Regulatory duty should be withdrawn on Steel Bars C45N HS-code 7215.5090 and for
Steel Billets HS-code 7207-1110 and raw materials for SS Duplex material like STEEL
BILLET, ARMCO INGOT HS-code 7207-1110 CD 05%+1% + RD 15%, IRON BARS NONALLOYS STEEL HS-code 7215-5090 CD 10%+1% + RD 30% and WELDED STAINLESS
STEEL TUBES/PIPES HS-code 7306-1100 CD 15% +1% + RD 12.5% as these items are
not manufactured in Pakistan and bulk of SS Duplex products are exported by KSB
Pumps.
Rationale or Benefit
It will promote the local industry and boost exports of the country.
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E. FAST MOVING CONSUMER GOODS
70. Abolishment of Sales Tax Withholding Rules, 2007 and 3rd Schedule to the Sales Tax Act, 1990.
Every person registered under the Sales Tax Act, 1990 is required to withhold sales tax @20%. Further
under section 3(2)(a) of the Act, a manufacturer is required to charged sales tax on retail price.
Recommendation
 The withholding sales tax and 3rd schedule should be abolished after the changes in
return filing rules i.e. introduction of IRIS and changes made under Rule 6 of the Sales
Tax Withholding Rules, 2007.
Rationale or Benefit


Since the input is only available after the same has been uploaded by the supplier, the rationale
of withholding sales tax has no merits. Further, the retailers are being charged with sales tax
on their electricity bills, therefore, the 3rd schedule is causing double taxation.

71. Regulatory duties imposed vide SRO 1175:
The government has recently imposed/ increased regulatory duty on around 400 items terming them
as luxury products. Most of the items in the list are of daily use and are not luxury items.
Recommendation
 This regulatory duty be removed to provide level playing field for importers vis a vis
local manufactures.
Rationale or Benefit


This will help improve the consumers’ affordability to these products.

72. 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 i.e. reducing the basic
rate of minimum tax to 80%.
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 4.5% tax withheld on the sales
receipt by distributors is over and above the total income earned.
Recommendation
 The basic rate of withholding under section 153 for distributors of FMCG sector should
be reduced to 80% in line with section 113 of income tax ordinance, 2001
Rationale or Benefit
The high rate of withholding tax is increasing the cost of doing business of the manufacturers and
on the other hand the distributors are reluctant to get themselves registered for income tax and
sales tax purposes and therefore, negatively impacting the broadening of tax base.
73. 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% and this rate was continued till 2014-2015 instead of downward reduction as agreed
with industry. However effective July 1st 2015 the FED was increased to 10.5 % and despite various
representations by industry before FBR /Ministry of Finance the rate again enhanced to 11.5%
effective July 2016.
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Recommendation


As 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 11.5% to 9%.

74. 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 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.
75. Input Sales Tax on purchase of electrical and gas appliances
The Sales Tax Act, 1990 does not permit adjustment of Input Sales Tax on purchase of electrical and
gas appliances (including visi-coolers & industrial gas appliances etc.) under section 8(1)(h) of the Act.
Recommendation


The Act should be amended to allow for adjustment of such input sales tax.

Rationale or Benefit
Visi-Coolers are an integral part of beverage business and inadmissibility of input tax places
beverage business at a disadvantage vis-à-vis other businesses, besides such inadmissibility
escalates the cost of doing business.
In other industries, it is reiterated, that ALL input tax relatable to ‘taxable supplies made or to be
made’ is admissible. Removal of restriction shall provide level playing field.

i.

Dairy Industry

76. Maintenance of Existing Sales Tax Structure of Milk & Milk Based Products
Recommendation


Having changed the duty structure in the previous 2016-17 budget, it is recommended
that the current sales tax regime on Milk & Milk based products may be maintained, for
continuous growth and availability of good quality products to the consumer at an
affordable cost through the tax complaint sector.

Rationale or Benefit
By retaining Milk & Milk based products in Zero Rating regime will bring continuous growth of the
documented dairy sector and good quality products would continue to be available to the consumer
at an affordable cost.
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77. Withholding of Income Tax on Purchase of Fresh Milk
Purchase of fresh milk from direct grower is exempt from income tax withholding under the provisions
of clause 12(a), part IV of 2nd schedule of Income Tax Ordinance 2001.
Whilst if a milk is purchased through commission agent, then it attract the provisions of section 233
where commission is subject to withholding of tax at the rate of 15%.
This is clearly a case of hardship as milk commission agents are small entrepreneurs and tax rate is far
higher than the income they earned by the means of collection and selling of milk.
Recommendation


It is recommended to “exempt milk” from withholding tax in cases either it is purchased
through direct farmer or through commission agent.

Rationale or Benefit
This will streamline the process and avoid confusion/discrepancy amongst different type of
suppliers who are closely related to dairy business and are either direct growers of milk or simply
consolidate and carry the milk to processors.
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F. OIL, GAS AND ENERGY
i.

Oil Exploration And Production Companies

78. Higher Corporate tax rate on E&P sector be reduced and aligned to the rate of other corporate
sector
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
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
 To incentivize oil and gas exploration in the country especially after the massive
reduction in the international oil prices, the corporate tax rate on E&P sector should be
reduced from the current 40% to the rate applicable to other corporate sector 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.
79. Limitation on payment to Federal Government and Taxes
The rate of tax applicable on E&P companies on their Oil & Gas profits are given in their respective
PCAs signed with Government. Under Rule 4AA of Part I of the Fifth Schedule to the Income Tax
Ordinance, Super tax has been imposed @ 3% for E&P companies earning Rs 500million (equivalent
to US$ 5million).
Recommendations
 It is critical for E&P sector and recommended that the tax applicable should be
calculated strictly in accordance with the provisions of the respective PCAs signed
between Government and each E&P company & are legally binding, without changes
throughout the full Lease period.
Rationale or Benefit
This will remove the negative investment scenario, and potential for litigation - due to the varying
interpretations by the FBR from time to time (despite the signed PCAs with Government)
80. Allowing Tax Credits
Tax credits under section 65A and 65B are not currently being allowed to E&P companies by the tax
authorities despite the fact that appellate Tribunal decided the matter in favour of E&P companies.
Recommendations
 It is suggested that necessary clarification needs to be provided by tax authorities to
assessing authorities.
Rationale or Benefit
In view the current energy deficit in the country and recent decision of appellate Tribunal, these
credits should be allowed to the E&P companies to promote further investments in this sector.
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81. Depletion Allowance – [Rule 3 of part 1 of the Fifth Schedule of ITO 2001]
Clarity over definition of well head value for computation of Depletion allowance is required.
As per clause 3 of Fifth Schedule, depletion is calculated @ 15% of the gross receipts representing wellhead value of production, but not exceeding 50% of taxable income.
E&P industry interprets above by calculating depletion at 15% of Gross Revenue before royalty
deduction. Tax authorities calculate depletion at 15% of Gross Revenue after deduction of royalty.
Recommendation
 It is proposed that amendment be introduced in the relevant clause in favor of E&P
companies i.e. depletion to be calculated @ 15% of revenues before royalty deduction.
Rationale or Benefit
The matter is under litigation at High Court level for various E&P companies. Clarification in the
definition of Well head value will ease unnecessary burden of these litigations for E&P Companies.
82. Adjustment in Output Tax – Section 74 of Sales Tax Act, 1990
Currently, adjustment in output tax (sales tax in revenue invoices) is only possible up to 180 days from
the date of initial invoice. If an adjustment is required after 180 days, the same is to be first approved
by Tax Authorities (condonation process).
E&P Sector is facing hardship in this respect since revenue invoices are based on price notifications
from regulatory authorities. Since prices are notified/ adjusted by regulatory authorities after
considerable delay (6 months to more than 1 year), adjustment of output tax as a result of revised
notification is cumbersome since the same is required to be condone by Tax Authorities after 180 days.
Recommendation
 As a general practice, condonation for adjustment of sales tax also takes very long.
With above context, it is proposed that requirement for adjustment of output tax within
180 days from the date of initial invoice be exempt for E&P companies.
Rationale or Benefit
This will entitle tax payers to adjustment of output tax as and when revenue invoices are adjusted
(through price notifications) without going into cumbersome process of condonation.
83. Rules for the computation of the profits and gains from the exploration and production (E&P)
of petroleum
The provision covers the Rules for the computation of the profits and gains from the exploration and
production (E&P) of petroleum. 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
 Section 100 and Part-1 of the Fifth Schedule to the IT Ordinance 2001 should be suitably
amended to cater for the taxation of Pakistan E&P Companies for foreign activities.
84. Independent Power Producer (IPP)
Under the sales law the rate of sales tax is 17%. In case of IPP’s, they are required to pay Output sales
tax (GST-Output) @ 17% on the value of sale of electricity after adjusting the Input sales tax (GSTInput) on Residual Fuel Oil (RFO) paid by them to PSO. Currently the GST-Input rate is 20%. This is
resulting in significant adverse cash flow for IPPs as well as is increasing the refund due from FBR.
Recommendation
 The rate on electricity should be raised from 17% to 20% as has been done in the case
of diesel based IPPs, so that input and output GST rates are same.
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ii.

Oil Refineries And Marketing Companies

85. Extra tax on lubricating oils
SRO 896(I)/(2013) dated October 4, 2013, amended Chapter XIII of the Sales Tax Special Procedure
Rules 2007 and 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


In addition to manufacturers, registered distributors of lubricating oils be allowed to
charge sales tax on their supplies. Presently, industrial consumers are reluctant to buy
goods directly from distributors as they are unable to issue sales tax invoice, thus
resulting in a significant setback to the business carried out by the distributors.

86. Issuance of Debit /Credit Note
Section 7 read with Section 9 of Sales tax Act, 1990 states
” Where a registered person did not deduct input tax within the relevant periods, he may claim such tax
in the return for any of the six succeeding period.”
In the E&P Sector, provisional invoicing mechanism is adopted till the issuance of notification of Gas
prices & execution of Oil & Gas Sales Purchase agreements. Normally this process takes more than a
year and requires issuance of debit/credit note on finalization. This results in complication when tax
authorities are requested to allow condonation from six months period and they take years to grant
the said approvals.
Recommendations


Based upon the foregoing, legislation be introduced in Sales tax Act specifically for E&P
Sector allowing them to issue the Debit /Credit notes after finalization of agreements
with GOP. Also, issues of claiming input in six succeeding periods may be relaxed to six
months from the date of notification by OGRA.

87. Powers to issue notifications for change in rate of sales tax – Section 3(2)(b)
The Federal Government may, by notification in the official Gazette, declare higher or lower rates of
sales tax in respect of any taxable goods, provided that the bill for such change has been passed by the
Majlis-e-Shoora.
From 1 July 2016 to date, there have been around half a dozen notifications for changing the rates of
sales tax on petroleum products. The rates have varied from 0% to 36.5% during this period.
The Supreme Court of Pakistan took a suo motu notice for a similar notification on 21 June 2013 and
held that Federal Government had no authority to levy and recover sales tax without getting the
respective bill passed from the National Assembly. Given the Supreme Court’s verdict on the subject
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matter, questions arise as to whether the frequent changes in the rates of sales tax for petroleum
products are maintainable under law.
Moreover, so many changes on such frequent notice are in itself a challenge for industries who have to
go through a lengthy systematic implementation process, each time such rates are notified.
Recommendations
 It is, therefore, necessary that changes in sales tax rates are legally vetted by the
Parliament and this monthly practice of issuing notifications at the Government’s behest
is abolished.
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G. PHARMACEUTICAL
88. Sales Tax Zero Rating 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


Local supply of medicines/drugs should be classified under Zero-rating, instead of the
current “exempt” status from levy of sales tax, so that the pharma industry, whose selling
prices are regulated by the government, may claim input tax credits on taxable
inputs. Alternatively, the taxable raw materials and packing materials, whether
imported or locally procured may be notified as exempt from sales tax, if purchased by
a pharma manufacturer. (Serial No. 104 and 105 of Sixth Schedule to the Sales Tax Act, 1990).



Alternatively sales tax input paid by Pharma companies should be adjustable against
corporate income tax.

89. Definition of “turnover” u/s 21(o) to be clarified
As per Section 21(o), any expenditure on sales promotion by a company in excess of 5% of turnover
shall not be allowed as a deductible business expense.
Recommendation


The definition of turnover should be clarified for the purpose of this section.

90. Import Duty on Pharmaceutical Raw Materials
Through the Finance Act 2008, custom duty on pharmaceutical raw materials was reduced to 5 percent.
However, there are still many items that are not included in the list of duty reduction.
Recommendation


All pharmaceutical raw materials should be added to Table A of Part-II of Fifth Schedule
to the Pakistan Customs Tariff.
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H. TELECOMMUNICATION
91. 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.
92. Withholding tax on Services as Minimum Tax:
Clause 79, Part IV. Second schedule on Income Tax Ordinance, 2001 has been omitted and as result
withholding taxes on services under section 153(1)(b) has been categorized as minimum tax for
corporate sector. This omission of clause has extra burdened the telecom service sector which is
already heavily taxed.
Recommendation


We recommend the benefit should be given across the board

Rationale or Benefit
The imposition of 8% minimum tax on corporate has increased the cost of doing business and
resulted in hardship for the taxpayers who are already in loss situation. Keeping in view the service
sector hardship the Government has given the benefits to selected sectors.
93. Elimination of supply of SIM Tax:
There are multiple taxes on SIMS and Handsets in the form of Sales tax on import or local supply (PKR
300 to 1500/handset) and sales tax on supply of SIMS (PKR 250/Supply) and IMEI tax( PKR 300 to
1500/IMEI). The imposition of multiple taxes on SIMS and handsets directly restrict the investment in
telecom sector.
Recommendation


We recommend to abolish such taxes.
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Rationale or Benefit
Telecom Sectors has already invested huge amount in purchasing the 3G/4G spectrum and such
kind of taxes are creating hindrance in new investment in infrastructure.
94. Customer taxes:
Telecom industry is one of the highly taxed industries in Pakistan. Currently Federal Government has
imposed 18.5% FED and 14% advance tax on telecom service which is significantly higher as compared
to regional and rest of world rates.
Recommendation


We recommend abolishing the customer advance tax and reducing the FED rate in line
with the applicable general FED/Sales tax rate.

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.
95. Eliminate Custom Duties and Sales Tax on Network Equipment SRO 575:
SRO 575 has been rescinded in Finance Act 2014-15 and consequently custom duties on network
equipment have been increased to 5% to 20% and sales tax exemption has been removed. The increase
in custom duty and levy of sales tax has affected the telecom industry negatively in terms of slow
investment.
Recommendation


We recommend to reinstate the SRO 575 so that amount paid in taxes can be invested in
network. The network will generate revenue and the hence it will increase the Govt.
collection.

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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I. TOBACCO
96. Illicit Trade:
The level of illicit trade in tobacco in Pakistan is currently measured highest in its history at
approximately 40% of the total consumption (source: SBP report 2016, Nielsen retail audit 2016)
which is translating into a revenue loss for the government of approximately PKR 40 billion (source:
Oxford Economics and ITIC Asia 17 illicit tobacco indicator).
Recommendation
To address this issue, we recommend the following:


Tax Stamps: Introduce a monitoring system through tax stamps printed by the Pakistan
Security Printing Corporation or a similar internationally experienced entity selected
through a transparent process. Moreover, stricter criminal penalties to be introduced
under the Federal Excise and Sales Tax Act and rules for non-compliance.

Enforcement Measures: To support the legal industry revival, via actively taking
enforcement action against illicit players as well as further amending the excise laws to
make excise and sales tax evasion a criminal offence.
Rationale or Benefit
The industry proposal on tax stamps and enforcement measures will arrest the exponential growth
of illicit trade in Pakistan. The government can plug the revenue leak and reverse the future loss of
government tobacco revenue from the tobacco industry.
97. First Schedule of the FED ACT, 2005
Recommendation


To avoid any excessive policy, measure the FBR needs to maintain the existing fully specific
excise structure



Avoid introduction of any earmark taxes.
Rationale or Benefit
The industry proposal on fiscal policy will arrest the exponential growth of illicit trade in Pakistan.
The government can plug the revenue leak and reverse the future loss of government tobacco
revenue from the tobacco industry.
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