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Preamble:
This document aims to compare the amendments proposed through the Finance Bill, 2020 in the
Income Tax Ordinance, 2001 (the Ordinance) and the Sales Tax Act, 1990 (the ST Act) with the
amendments approved by the Parliament of Pakistan through the Finance Act, 2020 (the Act).
Disclaimer: This memorandum is prepared to the best of our knowledge and belief. It is intended to
provide only a general outline of the matters covered in the document. It should neither be regarded
as comprehensive nor sufficient for decision making purposes nor should it be used in place of
professional advice. Riaz Ahmad, Saqib, Gohar & Co. Chartered Accountants do not accept any
responsibility for any loss arising due to any action taken or not taken by the readers of this
publication.
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INCOME TAX ORDINANCE, 2001
Industrial Undertaking
Section 2(29C)
Through the Bill, it was proposed that the construction industry of Pakistan would be recognized as
an industrial undertaking for the purpose of import of plant and machinery to be utilized in such
construction.
Now, in addition to the above, the Act has also included a resident person engaged in the hotel
business in Pakistan to be recognized as an Industrial Undertaking from July 01, 2020. This new
addition aims to benefit the tourism sector of Pakistan as hotel businesses would be able to avail the
benefits pertaining to industrial undertakings, specifically with respect to tax withheld u/s. 148 of
the Ordinance which would be adjustable rather than minimum.
Tax on shipping of a resident person
Section 7A(1), (2)
The Bill proposed to include a Pakistan resident ship owning company registered with the Securities
and Exchange Commission of Pakistan after the 15th day of November, 2019 and having its own sea
worthy vessel registered under Pakistan Flag to be chargeable for tax under Section 7A of the
Ordinance. Through this inclusion, such persons shall now be liable to pay tonnage tax of an amount
equivalent to seventy five US cents per ton of gross registered tonnage per annum.
Furthermore, the Bill proposed to increase the duration of the applicability of Section 7A of the
Ordinance i.e. presumptive tax regime on shipping business of a resident person which was due to
lapse on June 30, 2020 to June 30, 2023.
However, through the Act, the duration of Section 7A of the Ordinance has been further increased
to June 30, 2030 instead of June 30, 2023 as earlier proposed.
Deductions in computing income chargeable
Section 15A(1)(h)
under the head “Income from Property
Amongst other amendments proposed, the Bill sought to reduce extent of allowed expenditure
incurred for the purpose of deriving rent chargeable to tax under the head “Income from Property”
allowed to companies from six percent to two percent.
However, the Act has provided relaxation and reduced the extent of this expenditure allowed to four
percent, instead of the earlier proposed two percent.
Deductions not allowed
Section 21 (q)
In an attempt to get more persons to be registered under the ST Act, the Bill had proposed that
expenditure attributable to sales made to persons required to be registered but not registered
under the Act by an industrial undertaking shall be disallowed under Section 21(q) of the Ordinance.
The expenditure attributable was proposed to be computed as amount of total expenditure claimed
under the Ordinance proportioned on the basis of sales made to persons liable to be registered under
the Act but not registered as a percentage of total turnover.
In view of the above, the Bill had proposed to exclude persons whose turnover is less than Rs. One
Hundred Million and limited the total amount of expenditure disallowed under Section 21(q) of the
Ordinance to twenty percent of the total deductions claimed. However, the Act has now further
relaxed this provision and limited the total amount of disallowed deductions to ten percent of the
total deductions claimed.
Furthermore, the Act has also delayed the applicability of the above referred clause from July 01,
2020 to October 01, 2020.
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Capital gains
Section 37(3B)
The Act has inserted Section 37A(3B) which provides an explanation that shares of a public company
for the purpose of this section shall be considered as a security if such Company is a public company
at the time of disposal of shares.
Through this amendment, it would have to be checked at the time of disposal of shares, whether the
Company is a public company or not for the purpose of being taxed under Section 37A of the
Ordinance. Therefore, conversion of companies from private to public and vice versa prior to disposal
would impact the taxability of capital gain on disposal of shares.
Tax credit for certain persons
Section 100C(1B)(d)
Section 100C(1A) sets out the taxability of surplus funds at the rate of ten percent. Section 100(1B)
sets out the definition of surplus funds, wherein “restricted funds” have been excluded from the
taxability at the rate of ten percent.
Through the Bill, it was proposed to amend the definition of “restricted funds”, wherein it was
proposed that only those funds received by the organization which could not be spent and treated
as revenue during the year due to any obligation placed by the donor not being an associate of the
organization shall be treated as “restricted funds”. Resultantly, funds provided by associates of an
organization were proposed to be excluded from the definition of “restricted funds” and thereafter
subject to tax at the rate of ten percent.
However, the Act has omitted this proposed amendment in the definition of “restricted funds” as a
result of which funds provided by a donor being an associate of the non-profit organization and could
not be spent due to an obligation placed by such donor would be treated as a “restricted fund”.
Special provisions relating to builders and
Section 100D
developers
The Bill had proposed the approval of Section 100D, being a special relief provided to builders and
developers in the wake of the COVID-19 pandemic. Through these special provisions, an amnesty
was announced to persons investing in building and development projects. One such nature of
investment was those made by a person in a project through a company or an associate of persons
where such company or associate of persons was required to be registered under the Companies
Act, 2017 or Partnership Act, 1932.
However, as a relaxation whereby in addition to the above, investments made by a person in building
and development projects through an association of persons registered under the Limited Liability
Partnership Act, 2017 would also be eligible for such amnesty.
Restriction on deduction of profit on debt
Section 106A
payable to associated enterprises
The Bill had proposed to insert Section 106A of the Ordinance with an objective of restricting the
claim of deduction by foreign-controlled resident companies (other than an insurance company or a
banking company) on account of profit on debt payable to an associated enterprise.
However, there was an anomaly with regards to the workability of this newly added section with that
of Section 106 of the Ordinance i.e. the thin capitalization rule which was pointed out in our earlier
commentary on the Finance Bill, 2020. The Act has corrected this anomaly and amended Section
106A whereby if a profit on debt expense is being restricted by both Section 106 and Section 106A,
then the higher of such amount shall be disallowed.
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Wealth Statement
Section 116(3)
The Bill proposed to amend the manner in which a revised wealth statement and wealth
reconciliation statement can be furnished whereby the taxpayer was required to obtain prior
approval of the Commissioner Inland Revenue before being able to furnish a revised wealth
statement and wealth reconciliation statement.
However, the Act has relaxed this requirement and now an intimation of revision of wealth
statement in the prescribed form and manner would have to be furnished to the concerned
Commission Inland Revenue. If the concerned Commissioner Inland Revenue is of the opinion that
such revision is not for the purpose of correcting a bona fide omission or wrong statement then he
is empowered to declare the revision as void by an order in writing, after providing an opportunity
of being heard.
Appeal to the Appellate Tribunal
Section 131(2)(2A)
The Bill had proposed to add a precondition of payment of ten percent of the amount of tax demand
upheld by the Commissioner Inland Revenue (Appeals) and attachment of payment proof of such tax
prior at the time of filing of appeal with the Honorable Appellate Tribunal.
The Act has removed this precondition whereby ten percent of the amount of tax upheld would not
be required to be deposited prior to filing an appeal to the Honorable Appellate Tribunal.
Advance tax paid by the taxpayer
Section 147(4), (7A)
The Bill proposed an amendment whereby the Federal Board of Revenue may introduce a
computerized system for computation of quarterly turnover for the purpose of advance tax payable
u/s. 147 of the Ordinance.
The Act has further amended this proposal and introduced Section 147(7A), whereby the Federal
Board of Revenue may introduce a computerized system for the purpose of estimation and
calculation of amount of advance tax payable.
Imports
Section 148(1)
The Bill proposed to introduce a new regime of tax required to be withheld on import stage.
Previously the taxes were defined with respect to the legal status of the person importing such
goods, however, the Bill proposed to introduced the Twelfth Schedule wherein the tax rates were
defined with respect to the good being imported.
The Twelfth Schedule has three parts, Part I and Part II specifically identify certain items to be taxed
under the said parts and the remainder of goods falling under Part III. Now the Act has introduced a
proviso whereby the Federal Board of Revenue is empowered to issue a notification in the official
Gazette and specify goods which are used as both raw material and finished goods and imported by
a person or certain class of person to be taxed under Part II of the Twelfth Schedule rather than Part
III.
Statements
Section 165
A new proviso has been inserted vide the Act whereby Banks who have already furnished information
regarding withholding taxes under section 165A of the Ordinance would not be required to furnish
statements under section 165 of the Ordinance.
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Real-time access to information and databases
Section 175A
The Bill proposed to insert Section 175A whereby the Federal Board of Revenue would be provided
real-time access of certain specified information and databases of certain specified organizations.
The Act has inserted a sub-clause whereby the Board would be provided the details of international
travel of persons from the Federal Investigation Agency and the Bureau of Emigration and Overseas
Employment.
Advance tax on dividends
Division I, Part III, First Schedule
The Bill had proposed to specify clause (ba) wherein advance tax deduction at the rate of 25% on
dividends received by a person from companies where no tax is payable by such companies due to
exemptions or carried forward tax losses. However, there was a contradiction of this clause with that
of clause (b).
The Act while correcting this anomaly has further stated that advance tax deduction in case of
dividend announced by mutual funds and other than cases mentioned in clause (a) and (ba) would
be 15%.
Advance tax deduction on payments for goods
Division III, Part III, First Schedule
and services
The Bill proposed to remove “engineering services” from the list of services eligible for a
concessional rate of advance tax deduction at the rate of 3%. However, the Act has reinstated the
concessional rate of 3% to “engineering services”. Furthermore, the Act has included the following
services to be eligible for such concessional rate as well:
1234-

Warehousing services;
Services rendered by asset management companies;
Data services provided under license issued by the Pakistan Telecommunication Authority and
Telecommunication infrastructure (tower) services

Exemption of total income
Clause 66(1), Part I, Second Schedule
The Act has inserted the following organizations in Clause 66(1) of Part I of the Second Schedule of
the Ordinance which would render these organization’s income to be exempt:
1- Sindh Institute of Urology and Transplantation, SIUT Trust and Society for the Welfare of SIUT;
2- Shaukat Khanum Memorial Trust and
3- National Endowment Scholarship for Talent (NEST).
Exemption of total income subject to fulfillment
Clause 66(2), Part I, Second Schedule
of conditions under section 100C
The Act has inserted the following organizations in Clause 66(2) of Part I of the Second Schedule of
the Ordinance which would render these organization’s income to be exempt, subject to fulfillment
of conditions specified under section 100C of the Ordinance:
1- Alamgir Welfare Trust International and
2- Foundation University
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Exemption of profit and gains on sale of
Clause 99A, Part I, Second Schedule
development and rental REIT Schemes
The Bill proposed to extend the exemption of profit and gains on sale of immovable property to a
development REIT Schemes with the object of developing and constructing residential buildings to
June 30, 2021, which was due to expire on June 30, 2020.
However, the Act has further extended this exemption to June 30, 2023. Furthermore, the Act has
also extended the exemption on profit and gains on sale of immovable property to a rental REIT
scheme which was due to expire on June 30, 2020 to June 30, 2023.
Exemption of total income
Clause 147, Part I, Second Schedule
The Act has specifically introduced an exemption of any income derived by the Naya Pakistan
Housing and Development Authority for the tax year 2020 and the following four tax years.
Exemption from Section 113
Clause 11A, Part IV, Second Schedule
The Act has inserted the following organizations under clause 11A of Part IV of the Second Schedule
of the Ordinance which would render them exempt from the chargeability of minimum tax under
Section 113 of the Ordinance:
1- Naya Pakistan Housing and Development Authority;
2- Hajj Group Operators in respect of turnonver relating to Hajj operations for the tax year 2021
and
3- A resident company engaged in hotel business in Pakistan in respect of turnover for the period
starting on the first day of April, 2020 and ending on September 30, 2020.
Exemption from Section 148
Clause 12D, 12E, Part IV, Second Schedule
The Act has further provided exemption from the deductibility of tax under section 148 of the
Ordinance to certain drugs and medical equipment necessary for fighting the COVID-19 pandemic
and other life threatening medical diseases subject to fulfillment of certain conditions.
Exemption from Section 153
Clause 46AA, Part IV, Second Schedule
The Act has further provided exemption from deductibility of withholding tax under section 153 of
the Ordinance for individuals who are not registered under the Ordinance and receiving payments
for the supply of sand, bricks, grit, gravel, crushed stone, soft mud or clay.
Furthermore, the exemption is also provided to artisans, plumbers, electricians, surface finishers,
carpenters, painters or daily wagers, receiving payments in respect of services provided or rendered
to construction sector including construction of builders, roads, bridges and other such structures or
the development of land, subject to the following conditions:
1- Service provider is not registered under the Ordinance;
2- The name, CNIC number and address of such individual is recorded by the recipient of such
services and
3- The payment for such services is made directly to the individual.
Exemption from Section 148
Clause 98, Part IV, Second Schedule
The exemption from the deductibility of tax under section 148 of the Ordinance to import of ships
and other floating crafts including tugs, survey vessels and other specialized crafts purchased or bareboat chartered by a Pakistani entity and flying Pakistani flag was due to expire on June 30, 2020.
However, the Act has extended this exemption till June 30, 2030.
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Rules for the computation of the profits and
Clause 7E, Seventh Schedule
gains of a banking company and tax payable
thereon
The Act has provided a reduced rate of 10% on taxable income arising for banking companies from
additional advances to Naya Pakistan Housing and Development Authority for low cost housing
schemes.
Taxation on builders and developers
Eleventh Schedule
The Eleventh Schedule was introduced to provide certain provisions on the taxability of builders and
developers opting to be taxed under section 100D of the Ordinance. Such builders and developers
are only allowed to incorporate profits and gains accruing on low cost housing projects upto ten
times of the tax liability computed under the Eleventh Schedule.
The Act has inserted a proviso whereby an option to incorporate profit and gains in excess of the
above stated ten times is provided subject to chargeability of the excess amount to tax under Part I
of the First Schedule i.e. the Normal Tax Regime.
Rate of Withholding tax on imports
Part II, Twelfth Schedule
The new regime of tax rates specified on the basis of item being imported as discussed above has
been stated in the Twelfth Schedule of the Ordinance. The Act has inserted the following items in
the Twelfth Schedule which would render them subject to withholding tax at import stage at 2%:
1- Petroleum resins, coumarone- indene resins, polyterpenes, polysulphides, polysulphones and
other products specified in note 3 to this chapter, not elsewhere specified or included, in
primary forms.
2- Cellulose and its chemical derivatives, not elsewhere specified or included, in primary forms.
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SALES TAX ACT, 1990
Value of supply
Section 2(46)(j)
The Bill had proposed a method for determining the value of supply for the purpose of charging sales
tax on the business activity of purchasing used vehicles (on which sales tax was paid at import stage
or at manufacturing stage) from the general public and subsequently selling them in the open market.
The value of supply for such used vehicles was proposed to be the difference between the sale and
purchase price of the vehicle, meaning the output tax would be charged on this differential amount.
The Act has further added to this methodology for determining the value of supply of such used
vehicles by stating that the sale and purchase price would be based on the valuation method
prescribed by the Federal Board of Revenue.
Adjustable input tax
Section 8B(4A)
Section 8B of the ST Act restricts the amount of input tax allowed to be adjusted up to ninety percent
of the amount of output tax for certain registered persons. Meaning in any case registered persons
falling within the purview of Section 8B would be liable to pay at least ten percent of their output tax
liability.
The Act has now proposed a new sub-section (4A) to be inserted whereby the above described
restrictions would not apply in case of input tax claim of locally manufactured electric vehicles subject
to reduced rate of tax.
Such manufacturers would be entitled to adjust their input tax credits up to the extent of their output
tax liability and not more than that. Resultantly, such manufacturers of electric vehicles would not be
allowed any excess sales tax credits to be carried forward or refunded.
Real-time access to information and databases
Section 56A
The Bill had proposed the insertion of Section 56A which sets an obligation on the following
authorities to provide real-time access of information and database to the Federal Board of Revenue:
1234567-

National Database and Registration Authority;
Federal Investigation Agency;
The Bureau of Emigration and Overseas Employment;
Islamabad Capital Territory and Provincial and local land record and development authorities;
Islamabad Capital Territory and Provincial Excise and taxation Departments
All Electricity suppliers and gas transmission and distribution companies.
Any other agency, authority, institution, or organization notified by FBR.

The scope of the information to be shared by the Federal Investigation Agency and the Bureau of
Emigration and Overseas Employment was proposed with respect to details of international entry
and exit of all persons and information pertaining to work permits, employment visas and
immigration visas.
Now the Act has limited the scope of such information to only details with respect to international
travel for the two organizations discussed above.
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Certain transactions not admissible
Section 73(4)
Through the Tax Laws (Amendment) Act, 2020 a restriction was placed on manufacturers or
producers (with certain listed exceptions) which disallowed their entitlement to input tax credit
attributable to taxable supplies made exceeding in aggregate Rupees One Hundred Million in a
financial year or Rupees ten million in a tax period to persons who are not registered under the ST
Act.
The Bill had proposed to amend this condition in order to make it applicable to every registered
person rather than just a manufacturer or producer. Now the Act has empowered the Federal Board
of Revenue to specify persons or class of persons which would be excluded from the purview of this
condition.
Exempt items
Sixth Schedule
The Act has made the following further amendments to the Sixth Schedule as compared to the ones
proposed through the Bill:
The exemption on import and supply of ships, floating crafts and such other specified vessels listed in
Sr. No. 103 of the Sixth Schedule was due to expire on 2020. This was proposed to be extended up to
the year 2023 vide the Bill.
However, the Act has now extended this exemption up to the year 2030.
In addition to the above, The Act has inserted the following new entries into the Sixth Schedule:
TABLE - 1
Sr. No.
Description
PCT Heading
155.
Oil cake and other solid residues, whether or not ground or in the
2306.1000
form of pellets
156.
Import of CKD kits by local manufacturers of following Electric
Vehicles:–
(i) Road Tractors for semi-trailers (Electric Prime Movers)
8701.2060
(ii) Electric Buses
8702.4090
(iii) Three Wheeler Electric Rickshaw
8703.8030
(iv) Three Wheeler Electric Loader
8704.9030
(v) Electric Trucks
8704.9059
(vi) Electric Motorcycle
8711.6090

Sr. No.
20.

TABLE - 3
Description
Heading
Plant and machinery for the Respective
assembly/manufacturing of electric
heading
vehicles.

Conditions
The
exemption
shall
be
admissible on one time basis for
setting up the new assembly
and/or manufacturing facility of
the vehicles and expansion in the
existing units to the extent of
electric vehicles specific plant
and machinery, duly approved/
certified and determined by the
Engineering Development Board
(EDB).

P a g e | 10
Specified rate goods
Eighth Schedule
The Act has omitted Sr. No. 2 Oil cake and other solid residues, whether or not ground or in the
form of pellets - 2306.1000 specified to be taxed at the rate of 5% from the Eighth Schedule.
In addition to the above, the following new entries have been inserted to the Eighth Schedule:
Sr. No.
Description
Heading
Rate
Conditions
70.
Following locally manufactured electric
vehicles
(i) Road Tractors for semi-trailers (Electric 8701.2060
1%
Local supplies
Prime Movers)
only.
(ii) Electric Buses
8702.4090
1%
Local supplies
only.
(iii) Three Wheeler Electric Rickshaw
8703.8030
1%
Local supplies
only.
(iv) Three Wheeler Electric Loader
8704.9030
1%
Local supplies
only.
(v) Electric Trucks
8704.9059
1%
Local supplies
only.
(vi) Electric Motorcycle
8711.6090
1%
Local supplies
only.
Tax on Cellular phones and SIM Cards
Ninth Schedule
The Act, amongst other amendments, has split the table of the Ninth Schedule into two tables and
after the amendments through the Act would be read as follows:
TABLE - 1
Sr. No.
Description
Sales tax on supply
(payable at the time of
supply by CMOs)
1.
Subscriber Identification Module (SIM) Cards
Rs. 250/-

Sr. No.

1.

Description

Cellular mobile phones or satellite
phones to be charged on the basis
of import value per set, or
equivalent value in rupees in case
of supply by the manufacturer, at
the rate as indicated against each
category:-A. Not exceeding US$ 30
(excluding smart phones)
B. Not exceeding US$ 30 (smart
phones)

TABLE - 2
Sales tax on
CBUs at the time
of import or
registration
(IMEI number
by CMOs)

Sales tax on Sales tax on
import
in supply of locally
CKD/SKD
manufactured
condition
mobile phones in
CBU condition in
addition to tax
under column (4)

Rs. 130

Rs. 10

Rs. 10

Rs. 200

Rs. 10

Rs. 10
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Sr. No.

Description

C. Exceeding US$ 30
exceeding US$ 100
D. Exceeding US$ 100
exceeding US$ 200
E. Exceeding US$ 200
exceeding US$ 350
F. Exceeding US$ 350
exceeding US$ 500
G. Exceeding US$ 500

Sales tax on
CBUs at the time
of import or
registration
(IMEI number
by CMOs)

Sales tax on Sales tax on
import
in supply of locally
CKD/SKD
manufactured
condition
mobile phones in
CBU condition in
addition to tax
under column (4)
Rs. 10
Rs. 10

but not

Rs. 200

but not

Rs. 1,680

Rs. 10

Rs. 10

but not

Rs. 1,740

Rs. 1,740

Rs. 10

but not

Rs. 5,400

Rs. 5,400

Rs. 10

Rs. 9,270

Rs. 9,270

Rs. 10

Liability procedure and conditions
Ninth Schedule
The Act has amended the procedure and conditions for discharge of liability on goods on which sales
tax is being levied under the Ninth Schedule. The new conditions and procedures are as follows:
(i)
a)
b)
c)

The liability to pay the tax on the goods specified in this Schedule shall be–
in case of the goods specified in Table-I, of the Cellular Mobile Operator (CMO);
in case of goods specified in columns (3) and (4) of Table-II, of the importer; and
in case of goods specified in column (5) of Table-II, of the local manufacturers of the goods.

(ii) The time of payment of tax due under this Schedule shall be the same as specified in section 6;
(iii) The tax paid under this Schedule shall not be deductible against the output tax payable by the
purchaser or importer of the goods specified in this Schedule;
(iv) The input tax paid on the input goods attributable to the goods specified in this Schedule shall
not be deductible for the tax payable under this Schedule; and
(v) The Board may prescribe further mode and manner of payment of tax due under this Schedule
Specified rates on bricks and related items
Tenth Schedule
The Tenth Schedule specified the fixed rate of tax on bricks with respect to the region in which it is
being sold. The Act has inserted a fixed rate of tax on cement or concrete blocks falling in PCT
heading 6810.1100 as per the following table
TABLE
Sr. No.
Item
Tax
1.
Paver
Rs. 2 per sq.ft
2.
Hollow block (volume less than 1 cubic feet)
Rs. 3 per piece
3.
Solid block (volume less than 1 cubic feet)
Rs. 3 per piece
4.
Kerb Stone (volume less than 1 cubic feet)
Rs. 5 per piece
5.
Kerb stone (volume greater than 1 cubic feet)
Rs. 10 per piece
Note: No input tax adjustment shall be allowed against the tax paid under this Schedule.
Rate of sales tax withholding
Eleventh Schedule
In addition to the changes proposed through the Bill, the Act has excluded the supply of sand, stone,
gravel/crush and clay to low cost housing schemes sponsored or approved by Naya Pakistan Housing
and Development Authority from the purview of sales tax withholding.
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