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Preamble

Al hamdulillah! 

RIAZ AHMAD, SAQIB, GOHAR & CO. [image: image2.jpg]


 is pleased to present the ‘highlights, comparison & comments’ on this year’s budget to its clients, friends and associates. While developing this document every endeavor has been made to keep the presentation simple, with a view to help our readers understand the amendments in the various statues through the Finance Bill, 2007.

This commentary reflects our understanding of the legislation and we recommend that reference should be made to the precise wording of the Bill wherever necessary. We would also recommend that professional advice should be sought before acting upon any of the amendments.

The year 2007 has also proved to be a very special year for [image: image3.jpg]


 as we plant a new sibling in the form of our forth office at Rawalpindi/Islamabad.  This has been possible only due to the blessings of the Almighty Allah, untiring efforts by the[image: image4.jpg]


’s team to achieve the highest professional standard and continued support by the ever increasing number of clients at all offices.
Gohar Manzoor
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RIAZ AHMAD, SAQIB, GOHAR & CO.

Chartered Accountants

Karachi: 9 June, 2007
FEDERAL BUDGET - 2007

Highlights
INCOME TAX

· The tax benefits have been proposed to be extended to amalgamation of companies engaged in providing services, and not engaged in trading. 

· The maximum turnover for classification as Small Company has been enhanced to Rs. 250 million and further condition of maximum number of employees has been imposed at 250 employees in a year.

· The benefits of set-off and carry forward of business loss would be available to a company operating hotels and registered in Pakistan or AJK against its income in Pakistan or AJK.

· Only assessed losses of the amalgamating companies, other than brought forward and capital loss, would be available for set-off after amalgamation.

· An irrevocable option to be taxed as single unit will be granted to 100% owned group.

· A subsidiary would be able to surrender its loss for a year to its holding or other subsidiary company subject to certain conditions.

· The maximum cost of investment for tax credit would be deemed to be Rs. 300,000 instead of Rs. 200,000.

· Tax liability of an AOP of professional would be taxed in the same way as other AOPs.

· Disposal of assets from one company to another company will be a non taxable event, if such disposal will be effected through a Scheme of Arrangement and Reconstruction under the provisions of the Companies Ordinance, 1984 or the Banking Companies Ordinance, 1962. 

· New rules for computation of taxable income of banking companies have been laid down in replaced Seventh Schedule.

· Retailer with turnover less than Rs. 5 million would not be allowed to claim adjustment of tax deductions. Their tax rate has been reduced to 0.5% from 0.75%.

· Different rate depending upon turnover has been prescribed for retailers with turnover in excess of Rs. 5 million.

· Advance tax in the first year of the business of a company on the basis of its estimated quarterly accounting profit will also be required to be paid.

· A large importer has been defined and its income would be taxable under normal law.

· Employers have been allowed to adjust tax credits admissible while calculating tax to be deducted at source.

· Income of organizations providing services of stitching, dying, printing, embroidery, washing, sizing, and weaving to exporters or export houses would be chargeable under normal law.

· Payments received on account of (1) advertisement services, by owners of newspapers and magazines; and (2) sales of goods and execution of contract by a listed company will be taxable under normal law.

· Manufacturers or authorized dealers of motor cars would be required to collect advance tax at the time of sale of a car @ 5% of the gross amount.

· Income of CNG stations would be subject to final taxation @ 6% of the amount of gas bill.

· Tax collected on the amount of electricity bills will be minimum tax on the income of a person (other than a company).

· Rate of tax on dividend is now 10% for all the persons.

· Rate of tax at import stage has been reduced to 5% of the value of goods including polyester filament yarn.

· A reduced rate of 2% on transport services has been proposed for collection under the Section 153 i.e. withholding tax on payment of goods ad services..

· The rate of tax under Section 154 i.e. with holding tax on exports will be 1% for all types of goods.

· Profits and gains accruing to a person on sale of immovable property to a Real Estate Investment Trust up to June 30, 2010 will be exempted from tax. 

· The profits and gains derived between July 1, 2000 and June 30, 2014 by Private Equity and Venture Capital Fund will be exempt. 

· Exemption on capital gains has been extended till 2008. 

SALES TAX

· The time of supply for tax purposes would be actual time of delivery.
· Input tax in excess of 90% of out put tax for that tax period shall not be allowed. The residual portion of input tax will allowed upon furnishing the statement along with the audited accounts duly certified by the auditors showing value addition less the limit prescribed on yearly basis in the 2nd month following the end of financial year. 

· Input tax related to acquisition of fixed assets shall be allowed for adjustment in 12 equal monthly installments after the start of production of new unit.

· CBR has been required to process the refund claim within 45 days of the lodging of the refund claim.
· Registered persons whose accounts are subject to audit under the Companies Ordinance, 1984, will be required to submit a certificate by the auditors certifying the payment of due tax  along with a copy of the annual audited accounts.

· Retention period of sales tax records has been increased from three years to five years.

· Procedure for alternate dispute resolution has been amended.

· An amnesty scheme is offered through SRO 463(1)/2007 providing that on the payment of principal amount of sales tax relating to any past period by the June 30, 2007 the whole of default, surcharge and penalty will be waived.

· Various items relating to food, paper, plastic and chemical industry shall be charged @ 20% whether imported or supplied (SRO 466(1)/2007).

· 10% value addition at import stage for the commercial importers shall be withdrawn with immediate effect and they will be required to pay sales tax on supply of imported goods on the basis of actual value addition (SRO 468(1)/2007).

CUSTOMS
· Where the cumulative amount of all duties and taxes on a Goods Declaration is equal to, or less than, one hundred rupees, the same shall not be demanded.

· Deferment surcharge on collection of custom duties has been reduced to 14% from 15%.

· Directorate General of Valuation has been empowered to determine and notify from time to time the rate of customs-duties leviable on different goods.

· Value determined by the DG Valuation would not be challengeable.

· Scope of Alternative Dispute Resolution has been proposed to be limited to specific cases.

· Minimum period to keep the books and record has been extended from three years to five years.

FEDERAL EXCISE

· Cigarettes will be charged to duty on following rates:

	Locally produced cigarettes if their retail price exceeds fifteen rupees per ten cigarettes.
	Duty @ Sixty three per cent of retail price

	Locally produced cigarettes if their retail price exceeds six rupees and fifty seven paisas per ten cigarettes but does not exceed fifteen rupees per ten cigarettes.
	Duty @ Two rupees and eighty paisas per ten cigarettes plus sixty nine per cent per incremental rupee or part thereof

	Locally produced cigarettes if their retail price does not exceed six rupees and fifty seven paisas per ten cigarettes
	Duty @ Two rupees and eighty paisas per ten cigarettes.


· Duty on motor spirit, aviation spirit, spirit type jet fuel, JP1 and other jet fuels and on Petroleum bitumen (Bitumen and Asphalt) including bituminous mixtures have been proposed to be abolished.

· The bill proposes to impose condition for reduced rate of 2% on lubricating oil manufactured from reclaimed oils or sludge or sediment that if it will be sold in retail packing or under brand names the words manufactured from reclaimed oil or sludge or sediment must be clearly printed on the back.

· The bill proposes to levy 5% duty on amount of charges or non-fund services provided by banking companies or NBFCs.

· It has been proposed to abolish the duty on Service provided or rendered by a foreign exchange broker including any authorized dealer of foreign exchange to a customer and that provided by cable TV operators.  It has been also proposed by a notification (S.R.O. 467(I)/2007) that the services provided cable TV operators for period July 1, 2006 to June 30, 2007 be exempt from levy of the duty.

· Conditional exemption from duty granted to non-aerated beverages concentrates have been proposed to be withdrawn.

· The bill proposes to allow exemption from duty to Life Insurance and Health Insurance.

PAKISTAN’S MACRO ECONOMIC PERFORMANCE: 2006-2007

A.
SALIENT FEATURES

Pakistan’s economy continues to maintain its strong growth momentum for the fifth year in a row in the fiscal year 2006-07. With economic growth at 7.0 percent in the current fiscal year, Pakistan’s economy has grown at an average rate of almost 7.0 percent per annum during the last five years. 

1.
GDP 
	Real GDP grew at 7.0 percent in 2006-07 as against the revised estimates of 6.6 percent for last year and 7.0 percent growth target for the year. 




[image: image6.emf]GDP Growth (%)

2

3.1

4.7

7.5

9

6.6

7

0

1

2

3

4

5

6

7

8

9

10

2000-01 2001-02 2002-03 2003-04 2004-05 2005-06 2006-07


CONTRIBUATION TO REAL GDP GROWTH
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2.
AGRICULTURE 
The performance of agriculture remained weak during 2005-06 because its crops sector particularly major crops could not perform up to the expectations. Growth in the agriculture sector registered a sharp recovery in 2006-07 and grew by 5.0 percent. Major crops posted strong recovery from negative 4.1 percent last year to positive 7.6 percent, mainly due to higher production of wheat and sugarcane. Wheat production of 23.5 million tons is highest ever in the country’s history. Sugarcane production likewise improved by 22.6 percent over last year to 54.8 million tons.

3.
MANUFACTURING
Overall manufacturing recorded growth of 8.45 percent, against last year’s growth of 9.9 percent. Large-scale manufacturing, accounting for 69.5 percent of overall manufacturing registered growth of 8.75 percent in the current fiscal year 2006-07 against last year’s achievement of 10.68 percent. There has been a slight decline in growth in the manufacturing sector due to multiple reasons.

	Performance of public sector industries (exclucluding Pak Steel) (July-June) (Rs. in Million)

	 
	 
	 
	2005-2006
	2006-2007 (Expected)
	Increase/Decrease %

	Production Value*
	3,879
	3,998
	3.07

	Net Sales
	4,825
	5,358
	11.05

	Pre-tax profit
	9
	-5
	-155.56

	Taxes and duties
	360
	355
	-1.39

	No. of employees**
	5,491***
	5,032
	-8.36

	 
	 
	 
	 
	 
	 
	 
	 
	 

	*Production value of PACo is at current prices. NFC & SEC are at constant prices of 1999-2000 and 1992-93 respectively

	**Including daily wagers
	
	
	
	
	
	

	***Excluding holding corporations 
	 
	 
	 
	 


4.
INVESTMENT
The investment rate is on the rise since 2004-05, reaching as high as 23 percent of GDP in 2006-07. The composition of investment between private and public sector has changed considerably during the last three years. The overall foreign investment during the first ten months (July-April) of the current fiscal year has touched $ 6 billion

5. 
INFLATION
	During the first ten months of the current year 2006-07 (July—April) averaged at 7.9 percent. This is a slight improvement over last fiscal year where 2005-06 (July—April) inflation stood at 8.0 percent. Unlike previous years, the inflation in the current year was primarily driven by food prices. Food inflation in turn, was principally based on increase in prices of a few items such as rice, edible oil, meat, pulses, tea, milk, fresh vegetables and fruits.
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6. 
STOCK MARKET
Pakistan’s capital and stock markets have witnessed impressive growth over the last several years. The KSE-100 index (Pakistan’s benchmarked stock market) has increased from 1521 points in June 2000 to 12370 points in April 2007 – a rise of over 10,800 points or an increase of 713 percent. Similarly aggregate market capitalization has increased from Rs 392 billion ($7.6 billion) in June 2000 to Rs 3604 billion ($ 59.4 billion) in April 2007, showing a rise of over Rs 3200 billion ($ 53 billion) or an increase of 819 percent.

7.
PER CAPITA INCOME
Pakistan’s per capita real GDP has risen at a faster pace during the last four years (5.5% per annum on average in rupee terms). The main factor responsible for the sharp rise in per capita income include acceleration in real GDP growth, stable exchange rate and four fold increase in the inflows of workers’ remittances.

8.
TRADE DEFICIT
The slower growth in imports is likely to improve trade deficit from 9.5 percent of GDP last year to 9.0 percent this year.

9.
FOREIGN DIRECT INVESTMENTS (FDI)
Almost 78 percent of FDI has come from five countries, namely, the UAE, US, China, UK and Netherlands. If we look at sectoral breakup, the communication sector (including telecom) spearheaded the FDI inflows followed by financial business, energy including oil gas and power and food, beverages and tobacco. 

10. 
FOREIGN EXCHANGE RESERVES
Pakistan’s total liquid foreign exchange reserves stood at $ 13,738 million.
11. 
EXTERNAL DEBT
Pakistan has reduced its public debt burden (including Rupees debt and foreign currency debt) from 100.3 percent of GDP in end-FY99 to 53.4 percent of GDP by end-March FY07.

12.
REMITTANCES
Workers’ remittances, the third largest source of foreign exchange inflows after exports and foreign investment, continue to maintain its rising trend. Workers’ remittances totaled $ 4.45 billion in the first ten months (July-April) of the fiscal year as against $ 3.6 billion in the same period last year, depicting an increase of 22.6 percent.

13.
CURRENT ACCOUNT DEFICIT
Current account deficit is expected to be around 5.0 percent of GDP as against 4.4 percent last year. The strong inflows in capital account will more than offset the current account deficit and add to the stock of foreign exchange reserves.

14.
PRIVATIZATION 
During the period July 2006 to February 2007, the privatization commission completed five transactions that fetched an amount of Rs. 67.664 billion. OGDCL’s 10 percent listing and domestic offering was over subscribed yielding a total of $811 million.

	Assets Privatized During FY 07

	Assets
	 
	Value

	OGDCL (GDR & domestic offering)
	 
	Rs. 46.963 billion

	Pak American Fertilizers (shares)
	
	Rs. 15.949 billion

	Javedan Cement Limited
	
	Rs. 4.316 billion

	Lyallpur Chemical & Fertilizers
	
	Rs. 0.280 billion

	Lasbella Textile Mills
	 
	Rs. 0.156 billion

	
	 
	 
	 
	Source : Privatization Commission


15.
BALANCE OF PAYMENTS
Pakistan’s balance of payments shows a record increase in capital flows that has substantially offset a gradual widening of the current account deficit. The magnitude of the inflows has overwhelmed the State Bank of Pakistan and complicated monetary policy. Pakistan’s current account deficit further widened to $ 6.2 billion (4.3% of GDP) in the first nine months (July-March) of the current fiscal year from $ 4.6 billion (3.6% of GDP) in the same period last year.

B.
COMMENTS

· It has been stated that hydel electricity (dams) cost over 4.5 cents per unit while the thermal electricity cost over 12.5 cents to 14 cents per unit; but cost of the time-frame for dams versus thermal units and the cost of land that is already under cultivation and becomes useless due to salinity may also be considered. 

· It is stated that per capita income has increased in dollar terms, at an average rate of 13% during last five years. Furthermore, as stated, main factor responsible for sharp rise in per capita income, amongst other things, is a fourfold increase in the inflow of worker’s remittances. This gives rise to the question that the income of the local masses may have remained constant or even decreased but it is the remittances of the lucky few who are abroad and sending their earnings to Pakistan. This is painting a misguiding rosy picture of per capita income increase of the poverty stricken masses. 

· Sugarcane production last year is stated to be highest in the history of the country whereas sugar prices could not fall back anywhere near the Rs. 19 per kg prices from where the sugar crisis took it to the highest in the history of the country. The complete picture of sugar production rise fall rise is given below:

1. 1998-99  



54 million tons

2. 2000-01



44 million tons

3. 2003-04



53 million tons

4. 2005-06



45 million tons

5. 2006-07



55 million tons

· Wheat production of 23.5 million tons is said to be highest ever in the history of the country whereas wheat flour per 10 kg bag (Ashrafi brand), today, stands at an all time high of Rs.165/=

· The constant load shedding in the country is one of the enormous speed breakers for the progress and prosperity of the manufacturing sector but in the economic survey – in the relevant section, it has not been highlighted as a major reason for lower production. 

C.
RECOMMENDATIONS
The theory of balanced growth states that there should be simultaneous and homogeneous development of different sectors of the economy so that all sectors grow in union. 

According to Nurks, the vicious circles of poverty are at work in underdeveloped countries which retard economic development. If, however, the vicious circles are broken, economic development will follow.

The vicious circles of poverty can be broken by simultaneous investment in a large number of industries with balanced growth. The doctrine of balanced growth requires a balance between investment in agriculture and industry, as both are complimentary. If employment increases in the industrial sector, it will lead to an increase in demand of foodstuff which will require, in turn, the expansion of agriculture output.

It is important that the agriculture sector must develop and progress along with the industrial sector, otherwise inflation will set in. A balance is also required between the domestic and foreign sector. The need of the time is also to see as to where the proceeds of privatization, being capital in nature, are utilized. i.e. whether the sale of assets – being capital assets are used to retire long term debts or are spent away in contingency expenditure. 
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THE FEDERAL BOARD OF REVENUE ACT, 2007

Central Board of Revenue Act, 1924 is proposed to be repealed by the Federal Board of Revenue Act, 2007.  The name of Central Board of Revenue (CBR) will be changed to Federal Board of Revenue (FBR) and all the functions and powers of CBR will be taken over by FBR on the effective date.  Salient feature of the Federal Board of Revenue Act, 2007 are:

(1) The FBR shall consist of not less than seven members to be appointed by the Federal Government.

(2) FBR shall exercise all the powers of CBR and shall exercise such other powers and all functions that are necessary to achieve its objective which includes: implementation of tax administration reforms, promotion of voluntary tax compliance, adoption of modern tax administration methods, implementation of human resource management policies, etc.

(3) The Federal Government shall constitute the Cabinet Committee for FBR and also nominate and notify its members.  The Committee shall be headed by the Minister for Finance and Revenue or the Advisor to PM on Finance and Revenue.

(4) Any person aggrieved by any action done or taken for the enforcement of the fiscal laws or any notification issued by the Federal Government or due to any act of maladministration, corruption and misbehaviour by any officer or employee of the Board or any unnecessary delay or hardship caused due to any administrative process may prefer representation to the Chairman of the Board for redressal of his grievance.

(5) The board may delegate any of its functions and powers to any Government agency, chairman or any member or employee duly appointed.

(6) The Board shall, in respect of each financial year, prepare its accounts of the receipts and payments and budget estimates and submit the same to the Finance Division for further process.

(7) The Board shall prepare an annual report of its activities and present it to the Prime Minister.

(8) The board shall create and maintain a data bank containing information from third parties necessary to perform the its objects and purposes.

(9) All orders, made, proceedings taken, acts done and agreement entered into by the CBR shall continue to be in force unless later modified by FBR.

(10) Reference  to CBR wherever occurring in any law or the rules, regulations, orders, statutory rules and order or notifications, etc, for the time being in force shall be read as a reference to FBR.

INCOME TAX ORDINANCE, 2001

	Definitions
	
	SECTION 2(1A)

	Existing
	
	Proposed Amendment

	“Amalgamation” means the merger of one or more banking companies or non-banking financial institutions, or insurance companies, or companies owning and managing industrial undertakings in either case at least one of them being a public company, or a company incorporated under any law, other than Companies Ordinance, 1984 (XLVII of 1984), for the time being in force, (the company or companies which so merge being referred to as the “amalgamating company” or companies and the company with which they merge or which is formed as a result of merger, as the “amalgamated company”) in such manner that –
	
	After the word “undertakings” the words “or companies engaged in providing services and not being a trading company or companies” shall be inserted;

	Comments: The proposed amendment seeks to include in the definition of amalgamation and consequently extend benefits of amalgamation to companies engaged in providing services not being    a trading company. Such benefits are currently only available to following companies or undertakings:

(i) Banking companies;

(ii) Non-banking financial institutions;

(iii) Insurance companies; and 

(iv) Companies owning and managing industrial undertakings.




	Definitions
	
	SECTION 2(19A)

	Existing
	
	Proposed Amendment

	“Eligible Person”, for the purpose of Voluntary Pension System Rules, 2005, means an individual Pakistani who has obtained a valid National Tax Number.
	
	(i)
For the words “has obtained” the word “holds” shall be substituted; and

(ii)
After the word “Number” the words “or Computerized National Identity Card” shall be inserted;

	Comments: As a result of the proposed amendment a person who holds a Computerized National Identity Card shall be considered as an ‘Eligible Person’ for the purposes of Voluntary Pension System Rules, 2005 , in addition to a person holding a valid NTN.




	Definitions
	
	SECTION 2(45A) & (45B)

	Existing
	
	Proposed Amendment

	“New Sub Section”

“New Sub Section”


	
	“Private Equity and Venture Capital Fund” means a fund registered with the Securities and Exchange Commission of Pakistan under the Private Equity and Venture Capital Fund Rules, 2007;

“Private Equity and Venture Capital Fund Management Company” means a company licensed by the Securities and Exchange Commission of Pakistan under the Private Equity and Venture Capital Fund Rules, 2007;”;

	Comments: The Finance Bill, 2007 seeks to introduce two new concepts viz. (1) ‘Private Equity and Venture Capital Fund’ and (2) ‘Private Equity and Venture Capital Fund Management Company’. Both of these concepts will be defined as per their definitions given in the Private Equity and Venture Capital Fund Rules, 2007 issued by the Securities and Exchange Commission of Pakistan.




	Definitions
	
	SECTION 59(A)

	Existing
	
	Proposed Amendment

	Small Company…………………….

 (i) has paid up capital plus undistributed reserves not exceeding twenty-five million rupees;

“New Proviso shall be added”

(ii)
has annual turnover not exceeding two hundred million rupees; and


	
	After paragraph (i), the following new paragraph shall be inserted, namely,-

“(ia) has employees not exceeding two hundred and fifty any time during the year;”; and

(ii)
in paragraph (ii), after the word “hundred” the words “and fifty” shall be inserted;

	Comments: The amendment proposes to change the criteria for classification of a company as a “Small Company” (to reap the benefits of lower rate of tax of t20%).  After the proposed amendments (1) the condition for maximum annual turnover would be relaxed by increasing the amount from Rs. 200 million to Rs. 250 million, and (2) a new condition regarding maximum number of employees, i.e. not exceeding two hundred and fifty (250) any time during the year, is being introduced.  The other conditions to qualify as a “Small Company” are that the company: 

(i) Should have paid capital plus undistributed reserves not exceeding Rs. 25 million; and

(ii) is not formed by the splitting up or the reconstitution of company already in existence.




	Income From Business
	
	SECTION 18(4)

	Existing
	
	Proposed Amendment

	Any amount received by a banking company or a non-banking finance company, where such amount represents distribution by a mutual fund out of its income from profit on debt, shall be chargeable to tax under the head “Income from Business” and not under the head “Income from Other Sources”.
	
	After the word “fund” the words “or a Private Equity and Venture Capital Fund” shall be inserted;



	Comments: After the proposed amendment, any amount received by a banking company or a NBFC representing distribution by a Private Equity and Venture Capital Fund out of  its income from Profit on Debt shall be chargeable to tax under the head “Income from Business”.  Currently, such condition only applies to an amount representing distribution by a mutual fund out of Profit on Debt.




	Federal and Provincial Government, and Local Authority
	
	SECTION 49(3)

	Existing
	
	Proposed Amendment

	Subject to sub-section (2), any payment received by the Federal Government, a Provincial Government or a local authority shall not be liable to any collection or deduction of advance tax.

“New Proviso shall be added”
	
	For the full stop, at the end, a colon shall be substituted and thereafter the following new proviso shall be added,

namely:-

Provided that exemption under this section shall not be available in the case of a corporation, company, a regulatory authority, a development authority or other body or institution established by or under a Federal law or a Provincial law or an existing law or a corporation, company or other body or institution set up, owned and controlled, either directly or indirectly, by the Federal Government or a Provincial Government, regardless of the ultimate destination of such income, as laid down in Article 165A of the Constitution of the Islamic Republic of Pakistan.”; 

	Comments: The proposed proviso proposes to clarify that the exemption from income will not be available in the case of a corporation, company, a regulatory or development authority or any other body or institution established by or under a Federal or a Provincial Law or any such entities setup, owned and controlled, either directly or indirectly, by the Federal government or a Provincial Government. This exemption only applies to payments received by Federal Government, a Provincial Government or local authority, except for business income derived by a provincial government or a local authority outside their jurisdictional area. 




	Set Off Of Losses Of Companies Operating Hotels
	
	SECTION 56A

	Existing
	
	Proposed Amendment

	“New Section shall be added”


	
	Subject to sections 56 and 57, where a company registered in Pakistan or Azad Jammu and Kashmir (AJ&K), operating hotels in Pakistan or AJ&K, sustains a loss in Pakistan or AJ&K for any tax year under the head “income from business” shall be entitled to have the amount of the loss set off against the company’s income in Pakistan or AJ&K, as the case may be, for the year.”;

	Comments: After the insertion of this new section, the benefits of set-off and carry forward of business loss would be available to a company registered in Pakistan or Azad Jammu and Kashmir (AJK), operating hotels in Pakistan or AJK, on reciprocal basis in respect of a business loss, sustained in any tax year, for set-off against its income in Pakistan or AJK, as the case may be.




	Set Off of Business Loss Consequent to Amalgamation
	
	SECTION 57A(1)

	Existing
	
	Proposed Amendment

	The accumulated loss under the head “Income from Business” (not being a loss to which section 58 applies) of an amalgamating company or companies shall be set off or carried forward against the business profits and gains of the amalgamated company and vice versa, up to a period of six tax years immediately succeeding the tax year in which the loss was first computed in the case of amalgamated company or amalgamating company or companies.
	
	The assessed loss for the tax year, other than brought forward and capital loss, of the amalgamating company or companies shall be set off against business profits and gains of the amalgamated company, and vice versa, in the year of amalgamation and where the loss is not adjusted against the profits and gains for the tax year the unadjusted loss shall be carried forward for adjustment up to a period of six tax years succeeding the year of amalgamation.”.

	Comments: The proposed amendment seeks to limit the set-off of business loss consequent to amalgamation of a company.  Currently, all the accumulated business loss of amalgamating company or companies, except for speculative business, can be set-off or carried forward against business profits of amalgamated company.  Now, by the proposed amendment, the bill seeks to only allow, to an amalgamated company, assessed loss for a tax year, other than brought forward and capital loss, of the amalgamating company or companies in the year of amalgamation. Where such loss would not be set-off in the year of amalgamation, it may be carried forward and set-off within succeeding six years.




	Group Taxation
	
	SECTION 59AA

	Existing
	
	Proposed Amendment

	“New Section shall be added”
	
	(1)
Holding companies and subsidiary companies of 100% owned group may opt to be taxed as one fiscal unit. In such cases, besides consolidated group accounts as required under the Companies Ordinance, 1984 (XLVII of 1984), computation of income and tax payable shall be made for tax purposes. 

(2)
The companies in the group shall give irrevocable option for taxation under this section as one fiscal unit.

(3)
The group taxation shall be restricted to companies locally incorporated under the Companies Ordinance, 1984 (XLVII of 1984). 

(4)
The relief under group taxation would not be available to losses prior to the formation of the group. 

(5)
Accounts of the group companies shall be prepared and audited by a Chartered Accountant as prescribed for listed companies under the Companies Ordinance, 1984 (XLVII of 1984).


(6)
Group taxation may be regulated through rules as may be made by the CBR.”

	Comments: This proposed amendment introduces the concept of Group Taxation and seeks to allow holding and subsidiary companies of a 100% owned group to be taxed as a single unit.  The option of being taxed as single fiscal unit shall be irrevocable and it will only be available to companies incorporated under the Companies Ordinance, 1984 whose accounts are audited by Chartered Accountant.  The relief under group taxation would not be available to losses suffered prior to formation of the group.  The proposed group relief will be governed by rules to be issued in this regard.  The group shall be required to submit consolidated financial statements and computation of income and tax payable for tax purposes.




	Group Relief
	
	SECTION 59B

	Existing
	
	Proposed Amendment

	(1)
Subject to sub-section (2), any company, being a subsidiary of a public company listed on a registered stock exchange in Pakistan, owning and managing an industrial undertaking 
[or an undertaking engaged in providing services], may surrender its assessed loss for the tax year other than brought forward losses, in favour of its holding company provided such holding company owns or acquires seventy-five per cent or more of the share capital of the subsidiary company.

(2)
The loss surrendered by the subsidiary company may be claimed by the holding company for set off against its income under the head “income from Business” in the tax year and the following two tax years subject to the following conditions, namely:-

(a) there is continued ownership of share capital of the subsidiary company to the extent of seventy-five per cent or more for five years; and 

(b) the subsidiary company continues the same business during the said period of five years.

(3)
The subsidiary company shall not be allowed to surrender its assessed losses for set off against income of the holding company for more than three tax years. 

(4)
Where the losses surrendered by a subsidiary company are not adjusted against income of the holding company in the said three tax years, the subsidiary company shall carry forward the unadjusted losses in accordance with the provision of section 57.

(5)
If there has been any disposal of shares by the holding company during the aforesaid period of five years to bring the ownership of the holding company to less than seventy-five per cent, the holding company shall, in the year of disposal, offer the amount of profit on which taxes have not been paid due to set off of losses surrendered by the subsidiary company.


	
	(1)
 Subject to sub-section (2), any company, being a subsidiary of a holding company, may surrender its assessed loss (excluding capital loss) for the tax year (other than brought forward losses and capital losses), in favour of its holding company or between subsidiaries of the holding company: Provided that such holding company being a public company listed on a registered stock exchange in Pakistan, directly acquires fifty-five percent or more of the share capital of the subsidiary company. Where none of the companies in the group is a listed company, the holding company shall acquire seventy-five per cent or more of the share capital of the subsidiary company.

(2)The loss surrendered by the subsidiary company may be claimed by the holding company or a subsidiary company for set off against its income under the head “income from Business” in the tax year and the following two tax years subject to the following conditions, namely:- 


(a)
there is continued ownership for five years, of share capital of the subsidiary company to the extent of fifty-five per cent in the case of a listed company, or seventy-five per cent or more, in the case of other companies;


(b)
none of the group companies is engaged in the business of trading;


(c)
holding company, being a private limited company with seventy-five per cent of ownership of share capital gets itself listed within three years from the year in which loss is claimed;


(d)
the group companies are locally incorporated companies under the Companies Ordinance, 1984 (XLVII of 1984);


(e)
the loss surrendered and loss claimed under this section shall have approval of the Board of Directors of the respective companies;


(f) the subsidiary company continues the same business during the said period of three years;


(g)
accounts of the group companies are prepared and audited by a Chartered Accountant as prescribed for listed companies under the Companies Ordinance, 1984 (XLVII of 1984); and


(h)
the group companies observe Code of Corporate governance as provided in the Companies Ordinance, 1984 (XLVII of 1984).

(3)
The subsidiary company shall not be allowed to surrender its assessed losses for set off against income of the holding company for more than three tax years.

(4)Where the losses surrendered by a subsidiary company are not adjusted against income of the holding company in the said three tax years, the subsidiary company shall carry forward the unadjusted losses in accordance with section 57.

(5)If there has been any disposal of shares by the holding company during the aforesaid period of five years to bring the ownership of the holding company to less than fifty-five per cent or seventy-five per cent, as the case may be, the holding company shall, in the year of disposal, offer the amount of profit on which taxes have not been paid due to set off of losses surrendered by the subsidiary company.

(6)Loss claiming company may, with the approval of the Board of Directors, transfer cash to the loss surrendering company equal to the amount of tax payable on the profits to be set off against the acquired loss. The transfer of cash would not be taken as a taxable event in the case of either of the two companies.

(7)
The transfer of shares between companies and the share holders, in one direction, would not be taken as a taxable event provided the transfer is to acquire share capital for formation of the group and approval of the Security and Exchange Commission of Pakistan or State Bank of Pakistan, as the case may be, has been obtained in this effect. Sale and purchase from third party would be taken as taxable event.”;

	Comments: The bill seeks to replace the existing Section 59B on group relief with a new section.  

The main feature of group relief under this section are summarized here under:

(i) A subsidiary would be able to surrender its assessed loss for a tax year, excluding brought forward losses and capital losses, in favour of its holding company or between subsidiaries of its holding company subject to condition that the holding company if listed on a registered stock exchange in Pakistan  would be required to acquire at least 55% or more of the share capital of the subsidiary,  or  at least 75% or more of the share capital of the subsidiary, if it is not a public listed company.

(ii) The loss surrender would be set-off against business income of the holding or the subsidiary company in the year of surrender and subsequent two years if:

-
the ownership of share capital of the subsidiary company to the extent of 55% or 75% is  continued for five years;

-
the companies in the group are not engaged in trading;

-
the holding company, if a private limited company, will get itself listed within three years from the year in which loss is claimed;

-
the group would be incorporated under the Companies Ordinance, 1984;

-
the surrender and the claim of loss will be on the approval of the Board of Directors of the respective companies;

-
the subsidiary will need to continue the same business during the above referred period of three years;

-
the account of the group companies are prepared and audited by a Chartered Accountants in the same way as are prescribed for listed companies; and

-
the group companies observe the Code of Corporate Governance as provided in the Companies Ordinance, 1984. 

(iii) Any loss surrendered but not adjusted during the period of three year will be carried forward by the subsidiary company in accordance with the provisions of Section 57 i.e. for a total of six years from the year in the loss was first computed.

(iv) If in any year during the period of five years, the holding company reduces its holding below the minimum required holding, the holding company would be required to offer the amount of profit on which tax has not been paid due to set-off of losses surrendered.

(v) The loss claimant would be able to transfer cash to loss surrendering company equal to its tax saving after the approval of its board of directors and such cash transfer would not be treated as taxable event.

	


	Investment in Shares
	
	SECTION 62(2)

	Existing
	
	Proposed Amendment

	two hundred thousand rupees.


	
	In paragraph C, in clause (c), for the word “two” the word “three” shall be substituted;

	Comments: A person, other than a company, is entitled to tax credit in respect of the cost of acquiring the new shares offered by a listed company if the person is the original allottee or have acquired the shares from Privatization Commission of Pakistan. Such credit is allowed by restricting cost of investment to maximum of Rs. 200,000.  The proposed amendment seeks to enhance the maximum limit of cost of investment in shares for tax credit purposes from Rs. 200,000 to Rs. 300,000.




	Principles Of Taxation Of Associations Of Persons
	
	SECTION 92(1) 

	Existing
	
	Proposed Amendment

	Subject to sub-section (2), an association of persons shall be liable to tax separately from the members of the association and where the association of persons has paid tax the amount received by a member of the association in the capacity as member out of the income of the association shall be exempt from tax. 
	
	The words, brackets, figure and comma “Subject to sub-section (2),” shall be omitted; and

	Comments: The is a consequential amendment due to change in the method of assessment of AOP’s formed by Professional who are prohibited from incorporating by any law or the rules of the body regulating the profession.


	
	
	SECTION 92(2),(3),(4) &(5)

	Existing
	
	Proposed Amendment

	Sub-section (1) shall not apply to an association of persons that is a professional firm prohibited from incorporating by any law or the rules of the body regulating the profession.] 

An association of persons to which subsection (2) applies shall not be liable to tax and the income of the association shall be taxed to the members in accordance with section 93.

An association of persons referred to in sub-section (3) shall furnish a return of total income for each tax year.

Sections 114, 118 and 119 shall apply to a return of total income required to be furnished under sub-section (4).
	
	“Shall be Omitted”

	Comments: The proposed amendments relating to Section 92 and 93 seeks to done away with the different tax treatment for an association of persons (AOP) formed by professionals who are prohibited from incorporating by any law or the rules of the body regulating the profession. Until now, such professional firms were not taxed separately instead the members were chargeable to tax on his respective share of profit in such AOPs.  After the proposed amendment, all AOPs will be taxed on the same pattern without any distinction.




	Taxation Of Members Of An Association Of Persons
	
	SECTION 93

	Existing
	
	Proposed Amendment

	Where sub-section (3) of section 92 applies, the income of a member of an association of persons chargeable under the head “Income from Business” for a tax year shall include –…………………

	
	“Shall be Omitted”

	Comments: The is a consequential amendment due to change in the method of assessment of AOP’s formed by Professional who are prohibited from incorporating by any law or the rules of the body regulating the profession.




	Disposal Of Business By Individual To Wholly-Owned Company
	
	SECTION 95(2)

	Existing
	
	Proposed Amendment

	In the case of stock-in-trade valued for tax purposes under sub-section (4) of section 35 at fair market value, that value; or


	
	In clause (b), in sub-clause (ii), the words “at fair market value” shall be omitted;



	Comments: It is an editorial amendment as a consequence of change in other section.


	Disposal Of Business By Association Of Persons To Wholly-Owned Company
	
	SECTION 96(2)

	Existing
	
	Proposed Amendment

	In the case of stock-in-trade valued for tax purposes under sub-section (4) of section 35 at fair market value, that value; or

	
	in clause (b), in sub-clause (ii), the words “at fair market value” shall be omitted;



	Comments: It is an editorial amendment as a consequence of change in other section.


	Disposal Of Asset Between Wholly-Owned Companies
	
	SECTION 97(2)

	Existing
	
	Proposed Amendment

	In the case of stock-in-trade valued for tax purposes under sub-section (4) of section 35 at fair market value, that value; or


	
	In clause (b), in sub-clause (ii), the words “at fair market value” shall be omitted;



	Comments: It is an editorial amendment as a consequence of change in other section.


	Disposal Of Asset Under A Scheme Of Arrangement And Reconstruction
	
	SECTION 97A

	Existing
	
	Proposed Amendment

	“New Section shall be added”
	
	(1) No gain or loss shall be taken to arise on disposal of asset from one company (hereinafter referred to as the “transferor”) to another company (hereinafter referred to as the “transferee”) by virtue of operation of a Scheme of Arrangement and  Reconstruction under sections 282L and 284 to 287 of the Companies  Ordinance, 1984 (XLVII of 1984) or section 48 of the Banking Companies Ordinance, 1962 (LVII of 1962), if the following conditions are satisfied,  namely:-

(a)
the transferee must undertake to discharge any liability in respect of the asset acquired; 

(b)
any liability in respect of the asset  must not exceed the transferor’s cost of the asset at the time of the disposal;

(c)
the transferee must not be exempt from tax for the tax year in which the disposal takes place; and

(d)
scheme is approved by the High Court, State Bank of Pakistan or Securities and Exchange Commission of Pakistan, as the case may be, on or after first day of July, 2007.

(2)
No gain or loss shall be taken to arise on issue, cancellation, exchange or receipt of shares as a result of scheme of arrangement and reconstruction under sections 282L and 284 to 287 of the companies Ordinance, 1984 (XLVII of 1984)  or section 48 of the Banking Companies Ordinance, 1962 (LVII of 1962) and approved by:


(i)
the High Court;


(ii)
State Bank of Pakistan; or


(iii)
Securities and Exchange Commission of Pakistan, as the case may be, on or after first day of July, 2007.

(3) Where sub-section (1) applies –

(a)
the asset acquired by the transferee shall be treated as having the same character as it had in the hands of the transferor;

(b) the transferee’s cost in respect of acquisition of the asset shall be- 

(i) 
in the case of a depreciable asset or amortised intangible, the written down value of the asset or intangible immediately before the disposal;

(ii) in the case of stock-in-trade valued for tax purposes under sub-section (4) of section 35 that value; or 

(iii) in any other case, the transferor’s cost at the time of the disposal; 

(c)
If, immediately before the disposal, the transferor has deductions allowed under sections 22, 23 and 24 in respect of the asset transferred which have not been set off against the transferor’s income, the amount not set off shall be added to the deduction allowed under those sections to the transferee in the tax year in which the transfer is made.

(4)
In determining whether the transferor’s deductions under sections 22, 23 or 24 in respect of the asset transferred have been set off against income for the purposes of clause (c) of sub-section (2), those deductions shall be taken into account last.

(5) Where sub-section (2) applies and the shares issued vested by virtue of the Scheme of Arrangement and Reconstruction under sections 282L and 284 to 287 of the Companies Ordinance, 1984 (XLVII of 1984) or section 48 of the Banking Companies Ordinance, 1962 (LVII of 1962) and approved by the Court or State Bank of Pakistan or Securities and Exchange Commission of Pakistan as the case may be, are disposed of, the cost of shares shall be the cost prior to the operation of the said scheme.”;

	Comments: This proposed new section seeks to make disposal of assets from one company to another company a non taxable event, if such disposal will be effected through a Scheme of Arrangement and Reconstruction under the provisions of the Companies Ordinance, 1984 or the Banking Companies Ordinance, 1962.  The section also proposes following conditions for the disposal to be non-taxable event:

(i) the transferee must undertake to discharge liabilities (not exceeding transferor’s cost of the asset), if any, in respect of the asset;

(ii) the transferee must not be exempt from tax for the tax year in which the disposal takes place; and 

(iii) the scheme must be approved by the High Court, State Bank or SECP, as the case may be, on or after July 1, 2007.

It may be noted that the amendment proposes that the asset will retain its character in the hand of the transferee and it will have same value for tax purposes as it had in the hand of transferor.

The proposed section also seeks to render issue, cancellation, exchange or receipt of shares as a result of the Scheme of Arrangement and Reconstruction as non-taxable event if the scheme is be approved by the High Court, SBP or SECP, as the case may be, on or after July 1, 2007.  If the shares are subsequently disposed of, the cost of shares will be the cost prior to operation of the scheme.




	Special Provisions Relating To Banking Business.-
	
	SECTION 100A

	Existing
	
	Proposed Amendment

	“New Section shall be added”
	
	(1)
Subject to sub-section (2), the income, profits and gains of any banking company as defined in clause (7) of section 2 and tax payable thereon shall be computed in accordance with the rules in the Seventh Schedule.

(2) Sub-section (1) shall apply to the profits and gains of the banking companies relevant to tax year 2008 and onwards.”;



	Comments: The amendment proposes to lay down separate rules in a new Schedule (replaced Seventh Schedule) for computation of profits and gains of banking companies which would be applicable from tax year 2008 onwards.  Salient features of the proposed new Seventh Schedule to the Income Tax Ordinance, 2001 are:

(i) The banking company will be entitled to depreciation, initial, allowance, and amortization in accordance with Section 22, 23 and 24. 

(ii) Provisions for classified advances and off balance sheet items shall be allowed, if claimed in accounts and certified by the external auditors that they are in line with Prudential Regulations (PR).

(iii) The amount claimed as expense on account of ‘irrecoverable debts’ classified as “sub-standard” under PR would not be allowed. Whereas, if such deductions will be later reclassified as ‘doubtful’ or ‘loss’ under the PR or reclassified as ‘recoverable’ than the deduction would be allowed later.

(iv) Any adjustment in accounts to comply with IAS 39 and 40 will be excluded during the computation of income.

(v) If any liability for expenditures allowed is not be paid within three years from the date of its allowance, the unpaid liability will be chargeable to tax in the first year after the three years. However, on subsequent payment of such liability, these will be allowed.

(vi) Loss on sale of shares of listed companies will only be adjusted against gain on sales of share of listed companies.

(vii) Any special treatment for ‘Shariah Compliant Banking’ approved by SBP will not be provided for any reduction or addition to the income and income under normal accounting principles will be taken for calculation of chargeable income.

(viii) Head Office Expenditure will be allowed in proportion of gross receipts in Pakistan to world gross receipts, only if these are charged in the accounts.

(ix) The banking companies will pay advance tax in twelve equal installments which will be due on 15th of every month.

(x) Provisions of withholding tax would not be applicable to the banking companies.

(xi) Tax rate for business income would be 35% while for dividends and capital gains the rate would be 10%. However, if shares are disposed of within one year of their acquisition then these gains will be taxed at 35%.

(xii) Provisions of Section 113 for minimum tax will be applicable to the banking companies.

(xiii) Exemptions and concessions under Second Schedule will not apply to a banking company.

(xiv) The provisions of group relief laid down in Section 59B will only apply if the holding and subsidiaries companies are banking companies.

(xv) The banking companies will be able to avail benefits of Section 59AA after approval of SBP.




	Tax On Income Of Certain Persons
	
	SECTION 113A(3)

	Existing
	
	Proposed Amendment

	The tax paid under this section shall be a final tax on the income arising from the turnover as specified in sub-section (2).]


	
	For the brackets and figure “(2)”, the brackets and figure “(1)”, shall be substituted and after full stop, the words “The retailer shall not be entitled to claim any adjustment of withholding tax collected or deducted under any head during the year.” shall be inserted;

	Comments: A retailer, being an individual or an AOP, with annual turnover up to Rs. 5 million may opt for payment of tax as final tax under this section. Until now the Retailers were allowed adjustment of withholding tax from their final tax liability. The bill seeks to disallow any claim for adjustment of withholding tax collected or deducted under any head during the year while computing his final tax liability under the Section. The bill also seeks to reduce tax rate from 0.75% of the turnover to 0.50% of the turnover.


	Tax On Income Of Certain Retailers
	
	SECTION 113B

	Existing 

	Subject to this Ordinance, a retailer being an individual or association of persons,- 

 
 (a) whose turnover exceeds five million rupees; and

(b) who is subject to special procedure for payment of sales tax  under chapter III of the Sales Tax Special  Procedure Rules, 2006,

Shall pay final tax at the rate of one percent of turnover for a tax year which shall form part of single stage sales tax at the rate of three percent of the declared turnover as envisaged in the aforesaid rules.



	Proposed Amendment

(i)
for the words “rate of one per cent of turnover for a tax year”, the words “following rates” shall be substituted;

(ii)
the words “at the rate of three per cent of the declared turnover”, shall be omitted; and

(iii) for the full stop at the end, a colon shall be substituted.

S.No. 
Amount of turnover 
Rate of tax

1.
Where turnover 
Rs.25,000 plus


exceeds Rs.5,000,000
0.5% of the


but does not exceed 
turnover exceeding


Rs.10,000,000
Rs.5,000,000

2.
Where turnover 
Rs. 50,000 plus

 
 exceeds 
0.75% of the


Rs.10,000,000 
turnover exceeding


Rs.10,000,000.

(iv) The retailer shall not be entitled to claim any adjustment of withholding tax collected or deducted under any head during the year”



	Comments: A retailer, an individual or an AOP, with annual turnover in excess of Rs. 5 million and who is subject to special procedures for payment of sales tax under Chapter III of the Special Procedures Rules, 2006 are, until now, required to pay 1% of the turnover as final income tax which forms part of single stage sales tax .  The proposed amendment seeks to prescribe different slab rates, depending upon his annual turnover, for final tax against 1% of the turnover.  The retailer would not be able to claim any adjustment for withholding tax collected or deducted under any head during the year while computing his final tax liability under this Section.




	Return of Income
	
	SECTION 114(2A)

	Existing
	
	Proposed Amendment

	A return of income filed electronically on the web or any magnetic media or any other computer readable media as may be specified by the Board shall also be deemed to be a return for the purpose of sub-section (1); and the Board may, by notification in the official Gazette, make rules for determining eligibility of the data of such returns and e-intermediaries who will digitise the data of such returns and transmit the same electronically to the Income Tax Department under their digital signatures.


	
	After the word “signatures”, the words and comma “and other matters relating to electronic filing of returns, statements or documents etc.” shall be inserted;

	Comments: The amendment is procedural in nature and seeks to broaden the applicability .


	Wealth Statement
	
	SECTION 116 (1) & (2)

	Existing
	
	Proposed Amendment

	(1)  Subject to subsection (2), the Commissioner may, by notice in writing, require any person to furnish, on the date specified in the notice, a statement (hereinafter referred to as the "wealth statement") in the prescribed form and verified in the prescribed manner giving particulars of –

(a)the person’s total assets and liabilities as on the date or dates specified in such notice;

(b)the total assets and liabilities of the person’s spouse, minor children, and other dependents as on the date or dates specified in such notice;

(c)any assets transferred by the person to any other person during the period or periods specified in 
such notice and the consideration for the  transfer; and 

(d)
the total expenditures incurred by the person, and the person’s spouse, minor children, and other dependents during the period or periods specified in the notice and the details of such expenditures.

(2)Every resident taxpayer filing a return of income for any tax year whose last declared or assessed income, is five hundred thousand rupees or more shall  furnish a wealth statement for that year along with such return.


	
	For the words, brackets, figure, comma and word “subject to sub-section (2), the” the word “The” shall be substituted; and

After the word “income” occurring for the second time, the words “or the declared income for the year” shall be inserted;

	Comments: 


	Appointment of the Appellate Tribunal
	
	SECTION 130(4)

	Existing
	
	Proposed Amendment

	A person may be appointed as an accountant member of the Appellate Tribunal if the person is an officer of the Income Tax Group equivalent in rank to that of a Regional Commissioner 
[  ].


	
	After the word “Commissioner” the words “or Commissioner of Income Tax or Commissioner of Income Tax (Appeals) having at least five years experience as a Commissioner” shall be inserted;

	Comments: After the proposed amendment, an officer of income tax group of the rank of commissioner or commissioner of income tax (appeals) will, in addition to Regional Commissioner, be eligible to be appointed as accountant member of ITAT. 




	Advance Tax Paid By The Taxpayer
	
	SECTION 147(4A)

	Existing
	
	Proposed Amendment

	“New Sub-Section shall be added”


	
	“(4AA) Tax liability under section 113 shall also be taken into account while working out payment of advance tax liability under this section.”; and



	Comments: This proposed new sub-section seeks to clarify that minimum tax paid under Section 113 needs to be taken into account while estimating advance tax liability.




	Imports
	
	SECTION 148(2)

	Existing
	
	Proposed Amendment

	This section shall not apply to –

(a)
the re-importation of re-usable containers for re- export qualifying for customs-duty and sales tax  exemption on temporary import under the Customs Notification No. S.R.O. 344(1)/95,             dated the 25th day of April, 1995; or

(b) the importation of the following petroleum 
  products –


“Motor Spirit (MS), Furnace Oil (FO), JP-1 and MTBE”


	
	Nothing contained in sub-section (1) shall apply to any goods or class of goods or persons or class of persons importing such goods or class of goods as may be specified by the Central Board of Revenue.”;

	Comments: The amendment proposes to allow Central Board of Revenue to specify goods or class of goods or persons or class of persons importing such goods or class of goods to which Section 148 will not be applicable.  The provisions of this section currently do not apply to (1) re-importation of re-usable containers for re-export, and (2) importation of certain petroleum products.




	Imports
	
	SECTION 148 (3) & (4)

	Existing
	
	Proposed Amendment

	Where a manufacturer imports raw materials (other than edible oils) exclusively for the manufacturer’s own use, the Commissioner may certify a reduction (of up to 
[seventy five] per cent) of the rate of advance tax applicable under this section if the aggregate of tax paid or collected in a tax year equals the amount of tax paid by the manufacturer in the immediately preceding year.

Notwithstanding the provisions of sub-section (3), a person being a manufacturer who is liable to pay advance tax under section 147, imports raw materials (other than edible oils) exclusively for his, or as the case may be, its own use, the Commissioner shall upon application in writing by such person, issue an exemption certificate effective from the date on which the certificate is issued to the 30th day of June next falling:

Provided that where the person to whom an exemption certificate has been issued fails to pay any installment due, the Commissioner may cancel the certificate.]


	
	“Shall be omitted”

	Comments: The proposed amendment seeks to remove the powers of Commissioner to allow certificate of reduction in tax rate for the purposes of Section 148 and exemption certificate from the operation of this section to manufacturers who is importing raw material for his own use and either has paid tax aggregating to his tax liability in the preceding year or is liable to pay advance tax and is paying the tax on due dates.




	Imports
	
	SECTION 148(4A)

	Existing
	
	Proposed Amendment

	Where, in the case of a person being a manufacturer importing raw materials (other than edible oils) exclusively for his or, as the case may be, its own use, the Commissioner is satisfied that the income of the person during the tax year is exempt from tax or such person is not likely to pay any tax (other than tax under section 113) on account of depreciation 
[  ] or brought forward loss, the Commissioner shall, upon application in writing made by such person, issue the person certificate of exemption from the tax collectable under section 148] 
[.]


	
	“Where, in the case of a person (other than covered by PTR), the Commissioner is satisfied that such person is not likely to pay any tax (other than tax under section 113), the Commissioner shall, upon application in writing made by such person, issue the person certificate of exemption from the tax collectable under section 148;

	Comments: The bill seeks to replace this sub-section, after which the Commissioner will have the power to grant exemption from provisions of Section 148 to any person (who is not covered under PTR/FTR) if he is satisfied that the said person would not be liable to tax other than minimum tax under Section 113.




	Imports
	
	SECTION 148(7) (c) & (d)

	Existing
	
	Proposed Amendment

	Cars in CBU condition by manufacturer of cars.]

“New Sub Clause shall be added”


	
	for the word “car” occurring twice, the words “motor vehicles” shall be substituted; and

large import houses, who-


(i) 
have paid-up capital of exceeding 

Rs.100 million;


(ii) 
have imports exceeding Rs.500 million during the tax year;


(iii) own total assets exceeding Rs.100 million at the close of the tax year;


(iv) is single object company;


(v)  maintain computerized records of 
imports and sale of goods;


(vi)
maintain a system for issuance of 
100% cash receipts on sales;


 (vii) present accounts for tax audit every year;

 (viii)
is registered with Sales Tax 
Department; and


(ix) made sales to only Sales Tax registered persons.”; and



	Comments: This proposed new clause seeks to exclude large import houses from Final Tax Regime.  The large import houses would be those who:

(i) have paid-up capital in excess of Rs. 100 million;

(ii) have imports exceeding Rs.500 million during the tax year;

(iii) own total assets exceeding Rs. 100 million at close of the tax year;

(iv) a single object company;

(v) maintaining computerized records of imports and sale of goods;

(vi) maintaining a system for issuance of 100% cash receipts on sales;

(vii) presenting accounts for tax audit every year;

(viii) registered with Sales Tax Department; and

(ix) make sales to only sales tax registered persons.




	Imports
	
	SECTION 148(9)

	Existing
	
	Proposed Amendment

	“value of goods” means the value of the goods as determined under section 25 of the Customs Act, 1969 (IV of 1969), as if the goods were subject to ad valorem duty increased by the customs-duty and sales tax, if any, payable in respect of the import of the goods 
[; and]


	
	An the definition of “value of goods” after the words “customs-duty”, the comma and the words “, Federal Excise Duty”, shall be inserted and shall be deemed always to have been so inserted and shall have effect accordingly;

	Comments: The proposed amendment seeks to enhance the scope of value of goods to include Federal Excises Duty for the purposes of tax collection at the time of import of goods.




	Salary
	
	SECTION 149(1)

	Existing
	
	Proposed Amendment

	Every employer paying salary to an employee shall, at the time of payment, deduct tax from the amount paid at the employee’s average rate of tax computed at the rates specified in Division I of Part I of the First Schedule on the estimated income of the employee chargeable under the head “Salary” for the tax year in which the payment is made after making such adjustment, as may be necessary, for any excess deduction or deficiency arising out of any previous deduction or failure to make a deduction during the year.


	
	(a)
For the words “such adjustment” the words “adjustment of tax withheld from employee under other heads and tax credit admissible under sections 61, 62, 63 and 64 during the tax year after obtaining documentary evidence” shall be substituted; 

(b) after the word “for”, occurring for the second time, a colon shall be inserted; and

(c)
for the words “any excess deduction or deficiency arising out of any previous deduction or failure to make a deduction during the year” the following shall be substituted, namely:-


(i)
tax withheld from the employee under this Ordinance during the tax year;


(ii)
any excess deduction or deficiency arising out of any previous deduction; or


 (iii) failure to make deduction during the year;”;



	Comments: The bill seeks to authorize employer to adjust tax credits admissible under the Income Tax Ordinance, 2001 in addition to tax withheld from employee under other heads while computing tax to be deducted at source from salary.




	Payments For Goods And Services
	
	SECTION 153(1A)

	Existing
	
	Proposed Amendment

	Every exporter or an export house making a payment in full or part including a payment by way of advance to a resident person or permanent establishment in Pakistan of a non-resident person for the rendering of or providing of services of stitching, dying, printing, embroidery, washing, sizing and weaving, shall at the time of making the payment, deduct tax from the gross amount payable at the rate specified in Division IV of Part III of the First Schedule.]


	
	“Shall be omitted”

	Comments: The amendment seeks to remove this sub-section which charges tax under Final Tax Regime the income of organizations providing services of stitching, dying, printing, embroidery, washing, sizing, and weaving to exporters or export houses. 




	Payments For Goods And Services
	
	SECTION 153(4)

	Existing
	
	Proposed Amendment

	The Commissioner may, on application made by the recipient of a payment referred to in sub-section (1) or (3) and after making such enquiry as the Commissioner thinks fit, allow, by order in writing, any person to make the payment without deduction of tax.


	
	“Shall be omitted”

	Comments: The power of the Commissioner to issue exemption certificate under this section has been with drawn.




	Payments For Goods And Services
	
	SECTION 153(5bb)

	Existing
	
	Proposed Amendment

	“New Sub Clause shall e added”


	
	“A cotton ginner who deposits in the Government Treasury, an amount equal to the amount of tax deductible on the payment being made to him, and evidence to this effect is provided to the “prescribed person;”;



	Comments: After the proposed new clause, provisions of Section 153 for collection of tax while making payments for goods will not apply to a cotton ginner depositing an amount equal to tax deductible on the payment being mad to him.




	Payments For Goods And Services
	
	SECTION 153(6)

	Existing
	
	Proposed Amendment

	The tax deducted under this section shall be a final tax on the income of a resident person arising from transactions referred to in sub-section (1) or (1A):

Provided that sub-section (6) shall not apply to companies in respect of transactions referred to in clause (b) of sub-section (1).]


	
	In the proviso, for the full stop, at the end, a colon shall be substituted and thereafter the following new proviso shall be added, namely:-

“Provided further that this sub-section shall not apply to payments received on account of-

(i)
advertisement services, by owners of newspapers and magazines;

(ii) 
sale of goods and execution of contracts by a public company listed on a registered stock exchange in Pakistan.”;



	Comments: The proposed proviso will result into exclusion from final tax regime of payments received on account of (1) advertisement services, by owners of newspapers and magazines; and (2) sales of goods and execution of contract by a listed company.




	Payments For Goods And Services
	
	SECTION 153(6B)

	Existing
	
	Proposed Amendment

	“New Sub-Section shall be added”


	
	“The provisions of sub-section (6) in so far as they relate to payments on account of sale of goods from which tax is deductible under this section shall apply on account of an individual and AOP. This sub-section shall be applicable from tax year 2007”; and



	Comments: 


	Payments For Goods And Services
	
	SECTION 153(8A)

	Existing
	
	Proposed Amendment

	Every person from whom tax is being collected under this section shall disclose his National Tax Number to the withholding agent. In case of there being no National Tax Number (NTN), Computerized National Identity Card Number (CNIC) shall be provided. Where a person fails to disclose his NTN or CNIC number, as the case may be, at the time of collection or deduction of tax, the rate of withholding tax shall be two per cent over and above the rates specified in Division III of Part III of the First Schedule;


	
	“Shall be omitted”



	Comments: The proposed amendment seeks withdrawal of 2% withholding tax over and above the prescribed rate for tax collection under Section 153 if a person receiving the payment does not provide his NTN or CNIC number.




	Exports
	
	SECTION 154(4)

	Existing
	
	Proposed Amendment

	The tax deducted under this section shall be a final tax on the income arising from the export or sale to an exporter.


	
	For the words “export or sale to an exporter” the words “transactions referred to in this section” shall be substituted;

	Comments: This amendment seeks to broaden the scope of this section and includes all transactions referred to in this section subject to tax deduction. 




	Tax Collected Or Deducted As A Final Tax
	
	SECTION 169(3)

	Existing
	
	Proposed Amendment

	Where all the income derived by a person in a tax year is subject to final taxation under the provisions referred to in sub-section (1) or under sections 5, 6 and 7, 
[an assessment shall be treated to have been made under section 120 and] the person shall not be required to furnish a return of income under section 114 for the year.


	
	After the figure “5”, the brackets, words, figure and letter “(other than inter-corporate dividend within group companies as referred in section 59B)” shall be inserted;

	Comments: The bill proposes to exclude inter-corporate dividends within group companies from the final tax regime.




	National Tax Number [Certificate]
	
	SECTION 181(3)

	Existing
	
	Proposed Amendment

	The Commissioner having jurisdiction over an applicant under sub-section (1) may after examination of all relevant documents and evidence, and after satisfying himself of the genuineness of the application, may direct issuance of the National Tax Number [Certificate] for a period prescribed by Commissioner.


	
	For the full stop, at the end, a colon shall be substituted and thereafter the following proviso shall be added, namely:- “Provided that the Board may in the case of individuals allow use of Computerized National Identity Card in place of National Tax Number.”;

	Comments: The amendment seeks to allow individuals to use their CNIC number in place of their National Tax Number.




	Purchase Of Motor Cars
	
	SECTION 231B

	Existing
	
	Proposed Amendment

	“New Section shall be added”


	
	Every manufacturer or authorized dealer of motor cars shall at the time of sale of a motor car, collect advance tax at the rate specified in Division VIII of Part IV, of the First Schedule.



	Comments: Through the proposed insertion of this section, the bill seeks to require manufacturers or authorized dealers of motor cars to collect advance tax at the time of sale of a car @ 5% of the gross amount.  Such advance tax would not be collectible from Federal Government, or a Provincial Government, or a foreign diplomat or diplomatic mission in Pakistan.




	CNG Stations
	
	SECTION 234A

	Existing
	
	Proposed Amendment

	“New Section shall be added”


	
	There shall be collected advance tax at the rate specified in Division VII of Part IV of the First Schedule on the amount of gas bill of a Compressed Natural Gas station.



	Comments: This new section proposes to collect tax as final tax on the income of CNG stations.  The rate of tax would be 6% of the amount of gas bill.




	Electricity Consumption
	
	SECTION 235(4)

	Existing
	
	Proposed Amendment

	“New Sub-Section shall be added”
	
	“The tax collected under this section shall be minimum tax on the income of a person (other than a company). There shall be no refund of the tax collected under this section, unless the tax so collected is in excess of the amount for which the taxpayer is chargeable under this Ordinance in the case of a company.”;



	Comments: The bill seeks to insert this new sub-section which proposes that the tax collected on the amount of electricity bills will be minimum tax on the income of a person (other than a company) and seeks to disallow refund of tax collected under Section 235 unless the tax collected is in excess of the amount for which the taxpayer is chargeable under the Ordinance, if such person is a company.


	Transition to Federal Board of Revenue
	
	SECTION 239A

	Existing
	
	Proposed Amendment

	“New Section shall be added”
	
	Any reference to the Central Board of Revenue, wherever occurring, in this Ordinance and the rules made thereunder and Notifications, Orders, or any other instrument issued thereunder shall be construed as a reference to the Federal Board of Revenue on the commencement of the Federal Board of Revenue Act, 2007.”;



	Comments: The proposed amendment seeks to give effect to the provisions of Federal Board of Revenue Act, 2007.




THE FIRST SCHEDULE

PART I

Rate Of Tax On Certain Persons





        
Division 1A

	Proposed Amendment

	In Division IA, for the figure and sign “0.75%” the figure and sign “0.50%” shall be substituted;



	Comments: Minimum tax livable on retailers reduced to 0.5% of the turnover.


Rate of Tax for Companies





                Division II Clause (i)

	Proposed Amendment

	The rate of tax imposed on the taxable income of a company for the tax year 2007 and onward shall be 35%”;



	Comments: Corporate tax rate fixed at 35%


Rate of Dividend Tax








      Division III 

	Proposed Amendment

	After the words “shall be”, the figure, sign and full stop “10%.” shall be inserted; and  clauses (a) and (b) shall be omitted;



	Comments: Rate of tax on dividend is now fixed @ 10% for all persons


PART II

Rate of Advance Tax

	Proposed Amendment

	For the figure “6” the figure “5” shall be substituted; and after the word “good”, the words “including polyester filament yarn” shall be added;



	Comments:  Rate of tax at import stage has been reduced to 5% of the value of goods including polyester filament yarn.


PART III

	Payment for Goods or Services 




      Division (iii) Clause (2)

	Proposed Amendment

	The rate of tax to be deducted from a payment referred to in clause (b) of sub-section (1) of section 153 shall be –

(i) in the case of transport services, two per cent of the gross amount payable; or 

(ii) in any other case, six per cent of the gross amount payable.



	Comments: A reduced rate of 2% on transport services has been proposed for collection under the Section 153.


Exports







       Division (iv) Clause (1)

	Proposed Amendment

	The rate of tax to be deducted under sub-section (1), (3), (3A) or (3B) of section 154 shall be 1% of the proceeds of the export.”;

	Comments: The rate of with holding tax under Section 154 is being fixed @ 1% for all types of goods.


CNG Station








       Division (VIB)

	Proposed Amendment

	The rate of tax to be collected under section 234A in the case of a Compressed Natural Gas station shall be six per cent of the gas consumption charges.”;



	Comments: CNG stations would be liable to 6% advance tax.


Purchase of Motor Cars 






      Division (VIII)

	Proposed Amendment

	The rate of tax to be collected under section 231B shall be 5 per cent of the gross amount payable for the purchase of motor vehicle.”;



	Comments: 5% advance tax would be payable at the time of purchase of cars.


THE SECOND SCHEDULE – Exemptions and Tax Concessions

PART I 

Clause 57 Sub-Clause(2)

	Proposed Amendment

	After the word “trust” occurring for the first time, the words “or Private Equity and Venture Capital Fund” shall be inserted;



	Comments: Income of Private Equity and Venture Capital Fund would be exempt from tax if it will distribute 90% of its income to its unit-holders.




Clause 66 Sub-Clause (xviii)

	Proposed Amendment

	Micro Finance Banks for a period of five years starting from first day of July 2007



	Comments: Income of Micro Finance Banks for a period of five years starting from July 1, 2007 would be exempt from tax, if these banks will not be distributing dividends to their shareholders during the period and their profits will be utilized for their operations.


Clause 99

	Proposed Amendment

	After the word “income” occurring for the first time the words “except income arising from Continuous Funding System (CFS)” shall be inserted; and

	Comments: The income arising from Continuous Funding System (CFS) by mutual fund excluded from the preview of exempt income.


Clause 99A

	Proposed Amendment

	Profits and gains accruing to a person on sale of immovable property to a Real Estate Investment Trust upto thirtieth day of June, 2010.”;

	Comments: Profits and gains accruing to a person on sale of immovable property to a Real Estate Investment Trust up to June 30, 2010 will be exempt from tax.













Clause 101

	Proposed Amendment

	After the figure “2000” occurring for the second time, the words “and a Private Equity and Venture Capital Fund” shall be added;

	Comments: The profits and gains derived between July 1, 2000 and June 30, 2014 by a Private Equity and Venture Capital Fund will be exempt.













Clause 103

	Proposed Amendment

	After the figures “2003” the words “or a Private Equity and Venture Capital Fund” shall be inserted;



	Comments: Any distribution received by a tax payer from a Private Equity and Venture Capital Fund on which tax has already been paid will be exempt from tax.













Clause 110

	Proposed Amendment

	For the figures “2007”, the figures “2008” shall be substituted;



	Comments: Capital gains on modaraba certificates or any investment o redeemable capital as defined in the Companies Ordinance, shares of public limited companies listed on any Stock Exchange in Pakistan or shares a public company  and PTCL Vouchers issued by government of Pakistan will be exempt up to tax year 2008.











     Clause 110A & 110B

	Proposed Amendment

	Any gain on transfer of a capital asset of the existing stock exchanges to new corporatized stock exchange, in the course of corporatization of an existing stock exchange. 

Any gain on transfer of a capital asset, being a membership right held by a member of an existing stock exchange, for acquisition of shares and trading or clearing rights acquired by such member in new corporatized stock exchange in the course of corporatization of an existing stock exchange.”;

	Comments: These new provisions seek to cater for the gain in the event of corporatization of exchanges. All such gains will be exempt from tax.













Clause 132

	Proposed Amendment

	After second proviso amended as aforesaid, the following new proviso shall be added, namely:-

“Provided further that the exemption under this clause shall be available to companies registered in Pakistan or Azad Jammu and Kashmir owning and managing Hydel Power Projects, set up in Azad Jammu and Kashmir or Pakistan.”;

	Comments: Income of Companies registered  in Azad Jammu and Kashmir or Pakistan engage in Hydel Power Projects will be exempt.













Clause 133A

	Proposed Amendment

	For the figures “2007” the figures “2008” shall be substituted;

	Comments: Exemption for conversion to corporate member by the individual members has been extended to 2008.


IN PART II

REDUCTION IN TAX RATE







Clause 3A

	Proposed Amendment

	The tax in respect of income from construction contracts out side Pakistan shall be charged at the rate of one per cent of the gross receipts provided that such income is brought into Pakistan in foreign exchange through normal banking  channel.”;












Clause 5A & 5B

	Proposed Amendment

	The rate of withholding tax in respect of payments for profit on debt payable to a non-resident person, having no permanent establishment in Pakistan, shall be the rate as provided in Avoidance of Double Taxation Treaty of the respective country of the non-resident.

The tax in respect of capital gains derived by a person from the sale of shares or assets by a private limited company to Private Equity and Venture Capital Fund shall be charged at the rate of ten per cent of such gains.”;















Clause 13

	Proposed Amendment

	Tax under section 148 shall be collected at the rate of 1% on imports of capital goods and raw material (other than polyester filament yarn) imported exclusively for its own use by a manufacturer registered with Sales Tax Department.”;














Clause 13H (iv)

	Proposed Amendment

	 after the word “duty” comma and words “Federal Excise Duty” shall be inserted; and edible oils including crude oil imported as raw material for manufacture of ghee or cooking oil;




PART IV






















Clause 11(ii)

	Proposed Amendment

	After the “fund” the word “and Private Equity and Venture Capital Fund” shall be inserted;

	Comments: The provisions of Section 113 regarding minimum tax would not be applicable to above referred fund.













Clause 33

	Proposed Amendment

	After the figure “2006” occurring for the last time, the words “or a Private Equity and Venture Capital Fund” shall be added;

	Comments: The provisions of Section 151 (Profit on Debt) and Section 233 (Brokerage & Commission) regarding the collection / deduction of tax at source would not be applicable to a Private Equity and Venture Capital Fund.













Clause 41B

	Proposed Amendment

	The provisions of sub-section (2) of section 152 shall not apply in respect of payments to foreign news agencies, syndicate services and non-resident contributors, who have no permanent establishment in Pakistan.

	Comments:  Self –explanatory.













Clause 43A

	Proposed Amendment

	After the word “person” appearing for the first time, the words “including Permanent Establishment of Non-resident Petroleum Exploration and Production (E&P) Companies” shall be inserted;



	Comments: The provisions of Section 153 (1) shall not be applicable to a Permanent Establishment of Non-resident Petroleum Exploration and Production (E&P) Companies regarding collection of tax from payments for goods. 















Clause 43B

	Proposed Amendment

	“The provisions of clause (a) sub-section (1) of section 153 shall not apply to payments received on sale of air tickets by traveling agents who have paid withholding tax on their commission income.”;



	Comments:  Self –explanatory.



Clause 47B

	Proposed Amendment

	After the figures “2006” the words “or a Private Equity and Venture Capital Fund” shall be added;



	Comments: The provisions of Section 150, 151 and 233 shall not apply to above-referred fund.


                    Clause 56(xxii) (xxiii) (xxiv) & (xxv)

	Proposed Amendment

	“Capital goods and raw material imported by manufacturer exporter registered with  Sales Tax Department as a manufacturer Petroleum (E&P) companies covered under SRO.678(I)2004 dated 07.08.2004 except motor vehicles imported by such Companies importing high speed diesel oil, light diesel oil, high octane blending component or motor spirit, furnance oil, JP-1, MTBE, kerosene oil, crude oil for refining and chemical use in refining thereof in respect of such goods; and The re-importation of re-usable containers for re-export qualifying for customs-duty and sales tax exemption on temporary import under the customs Notification No. S.R.O. 344(I)/95 dated the 25th day of April, 1995.”;



	Comments: The provisions of Section 148 regarding tax at the time of imports will not be applicable to above referred items.


        Clause 57A

	Proposed Amendment

	The provisions of section 153 and 169 shall not apply to large import houses:

Provided that the exemption under this clause shall not be available if any of the conditions provided in section 148 are not fulfilled for a tax year;



	Comments: Self – explanatory.





VISION AND MISSION








THE PROFESSION LEADERS to deliver unique professional services to our clients with complete independence and integrity rendered by a well groomed, professionally trained, committed & motivated team











ENVIRONMENT conducive to creativity, job security, personal & professional growth and development of team members with adherence to ethical practices











TRAINING FACILITIES with dedication to groom the professionals with an aim to make them leaders in the chosen disciplines








Notice:


RASG is also pleased to notify its valued clients, friends and associates that our website, � HYPERLINK "http://www.rasgco.com" ��www.rasgco.com� has been uploaded with a specific interactive section of the Tax Commentary, 2007 and a digital copy of the Commentary can also be downloaded both in ‘MS Word’ and ‘PDF’ formats. 





Special Thanks:


For the excellent teamwork displayed by the staff of � as well as our other associates and printers during the preparation of this document. 



































[image: image13.jpg]


