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Salient Features of Proposed VAT in Pakistan

By:Noman Iftikhar Khawaja

The Government of Pakistan introduced Value Added
Tax (Federal Value Added Tax Act, 2010 and Provincial
Value Added Tax Act, 2010) which created a great fear
especially across the business community. This fear
seems to be arising because of lack of awareness
about the mechanism and basics of Value Added Tax.

The VAT law was proposed to be implemented w.e.f
July 01, 2010, but it is temporarily deferred till
October 2010 and seems to be introduced under the
existing umbrella of GST (General Sales Tax) in
reformed shape.

I nternationally GST i s
Services Tax’ and not
has now been implemented by nearly 165 countries
and considered as a major source of revenue in any
country.

The main idea of this Act is seems to be based on the
Australian (Goods & Services Tax) Act, 1999 which
was implemented in Australia on 1* of July, 2002.

Federal Value Added Tax Act, 2010 consists of 15
Chapters, 97 sections and 3 schedules and Provincial
Value Added Tax Act, 2010 consists of 6 Chapters, 22
sections and 2 schedules.

The VAT will replace the General Sales Tax and bring
into the tax net some hitherto untaxed classes of
retailers and traders. It will reduce the existing list of
exempt & zero rated items and only the goods and
services provided in the law will be exempt or zero
rated by overriding other laws and previously issued
notification relevant to exemptions and zero ration. In
addition to that withdrawn the powers of the Board
to allow exemption and zero ration of the goods and
services.

The new VAT law will abolish the concept of different
categories of taxpayers (like: Manufacturers,
Wholesalers etc.) by introducing the concept of
Supplier and exemption threshold of Rs. 5 million
which was available to the Retailers and
Manufacturers under Sales Tax Act, 1990 will now be
increased to Rs. 7.5 million for all types of taxpayer.

The standard rate of tax is also proposed to be
reduced from 16% to 15% and the concept of
different rates is abolished. There will be single
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mechanism for all type of taxpayers and the concept
of special procedures and payment of tax on retail
price of 3" schedule items by the manufacturer are
abolished.

The due date for payment of tax is proposed to be
earlier of the time of supply, issuance of invoice or
payment received which is an old concept abolished
by the Finance Act, 2007.

The new proposed VAT Law introduced two very
attractive concepts for the taxpayers:

a b b rfe vrinsfet @fd ecoidmic hactivityc @0 gothg
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VAT/

9 Value of second hand goods purchased from
unregistered person for resale purposes shall
be considered as inclusive of VAT.

The Tax invoice shall be issued only to the registered
personand“ Sal e Recei pt?’ ma
inclusive of tax shall be issued to non-registered
person.

The period for revision of return is increased from 120
days to 3 years but minor correction upto the tax
amount of Rs. 1,000/- can be made without revision
of return in the subsequent period.

I ntroduced a new con
Progressive Supplies”,
basis where the supply is not identified.

In case of recovery, the authorized officer may stop
removal of goods owned by the associated person,
which seems to be harsh.

Carry forward of excess amount is restricted to six
months and the refund amount will be made by the
department within 45 days of the application.
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BUDGET 2010-2011

Salient Features of the Finance Act, 2010
By: Arif Hussain Ejaz (Advocate)

General

The Finance (amendment) Ordinance, 2009
promulgated and re-promulgated in October 2009
and February 2010 respectively. As part of reforms
introduced in tax administration, certain amendments
were made through in the Sales Tax Act, 1990,
Income Tax Ordinance, 2001 and Federal Excise Act,
2005 to harmonize these taxes under the jurisdiction
of Inland Revenue. These amendments alongwith
some additional amendments have been included in
the Finance Act, 2010 for promulgation through the
parliament and will take effect from 5" of June, 2010.

The period for retention of records and documents
increased from five years to six years under IRS
(Income Tax, Sales Tax & Federal Excise) and the
records shall be retained till the final decision in any
proceedings for assessment, appeal, revision,
reference, petition and any proceeding before the
Alternative Dispute Resolution Committee.

Income Tax

Slab rates for Association of Persons (AOP) have been
replaced with flat tax rate of 25% of taxable income.
This amendment is to take effect from Tax Year 2010
and is expected to increase the tax liability of AOPs
having income upto Rs. 1,300,000.

Capital gain on sale of securities has been brought
into tax net after a long time by introducing a new
section 37A (Capital gain on sale of securities)
accordingly necessary amendments have been made
in section 37 to streamline the chargeability and
clause 110, part | of the second schedule has also
been omitted which dealt with exemption of capital
gains upto June 30, 2010. Any gain arising on sale of
shares of a public company, vouchers of Pakistan
Telecommunication Corporation, Modaraba
Certificates or instruments of redeemable capital, if
disposed off within a period of 12 months shall be
charged to tax as a separate block of income at the
rates prescribed for Tax year 2010 to Tax year 2015 in
Division VII of Part | of 1st Schedule. However, gains
arising to banking or insurance companies will not be
taxed under this section.
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The scope of minimum tax has been extended to
Individual and AOP having turnover of Rs. 50M or
above in tax year 2009 and 2007 respectively or in any
subsequent year. The rate has been increased from
0.5% to 1% of the turnover.

The filing dates of certain returns and statements
have been changed like:

. Return of income by salaried taxpayer
through e-portal —31st of August

. Annual statement of deduction of income tax
from salary — 31st of August

. Statement required u/s 115(4) — 31st of
August

New section 122C (Provisional assessment) has been
inserted to provide authority to the Commissioner to
make a provisional assessment of taxable income or
income of the person which will be considered final
assessment if the taxpayer does not file return of
income alongwith other required statements /
documents within a period of sixty days from the date
of service of order of such provisional assessment.

The exemptions available to taxpayers having income
from capital gain for payment of advance tax have
been withdrawn. The threshold limit for payment of
advance tax of Rs. 200,000/- available to AOPs has
been withdrawn and for Individuals it has been
increased from Rs. 200,000/- to Rs. 500,000/-.

The dates for payment of advance tax for companies
and AOPs have been prescribed to be as follows:

. September Quarter — 25th of September
. December Quarter — 25th of December
. March Quarter —25th of March

. June Quarter —15th of June

Payment of advance tax on capital gains except
individual investors on sale of securities shall be made
within 7 days after the close of each quarter in the
following manner:

J Securities held for less than six months —2%
J Securities held for more than six months but
less than twelve months —1.5%



Individuals having turnover of Rs. 50M and above in
tax year 2009 or in any subsequent year have been
made liable for withholding of tax while making
payment for goods, services and contracts under
section 153 of the Income Tax Ordinance, 2001.

Annual and monthly statements prescribed under
sub-section (1) of section 165 have been omitted and
proposed to file quarterly statement within 20 days of
the end of the each quarter.

The existing procedure for selection of cases for tax
audit on the basis of criteria lay down by FBR has
been changed. The procedure to carry on audit of
income tax affairs of the person and to call for any
record or documents including books of accounts
maintained under this ordinance is streamlined with
other tax laws of Inland Revenue. The Commissioner
may call for records or documents including books of
accounts of the taxpayer subject to recording reason
in writing and within a period of six years from the
end of the tax year to which they relate. Through
insertion of section 214, the board has been
empowered to select persons or class or persons for
audit purposes through computer ballot or any other
basis and these powers have been assumed to be
available with the board retrospectively.

“Act axpayle rshall be kegutated’ by FBR
through prescribed rules. Currently the Active
Taxpayer List is published on the web portal of FBR
without any legal authority.

All the offences and penalties have been listed in
Section 182 and section 184-190 are omitted. New
penalties have been added and few existing are
increased.

By insertion of new section 231AA, every banking
company, non-banking financial institution, exchange
company or any authorized dealer of foreign
exchange shall collect advance tax @ 0.3% at the time
of sale against cash of any instrument, including
Demand Draft, Pay Order, CDR, STDR, SDR, RTC, or
any other instrument of bearer nature or on payment
of cash on cancellation of any of these instruments.
Previously only cash withdrawal from a bank was
taxed @ 0.3% under section 231A.

In addition to above, every banking company, non-
banking financial institution, exchange company or
any authorized dealer of foreign exchange shall
collect advance tax at the time of transfer of any sum
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against cash through online Transfer, Telegraphic
Transfer, Mail Transfer or any other mode of
electronic transfer.

The basic exemption threshold of Rs. 200,000 and
100,000 for salaried individual and business individual
respectively has been increased to Rs. 300,000
irrespective of the gender difference. The slab rates
for non-salaried individuals have been substituted and
increased the income limit of 25% slab from 1.3
million to 1.5 million. 19% slab rate for salaried
taxpayer ranging taxable income from 4,550,000 to
8,650,000 has also been abolished. Tax rate for small
companies has been enhanced from 20% to 25% and
increased the income threshold of Rs. 750,000/- to
1,000,000/- for 50% reduction in tax liability of a
Senior Citizen.

Sales Tax

Increased the sales tax rate by one percent, due to
which the standard rate of sales tax has been
increased from 16% to 17% w.e.f 1st of July, 2010,
accordingly the varied rates are also increased by 1%
like; 18.5% to 19.5% and 21% to 22% etc. through
different SROs.

Now only the Commissioner can require records,
documents and other information being maintained
by a person instead of any officer of sales tax. In case
such records are maintained electronically, these can
only be accessed by an officer of Inland Revenue
authorized by the Commissioner.

Audit can now be conducted by an officer of Inland
Revenue authorized by the Commissioner. the audit
and adjudication functions are merged and the
authorized officer of Inland Revenue shall carry out
audit and also pass an order u/s 11 or 36 of the Sales
Tax Act, 1990 based on the audit and explanations
provided by registered person accordingly section 45
(Power of adjudication) has also been deleted.

In line with taxation reforms the concept of assessing
the transfer price of taxable supplies between
associated persons to reflect fair market value in an
arm’s l ength transact.i
Sales Tax Act, 1990 through insertion of section 25AA.

In addition to the Board, the Commissioner is also
empowered to authorize any officer of Inland
Revenue to access the premises, stocks, accounts and
records of a registered person or person liable to be

on



registered. Previously the authority of the
Commissioner (Collector) was omitted through the
Finance Act, 2009.

Insertion of section 72B, the board has been
empowered to select persons or class or persons for
audit purposes through computer ballot or any other
basis and these powers have been assumed to be
available with the board retrospectively. The
amendment seems to be in line with parameters set
under the Income Tax Ordinance, 2001.

Federal Excise

Audit can now be conducted by an officer of Inland
Revenue authorized by the Board or Commissioner.
The audit and adjudication functions are merged and
the authorized officer of Inland Revenue shall carry
out audit and also pass an order u/s 14 of the Federal
Excise Act, 2005 based on the audit and explanations
provided by registered person.

Excise duty on cigarettes has been increased from
64% to 65% and Rs. 4.75 to Rs. 5.75, additionally
federal excise duty @ Re. 1/- per filter rod for
cigarette has also been levied. FED @ 10% on air
conditioner and deep freezer has also been levied.
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TRAINING SERVICES

NIU Center for Business Learning “ a S

concern of Softax"’ i s
since 1997 in the fields of Taxation & Corporate

Laws, Internal Audit, IT, HRM, Accounting, Finance

etc. wi t h an a i marnihgo for

azfdzinzyaé¢o

Contact: niu@softax.com.pk

CONSULTANCY SERVICES

Khawaja Tax and Management Consultants
(KTMC) “a si ster concern
business and corporate world since 1991,
providing consultancy services in the areas of
Taxation, Finance, Accounts, Auditing, Risk
Management, Corporate, Internal Control Systems
etc.

Contact:ktmc@softax.com.pk

Thoughtful Quotes

Do n ' tunlets@oli dan improve the silence —VVermont Proverb
To speak ill of others is a dishonest way of praising ourselves. —Will and Ariel Durant
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PAST EVENTS

Workshops on VAT

NIU Center for Business Learning,
the sister concern of Softax (Pvt)
Limited organized workshops in
Lahore, Karachi and Islamabad
on VAT.
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Mr. Noman Iftikhar Khawaja was
the key speaker and during the
sessions he specially emphasized
on the core areas and section
wise comparison of new VAT law
with existing Sales Tax Act, 1990.

The the

participants of
workshops actively participated
in the discussion and were of the
view that the standard rate of

VAT should not be more than
10% at initial stage, the overall
system should be friendly for the

taxpayers, basic food items
should be exempt from VAT and
zero ration facility should be

available to export oriented
sector. They also emphasized
that the term

be elaborated and the limit of Rs.
25,000/- on sale to unregistered
person should be removed.

1]

t

The provisions regarding
recovery from associated person
was also considered and found
very harsh and the participants
of the workshops were of the
view that these provisions
require to be reviewed and the
provisions regarding joint and
several liability should also be
reviewed because a person
disappears after issuance of
invoice, why the buyer shall bear
his tax liability. The participants
added that the audit procedures
should be formalized and the
provisions regarding due date for
payment of tax should be
simplified etc. etc.

Workshops on Finance Bill,
2010

NIU arranged four workshops on
Finance Bill, 2010, two in Lahore
and two in Karachi.

Proposed changes in Sales Tax,
FED and VAT were discussed on
day one and Income Tax law on
day two were discussed in detail.

Mr. Noman Iftikhar Khawaja
conducted the workshops and
presented section wise proposed
changes in comparison with
existing provisions of the law.

People from different walks of
life attended the workshops and
were of the opinion that:

f Amendments in Income
Tax Ordinance, 2001 with
fetrospective effesthwhighl
may result in re-opening of
past and closed
transactions.

a X

Page 6

d

9 Increase in the rates of tax
in the case of AOP and
Small company is
unjustified.

1 0.3% withholding tax on
banking transaction seems
to be un-justified and badly
affect the concept of
“Document ed

9 Appreciated the increase in
basic exemption threshold

of salaried and other
individuals.

9 Increase in the sales tax
rate from 16% to 17%
whenever VAT was
proposed to be
implemented w.e.f July 01,
2010 with 15% standard
rate.

9 Increase in the federal
excise duty on Gas and
petroleum products will
increase  the  expense

burden of a common man.

UPCOMING EVENTS

Workshops on Salary Taxation

for Tax Years 2010 & 2011

 Karachi at Hotel Regent Plaza
on 21% of July, 2010

Workshops on Withholding Tax
 Karachi at Hotel Regent Plaza
on 22™ of July, 2010

E-filing of Income Tax Return by

Salaried Taxpayers

Y Lahore at Hotel Sunfort on
9" of August, 2010

 Karachi at Hotel Regent Plaza
on 10" of August, 2010

Workshops on VAT in September
2010

Date and Venue will be
announced later and published on
the web.



Statute - updates for the quarter (April ¢ June 2010)

Income Tax
Notifications

SRO # Date
330(1)/2010 05/18/2010
Circulars
Circular # Date
06/2010 06/30/2010
07/2010 06/30/2010
08/2010 06/30/2010
09/2010 06/30/2010
05/2010 06/30/2010
Sales Tax
Notifications

SRO # Date
395(1)/2010 06/05/2010
396(1)/2010 06/05/2010
397(1)/2010 06/05/2010
398(1)/2010 06/05/2010
371(1)/2010 06/02/2010
346(1)/2010 05/24/2010
345(1)/2010 05/24/2010
330(1)/2010 05/18/2010
309(1)/2010 05/05/2010
282(1)/2010 04/29/2010
283(1)/2010 04/29/2010
278(1)/2010 04/28/2010
266(1)/2010 04/22/2010
267 (1)/2010 04/22/2010
264 (1)/2010 04/2 2/2010

General Order s

STGO #
19/2010
18/2010
13/2010
14/2010
15/2010
16/2010
17/2010
12/ 2010

Date
05/13/2010
05/10/2010
05/06/2010
05/06/2010
05/06/2010
05/06/2010
05/06/2010
04/03/2010

Title

Appointment of Commissioner of Inland Revenue (Appeals)

Title
FINANCE ACT 2010 - EXPLANATORY CIRCULAR ON NEWLY INTRODUCED ADVANCE TAX
DEDUCTIBLE ON AIR TICKETS UNDER SEC TION 236B OF THE INCOME TAX ORDINANCE 2001
Advance Tax on Transactions in Bank (Section 231AA)
FINANCE ACT 2010 - EXPLANATORY CIRCULAR ON RATE OF ADVANCE TAX DEDUCTIBLE ON
MONTHLY ELECTRICITY BILLS UNDER SECTION 235 OF THE INCOME TAX ORDINANCE 2001
FINANCE ACT 2010 - EXPLANATORY CIRCULAR ON RATE OF ADVANCE TAX DEDUCTIBLE ON
MOTOR VEHICLES UNDER SECTION 234 OF THE INCOME TAX ORDINANCE 2001
FINANCE ACT 2010 - EXPLANATORY CIRCULAR ON RATE OF ADVANCE TAX DEDUCTIBLE ON
IMPORT OF GOODS UNDER SECTION 148 OF THE INCOME TAX ORDINANCE 2001

Title
Amended SRO 644(1)/2007, dated 27 -June-2007
Amended SRO 3 13(1)/200, dated 31  -March -2006
Amended SRO 69(1)/2006, dated 28 -January -2006

Amended Sales Tax Special Procedures Rules, 2007

Amendment in Sales Tax Rules 2006

Fixed value of locally produced Goods/Amendment in special procedure rules 2007
Fixed value of locally produced Goods/Amendment in special procedure rules 2007
Appointment of Commissioner of Inland Revenue (A ppeals)

Addition of members of ADRC

Delegation of power to the officers of D.G. Internal Audit.

Delegation of power to the officers of D.G Internal Audit

Revision of Return by a registered person

Amendment in Notification No. S.R.O. 164(1)/2010, dated the 10th March, 2010
Amendmen tin Notification No. S.R.O. 165 (1)/2010, dated the 10th March, 2010
Amendmen tin Notification No. S.R.O. 160 (1)/2010, dated the 10th March, 2010

Title
SALES TAX GENERAL ORDER NO. 19/2010
SALES TAX GENERAL ORDER NO. 18/2010
SALES TAX GENERAL ORDER NO.13/2010
SALES TAX GENERAL ORDER NO.14/2010
SALES TAX GENERAL ORDER NO.15/2010
SALES TAX GENERAL ORDER NO0.16/2010
SALES TAX GENERAL ORDER NO.17/2010
SALES TAX GENERAL ORDER NO. 12/2010
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Federal Excise

Notifications
SRO # Date Title

399(1)/2010 06/05/2010 Rescinded SRO 650(1)2005 dated 01 -July -2005

370(1)/2010 06/02/2010 Amendment in Notification No S.R.O 162(1)/2010, dated 10th March
2010

330(1)/2010 5/18/2010 Appointment of Commissioner of Inland Revenue (Appeals)

284(1)/2010 4/29/2010 The Federal Board of Revenue invest the officers of the D.G Internal Audit, with
powers of an officer of Inland Revenue

281(1)/2010 4/27/2 010 Amendment in notification no. 655(1)/2007

265(1)/2010 4/22/2010 Amendment in Notification No. S.R.O. 163(1)/2010, dated the 10th March,
2010

General Order

FED GO # Date Title

GO # 01/2010 6/02/2010 SANCTION OF REFUND CLAIMS OF IMPORT -RELATED FEDEAL EXCISE DUTY BY THE

COLLECTORATES OF CUSTOMS

Legal
Notifications
SRO # Date Title
330(1)/2010 05/18/2010 Appointment of Commissioners to exercise the powers and functions of

Commissioner Inland Revenue (Appeals) for LTUs and RTOs

Tax Smile

The latest income-tax return has been greatly
simplified. It consists of only three parts:

Part| How much did you make last year?

Part Il How much left with?

Part lll Pay alongwith return the amount
mentioned in Part Il.
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Commentaries Uploaded during the Quarter

I n

addi ti on

to updation of | aws, Noti ficati ons,

the members with commentaries in simple language on these day to day changes. Commentaries on the following
statutes were uploaded during the quarter, which are available at www.softax.com.pk.

Sales Tax Federal Excise

I General Order # 01 of 2010 to 20 of 2010, I SRO 161(1)/2010

9 SRO 264(1)/2010 9 SRO 162(1)/2010

9 SRO 266(1)/2010 9 SRO 265(1)/2010

I SRO 267(l1)/2010 SRO 370(l)/2010

9 SRO 278(1)/2010  SRO 281(l1)/2010

9 SRO 282(l1)/2010 9 SRO 284(l)/2010

I SRO 283(l)/2010 SRO 399(l)/2010

9 SRO 345-346(1)/2010 9 General Order # 01/2010

I SRO371(l)/2010

9 SRO 395(1)/2010 Legal

9 SRO 396(l1)/2010

9 SRO 397(l)/2010  SRO 330(l)/2010

9 SRO 398(1)/2010

9 SRO 610(l)/2010, SRO Federal Budget 2010-2011

9 Circular # 3(5)

9 Finance Act, 2010 - Income Tax
Income Tax 9 Finance Act, 2010 - Sales Tax
9 Finance Act, 2010 - Federal Excise

9 SRO 16(1)/2010 9 Finance Bill, 2010 — Income Tax

9 SRO 58(1)/2010 9 Finance Bill, 2010 — Sales Tax

9 SRO69(1)/2010 9 Finance Bill, 2010 — Federal Excise

9 SRO 123(l)/2010 1 Comparison of Penalties in Income Tax Law —

New vs. Old

Budget 2010-2011

Information available at www.softax.com.pk:

T

)l
)l
)l
1

Federal and Provincial Finance Bills;

Commentaries in simple language

Salient features of Federal and Provincial Finance Bills;
Budget Speeches (Text and audio); and

Many more
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ONLINE SOLUTION OF TAX QUERIES

Thanks to the members who have raised a | arge numkt
which were promptlyr esponded by the Softax’'s Solutions Team
the learning of the readers are being reproduced herein:

Query C Income Tax

We have paid training fee of our employee through Bank (TT US S 1,035/-) to an institution located in China. What is
the rate and relevant section for deduction of tax and who will be the withholding agent the bank or our company?

Solution

1T The general rate of withhol di ng -tedd&ntisol$t% ufidér suesectiomr t
(1) of section 152 of the Income Tax Ordinance, 2001.

9 Inthe subject case, the payment is made to a Chinese resident, so the rate of withholding tax should be 12.5%
as per clause 2, Article 13 of Tax Treaty signed between Government of Pakistan and People Republic of China
on November 15, 1989.

9 Inthe subject case, your company will be the withholding agent and not the bank.

Query C Income Tax
Section 37(5)(c) exclude immovable property form the definition of capital gain, does it mean that no capital gain tax

for sale of lease hold land owned by private limited company or individual? Also advice does amortization of lease
hold land is allowed under income tax law?

Solution
T Gain on sale of free hold or | ease hold | and does
property is excluded from the definition of “Capi

9 Amortization u/s 24 of the Income Tax Ordinance, 2001 is only available for intangible assets and lease hold land
is a tangible asset.

Query C Income Tax

What is the time period of depositing the IDPT in Government Treasury?

Solution

. IDPT @ 30% of bonus is payable for Tax Year 2010

e Time for payment of IDPT is same as tax deducted and paid u/s 149 (Salary), i.e. within seven days of the end of
week in which IDP tax is deducted from payment of bonus.

Query-Income Tax

Di r e cemuanérdtien Rsr1,800,000/- Medical 180,000 Contribution to Provident Fund Rs. 80,000 by company, PF

interest credited 8,000/-. The PF in approved and payment of PF is not made. What is the taxable income for Tax
year 2010?

Solution
. You did not mention in your query that the director is a shareholder or not?
. If not, then the treatment will be normal as other employees
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. If yes and has owned shares with voting power exceeding 10% of the whole such power then the treatment

will be as follows:

9 Provident fund contribution by the employer is exempt upto Rs. 1,000 per month (Rule 98 of the Income
Tax Rules, 2002)

I Treatment of interest will be the same as in the normal circumstances

9 Taxable income and tax liability will be calculated as follows by assuming that there is no bonus paid
during the year:

1. Basic Salary Rs. 1,800,000 (Taxable)

2. Medical Allowance Rs. 180,000 (Exempt)

3. Provident Fund Employee contribution Rs. 80,000 (Exempt)

4. Provident Fund Employer contribution Rs. 80,000 (Exempt 12,000) Rs. 68,000 (Taxable)

5. Interest Rs. 8,000 exempt (1/3rd of Basic salary or 16% of the provident fund balance whichever
is less is exempt)

6. Taxable Income = 1,868,000/-

7. Tax liability = 261,520/-

Query C Income Tax

Do the IDP tax @ 5% of tax payable is applicable on salary paid during the year 2009-107?

Solution

No, this was one time tax and applicable to Tax Year 2009 only. For Tax Year 2010 IPDT @ 30% of bonus is payable.
Query C Income Tax

| want to issue withholding certificate to the suppliers, what is the legal format?

Solution
. Please see Rule 42 read with Part VIl of the Second Schedule of the Income Tax Rules, 2002.
. The format is available in Part VIl of the Second Schedule of the Income Tax Rules, 2002

Query C Income Tax

kindly tell me the maximum limit of amount payable in cash for salaries/wages and other expenses. Please also
mention reference of relevant clause/SRO etc.

Solution

. Clause (I) of Section 21 of the Income Tax Ordinance, 2001 - for expenses other than salaries, a taxpayer can
pay the amount of expense in cash upto Rs. 10,000/-

. Clause (m) of Section 21 of the Income Tax Ordinance, 2001 - for salaries upto Rs. 15,000/- per month, the

employer can pay cash.

Query C Income Tax

Whether the loss of AOP can be carried forward by the AOP?

Solution

f Section 57 of the I ncome Tax Ordinance, 2001 deal
about the business losses and do not distinguish the businesses with their status like: Sole-proprietorship, AOP
or Company.
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9 Sub-section (1)to( 4) of Section 59A of the I ncome Tax Ordi
carry forward of cohptetlpdsgss thefcaseh fAlP Underasub-dectiont(3) of section 92 of
the Income Tax Ordinance, 2001 which dealt with Un-tax e d A OPS ( Prof essi onal ' s /
transferred to members and AOP was not liable to pay tax) and this concept was omitted by Finance Act, 2007.

9 So, currently there is only one category of AOP i.e. Taxed AOP and the losses of AOP can be carried forward and
set off against the income of AOP in succeeding six tax years.

Query C Sales Tax

When 17% sales tax will be implemented?

Solution

With effect from July 01, 2010 after approval of Finance Bill, 2010.

Query C Sales Tax

H.S codes # 1901.1000 & 1901.9090 mentioned in Serial # 25 of sixth schedule of sales tax however same H.S codes

are also mentioned in SRO 549 dated 11-06-2008 S. # XIV & XV of table 4 as zero rated goods. Please advise either it
should be treated as exempt or zero rated?

Solution

il Sixth schedule of the Sales Tax Act, 1990 provides a list of exempt items and S.R.0 549(1)/2008 dated June
11, 2008 provides a list of zero rated items

q Serial # 25 of sixth schedule of the Sales Tax Act, 1990 covers items falling under H.S Code 1901.1000 and

1901.9090 while clause xiv & xv of serial # 4 of S.R.0 549(1)/2008 dated June 11, 2008 covers certain specific
items falling under PCT code 1901.1000 and 1901.9090.

1 Therefore, “mi |l k prepar at i on stheccdndtitaentn & chilk byyanothee p | a
substance, whet her or not packed for retail?” i
however “preparation of i nfant us e, p ut undempSROf o r
549(1)/2008.

il Input tax cannot be claimed against supply of exempt items, however, it is available against supply of zero

rated items.
Query C Sales Tax
If a Commercial Importer sells its goods with more than 10% value addition and the same is recovered at Import

stage. Question is if the value addition is more than the margin then the annual audit of sales tax will be applicable
and if the value addition is less than 10% then exempt from sales tax audit?

Solution

. Chapter X of the Sales Tax Special ProceduresRu | e s , 2007 deals with “Speci
Tax by Importers”.

. Rule 58B of the Sales Tax Special Procedures Rules, 2007 requires 12.5 % minimum value addition (2 % /
16%).

. This 2% minimum value addition tax will become part of the input tax with standard 16% amount of sales

tax and adjustable against output tax of the importer, if input tax is in excess of output tax then the excess
amount will be carried forward.
. Rule 58C — The importer can claim refund in excess of tax paid at import stage, for example:
9 Import Value = Rs. 140,000, Input tax @ 16% = 22,400
f Minimum Value Addition Tax = 140,000 @ 2% = 2,300
9 Total Input tax paid at import stage = 25,200 (which is not refundable)
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 Any amount exceeding Rs. 25,200 (input tax) can be claimed as refund.

. Sub-rule (2) of Rule 58E — The importer who do not claim any refund of excess input tax shall not be
subjected to audit except with the permission of the Board.
. So, the claim of refund by the commercial importer is the only condition for normal audit.

Query C Sales Tax
A pharma industry is selling used machinery for Rs. 500,000/-. Will sales tax be charged?
Solution

9 Sale of machinery is chargeable to tax @ zero percent under the Sales Tax Act, 1990
9 The reference is Serial # 3 of SRO 549(1)/2008 of 11-06-2008.

Query C Sales Tax
When we receive Debit note from a customer,h ow we ' | | show it in the mont hly
Solution
. No separate column is available in the return for entering debit or credit note figures, so you'll have to feed
the final figure after adjustment of debit and creditnotesi n Annex ur e *‘ A’ or ‘C’
. If debit note is received from the buyer it'll decrease output tax and if received from supplier it will increases
the input tax for the period.

Query C Federal Excise

Please advice which sort of FED input adjustment is available on products and services subject to 16% FED?

Solution
. Normally goods and services subject to 16% FED f
with section 7 of the Federal Excise Act, 2005.
. The following goods are provided in 2nd schedule of the Federal Excise Act, 2005, which are subject to 16%
FED and fall under Sales tax mode FED.
9 Edible Oil
9 Vegetable ghee and cooking oil
. The following services are listed in SRO 478(1)/2009 dated 13-06-2009 which are covered under Sales tax
mode FED, like:

 Advertisement 98.02

9 Services provided or rendered in respect of travel by air of passengers within territorial limits of Pakistan

9803.1000

Carriage of goods by air 9804.1000

Shipping agents 9805.1000

Telecommunication services 98.12

Services provided or rendered by banking companies and non-banking financial companies

Services provided by insurance companies

Services provided or rendered by stockbrokers

Services provided or rendered by port and terminal operators.

il FED paid on goods or services covered under Sales Tax Mode FED are adjustable against the Sales tax liability
of the taxpayer, subject to limitations and conditions provided in the law.

=8 =4 =4 -8 -8 8 9
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Query - VAT

Presently we supply our goods @ zero % GST under SRO 549. | want to know, whether it would be applicable in VAT
in future or it will be superseded?

Solution

Sub-section (2) of Section 95 of the Federal Value Added Tax Act, 2010 says:

Any appointment, notification, order, scheme, rule, form or bye-law made or issued under the repealed Act or
Regulation, shall, so far as it is not inconsistent with the provisions re-enacted, continue in force, and be deemed to

have been made or issued under the provisions so re-enacted, unless and until it is superseded by any appointment,
notification], order, scheme, rule, form or bye-law made or issued under the provisions so re-enacted.

. Section 12 of t he F e d2eroaateditéhs bnd reproduded terdwitA far X
reference:
A supply or -iatpedt ssp@ ¥y zemr oi mport if:
(a) it is specified as a zero-rated supply or import in the Second Schedule of this Act or it is a supply of a
right or option to receive a supply that will be a zero-rated supply; or
(b) it is specified as a zero-rated supply under a Provincial Value Added Tax law.
. While looking at the above two provisions of the law it is clear that the only items listed in the second
schedule of the Federal Value Added Tax Act, 2010 will be zero rated and all the notifications issued under
the Sales Tax Act, 1990, if inconsistent with the FVAT Act, 2010 will not continue.
. So, you' I | have to check fthelFVAT Actf 2010 or iPVAT Acth2610, & e ¢

available then zero rated otherwise not.
Query - VAT

This is an extract of VAT Act, 2010 "THE SECOND SCHEDULE, | am unable to understand this, please clarify. "To the
extent that it consists of a supply of goods or a supply of Federal list services that would otherwise be taxable under
this Act, the sale or transfer of an economic activity, or part thereof, as a going concern by a registered person to
another registered person is zero-rated"?

Solution

A

(0]

Theterm“ Supply of a right or option to receive a supp

rated) of Federal Value Added Tax Act, 2010 and Section 10 (Exemptions) and Section 11 (Zero-rated) of Provincial
Value Added Tax Act, 2010.

In our opinion, the concept of supply of right or option generally used in the context of forward contracts /
arrangements. When such right or option is disposed off, generally it is expected to fetch certain consideration.
Under the VAT system the consideration so received against supply of such right or option appears to have been
brought under chargeability if it does not pertains to exempt/zero rated goods or services.
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