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Strictly for circulation to

Clients & Staff of Zahid Jamil & Co.

This handbook elaborates the important changes brought down through Finance Bill, 2016
relating to Income Tax, Sales Tax and Federal Excise Duty. For considering the precise effect of
a particular change, reference should be made to the specific wordings in the relevant statute,

therefore, not generally be acted upon without obtaining appropriate advice.

The handbook can also be accessed on our web site www.zahidjamilco.com

Dated: June 07, 2016
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EXECUTIVE SUMMARY

INCOME TAX

e A new section 7D and 7C regarding taxability of Income of Builders and Developers is introduced which shall be
applicable on business or projects initiated or approved on or after July 1, 2016. It is proposed to be charged as
final tax.

e 100% Income of Insurance Business is proposed to be taxed at applicable corporate tax rate.

e Separate rates of tax of property Income are proposed to be introduced.

e Itis proposed that only Companies shall be entitled for deductions from property Income.

e Super tax is proposed to be remained applicable for the Tax Year 2016.

e Inadmissibility of expenses on account of non-deduction of taxes, in case of purchases of raw materials and finish
goods, is proposed to be limited to twenty percent.

e A limit on expenditures incurred on sale promotion, advertisement and publicity at five percent of turnover is
proposed to be imposed on pharmaceutical manufacturers.

e Depreciation on building, furniture, plant or machinery shall be treated as admissible expenditure and after the
expiration of the exemption period.

e (Gain on immovable property shall be charged to 10% as taxable if holding period is not more than 5 years.

e Future commodity contracts by the member of “Pakistan Mercantile Exchange” have been brought under the ambit
of 37A “Derivative Products.

e Tax credit available to a company on its enlistment on a registered stock exchange is proposed to be enhanced from
15% to 20% of the tax payable.

e Criteria for surrender of loss of subsidiary to the holding company in proportion to its shareholding.

e Tax credit to resident other than company on health insurance premium or to any insurance company is proposed
to be allowed at average tax rate upto Rs. 100,000 or 5% of income whichever is lower.

e Tax credit for additional contribution allowed to individuals aged 41 years and above to an approved pension plan
is proposed to be restricted upto 30 June 2019, subject to the condition of total admissible contribution not
exceeding 30% of taxable income of the preceding year.

e Allowance for Children education expenses incurred by an individual in a tax year if taxable income of the
individual is less than Rs.1 Million.

¢ Enhancement in time for establishment of manufacturing unit’s upto June 30, 2019.

e A tax credit is increased from 1% to 2% of tax payable, for every fifty employees registered with EOBI and Social
Security.

e Tax credits for investments u/s 65D and 65E is proposed to be available to entities with equity of 70% or above.
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e Enhancement in the rate of tax credit from 2.5% to 3% of tax payable for manufacturers registered under Sales Tax
Act, 1990.

e Tax Credit on investment for Balancing, Modernization and Replacement upto June30, 2019.

e Tax Credit for enlistment to the taxpayer for the year in which the company is enlisted and for the following tax
years.

¢ Enhancement in time for establishment of new undertaking and those established before July 2011 from 2016 to
2019 to claim 100% tax credit with relaxation in the limit of investment from 100% to 70%.

e Rate of tax on dividend increased from 10% to 12.5%.This is proposed to be increased to 20% for non-filers.

e Remittance of education and related expenses abroad is proposed to be subject to collection of tax @ 5%.

e Services rendered / contracts executed outside Pakistan are proposed to be taxed at higher rates.

e Scope of apportionment u/s 67 is widen from expenditures to “deductions and allowances

® Fair market value of property to be determined as per market value, irrespective of its DC value.

e Foreign Trust” to be included under the definition of company u/s 80.

e Federal Government to enter into any tax treaty or information exchange agreement for tax information exchange.
e Checks on transaction of taxpayer with its associates.

e Reduction in the limit of Turnover on individual and AOP from Rs.50 Million toRs.10 Million.

e Condition for approval of commissioner for revision of return is deemed to have been relaxed.

e Advance Tax u/s 147 to include minimum Tax and Alternative Corporate Tax.

e Increase in withholding tax on dividend income @20% for non-filers.

e Foreign produced commercials to be taxed @ 20% on payment to non-resident person.

e Withholding Tax to be deducted @ 1.5% on payment to electronic and print media for advertising services.

e Concession to cotton ginners to deposit the amount equal to Tax deductible in the
Government Treasury is withdrawn.

e Withholding tax @ 3% of the gross amount payable, if the suppliers is a company and @ 3.5% if the is other than a
company on supplies FMCG.

e Withholding tax @ 20% on prize, prize bonds or cross word puzzle for non-filers.

e Enhancement in the filing of Refund application from two years to three years.

e Restriction on cash withdrawal up to Rs.50,000/- in day from all Banks.

e No advance tax collection after the expiry of 5 years from the date of first registration of motor vehicle.
e Leasing institutions to collect advance tax @ 3% of the value of the motor vehicle non-filers.

e Life Insurance Agents has been brought in the ambit of withholding.
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e  Withholding tax on sale and purchase value of share @ 0.02% from 0.01%.

e Withholding tax @12% on commercial electricity bill.

e Rates of advance tax on Sale and purchase of immovable property have been increased.

e Non- filers to pay advance tax on insurance premium @ 4% and life insurance premium @1% exceeding Rs.0.2 M.
e Advance tax @ 5% of the value of minerals for non- filers and 0% for filers.

® Advance tax from non- filers who are registered with provincial sales tax.

SALES TAX
e Certain amendments made in the definitions of Active taxpayer, Cottage Industry, Retailer and Supply.

o Definition of cottage industry is proposed to be changed by increasing the limit of Annual turnover to ten million
from five million

e Change in due of filing of return and new mechanism for filing of sales tax and FED returns is proposed for
efficiency of declaration

e Noinput tax adjustment where supplier has not declared the supply.
e Default surcharge if sales tax not withheld.
e Incase of change of sale tax rate, separate filing of sale tax return is now withdrawn.

o Directorate General of Input Output Coefficient Organization is proposed to be consisted of Director Generals and
as many directors as Board may appoint.

o Sales of taxable activity or Transfer of ownership that transferor will claim the input from zero rated invoice and
sales tax accounted for and paid by transferee.

e Mineral/bottled water is proposed to be included in 3ra schedule and sale tax charge at 17% on retail price.
e Laptops / PCs are exempted from sales tax.
e (Crystalline White Sugar has been brought under reduced tax @ 8%.

e Pesticides and Ingredients for agriculture have been exempted from tax.

FEDERAL EXCISE

o FED on certain services which are now subject to provincial sales tax has been proposed to be withdrawn.

e FED on aerated beverages and locally produced cigarettes has been enhanced. FED on certain types of cement is
proposed to be modified .Exemption from duty is proposed to be withdrawn on White Cement.
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CUSTOMS

e Amendments are proposed to be made in the First and Fifth Schedule to the Customs Act, 1969.

e The Bill proposes to include international financial institutions and foreign government-owned financial
institutions for purposes of exemption by the Federal Government subject to the approval of the Economic
Coordination Committee.

e Power of economic coordination committee to grant exemption for implementation of bilateral and multilateral
agreements.
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INCOME TAX

AMENDMENTS IN INCOME TAX ORDINANCE, 2001

Sr.
“ Section Before Amendment After Amendment
Sec.4(B) Super tax for | The Finance Act 2015 imposed one time levy of super tax for
rehabilitation of | rehabilitation for IDPS at the rate of 3% of income on higher income
temporary displaced | earners having income equal to or exceeding Rs. 500 million at the
persons rate of 3% of income and at the rate of 4% on banking companies

Section 4(B) is extended

The Finance Bill now proposes the following amendments:

to the Tax year 2016.
= Thelevy of super tax has been extended to tax year 2016, and
= For the purpose of determination of “income” for this levy, the
adjustment of depreciation and business losses shall no longer
be available.
2. | Sec.7(C)& Tax on Builders&
7D Developers In Finance Bill 2016 is proposed that profit and gains of persons

These sections were not

previously existed.

involved in the construction and sale of residential, commercial or
other “Buildings” or “Plot” initiated and approved after 1st July 2016
shall be taxed at fixed rates. No Tax Credit shall be allowed against the

liabilities arising under these sections.

Consequently, section 113A and 113B which previously dealt with

taxation of Builders and Developers as

Minimum Taxes are proposed to be omitted.

The Finance Bill now proposes to change the taxation regime for

builders and developers from minimum taxes to final tax at following

rates
Upto 750 | Residential
Areas Commercial rate Sq.Ft 750 1;(:)15‘
Rs/Sq.ft to 1500
A 210 20 40 70
B 210 15 35 55
C 210 10 25 35

Further, FBR has been empowered to prescribe:

=  The mode and manner for payment and collection of tax,

» Authorities granting approval for the computation and

payment of tax, and
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= Responsibilities of authorities approving, suspending and

cancelling NOC to sell and the matters connected thereto.

3. Sec 15, Sub-
section 6 & 7

Income from Property

In prior tax years, Income
from property u/s 15 of
Income Tax

2001

the
Ordinance, was
charged to tax at normal
rates for
and AOPs.

Bill,

applicable
Individuals
Now, by Finance
2016,

Income from property has
been kept as Separate
Block of Income and
Separate tax rates Are
proposed to be inserted
by addition of sub-section

6 under section 15.

Tax Rates are proposed are as:

Sr.
" Particulars Rates
Upto Rs. 200,000 0%
Rs. 200,001 to Rs. 5% of the gross amount exceeding
2 Rs. 200,000

600,000

3 Rs. 600,001 to Rs. 20,000 + 10% of the gross amount

1,000,000 exceeding Rs. 600,000

4 Rs. 1,000,001 to Rs. 60,000 + 15% of the gross amount

2,000,000 exceeding Rs. 1,000,000
. . More than Rs. 210,000 + 20% of the gross amount
2,000,000 exceeding Rs. 2,000,000

4. | Sec.15(A)

Deduction in Computing
Income

Chargeable wunder the
head

Income from

Property

As, Individuals and AOPs shall be taxed as separate block of income
under the head of income from Property, there shall be no deduction
allowed against said income.

However, for companies, the rental income shall remain as normal

income and deductions shall be allowed as such

5. | Sec.21(C)

Deductions not Allowed
Earlier, the expenditures
incurred in respect of
Salary, Rent, Brokerage,
Commission,

Profit on Debt, Payment
to non-resident and
payment for services or
fee were allowed as
Admissible expenditures
for charging of tax under
the head “Income from
Business” if the tax had
duly been deducted and
deposited at the time of

making the payment for

Now, as per Finance Bill, 2016, the proposed amendment under this
section enhances the scope and includes all “expenditures” instead of
specific expenditures as mentioned above.

Proviso is proposed by which the disallowance of expenditures under
the said clause is proposed to be restricted to 20% of Raw material
and Finished goods. Further, proviso is proposed where if the tax has
duly been paid under withholding assessment u/s 161 and 162 then
disallowance shall not be made under the said clause.

The Bill further proposes to restrict expenditure incurred on sales
promotion, advertisement and publicity by Pharmaceutical

manufacturers at maximum of 5% of turnover. Any expenditure under

the said head(s) in excess of 5% shall be inadmissible expenditure.
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such expenses.

6. | Sec.22(5)

Depreciation

The Bill has proposed explanation that where Income from business is
exempt from tax during the year than any depreciation on building,
furniture, plant or machinery used for the purposes of business during
tax year shall be treated to have been allowed as admissible
expenditure an after the expiration of the exemption period, the
written down value of such assets shall be determined after reducing
total depreciation deductions (including any initial allowance).

With this amendment, after exemption period, the plant, machinery
and equipment shall be valued after depreciation and initial allowance
and consequently the allowable depreciation in taxable period shall be

reduced.

7. Sec.37

Sec.37(A)

Capital Gain on Disposal

of Immovable Property

Capital Gain on Disposal

of Securities

The bill proposes to increase the exempt holding period for
immoveable property from two years to five years. Any gain on
disposal of immoveable property within five years shall be charged to

capital gains tax @ 10%. Disposal after five years shall be 0%.

Finance Bill, 2016 proposed insertion of Future commodity contracts
entered into by the member of “Pakistan Mercantile Exchange”
whether settled by physical delivery or not under the ambit of
“Derivative Products” that have been included in the definition of

“Security “under sub-section (3) of section 37A.

Consequently, the legislature has proposed omission of section 236T
relevant to “Collection of Advance Tax of Future Sale and purchase of
Commodity Contract”.

Income under Future commodity contracts entered into by the

members of Pakistan Mercantile Exchange shall be taxed @ 5%.
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The tax rates under this section have been increased as:

Tax
Tax
Sr. Rate
Rate
# Holding Period 2015 | 2016 2017
2017
Non-
Filer
filer
1 When holding period | 12.5% | 15% 15% 18%
is less than 12
months
2 When holding period | 10% 12.5% | 12.5% | 16%
of security is 12
months or more but
not more than 24
months

8. Sec.53(2)

Sec. 59(B)

Exemption and Tax
Concession in Second
Schedule

The power of Economic
Coordination Committee
of Cabinet is proposed to
be extended by Finance

Bill, 2016.

Group Relief
Finance Bill, 2016 has
proposed  criteria  for
surrender of loss of
subsidiary to the holding
Company in proportion to

its share holding

It has been proposed that Economic Coordination Committee of

Cabinet for the implementation of bilateral and multilateral
agreements entered into with any international Financial Institution
or Foreign Government owned financial institution operating under an
agreement, memorandum of understanding or any other arrangement
with the Government of Pakistan may grant exemption from any tax
imposed. The Committee may also grant reduction in tax rates
including reduction in tax liability and may also grant exemption from

operation of any provision of Ordinance

The new insertion proposed the following formula for the calculation
of surrender losses.

(A/100)xB

Where-

A is the percentage share capital held by the holding company of its
subsidiary company; and B is the assessed loss of the subsidiary
company.

Further, in Second Schedule, the exemption granted for inter

corporate dividend has been omitted under this section.

9. | Sect.62(A)

Tax Credit for
Investment in Health
Insurance

Tax credit was allowed up

The Finance Bill proposes to provide for tax credit to a resident
person, other than a company, deriving income from salary or

business in respect of health insurance premium paid or contribution
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to lower of the cost of
acquiring the shares/
premium paid or 20% of
the person’s taxable
income for the year or
Rs.1 million.

made to an insurance company. The tax credit shall be computed

by applying the average tax rate on lower of:

e total contribution or premium paid,

e 59 of taxable income and Rs. 100,000

10. | Sec.64(b)

Tax Credit for
Employment Generation
by Manufactures

The Finance Bill proposes
to extend the period to
setup the manufacturing
unit up to 30 June 2019
and also to enhance the
rate of this tax credit from
1% to 2% of tax payable

for every fifty employees.

This section allowed tax credit of 1% of tax payable of a
manufacturing unit set up between 01 July 2015and 30 June 2018 on
every 50 employees registered with EOBI and Employee Social

Security Institution.

11. | Sec.65A Tax Credit to a
Registered Person | The Finance Bill proposes to increase the rate of tax credit from 2.5%
Under Sales Tax to 3% of tax payable for a tax year in case of every manufacturer
registered under Sales Tax Act, 1990 if 90% of its sales are to
registered persons under the Sales Tax Act, 1990.
12. | Sec. 65B Tax Credit for
Investment A company investing in purchasing in plant and machinery for the
The Finance Bill proposes | purpose of extension, expansion and BMR is entitled to tax credit at
to extend the date of | the rate of 10% of the amount invested, provided the plant and
purchase and installation | machinery is purchased and installed till 30 June 2016.
till 30 June 2019.
13. | Sec.65C Tax Credit on
Enlistment It is proposed that the Tax Credit for enlistment shall be available to
the taxpayer for the year in which the company is enlisted and for the
following tax years as well. Earlier, it was only restricted to the year in
which the enlistment was opted.
14. | Sec.65D Tax Credit on Newly

Established
Undertakings

The Bill proposes to enhance the time frame for establishment of new
undertaking from June 30, 2016 to June 30, 2019 to claim 100% tax
credit for establishing new industrial undertaking. The Bill also
proposes to relax the limit of investment from 100% to 70% ofthe

equity to be raised through issuance of new shares. The rate of tax on
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dividends for all tax payers has been proposed to be increased from
10% to 12.5%, with no change in reduced rate applicable to dividends
paid by certain specified companies.

It is also proposed that in case of discontinuation of business before
five years, the tax credit so allowed shall be retrieved by the

Commissioner by recompiling the tax payable for the relevant tax year.

15. | Sec. 65E Tax Credit for Industrial
Undertaking Established | The Finance Bill seeks to relax the condition of 100%equity to 70%
Before July 2011 and also extend the period for such investment from 30 June 2016 to
The Bill proposes to | 30 June 2019. In view of the relaxation of the share of equity, it is also
extend the time frame for | proposed that the tax credit will be allowed in proportion of the equity
expansion in Plant and | raised through issuance of shares against cash. It is also proposed that
Machinery or in case of discontinuation of business before five years, the tax credit
undertaking a new project | so allowed shall be retrieved by the Commissioner by recompiling the
by an existing Industrial | tax payable for the relevant tax year.
undertaking from June 30,
2016 to
June 30, 2019.

16. | Sec.67 Apportionment of
Deductions and | Certain other deductions and allowances are also deducted to arrive at
Allowances the taxable income. The Finance Bill seeks to provide that besides

Currently, expenditure is
required to be
apportioned
between the different
heads of income and
income

taxable under difference
regimes ie. normal and
final

tax regimes and
expenditure incurred for
the purpose

of income chargeable to
tax and for some other
purpose. The Board is

empowered to make rules

for

the purpose of
apportioning the
expenditure

expenditure, the deductions and allowances will also be apportioned
in the similar manner applicable for allocation of

Expenditure.

On Commissioners discretion, the above documents are required to be
furnished within 30 days or such time as may be extended by the
Commissioner up to 45 days or beyond in exceptional circumstances.
It is expected that FBR will prescribe the extent of and manner in
which the documents will be maintained and the information to be
furnished. It appears that the proposed change is aimed to incorporate
the action plans for documentation of Base Erosion of Profit Shifting

approved by the OECD.
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17.

Sec. 68

Fair Value

This section defines the parameters for the purpose of determination
of fair market value of any property or rent, assets, service, benefit or
perquisite as value ordinarily fetched on sale or supply in the open
market.

It is further provided that value of property, or rent,

assets, service, benefit or perquisite shall be

determined without regard to any restriction on transfer

etc.

The Finance Bill seeks to insert that value fixed or notified by any
provincial authority for the purpose of stamp duty or for any other
purpose shall also be disregarded for the purpose of determination of

fair market value.

18.

Sec. 80

Person
The Definition of Person is

included Foreign Trust

The Bill proposes to include every “Foreign Trust” under the definition

of company in accordance with section 80(2)(b)(vb).

19.

Sec. 107

Avoidance of Double

Taxation

By proposed substation, the Federal Government is empowered to
enter into any tax treaty or information exchange agreement for tax
information exchange, a multilateral convention, an inter-

governmental agreement, a similar arrangement or mechanism.

All the information sought under this mechanism or agreement shall

be kept confidential

20.

Sec.106

Transaction Between

Association

The Commissioner is empowered to distribute, apportion or allocate
income, deductions or tax credits between the persons who are
associates to reflect the income that the persons would have realized
in an arm’s length transaction.

The Finance Bill seeks to provide that every taxpayer entering into a

transaction with its associates shall:

* Maintain a master file and local file containing documents and
information as may be prescribed;

= Keep and maintain prescribed country-by-country report,
where applicable;

= Keep and maintain any other information and document in
respect of transaction with its associate as may be prescribed;
and

= Keep the files, documents, information and reports specified
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above for the period as may be prescribed.

21.

Sec.113

Minimum Tax

Scope of Minimum Tax

Extended.

The Bill proposes to reduce the limit of Turnover on individual and
AOP from Rs.50 Million to Rs.10 Million for applicability of Minimum
tax from tax year 2017 and onward. Earlier, the limit of Rs.50 Million
was imposed from tax year 2009 for individual and from tax year 2007

for AOP.

Further, proviso to sub-section 113(1) is proposed to be omitted by
which companies shall have no umbrella of gross tax loss available and
they shall be required in any case to pay minimum tax even in the case

of gross loss.

The bill further proposes that tax payable or paid under Super Tax

cannot be adjusted against the minimum tax liability

22.

Sec.114(6)

Revision of Return

The bill proposes that approval required from the commissioner is
deemed to have been granted where the commissioner has not made
the approval in writing within sixty days of revision of return sought
or where the taxable income declared as per revise return is more
than the income declared under deemed assessment u/s 120 or where
the loss declared as per revise return is less than the loss declared

under deemed assessment u/s 120.

23.

Sec.122C

Provisional Assessment

The order passes u/s 122C on the basis of provisional assessment is
treated as final assessment after the expiry of 45 days. Now, the Bill
proposes to enhance the scope and Individual or an association of
persons are required to present accounts and documents for
conducting audit of income tax affairs for that tax year even when the
return along with wealth statement has been filed within the period of

45 days allowed under section 122C.

The Bill further proposes to enhance the scope in case of companies
who are required to

present audited accounts or final accounts for conducting audit of
income tax affairs for

that tax year even when the return has been filed within the period of

45 days allowed under section 122C.
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24. | Sec. Advance Tax
147(4)(4AA) Finance Bill, 2016 has proposed insertion for Advance Tax Formula to
and (6A) include tax u/s113 (minimum Tax) as well as 113C (Alternative
Corporate Tax).
Sec.150 Advance Tax on
Dividend The Finance bill 2016 has proposed to increase withholding tax on
25. dividend income for non filer @20%from tax year 2017 which was
17.5% for tax year 2016
Further the bill also proposes to include non filer rates for Money
market fund, income fund or REIT scheme or any other fund which
shall be 15% for individuals and AOPs than 10% applicable to filers.
26. | Sec. 1524, | Withholding Tax
153, 155, Provisions The Fi Bill followi h i i ithholdi
2314, 231B, visi e Finance Bill proposes following changes in various withholding
233,233A, tax provisions
236, 2364,

236C, 236P,
236U, 236V,
236W

(i) Enhanced withholding tax rates have been prescribed for non-filers

on dividends (section 150).

(ii) New withholding tax has been proposed at therate of 20% of gross
amount of payment to nonresident person for foreign produced
commercials for advertisement on television channels or any other
media. Further, the tax so withheld shall be considered as final tax

(section 152A).

(iii) Withholding tax on payment to resident person engaged in
electronic and print on account of advertising services has been
proposed to be increased from 1% to 1.5% for filers and such
withholding tax shall be final tax with effect from 01 July 2016 (section
153).

(iv) Withholding tax on supply of fast moving consumer goods by a
distributor is to be reduced from 4% to 3% in the case of company,

and from 4.5% to 3.5% in other cases (section 153).

(v) Withholding tax rates on payment of rent of immovable property
to an individual or association of persons are aligned with proposed

taxation of such rental income (section 155).

(vi) It has been proposed to clarify that for the purpose of withholding
tax on cash withdrawals from bank, the limit of Rs. 50,000 shall be

aggregate withdrawals from all the bank accounts in a single day
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(section 231A).

(vii) Every leasing company or a scheduled bank or an investment
bank or a development finance institution or a modaraba have been
proposed to collect advance tax at the time of leasing of a motor
vehicle to a non-filer at the rate of three per cent of the value of the

motor vehicle (section 231B).

(viii) Withholding tax rate on brokerage and commission to life
insurance agents where commission received is less than Rs. 500,000
per annum, to be changed from 12% to 8% in case of filer, and from

15% to 16% in case of non-filer. (section 233)

(ix) Rate of collection of tax by stock exchange on purchase and sale of

shares to be increased from 0.01% to 0.02% (section 233A).

(x) Rate of collection of tax from telephone and internet users is to be

increased from 10% to12% (section 236).

(xi) Tax collected on the lease of the right to collect tolls at the rate of
10% of the gross sale price of such lease shall be final tax (section

236A).

(xii) No advance tax shall be collected on sale or transfer or
immovable property held for a period exceeding five years. Further,

withholding tax rates are being enhanced (section 236C).

(xiii) Collection of tax on purchase or transfer of immovable property

is to be made at enhanced rates for filer and non-filer (section 236K).

(xiv) It has been proposed to clarify that for the purpose of
withholding tax on specified banking transaction by non-filers, the
limit of Rs. 50,000 shall be aggregate withdrawals from all the bank

accounts in a single day (section 236P).

(xv) Adjustable withholding tax has been proposed to be collected by
insurance company or their agents from non-filers at the rate of 4% on
general insurance premium and at the rate of 1% on life insurance

premium, if exceeding Rs. 200,000 per annum (section 236U).

(xvi) Adjustable withholding tax has been proposed tobe collected by

provincial authority collecting royalty per metric ton from the lease-
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holder of mines or any person extracting minerals from the leased
holder of the mines or any person extracting minerals, at the rate of
5% of the value of minerals extracted, produced, dispatched and
carried away from the licensed or leased areas of the mines. For the
purpose of this section, value of minerals shall be prescribed by FBR

(section 236V).

(xvii) Provincial revenue authorities have been proposed to collect
adjustable advance tax at the rate of 3% of the turnover from non-filer
who is a registered with provincial sales tax authority Along with sales
tax return filed with such authority. The provincial sales tax return

shall not be accepted unless the aforesaid is deposited (section 236W).

27. | Sec.169(4) Tax Collected or
deducted as a Final Tax Withholding tax rate for prize, prize bonds or cross word puzzle has
been increased to20% in case of non filer. For filer, rate remains as
15%.
New insertion is proposed whereby if non filer tax is deducted on the
income liable to be taxed as final tax, the excess amount over the filer
rate shall be adjustable. The same shall be available for refund or carry
forward for adjustment in subsequent period.
28. | Sec.170(2) Refunds
Previously compensation In prior tax years a taxpayer was only eligible to file tax refund
rate for delay was 15% of application within two years from the date of assessment order or
the amount of refund. from the date when tax was paid.
Now the bill proposed to increase the time limit to three years.
29. | Sec.182 Penalties
Penalty for Non furnishing | The Finance bill 2016 has proposed to include financial institutions in
of information by the | the ambit of penalty if they fail to furnish information as sought under
financial institutions and | section 165B.
banks
30. | Sec. Second
Schedule Part1 Exemption From Total Income
Certain various | Exemption are proposed to be inserted under following Clauses ,
amendments /omissions | Board or Organization for Games

have been proposed in

this part of Second

Schedule

Part 1l

Business Set Up in Gwadar
China Overseas Ports Holding Company

Income from Exports of Computer Software and IT Services

Reduction in tax rates is proposed to be made in following

clauses,
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PartlV

EXEMPTION FROM SPECIFIC PROVISIONS is proposed to be made

In following provisions

Import for self consumption
Unexplained investment in industrial undertaking

Minimum tax on Companies providing services

Income from construction contract and services outside Pakistan

Minimum Tax not Applicable
Trading Houses

Hajj Operators

31. | Forth Insurance Business
Schedule Holding Period of Securities
Income of capital gains on disposal of shares and dividend of listed
companies, vouchers of Pakistan Telecommunication corporation,
Modaraba certificate or instruments of redeemable capital and
derivative products and shall be taxed at rates specified for all other
taxpayers. The rate is proposed to be correlated with normal tax rates.
32. | Sixth Recognized Provident
Schedule Fund Contribution made by any employer is proposed to be enhanced to Rs.
150,000/- from Rs. 100.000/- or 1/10th of the salary, whichever is
lower.
33. | Seventh Banking Companies
Schedule Super Tax On Banking Companies

Tax was applied to Banking Companies at 4%. It is proposed that the

Rule 7C, section 4B (super tax for rehabilitation of temporarily

displaced persons) was inserted by Finance Act 2015, whereby Super

same shall be applicable for tax year 2016 as well.
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SALES TAX

AMENDMENT IN SALES TAX ACT, 1990

Sr. | Sec. Before Amendment After Amendment
1. | Sec. Cottage Industry
2(5AB) Cottage Industry is exempt from sales Now a ‘Cottage Industry’ means a manufacturer whose
tax. In the definition of cottage industry, | ahnual turnover from taxable supplies made in a any tax
limit of annual turnover is proposed to be | Period during the last twelve months ending any tax period
increased to Rs. 10m/- from Rs. 5m/-. does not exceed ten million or whose utility bills does
during the last twelve months ending any tax period do not
exceed eight hundred thousand rupees.
Sec.
2(9) Due Date
Previously, 15% of the next month was The bill proposes to include different dates for furnishing of
the due date to file the sales tax return. different parts or annexure of the returns on different dates.
The dates shall be specified by the Board.
With integration of IRIS system, the supplier and purchaser
information shall be auto adjusted and up dated by entry
from one end. Crest adjudication shall be reduced by this
integration.
Section
2(14) Input Tax Disallowed under The Bill proposes to exclude input tax levied under
Provisional sales tax Provincial Sales Tax on services rendered or provided to
the person. By virtue of this, no input tax shall be claimed or
allowed by Sales Tax registered person under Sales Tax Act.
Section
6(2) Time And Manner of Payment The bill proposed to prescribe different dates for payment
of sales tax”. The dates shall
be prescribed by the Board
2. | Section Tax Credit Not Allowed
8(1) The bill proposed addition that registered person shall not
be entitled to reclaim or deduct input tax paid if the same
has not been paid by the buyer.
(1) From the date to be notified by the Board, such goods
and services which, at the time of filing of return by the
buyer, have not been declared by the supplier in his return
“or he has not paid amount of tax due as indicated in his
return.”.
3. | Sec. Determination of Tax Liability
7(2i) The Bill proposed to insert the proviso to clarify that tax
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shall be payable if supplies are not declared by the supplier

in his return or tax has duly been paid.

4. Sec. Assessment of Tax & Recovery of Tax
not levied or shortlevied or
11(4) erroneously The bill proposed to charge default on withholding agent if
Refunded they fail to deduct or deposit the withholding sales tax
under Withholding Sales Tax Rules.
5. | Sec. Exemption
The bill proposes to enhance the scope of exemption in
13(2a)
matters relating to international financial institutions or
foreign government-owned financial institutions under the
power of the Federal Government.
6. | Sec. Return
With automation of the system of filing of sales tax return,
26 (2) separate return due to change in tax rate is proposed to be
dispensed with
7 Sec. Appointment of Authorities
30DDD The bill proposed make new authority in the name and style

of “Directorate General of Input Output Co-efficient
Organization” where appointments of officers shall be made

by the Board.

8 Sec.33 Penalties
The bill proposed to broaden the scope of offences &

penalties by including noncompliance penalties of Rules
there under.

Any person who contravenes any of the provision of this
Act or the rules made there under shall be liable for penalty.
Earlier, no penalty was imposed for non compliance of

Rules.

9 49 (2) Sale of taxable activity or transfer of
ownership Taxable goods shall be transferred through zero rated
invoices where transfer of ownership of business takes
place by a registered person. There shall be no input tax for
the transferee.

The proposed addition is as follows;

“(2) In the case of sale or transfer of ownership of a taxable
activity or part thereof to another registered person as an
ongoing concern, the taxable goods or part thereof shall be
transferred to the new owner through a zero-rated invoice
and the sales tax chargeable thereon shall be accounted for

and paid by the registered person to whom such taxable

activity or part thereof is transferred.”
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10 | Sec.56B Disclosure of Information by Public
Servant The bill proposed to enhance the scope and applicability of

Not previously existed information under the Act by not disclosing the information
acquired under any provision of this Act. Under the

Freedom of Information Ordinance, 2002 (XCVI of 2002), or
in pursuance of bilateral or multilateral agreements with
government of foreign countries for exchange of

information under this Act shall be confidential.

11 | Third Taxable Supplies @17%
Schedule Now mineral/bottled water shall be chargeable to tax @

17% of the retail price. Earlier it was charged as normal

trading on trading price in value addition mode.

12 | Fifth Zero Rated Supplies
Schedule | Prescribed rates were used The bill proposed to omit the following from zero rating
and make these items taxable where input tax now shall be
claimable.
=  Colorsinsets (PCT heading 3213.1000)
=  Writing, drawing and marking inks (PCT heading.
3215.9010 and 3215.9090)
» Erasers (PCT heading 4016.9210 and 4016.9290)
= Exercise books (PCT heading 4820.2000)
= Pencil sharpeners (PCT heading 8214.1000)
=  Geometry boxes (PCT heading 9017.2000)
=  Pens, ball pens, markers and porous tipped pens
(PCT heading 96.08)
= Pencils including color pencils (PCT heading
96.09)
=  Milk (PCT heading 04.01)
= Fatfilled milk (PCT heading 1901.9090)
= Bicycles (PCT heading 87.12.

Sixth .
Schedule Exempt Supplies 100A. The bill proposed to exempt sales tax on

development of Gwadar port to China Overseas Ports
Holding Company Limited with certain conditions for

imports and local supplies therein as:

100 B. Supplies made by the businesses to be established in
the Gwadar Free Zone shall be exempt from sales tax for a
period of twenty-three years within the Gwadar Free c
Zone, subject to the condition that the sales and supplies
outside the Gwadar Free Zone and into the territory of

Pakistan shall be subjected to sales tax.
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Eight
Schedule | Reduced Rate

White Crystalline Sugar
This has been excluded from exempt supplies and now

being chargeable to sales tax at reduced rate of 8%

New Additions for Exemptions
Following goods / categories of goods are inserted in 6th

Schedule of exempt supplies thereby exempt from sales tax:

= Premixes for growth stunting

= Laptop computers, notebooks whether or not
incorporating multimedia kit

=  Personal computers

= Pesticides and their active ingredients registered

by the Department of Plant

Protection under the Agricultural Pesticides Ordinance,
1971(I1 of 1971), stabilizer, emulsifiers and solvents.
Earlier they were taxed at reduced rate of
7%.
*  Dump Trucks
= The following substitutions are proposed tax rate
for items under Ingredients of Poultry Feeds and
allied goods and Cattle Feeds are enhanced to 10%
from 5%.
= Specific Items have been omitted from reduced
rates under production of Bio Diesel.
= Silos are also included along with Storage Facility
in development of Grain Handling charged at

reduced rate of 5%.
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FEDERAL EXISE DUTY

AMMENDMENTS IN FEDERAL EXISE ACT, 2005

Sr. | Section Before Amendment After Amendment
1. Sec. Exemptions

16(2) The Finance Bill 2016 is proposes to extend the scope of
exemption regarding international fiscal institution or
foreign government owned financial institution under
the power of the Federal Government.

Sec. Due Date

2 (8A) Different dates are inserted for different | The bill proposes to include different dates for furnishing

parts or annexure of the return. of different parts or annexure of the returns on different

dates. The dates shall be specified by the Board.

Sec.
Finance bill substituted the words “at the time of filing of

4(2) Filing of Return and Payment thereof.
his return” with the words “by the date as prescribed in
this respect” as the board may prescribe thereafter.

Sec.6(2A) | Adjustment of Duties of Excise. The Finance Bill 2016 proposed to insert the proviso to
clarify that tax shall be payable if supplies are no
declared by the supplier in his return or tax has duly
been paid. Earlier to this, supplier has to produce only
the proof of goods on which he is claiming sale tax.

Sec. Penalties
A person is proposed to be liable for penalty of Rs. 5,000

19(13) This sub-section was not previously

existed.

Disclosure of Information by a Public

Servant

Enhance the scope of this section.

or 3% of the amount of duty involved, whichever is
higher if he if a person is involved in contravening any

rule or section of this Act.

The bill proposed to enhance the scope and applicability
of information under the Act by not disclosing the

information acquired under any provision of this Act.

Under the Freedom of Information Ordinance, 2002
(XCVI of 2002), or in pursuance of bilateral or
multilateral agreements with government of foreign

countries for exchange of information under this Act
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shall be confidential.
First
Schedule Rate of Duty on Aerated Waters In Table 1 of First Schedule Sr. No 4, 5 and 6 relating to
(Excisable | Enhanced (SRO 4,5 and 6) Aerated Waters, the rates have been amended from
Goods) “10.5%" to “11.5%".
Previously, the rate of duty on aerated
. . . In Table 1 of First Schedule Sr. No 13 relating to
waters, as mentioned in serial Nos. 4, 5
and 6 of Table I of the First Schedule to Portland Cement, aluminous cement etc. the rates has
. o« 0 ] . ”n “
the FE Act, was “10.5% of retail price” been substituted from “5 % of the retail price” to “One
rupee per Kilogram”
In Serial no.53 “White crystalline Sugar” and related
entries in Table 1 of First Schedule, has been omitted
In Table II of First Schedule Sr.No 1, 2, 2A,5,8,11 and 13
relating to Advertisement on cable TV network,
Newspapers/periodicals, shipping agents, service
provided by financial institutions, franchise services
and stock brokers, where provincial sales tax has been
levied, No duty on the services of above stated serial
numbers shall not be levied on the services provided in
that province, otherwise duty shall be applicable as per
rates already stated.
Second
SRO # (3
Schedule (3) Column 2, 3 of Sr. 3 of column 1 of Second Schedule that
Amendments in the Third Schedule is relating to white crystalline sugar, has been omitted.
Previously, such goods and services were
the part of third schedule.
Third In Serial no.18 of column 1 of table I of Third schedule
Schedule related to goods “White cement” is omitted.
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CUSTOM DUTY

AMMENDMENTS IN CUSTOMS ACT, 1969

Sr. | Section Before Amendment After Amendment
1 Sec. General Powers to Exempt Customs
19 Duties The Federal Government pursuant to the approval of

Under section 19 the Federal Government | the Economic Coordination Committee of Cabinet,

may, by notification in the official Gazette, whenever circumstances exist to take immediate action
exempt any goods or class of goods from for specified purposes or implementation of bilateral or
the whole or any part of customs duty | Multilateral agreements exempt any goods from
leviable under the Act and may remit any | customs duty imported into or exported from Pakistan
fine, penalty, charge or any other amount | through notification

recoverable under the Act.

Further under section 20
Board may in exceptional circumstances
may by special order, exempt any goods
from the payment of the whole or any part

of the duty leviable under the Act.

First Schedule - Significant changes in

rates of custom duty = A new customs duty slab of 3% is proposed to be
introduced by merging two slabs of customs duty
having rates of 2% and 5%

=  Generally, 10% and 15% slabs rate of customs
duty are proposed to be substituted with 11%
and16% slabs rate respectively

= Exemption of customs duty on disposal of old

and used ambulances by Edhi Foundation

Fifth Schedule- Introduction of Zero

Rating Customs Duty =  Fish and shrimp feed

= Fish for breeding in commerecial fish farms

) i ) = Import of machinery and equipment for textile
This was not Previously existed

sector, not locally manufactured.

= Water quality testing kits.

Fifth Schedule- Duty Concession Under In order to expand the scope of this section it is proposed

Automotive Development Policy 2016- to include any international financial institution or

foreign government owned financial institution operating
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21 under a memorandum of understanding, an agreement or
any other arrangement with the Government of Pakistan
KARACHI OFFICE
LAHORE OFFICE
Abid Chambers

(Formely: Al-Yousaf Chambers) Shahrah-e-liaqat,
New Challi Karachi, Pakistan.

Tel: +92-21-2639066-2639511

Fax: +92-21-2621234

Email:infokhi@zahidjamilco.com

702, 7t Floor, Eden Heights,
Jail Road, Lahore-Pakistan.
Tel: +92-42-35786824-5
Fax: +92-42-35786826

Email:infolhr@zahidjamilco.com

FAISALABAD OFFICE

Al-Jamil Heights 7-Madina Town Ext.

Off. Jaranwala Road, Faisalabad-Pakistan.
Tel: +92-41-8725065-68

Fax: +92-41-8725070

Email:info@zahidjamilco.com

ISLAMABAD OFFICE
House # 443, Street #40,
[-8/2, Islamabad. Pakistan
Tel: +92-51-8317545

Fax: +92-51-4435640

Email:infoisb@zahidjamilco.com
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