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INTRODUCTION  

This memorandum gives a brief overview of Pakistan economy and significant 
amendments proposed by the Finance Bill 2020. All changes proposed through the 
Finance Bill 2020, subject to approval by the National Assembly and Presidential 
assent, would be effective from July 1, 2020. 
 
This memorandum can be also accessed at  
 
www.sgc-consult.com/publications/Tax-Memorandum-2020.pdf  

and 

https://taxknowlegi.com/publications/tax-memorandum-2020.pdf 

 
Our views on the Budget 2020 can also be accessed at  
 
www.sgc-consult.com/publications/Viewson-Budget-2020.mp4 

and 

https://taxknowlegi.com/publications/tax-memorandum-2020 

 

June 13, 2020  

http://www.sgc-consult.com/publications/Tax-Memorandum-2020.pdf
https://taxknowlegi.com/publications/tax-memorandum-2020.pdf
http://www.sgc-consult.com/publications/Tax-Memorandum-2020.pdf
https://taxknowlegi.com/publications/tax-memorandum-2020
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Budget at a Glance 

 

Revenue PKR 
(in trillion) 

FBR taxes 5.0 

Other taxes 0.5 

Total revenue 5.5 

Non-tax revenue 1.1 

Gross revenue 6.6 

Less: Provincial share 2.9 

Net revenue 3.7 

Capital receipts 1.4 

Other receipts 2.0 

Total resources 7.1 

 

 

Expenditure PKR 
(in trillion) 

Interest payments 3.0 

Defense 1.3 

Grants and transfers 8.6 

Other current expenditures 1.15 

Total current expenditures 14.05 

Federal PSDP 0.65 

Others 0.14 

Total expenditure 14.84 
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ECONOMIC REVIEW 2019-20 

∇  Economic Activity in the wake 

of COVID-19 

 

COVID-19 pandemic has shaken the 

entire global economic systems 

particularly those who have had faster 

mobility without precaution. This has 

not just questioned the strength of 

public health systems but has rather 

made a significant change in the 

lifestyle of people around the world.  

Pakistan is no exception and has been 

affected equally.  

 

Possibilities of recoveries of economies 
around the world was initially expected 
to take a form of V shaped to even W 
shaped recovery where pandemic 
reached the peak, then slowed down 
and once again witnessed another wave 
of the outbreak. However, due to 
uncertainty related to availability of 
vaccines, the economic recovery could 
be slower than expected. 
 
The COVID-19 outbreak began in late 
2019 and it was on 11 March 2020 that 
the World Health Organization (WHO) 
characterized it as a pandemic. There 
has been a forced closure of businesses, 
reduced manufacturing, temporary 
reduction in demand, retrenchments by 
corporates with reduced investments 
and increasing lay-offs, significant 
reduction in household savings and 
spending. The situation raised the risk 
of an ‘unemployment trap’ as business 
entities are reluctant to hire due to 
depressed demand and households are 
unable to spend because of increasing 
unemployment.  
 
Previous studies of pandemics suggest 
the effects on economic activity have 
been large. There have been several 
influenza pandemics and other viral 

outbreaks since the turn of the 20th 
century and academic papers suggest 
that they have had significant adverse 
economic effects. The Spanish flu, the 
most severe in terms of health 
outcomes - reduced real GDP per capita 
by around 6% in the typical country 
between 1918–21. 
  
In the case of COVID-19, most of the 
countries in the world have come out 
with strategies and support to 
businesses to alleviate the adverse 
impacts of COVID-19 on their 
economies. The response is designed to 
support health, unemployment and 
small to medium scale businesses as 
well as large corporations.  
 
The outbreak of COVID-19 has affected 
the entire globe and so has adversely 
affected Pakistan’s economic growth 
for FY2020. Pakistan’s domestic 
production and exports have suffered 
due to reduced supply of intermediate 
goods, decrease in global demand and 
commodity prices. The slowdown has 
negatively affected tax revenues 
whereas government spending has 
overrun due to the special stimulus 
measures which have had to be 
introduced. COVID-19 has inflicted 
a loss of PKR 3 trillion on the 
economy so far, according to the press 
briefing of the Minister of Finance on 
June 11, 2020. 
 
Pakistan has also announced a 
support package of PKR 1.2 
trillion to rescue the economy. The 
State Bank of Pakistan (SBP) took 
various steps, including reduction in 
policy interest rate by 5.25 percent to 8 
percent, refinancing schemes etc. 
Major decline in oil prices, however, is 
a positive sign for Pakistan’s economy 
especially on current account deficit 
and on inflationary pressures.  
Achieving revenue targets of both tax 
and non-tax segments would be 
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challenging due to the disruption in 
economic activity.  
 
∇  Gross Domestic Product 
 
The Gross Domestic Product (GDP) has 
been PKR 42 trillion and the economy 
is expected to contract by 0.38% in the 
FY2020. There has been a gradual 
increase in economic and investment 
activity because of the Government’s 
stimulus package.  
 
Agriculture: The agriculture sector, 
which contributes 1/5th of GDP, is the 
largest source of household earnings 
has recorded a remarkable growth of 
2.67% relative to last year 0.58%. 
Therefore, continuing with the 
Government’s planned emphasis on 
agriculture improvement projects; 
work on irrigation canals to improve 
the available water resources; subsidies 
to farmers through Kissan Card with 
vouchers or cash contribution will help 
further increase a per acre yield from 
the agriculture sector. 
 
Large Scale Manufacturing 
(LSM): Large Scale industrial output 
has declined by 5.4% vis-à-vis a decline 
of 2.3% last year. Except for fertilizer 
almost every sector has witnessed a 
decline. LSM constitutes 9.5% of 
overall GDP. 
 
Services: Services sector accounts for 
60% of the size of the economy. This 
has contracted by 0.6% against the 
target of 4.6%. Digital trade is opening 
new development opportunities for 
Pakistan as they are becoming 
increasingly important for the world 
economy. The increasing cross-border 
data flows have started contributing 
substantially to global GDP. Data is at 
the core of rapidly growing service 
supply models such as cloud 
computing, the Internet of Things 
(IoT), and additive manufacturing both 

ICT goods and services or as part of 
digitally enabled transactions. 
 
GDP per Sector - %  
 

 
 
For FY2020, the performance of both 
Industry and Services was affected due 
to COVID-19, whereby social distancing 
was implemented which resulted in 
lockdown which severely affected 
activity in contact intensive businesses. 
 
∇  Public debt 
 
Total debt of the Central Government is 
PKR 35.2 trillion as at the end of March 
2020 compared to PKR 32.7 Trillion 
last year registering an increase of PKR 
2.5 trillion. Public debt, therefore, 
constitutes over 84% of GDP.  
 
Federal Government borrowing for 
financing of its deficit was Rs 2,080 
billion during the said period. This 
differential is mainly attributable to 
depreciation of the Pak Rupee against 
US Dollar. In order to reduce financial 
risks and diversify investors’ base, 
development of the debt capital market 
remains vital. It essentially provides the 
Government with a non-inflationary 
source of finance, creates a well-
balanced financial environment and 
promotes economic growth. 
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∇  Twin Deficits 
 

Current account deficit is USD 3.3 
billion registering a 73% decline 
relative to last year figure of USD 20 
billion. During the first nine months of 
FY 2019-20, all major fiscal indicators 
have witnessed a marked improvement 
owing to the Government’s stringent 
fiscal strategy to improve the revenues 
through comprehensive tax measures 
and administrative reforms along with 
expenditure rationalization. 
 
During the first nine months of FY 
2019-20, overall fiscal deficit reduced 
to 4% of GDP against 5.1 % of GDP 
recorded in the same period last year. 
The performances of fiscal indicators 
suggest that fiscal consolidation is on 
track. 
 
Imports, Exports and Trade 
Deficit 
 
A reduction / slow paced growth in 
exports is the major factor towards the 
state of economic affairs. Exports were 
on a mixed trajectory and had remained 
under pressure for a long time, while 
imports increased significantly. The 
present Government has made all 
efforts to put exports on a rising path. 
The Government has realized the fact 
that the country’s future lies in the 
export-led growth strategy. The 
contributing factors were; market 
based exchange rate (which resulted in 
devaluation), extension in export 
package, refunds to exporters and 
export refinancing scheme. 
 
Major Exports include Cotton 
manufacturers 57%, Rice 8.8%, Leather 
3.7% & other etc. Major Imports 
include Food Items, Machinery Items, 
and Petroleum Crude, Raw Materials 
and Telecom equipment. 
 
 

∇  Forex Reserves 
 
According to the economic updates 
available from the Ministry of Finance 
updated on 20th May 2020, the Forex 
reserves of USD 18.6 billion represent 
65% of those placed with the central 
bank while the other 35% of forex 
reserves are those with scheduled 
banks. Remittances during the year 
were USD 18.8 billion.  
 
Impact of Exchange Rate Fluctuations 
remained a major factor for the 
economy. As external loans are 
contracted in various currencies, 
however, disbursements are effectively 
converted into Pak Rupees. Since the 
Pak Rupee is not an internationally 
traded currency, other international 
currencies are bought and sold via 
selling and buying of US Dollar. Hence, 
the currency exposure of foreign debt 
originates from two sources: US 
Dollar/other foreign currencies and 
Pak Rupee/US Dollar. 
 

 
 
∇  Devaluation of Currency 

 
Relative to last year, Pakistan Rupee 
has witnessed a significant devaluation 
which has increased the cost structure 
of industries particularly those sectors 
heavily relying on imported raw 
material. Exchange rate (PKR/US$) at 
the beginning of the year has been PKR 
161.7. As per the comparison made by 
the Ministry of Finance in its economic 
update it is PKR 160.7 on 20 May 2020 
(20 May 2019; 149.6) with a 7% 
variation. Today, on 12 June 2020, the 
exchange rate is 165.5. 
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∇  Inflation and Monetary Policy  
 

The SBP had maintained the policy rate 
of 13.25% during the pre COVID-19 
time period till February 2020. During 
January 2020, the real interest rate i.e. 
return over and above inflation (CPI) 
entered the negative territory. After the 
first corona virus case in Pakistan on 26 
February 2020, the monetary policy 
has also been revised in the wake of 
economic response thereto. 
 
The emergence of COVID-19 and social 
distancing strategies to control this 
pandemic have affected demand and 
supply across the globe. The SBP was 
maintaining a double-digit interest rate 
to control inflation; it has now sharply 
cut the policy rate by 525 basis points to 
8 percent. The easing of the policy rate 
is aimed at supporting economic 
activity in the wake of COVID-19 amid 
a fall in inflation outlook. The SBP has 
cumulatively slashed the Policy Rate by 
5.25% during a short span of time.  
 
 
 
 

 
 

 
 
 
∇  Tax Collection by FBR  

 
Overall tax collection during July-April, 
FY 2020 has been PKR 3.30 trillion 
against the initial target of PKR 5.55 
trillion. Tax exemptions have cost PKR 
1.15 trillion to the economy.  
 
Overall tax collection strategy during 
the year has been attributed to various 
policy initiatives implemented at the 
start of FY2020 such as charging sales 
tax on more items at the retail price 
under 3rd Schedule, reinstatement of 
taxes on telecom services and an 

upward revision of tax rates on various 
salary slabs. In addition, an upward 
revision in the federal excise duty 
(FED) rates and the abolishment of the 
zero-rating regime on five export-
oriented sectors has provided further 
impetus to FBR tax collection. 
 

 
 

∇  KSE-100 Index  
 

Capital markets are the major drivers 
behind growing businesses that foster 
productive investments. In FY2020, 
Pakistan’s capital markets faced 
challenges on multiple fronts including 
oil price crash and COVID-19 
pandemic. As a result, KSE-100 index 
recorded a volatile trend in the first ten 
months of FY2020. 
 
The index kicked-off with 33,901 points 
on July 1st, and reached the year’s peak 
of 43,218 points on January 13th, 2020. 
After the COVID-19 outbreak, capital 
began flowing out of the Pakistan stock 
market and the index plunged to 27,228 
points. However, the Government’s 
stimulus package provided relief to 
investors and the KSE-100 index closed 
at 34,111 on April 30th.  

 
 
 
  



TAX MEMORANDUM 

Federal Budget 2020 

Page 8 of 33 
 

INCOME TAX 
 
Integrated Enterprise  
 
An enterprise whose fiscal electronic 
devices and software are integrated 
with the Federal Board of Revenue 
(“FBR”) is proposed to be defined as an 
“Integrated enterprise”. 
 
“Non - Profit Organization” 
(“NPO”) 
 
The objective of NPO is now proposed 
to include “purposes for general public” 
instead of “development purposes”. 
 
Tax on Shipping of a Resident 
Person 
 
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 seaworthy vessel 
registered under Pakistan Flag is to pay 
tonnage tax of an amount equivalent to 
seventy-five US Cents per ton of gross 
registered tonnage per annum. This is 
intended to incentivize the resident 
persons to get their ships registered in 
Pakistan. All other ship owning 
companies not registered in Pakistan 
are required to pay one US Dollar per 
ton of gross registered tonnage per 
annum under presumptive tax regime 
(“PTR”). 
 
The period of validity of PTR for 
resident persons engaged in shipping 
business is enhanced from June 30, 
2020 to June 30, 2023. 
 
Income from Property - 
Admissible Deductions  
 
The limit of expenditure incurred for 
the purposes of driving rental income is 
reduced from 6 percent to 2 percent.  

Previously, the deductions admissible 
against rental income were available to 
only those individuals or association of 
persons (“AOP”) whose rental income 
was in excess of Rs 4 million and they 
have opted to be tax on normal tax basis 
instead of property tax slab rates. The 
limit of Rs 4 million is now proposed to 
be withdrawn and every individual and 
AOP would have the option to pay tax at 
normal tax rates after taking benefit of 
admissible deductions. 
 
Income from Business - 
Inadmissible deductions  
 
The threshold of admissible cash 
expenditure under a single account is 
enhanced from Rs 50,000 to Rs 
250,000 and the threshold of a single 
cash transaction in an account head is 
also proposed to be enhanced from Rs 
10,000 to Rs 25,000.   
 
Similarly, the threshold of cash 
payment for salary is proposed to be 
enhanced from Rs 10,000 to Rs 25,000. 
Certain utility bills can also be 
disallowed. 
 
Admissible expenditure of an industrial 
undertaking can be disallowed up to 20 
percent which is attributable to sales 
made to persons who are required to be 
registered but are not registered under 
the Sales Tax Act, 1990. This 
amendment may have a regressive 
impact on the business owing to 
present volume of undocumented 
economy. Similar amendments in the 
Sales Tax Act through Finance Act, 
2019 created hardship for complaint 
taxpayers.    
 
Depreciation  
 
The depreciation allowance including 
first year allowance is restricted by 50 
percent for assets which are put in use 
for the first time after July 1, 2020.  
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50 percent of admissible depreciation is 
proposed to be allowed in the year 
during which an asset has been 
disposed off. However, this allowance 
would have no impact as the gain/(loss) 
on disposal of assets would be offset by 
similar amount. 
 
Lease Payments  
 
The value of passenger transport 
vehicles is restricted to Rs 2.5 million 
for computing depreciation allowance. 
Similar value limitation is proposed for 
restricting lease rentals which are 
admissible against business income. 
The limit of Rs 2.5 million was included 
in 2009. Considering the inflation 
impact and the hike in the prices of the 
vehicles, this limit needs to be 
rationalized.  
 
Capital Gain on disposal of 
immovable property  
 
The distinction between plots and 
constructed property for determining 
capital gain is withdrawn. Accordingly, 
no capital gain would arise where the 
holding period of an immovable 
property is more than 4 years. The 
capital gain threshold and applicable 
tax rates thereon have also been 
reduced. This is a positive amendment 
and would help stimulate investments 
in the real estate sector. A comparison 
of proposed capital gain threshold and 
existing tax rates is as follows: 

Capital gain on immovable property 

Holding Period 
Taxable 

Limit 
Proposed 

Limit 

Up to 1 year 100% 100% 
Between 1 & 2 
years 

75%  75%  

Between 2 & 3 
years 

75%  50%  

Between 3 & 4 
years 

75%  25%  

Exceeding 75%  0%  

Tax on capital gain on immovable 
property 

Capital Gain 
Current 

rate 
Proposed 

rate 

Not exceeding 
Rs 5 million 

5% 2.5% 

Between Rs 5 
& 10  million 

10% 5%  

Between Rs 10 
& 15  million 

15% 7.50%  

Exceeding Rs 
15 million 

20% 10%  

 
Charitable Donations 
  
A new amendment is proposed to limit 
the tax credits eligible to a donor for 
charitable donations made to its 
associates. This amendment is 
intended to curtail the misuse of tax 
credits on charitable donations to 
associates. 
 
Tax Credit on Enlistment  
 
Tax credit of 20 percent of gross tax 
payable is allowed to a company in the 
year of enlistment in any registered 
stock exchange in Pakistan and the 
subsequent tax year. 10 percent tax 
credit is also admissible for another two 
tax years. Enlistment is to be completed 
by June 30, 2022. 
 
Tax Credits for Certain Persons  
 
Certain conditions are prescribed in 
section 100C which are required to be 
complied by an NPO for claiming 100 
percent tax credit. A new requirement 
is inserted to provide statements of 
voluntary contributions and donations 
received in the immediate preceding 
years. Although a similar statement was 
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prescribed in the Rules but the same is 
now included in the main statute. 
 
Surplus funds excluding restricted 
funds of an NPO are subject to tax at 10 
percent. It is now proposed that the 
donor of these restricted funds should 
not be an associate of the NPO.  
 
Restriction on deduction of profit 
on debt payable to associated 
enterprise  
 
At present Deduction on account of 
foreign profit on debt in excess of 
foreign debt to foreign equity ratio in 
excess of 3 to 1 at any time during a tax 
year is disallowed to a foreign 
controlled resident company (“CFC”).  
 
A provision is now inserted whereby the 
deduction of foreign profit on debt by 
CFC (other than an insurance or 
banking company) payable to an 
associated enterprise would be 
restricted to 15 percent of the taxable 
income before deduction for 
depreciation, amortization and profit 
on debt. The disallowed amount would 
be available for adjustment for next 
three tax years. However, the 
restriction would not apply where the 
foreign profit on debt is less than Rs 10 
million.  
 
There seems to be an omission in clause 
(4) of the proposed section 106A and 
require correction for clarity purposes. 
 
Exclusion of requirement of 
Tenth Schedule 
 
In order to address the hardships faced 
by non-residents, the receipt of 
dividend is proposed to be excluded 
from the purview of Tenth Schedule 
which provides for increase in tax rates 
by 100 percent for persons not borne on 
ATL. 
 

Minimum tax  
 
Permanent establishment of a non-
resident person is proposed to be 
included in the ambit of the minimum 
tax payable on gross turnover basis, to 
eliminate disparity with resident 
companies. 
 
Return of income  
Persons not Required to Furnish 
a Return of Income   
 
Amongst the persons required to file 
return of income, it is proposed to 
include persons whose income is 
subject to final tax. The forms of 
statement of final taxation were already 
merged with the return form. Now, the 
same is formally notified in the tax 
statute. 
 
Taxpayer’s profile  
Real time access  
 
Certain prescribed persons are now 
required to furnish a profile to provide 
details of bank accounts, utility 
connections, business premises, types 
of business etc. This profile is required 
to be filed by persons registered for 
income tax purposes before September 
30, 2020 by December 31, 2020 and in 
other cases, within 90 days of their 
registration. Similarly, the profile is 
required to be updated within 90 days 
of the change of the relevant 
particulars. 
 
A person failing to file or update 
taxpayer’s profile in the prescribed 
manner, would be excluded from active 
taxpayers' list (ATL) of that tax year and 
shall be included in ATL on payment of 
surcharge of Rs 25,000 in case of 
company, Rs 10,000 in case of an AOP 
and Rs 1,000 in case of an individual. 
No hearing notice is prescribed for the 
proposed exclusion of a person from 
ATL. 
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FBR is now allowed real-time access to 
information and databases of NADRA, 
FIA, Bureau of Immigration and 
International Employment, Islamabad 
Capital Territory (“ICT”) and provincial 
and local land records and development 
authorities, ICT excise and taxation 
department, electricity and gas 
transmission and distribution 
companies, consequently, the proposed 
clause for updating of taxpayers’ profile 
would be very critical for registered 
taxpayers. The data available with the 
organization identified is understood to 
be deficient.  
 
Wealth Statement  
 
In order to curtail the misuse of 
revision of wealth statements without 
any recourse to the tax authorities, it is 
now required to obtain commissioner’s 
approval for revision of wealth 
statements. 
 
Assessments  
 
A new concept is for processing income 
tax returns under section 114 through 
an automated system to arrive at 
correct amounts of total income, 
taxable income and tax payable. 
 
Agreed assessment in certain 
cases  
 
A mechanism for agreed assessment, 
except for cases involving concealment 
of income or where interpretation of 
law having effect on other taxpayers, is 
introduced. 
 
An assessment oversight committee 
consisting of a Chief Commissioner, 
Commissioner and Additional 
Commissioner would be responsible for 
agreed assessment. A taxpayer can only 
file an offer of settlement in response to 
notice under section 122(9) after filing 
its reply. The committee would only 

accept the offer or modify the same 
through consensus. If the taxpayer is 
satisfied with the decision, he would 
pay the agreed tax and upon waiver of 
its right of appeal, the proceedings 
would be finalized by the 
Commissioner. If no agreed assessment 
is reached, the matter would be referred 
to the Commissioner for finalization of 
assessment on the basis of the reply 
filed by the taxpayer.  
 
This is a positive amendment for 
smooth closure of tax cases and to avoid 
undue and lengthy litigation. However, 
an independent representation is also 
required in the oversight committee to 
promote transparency.    
 
Appeal to the Commissioner 
(Appeals)  
Decision in appeal  
Appeal to the Appellate Tribunal 
(“ATIR”)  
 
Certain procedural amendments have 
been proposed for filing of appeals 
before Commissioner (Appeals) which 
are similar to the ones proposed in ST 
and FE Acts.  
 
In addition to the amendments, in 
other revenue laws, it is also proposed 
that the Commissioner would specify 
the amount of tax upheld in his order. 
This amendment is intended to 
facilitate payment of 10 percent tax 
upheld by the Commissioner, 
mandatorily required for filing of 
appeal before ATIR. 
 
Considering the fact that the 
Commissioner (Appeals) is not an 
independent forum and the capacity 
issues involved in deciding the issues 
agitated before it, the proposed 
requirement to pay 10 percent of the tax 
upheld by the Commissioner (Appeals) 
for filing of appeal before ATIR is harsh 
and would further impact the trust gap 
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between the taxpayer and the 
department. 
 
Alternate Dispute Resolution 
(“ADR”)  
 
The functioning of ADR is proposed to 
be revamped in order to make it more 
effective in reducing the tax litigating. 
The substitution is in line with the 
similar amendments proposed in ST 
and FED statutes. 
 
Recovery of tax out of property 
and through arrest of taxpayers  
 
Following modes of recovery of tax 
already part of ST law are included for 
recovery of income tax: 
 
1. deduction of amount from 

amounts owed to a person, under 
the control of an officer of Income 
Tax, Customs or Central Excise 
Department. The reference of the 
Sales Tax department is missing, 
accordingly, recovery of income 
tax demands against sales tax 
refunds would need correction in 
the proposed amendment. 

2. stoppage of clearance of 
imported/ manufactured goods or 
attachment of bank accounts; and 

3. sealing of business premises. 
 
Advance tax  
 
An amendment is proposed to 
authorise FBR to prescribe procedures 
for filing and calculation of quarterly 
turnover through an automated system. 
 
Imports  
 
Collection of advance tax is prescribed 
for various sectors mentioned in Part II 
of First Schedule at import stage. Goods 
to be imported are specified in the 
newly proposed Twelfth Schedule. 
 

It is also proposed to exclude goods on 
which tax at the rate of 1 percent or 2 
percent is required to be collected from 
industrial undertakings, from the ambit 
of minimum tax. Import by large 
import houses and foreign produced 
films for screening have now been 
omitted from this clause, making the 
tax paid at the import stage, minimum 
tax on their incomes. 
 
A procedure changes in the definition of 
“value of goods” for determination of 
advance tax at the import stage is 
proposed. 
 
Payments to non-residents  
 
The tax deducted from payments of 
advertisement services, relayed from 
outside Pakistan, is proposed as a 
minimum tax on the income of the non-
resident person. 
 

The rate of deduction of tax on account 
of supply of goods made from outside 
Pakistan under a cohesive business 
transaction is proposed to be reduced 
to 1.4 percent as against the current rate 
of 2.1 percent. 

Payments for goods, services and 
contracts 
 
The payments for toll manufacturing is 
subjected to deduction of tax applicable 
for payment for sale of goods. 
 
The issuance of exemption certificate 
by Commissioner to a listed company 
for payment without deduction of tax 
against sale of goods is required within 
15 days where the advance tax liability 
is paid, subject to certain conditions. 
 
Threshold prescribed for persons 
required to withhold income tax from 
payments of goods, services and 
contracts is enhanced to turnover of Rs 
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100 million for an AOP, Individuals and 
persons registered under ST statute. 
This is a positive proposal and boosts 
the confidence of small businesses and 
helps in ease of doing business in 
Pakistan.     
 
Withholding tax Statements 
 
Instead of biannual withholding tax 
statements, it is now proposed to file 
quarterly statements within 20 days of 
the end of each quarter. 
 
Refunds  
 
It is proposed to authorize FBR to make 
rules providing for expeditious 
processing and automatic payment of 
refunds through a centralized system. 
 
Audit 
 
It is proposed that where a taxpayer 
fails to furnish records, documents, 
books of accounts or is unable to 
provide sufficient explanation 
regarding any defects in the records, 
the Commissioner can determine the 
taxable income on the basis of sectoral 
benchmark ratio prescribed by the 
FBR. 

 
Offences and penalties 
 
Penalties are proposed for default in:  
 
1. furnishing or updating of 

taxpayer’s profile; and  
2. provision of commercial or 

industrial connection of electricity 
or natural gas to persons 
registered under section 181. 

 
Default surcharge 
 
It is proposed to empower the 
Commissioner to make assessment of 
default surcharge notwithstanding the 

fact that the tax due has not actually 
been paid. 
 
Jurisdiction of income tax 
authorities 
 
To promote transparency in 
assessment proceedings and to 
minimize interaction with the taxpayer, 
the jurisdiction of tax payers is to be 
allocated through the Automated Case 
Selection System. 
 
Advance tax on private motor 
vehicles 
 
Advance tax is required to be collected 
at the time of registration and transfer 
of motor vehicles. For vehicles up to 
850 cc, advance tax at the time of 
registration was prescribed but no such 
tax was collected at the time of transfer 
of such vehicle. 
 
It is now proposed to exclude 
prescribed vehicles having engine 
capacity up to 200 cc from the ambit of 
section 231B. 
 
Advance tax at the time of sale of 
auction 
 
Collection of tax under sale by auction 
would inter-alia proposed to include 
renewal of a license previously sold 
through auction. This amendment is 
intended to bring the renewal of 
cellular companies’ licenses under 
ambit of advance tax. 
Further, where payment is received in 
installments, it is proposed that 
advance tax be collected on each 
installment. 
 
Omission of collection of advance 
tax  
 
It is proposed to omit the collection of 
advance tax from the following; 
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1. From steel melters and composite 
units on their electricity 
consumption; 

2. On payment of functions and 
gatherings; and 

3. On payments to cable and other 
electronic media operators upon 
issuance/renewal of distribution 
services licenses by PEMRA. 

4. On payments by dealers, 
commission agents and arhatis 
upon issuance/renewal of licenses 
by market committee. 

5. On educational expenses remitted 
abroad. 

6. On payments of insurance 
premiums. 

7. On tobacco by Pakistan Tobacco 
Board or its contractors. 

 
Collection of advance tax by 
educational institutions  
 
Advance tax is collected by educational 
institutions where the annual fee 
exceeds Rs 200,000. This collection is 
withdrawn in case of persons appearing 
on ATL. Now only the payers of school 
fees not appearing in ATL are required 
to pay withholding tax. 

 
Payments to residents for use of 
machinery and equipment 
 
The tax collected from payments 
against use of machinery and 
equipment is proposed to be changed 
from final tax to minimum tax.   
 
FIRST SCHEDULE 
 
It is proposed to provide tax rates on 
capital gains on disposal of securities 
which were applicable for tax year 2020 
for subsequent tax years.  
 
Tax at the rate of 25 percent of dividend 
received by a company is payable where 
no tax is payable, due to exemption of 

income or carry forward of business 
losses. 
 
It is proposed to streamline the 
withholding of tax on services of certain 
prescribed sectors, provided by PE of a 
non-resident, with the resident 
taxpayers by reducing the withholding 
tax rate from 8 percent to 3 percent on 
account of payment for certain services. 
These sectors include transport 
services, freight forwarding services, air 
cargo services, courier services, 
manpower outsourcing services, hotel 
services, security guard services, 
software development services, IT 
services and IT enabled services. 
 
SECOND SCHEDULE 
 
Following new funds/organizations 
have been added in the list of 
prescribed institutions for claiming tax 
credit on donations: 
 
1. The Prime Minister’s COVID-19 

Pandemic Relief Fund-2020 
2. Ghulam Ishaq Khan Institute of 

Engineering Sciences and 
Technology (GIKI) 

3. Lahore University of Management 
Sciences 

4. Dawat-e-Hadiya, Karachi 
5. Baitussalam Welfare Trust 
6. Patients’ Aid Foundation 
7. Alkhidmat Foundation  

 
Clause 66 of Part I of the Second 
Schedule has been substituted which 
provides total exemption of tax on the 
income of prescribed institutions, 
foundations, societies, boards, trusts 
and funds. 
 
Certain clarifications and exemptions 
have also been incorporated / provided 
to prescribed companies operating at 
Gwadar Port and Gwadar Free Zone. 
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It is also proposed to exempt the 
income of Federal Government 
Employees Housing Authority for the 
tax year 2020 and the following four 
years. 
 
It is proposed to reduce the rate of tax 
to be deducted from non-residents 
individuals, on profit on debt earned 
from a debt instrument, issued by the 
Federal Government under the Public 
Debt Act, 1944 and purchased 
exclusively through a bank account 
maintained abroad, a non-resident 
Rupee account repatriable (NRAR) or a 
foreign currency account maintained 
with a banking company in Pakistan, to 
ten percent of the gross amount paid. 
It is proposed to provide for reduction 
in tax from payments of specified goods 
by Utilities Store Corporation to 1.5 
percent of gross amount. 
 
The following are proposed to be 
excluded from purview of minimum tax 
under section 113: 
 
1. The Prime Minister’s COVID-19 

Pandemic Relief Fund-2020; and  
2. The Federal Government 

Employees Housing Authority for 
the tax year 2020 and the 
following four tax years. 

 
Certain medical supplies and pulses 
have been exempted from collection of 
advance tax at the import stage for the 
period March 20, 2020 and September 
30, 2020. 
The provisions of section 153 shall not 
apply to the following persons: 
 
1. a Provincial Government; 
2. a local authority; 
3. persons who are residents of Azad 

Kashmir and execute contracts in 
Azad Kashmir only and produce a 
certificate to this effect from the 
concerned income tax authority; 

4. persons receiving payments from 
a company or an association of 
persons having turnover of Rs fifty 
million or more or from an 
individual having turnover of Rs 
fifty million or more exclusively 
for the supply of agriculture 
produce including fresh milk, fish 
by any person engaged in fish 
farming, live chicken, birds and 
eggs by any person engaged in 
poultry farming and by an 
industrial undertaking engaged in 
poultry processing which has not 
been subjected to any process 
other than that which is ordinarily 
performed to render such produce 
fit to be taken to market; 

5. companies receiving payments for 
the supply of electricity and gas; 

6. companies receiving payments for 
the supply of crude oil; 

7. hotels and restaurants receiving 
payments in cash for providing 
accommodation or food or both, 
as the case may be; and 

8. shipping companies and air 
carriers receiving payments for 
the supply of passenger tickets 
and for the cargo charges of goods 
transported. 

 
Following have been omitted from 
withholding tax provisions of section 
148; 
 
1. the Federal Government; 
2. a Provincial Government; 
3.  a Local Government; 
4. a foreign company and its 

associations whose majority share 
capital is held by a foreign 
government; 

5. a person who imports plant and 
machinery for execution of a 
contract with the Federal 
Government or a provincial 
government or a local government 
and produces a certificate from 
that government; 
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6. companies importing high speed 
diesel oil, light diesel oil, high 
octane blending component or 
kerosene oil, crude oil for refining 
and chemical used in refining 
thereof in respect of such imports; 
and 

7. Petroleum (E&P) companies 
covered under the Customs and 
Sales Tax Notification No. 
S.R.O.678 (I)/2004, dated the 7th 
August, 2004, except motor 
vehicles imported by such 
companies.”; 

 
It is also proposed to provide 
exemption from provisions of section 
231A, 231AA and 236P to a Pak Rupee 
Account to the extent of foreign 
remittance credited in such account 
during that tax year. 
 
Income Tax Returns and registration 
are now required for non-resident 
individual, solely by reason of profit on 
debt earned from a debt instrument, 
issued by the Federal Government 
under the Public Debt Act, 1944 and 
purchased exclusively through a bank 
account maintained abroad, a non-
resident rupee account repatriable 
(NRAR) or a foreign currency account 
maintained with a banking company in 
Pakistan. 
 
It is proposed that the provisions of 
section 151, 231A, 231AA and 236P shall 
not apply to The Prime Minister’s 
COVID-19 Pandemic Relief Fund-
2020. 
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SALES TAX 
 
Active Taxpayer 
 
Definition has been proposed to be 
amended in consistent with the 
changes proposed in the Income Tax 
Ordinance, 2001 (IT Ordinance), where 
requirement to file withholding tax 
statements is now on quarterly basis, 
for a taxpayer to be on ATL. 
 
Sales tax on services 
 
Sales tax levied under the Islamabad 
Capital Territory (Tax on Services) 
Ordinance, 2001 (ICT Ordinance) is 
now proposed to be included in the 
definition of output tax. 
 
Scope of pro-rata input tax 
disallowance, attributable to 
unregistered persons issuing sales tax 
invoices without NTN/CNIC, has been 
proposed to be enhanced to include 
services. This proposal is likely to affect 
input tax on services incurred in any of 
the provinces in Pakistan, including the 
Islamabad Capital Territory. 
 
Amendment is proposed which 
reiterates the practice of withholding 
sales tax on services levied under the 
ICT Ordinance and Federal Excise Duty 
(FED) on services in sales tax mode. 
 
Value of supply 
 
Amendments in definition have been 
proposed: 
  

● to bring WAPDA at par with 
Independent Power Producers 
(IPPs); and  

● to levy tax on value addition 
made by registered persons 
engaged in purchasing used 
vehicles from the general public 
and their resale in the open 
market. This value addition tax 

is only applicable on vehicles on 
which sales tax has already been 
paid on import or manufacture. 

 
Restrictions on wastage of 
material 
 
It is proposed to empower the FBR to 
restrict wastage of material on which 
input tax has been claimed. Apparently, 
this proposal aims to prevent misuse of 
input tax entitlement under the garb of 
claim of abnormal scrap. Similar 
amendments are proposed in the 
Federal Excise Act, 2005 (FE Act).  
 
Power of tax authorities to modify 
orders 
 
Tax authorities are empowered to 
follow the decision of the High Court or 
Appellate Tribunal on a question of law, 
in disposing off pending assessments of 
a registered person, irrespective of any 
appeal or reference filed against the 
aforesaid decisions, by the taxpayer. 
However, in case the decision of the 
High Court or the Appellate Tribunal is 
reversed or modified, the tax 
authorities have to modify these 
assessment orders within one year so 
that it conforms to the final decision. 
 
Electronic means for tax 
administration 
 
Concept of electronic audit proceedings 
is introduced through video links or 
other prescribed facility. This concept is 
in line with the proposals for income 
tax and FED. 
 
Powers to access business or 
manufacturing premises, registered 
office, place of stocks, records or 
documents are proposed to be 
enhanced through inclusion of real-
time electronic access. This 
amendment would directly empower 
tax authorities to access the facilities 
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and information system of the 
registered person on a real time basis. 
FBR would have real-time access to 
information and databases of: 
 

● National Database and 
Registration Authority 
(NADRA); 

● Federal Investigation Agency 
(FIA) and Bureau of Emigration 
and Overseas Employment with 
respect of details of 
international entry and exit, of 
all persons, work permits, 
employment visas and 
immigration visas; 

● ICT and Provincial and local 
record and development 
authorities with respect to 
record of rights; 

● the ICT and Provincial Excise 
and Taxation Departments with 
respect to information regarding 
registration of vehicles, transfer 
of ownership and other 
associated record; and 

● all electricity suppliers and gas 
transmission and distribution 
companies with respect to 
particulars of a consumer and 
usage. 
 

Until aforesaid arrangements are made 
for real time access, the aforesaid 
information is required to be provided 
in prescribed form and manner. Similar 
amendments have been proposed in IT 
Ordinance and FE Act.  
 
Appeals 
 
It has been proposed that the 
Commissioner (Appeals) shall not 
admit any documentary material or 
evidence which was not produced 
before the Officer Inland Revenue, 
unless sufficient cause is available to 
the satisfaction of Commissioner 
(Appeals). This proposed change, 
though apparently seeks to ensure 

submissions at assessment level, 
however, may create vulnerabilities for 
misuse by the tax department 
considering.  Other procedural 
amendments for appeal filing, 
documentation and enhancement of 
appeal filing fee are also proposed in 
line with similar amendments 
proposed in the IT Ordinance and FE 
Act. 
 
Appeal to the Appellate Tribunal 
 
Consistent to amendments proposed in 
IT Ordinance, the requirement is made 
applicable for filing of appeals with the 
Appellate Tribunal under the ST Act 
and would now include payment of 10 
percent tax upheld by the 
Commissioner (Appeals). 
 
Alternative Dispute Resolution 
(“ADR”) 
 
In order to improve functioning of 
ADR, the mechanism of ADR is 
modified with new provisions with 
following salient features: 
 

● Dispute is proposed to be 
decided by “consensus of 
members” instead of majority as 
per the existing provisions; 

● Condition of withdrawal of 
appeal prior to filing of ADR 
application under the existing 
provisions is withdrawn, 
however decision of ADR under 
the proposed provisions would 
only be binding upon the 
Commissioner if the order of 
withdrawal of appeal, after the 
decision of ADR, is not 
communicated to the 
Commissioner within 60 days of 
the service of the ADR upon the 
aggrieved person; 

● Existing automatic stay upon 
appointment of ADR is proposed 
to be replaced with grant of stay 
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by ADR, in case of hardship, not 
exceeding 120 days in aggregate 
or till the decision of ADR 
whichever is earlier.  

Similar amendments are also proposed 
in IT Ordinance and FE Act.  
 
Representatives 
 
Amendment is proposed in the 
provisions in respect of 
“Representative” of a registered person 
and now a person would be considered 
as representative of non-resident only 
in relation to a tax year. 
 
Supplies to unregistered persons  
 
The input tax attributable to supplies to 
unregistered persons in excess of Rs. 
100 million in a financial year and Rs. 
10 million per month was inadmissible 
for registered manufacturers. This is 
now applicable to all persons. 
 
Zero rating 
 
New provisions are inserted to 
encourage manufacturing at Gwadar 
Free Zone, through extending zero 
rating on supplies of raw materials, 
semi-finished goods, locally 
manufactured plant and machinery 
subject to prescribed conditions, 
restrictions and procedure. 
 
Conditional exemptions 
 
Conditional exemptions to ships and 
floating crafts for the ship breaking or 
recreational purposes is proposed to be 
extended up to year 2023. 
 
Exemption is extended to dietetic foods 
intended for consumption by children 
suffering from inherent metabolic 
disorder. 
 
Modifications have been proposed in 
LED lights’ particulars which are 

entitled to conditional exemptions 
under existing provisions. 
 
 
Concessionary rates 
 
Amendments are proposed in following 
items subject to concessionary sales tax 
rates: 
 

● potassium chlorate; 
● supplies as made from retail 

outlets integrated with FBR’s 
computerized system for real 
time sales reporting. 

 
Sales tax on import, local supply, 
registration of IMEI number of 
cellular mobile phones 
 
Change in slab descriptions for 
determination of sales tax is proposed. 
 
Sales tax withholding 
 
Earlier categories “Registered Persons” 
and “Unregistered Persons” for the 
purposes of sales tax withholding are 
now proposed to be substituted with 
words “Active Taxpayer” and “Persons 
other than Active Taxpayers” 
respectively. 
 
Sales Tax on Value Addition 
 
Amendments are proposed to exclude 
all raw materials and intermediary 
goods imported by a manufacturer for 
in-house consumption, for the purpose 
of sales tax on value addition. 
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FEDERAL EXCISE DUTY 
 
Restrictions on wastage of 
material 
 
It is proposed to empower the FBR to 
restrict wastage of material on which 
input tax has been claimed. Similar 
amendment has also been proposed in 
Sales Tax.  
 
Power of tax authorities to modify 
orders 
 
Tax authorities are empowered to 
follow the decision of the High Court or 
Appellate Tribunal on a question of law, 
in disposing off pending assessments of 
a registered person, irrespective of any 
appeal or reference filed against the 
aforesaid decisions, by the taxpayer. 
However, in case the decision of the 
High Court or the Appellate Tribunal is 
reversed or modified, the tax 
authorities have to modify these 
assessment orders within one year so 
that it conforms to the final decision. 
 
Seizure and confiscation of goods 
 
Presently, counterfeit cigarettes or 
beverages, unmanufactured tobacco, 
which are manufactured unlawfully or 
on which duty has not been paid are 
liable to be seized and confiscated. The 
scope of this seizure and confiscation 
has been proposed to be extended to all 
dutiable goods on which duty has not 
been paid.  
 
Appeals to the CIR (Appeals) 
 
Certain procedural amendments have 
been proposed for filing of appeals 
before Commissioner (Appeals) which 
are similar to the proposal in ST and IT 
laws. For detailed comments please 
refer to the ST section. 
 
 

Appeal to the Appellate Tribunal 
 
The requirements and provisions of the 
Income Tax Ordinance, 2002 are made 
applicable for filing of appeals with the 
Appellate Tribunal for appeals filed 
under the FE Act, including payment of 
10 percent tax upheld by the 
Commissioner (Appeals). 
 
Alternate Dispute Resolution 
(“ADR”)  
 
The functioning of ADR is proposed to 
be revamped in order to make it more 
effective in reducing the tax litigating. 
The substitution is in line with the 
similar amendments proposed in ST 
and IT statutes. For detailed comments  
please refer to the ST section. 
 
Parameters for audit selection 
 
It has been proposed that the FBR shall 
keep the parameters used for selection 
of cases for audit through computed 
balloting as confidential 
notwithstanding anything contained in 
the FE Act or any other law for the time 
being in force.   
 
Limitation on selection for audit  
 
Previously, an authorized tax officer 
was empowered to conduct an audit of 
any person once in a year. 
Subsequently, a new sub-section was 
inserted by Finance Act, 2018 which 
limited conduct of audit to once in 
every three years for registered 
persons. It is now proposed to omit the 
said sub-section and return to the 
position before Finance Act, 2018, 
whereby audits of any person can be 
conducted each year.   
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Electronic means for tax 
administration 
 
It is proposed that arrangements shall 
be made to provide real time access to 
information and databases to the FBR 
by various authorities including 
NADRA, FIA, ICT and provincial excise 
and taxation departments, electricity 
supplier and gas transmitters and 
distributors etc. Similar amendments 
have also been proposed in both 
Income and Sales Tax. For detailed 
comments please refer to the ST 
section. 
 
FIRST SCHEDULE 
 
Caffeinated energy drinks 
 
At present caffeinated energy drinks 
are not subject to excise duty. It is 
proposed that these are made subject to 
duty at the rate of 25 percent of the 
retail price. 
 
Double cabin pickup vehicles 
 
It is proposed to levy duty on double 
cabin (4x4) vehicles at:  
 

 25% ad Val in case of imported 
vehicle; and 

 7.5% ad Val on locally 
manufactured vehicles. 

 
Cement 
 
Duty on cement is proposed to be 
decreased by 12.5 percent from Rs 2 to 
Rs 1.75 per kilogram implying a 
reduction in price of Rs 12.5 per 
standard bag of 5o kilogram. 
 
TOBACCO AND RELATED ITEMS 
 
Cigars, cigarettes etc. 
 
Presently cigars, cheroots, cigarillos 
and cigarettes of tobacco and tobacco 

substitutes are subject to excise duty at 
the rate of 65 percent of retails price. 
The rate has been proposed to increase 
to 100 percent. 
 
E-liquids for electronic cigarette 
kits 
 
Duty of Rs 10 per ml has been proposed 
to be levied on the e-liquids by 
whatever name called for electronic 
cigarettes. 
 
Filter rods for cigarettes 
 
Presently filter rods for cigarettes are 
subject to excise duty at Re 0.75 per 
rod. The rate has been proposed to 
increase to Re. 1 per rod. 
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CUSTOMS ACT 
 
Advance Ruling 
 
The Finance Bill proposes to 
introduce the concept of advance 
rulings in respect of custom duties to 
fulfill Pakistan’s commitment to the 
World Trade Organization. Advance 
rulings can be sought on classification 
of goods, determination of origin of 
the goods, applicability of duties or 
any other matter specified by the FBR 
prior to importation or exportation of 
the goods. 
 
Smuggling 
  

It is proposed to amend the definition 
of smuggling to include carrying, 
transporting, removing, depositing, 
harboring, keeping, concealing of   
smuggled   goods.  
  
Assistance to the officers of 
customs 

Currently, officers of Federal and 
Provincial Governments and other 
government authorities are empowered 
and required to assist custom officers in 
discharge of their official duties. It has 
been proposed to include Border 
Military Police in the list of authorities. 
This will provide support to the 
customs authorities to bring to an end 
to smuggling on border areas. 
 
Detention, seizure and 
confiscation of prohibited goods 
 
At present, the customs authority is 
allowed to detain, seize or confiscate 
any prohibited goods which are being 
imported or attempted to be exported 
out of Pakistan without any limitation 
of detention period. It is proposed to 
prescribe a time limit for detention of 
goods of fifteen days which may be 
extended by the Chief Collector or 

Director General for fifteen days 
more. This change will provide ease 
to persons with genuine cases. 
 
General power to exempt from 
customs-duties 

Currently, notifications issued 
exempting goods from custom duties in 
certain situations on or after the first 
July 1, 2016 and placed before the 
National Assembly are in force till June 
30, 2020. This period is proposed to be 
extended by a year i.e. June 30, 2021. 
 
Minimal duties not to be 
demanded 

Goods imported whose value does not 
exceed Rupees five thousand, are now 
exempt from levy of Customs Duty. 
This change will provide relief to a 
common man and encourage e-
commerce particularly Chinese 
companies specializing in ecommerce 
and retail. 
 
Allowing mutilation or scrapping 
of goods 

Currently, in case goods are mutilated 
or scrapped during import, the said 
goods are subject to duty at such rates 
as may be applicable to the goods as if 
they had been imported in the 
mutilated form or as scrapped. 

It has been proposed to include a 
proviso which requires that goods 
imported in new condition shall not be 
allowed scrapping and mutilation and 
will be subject to duty as new goods. 
This proviso is proposed to be inserted 
to prevent misuse under the garb of 
mutilation or scrapping. 
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Fiscal fraud 

It has been proposed that if any person 
declares a value of goods which is 
significantly higher or lower than the 
actual value i.e. the price actually paid 
for the goods, proceedings of fiscal 
fraud may be initiated against him.  

Even if there are no revenue 
implications in a specified offence, it is 
proposed that a show cause notice 
should still be served within a period of 
one hundred and eighty days of 
detection of such fraud. 
 
Checking of goods declaration by 
the Customs 

If during the checking of goods 
declaration, it is found that any 
statement in such declaration is not 
correct in respect of any matter relating 
to the assessment, the goods shall, be 
reassessed to duty taxes and other 
charges levied thereon. It is proposed 
that in case of reassessment, a notice 
shall be served to the importer through 
Customs Computerized System and 
opportunity of hearing should be 
provided. This proposal is beneficial for 
the taxpayer as it will provide an 
opportunity of being heard. 
 
Declaration by passenger or crew 
of baggage 

It is proposed that a passenger or a 
member of the crew will be guilty of an 
offence if he/she makes a false 
declaration. If any person attempts to 
bring into or takes out of Pakistan 
currency, gold, precious metals or 
stones through concealment in baggage 
or circumventing customs controls at 
airports, sea-ports and land border 
custom-stations, he/she shall be guilty 
of an offence of smuggling. Through 
this amendment, the scope of 
smuggling is enhanced. 

Punishment for offences 

Presently, the penalty for the offence of 
smuggling goods into or out of Pakistan 
was general for all values of goods. It 
has been proposed that penalties 
should be based on the value of goods 
smuggled. Consequently, amendments 
in penalties for smuggling of currency, 
gold, silver, platinum or precious 
stones in any form are being proposed. 
 
Power of adjudication 

Cases are presently required to be 
decided within ninety days after 
issuance of show cause notice, which 
can be extended by sixty days by the 
Collector. It has been proposed that in 
respect of offence of smuggling, cases 
should be decided within a period of 
thirty days of the issuance of show 
cause notice. 
 
Burden of proof as to lawful 
authority 

It is proposed that if any person, 
alleged to have committed an offence, 
shall bear the burden of proof that 
any property owned by him in his 
name or someone else name was not 
acquired from the proceeds of such 
crime. If failed to do so, such property 
can be forfeited, however the 
procedure shall be prescribed by the 
FBR. 
 
Orders of Appellate Tribunal 

The appeal before the Appellate 
Tribunal in the matter of smuggling, 
is proposed to be decided within a 
period of thirty days. 
 
Alternative dispute resolution 

Currently, one of the members of the 
ADR committee is required to be a 
retired judge not below the rank of 
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District and Sessions Judge. 
However, it is proposed this clause be 
substituted and the new clause 
empowers the FBR to nominate a 
person from a panel comprising 
chartered accountants and advocates 
having minimum ten years’ 
experience in the field of taxation and 
reputable businessmen as nominated 
by Chambers of Commerce and 
Industry. 

Presently, the aggrieved person or the 
concerned Collector is required to 
withdraw the appeal pending before 
any court of law or an appellate 
authority, after constitution of the 
committee by the FBR. However, this 
requirement has been proposed to be 
deleted. 

Further, it is proposed that the decision 
of the ADR committee will be binding 
on the Collector when the taxpayer 
withdraws the appeal pending before 
the court of law or any appellate 
authority and communicates the order 
of withdrawal to the Collector. 
 
Exemption from Customs Duty 

 Exemption from customs duty is 

proposed on following:          

 Parts, components and inputs for 

manufacturing LED lights. 

 Plant machinery and equipment 
imported during the period 
commencing on July 1, 2014 and 
ending on June 30, 2023 for 
setting up of industries in 
erstwhile FATA Areas. 

 Machinery, equipment and other 
project related items for setting up 
of Submarine Cable Landing 
stations 

 Meglumine antimonite 

 Paper of specific sizes 

 Plasticised (Poly Vinyl Chloride) 

 Other unsaturated Polyesters 

 Skimmed milk powder 

 Chickpeas 

 Soyabean oil 

 Palm Olein 

 Hydrogenated vegetable fats 

 Malto dextrins 

 Premixes of vitamins and 
minerals 

 Emulsifier 

 Antioxidant 

 Aircraft engine 

Levy of Custom Duty 

It is proposed to levy custom duty on 
the following: 

 Other Electric Conductors 

 Organic composite solvents and 
thinners, not elsewhere 
specified 

 Semi-finished products of Iron 
or non- alloy steel 

 Other saturated Polyesters 

 Reduction in Customs Duty 

(i) By virtue of amendment in Fifth 

Schedule, reduction in customs duty 

has been proposed for the following 

items: 

Item 

Rate 

Current Proposed 

Coils of aluminium 
alloys 

5 0 

Glass board for 
manufacturing TV 
panels 

10 0 
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Concessions from Customs Duty 

 (ii) Following concessions have been 

proposed under the First Schedule for 

Special Economic Zone 

 Equipments and materials 

(plant, machinery, equipment, 

appliances and accessories), 

imported by Gwadar 

International Terminals Limited 

and Gwadar Marine Services 

Limited 

 Imports by certain businesses to 
be established in the Gwadar 
Free Zone Area for a period of 23 
years with effect from July 1, 
2016   
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PACKAGE FOR CONSTRUCTION 
INDUSTRY  
  
The Prime Minister of Pakistan 
announced an incentive package on 
April 3, 2020 for the Construction 
Sector, giving special tax breaks to 
builders and real estate developers in 
order to alleviate the adverse impact of 
coronavirus. The Tax Laws 
(Amendment) Ordinance, 2020 
(‘Amendment Ordinance’) was 
promulgated on April 17, 2020. The 
proposed provisions are now made part 
of the Finance Bill, 2020. 
 
The incentive package is intended to 
generate employment for the under-
privileged segment of the society in 
these challenging times besides 
stimulating economic activity in other 
allied industries of the Construction 
Sector.  
 
Industrial undertaking 
 
The definition of the term “Industrial 
Undertaking” has been proposed to be 
expanded to also include persons 
directly involved in the construction of 
buildings, roads, bridges and other 
such structures or the development of 
land, to the extent and for the purpose 
of import of plant and machinery to be 
utilized in such activity. This 
amendment shall be effective from 01 
May 2020 and would be subject to such 
conditions as may be notified by the 
FBR.  
 
Consequently, tax paid on import of 
plant, machinery, equipment and parts 
for own use by the above mentioned 
persons will be treated as adjustable 
tax. It appears that since builders and 
developers are proposed to be 
assessable under the final tax regime, 
they may be eligible to obtain an 
exemption certificate for collection of 
tax at the import stage subject to 

procedure to be prescribed by the FBR. 
Similar concessions are also proposed 
to be made available to persons directly 
engaged in the construction business.  
 
Special fixed tax regime for 
builders and developers  
 
A new provision in the form of section 
100D has been proposed along with the 
Eleventh Schedule in the Ordinance 
which provides for a separate tax 
regime for Builders and Developers 
who get themselves registered with the 
FBR.  
 
All other provisions of the Ordinance 
(including recovery of tax not paid and 
matters connected therewith) not 
specifically covered under section 100D 
and Eleventh Schedule shall remain 
applicable to Builders and Developers. 
  
Applicability  
 
The provisions of section 100D read 
with the Eleventh Schedule to the 
Ordinance will be applicable to all 
Builders and Developers, who opt for 
such taxation and are registered with 
the FBR on a Project-by-Project basis 
for tax year 2020 and onwards in 
respect of the following projects 
undertaken by such builders and 
developers  
 
(a) a new project to be completed by 
September 30, 2022; or  
 
(b) an incomplete existing project to be 
completed by September 30, 2022. 
However, income, profits and gains 
earned up to tax year 2019 from 
incomplete existing projects will 
remain subject to the provisions of the 
Ordinance before the commencement 
of the Amendment Ordinance.  
 
Any income of the builder or developer 
other than income subject to the special 
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tax regime of the Eleventh Schedule 
shall be subject to tax as per normal 
provisions of the Ordinance.  
 
TAXATION OF INCOME 
  
Computation of income and annual tax 
payable thereon at the fixed rates under 
the regime is proposed to be made on a 
Project-by-Project basis as Final Tax. 
Such income, being subject to the final 
tax regime, shall not be chargeable to 
tax under any head of income in 
computing the taxable income.  
 
No deduction for any expenditure, 
deductible allowance or set-off of any 
loss will be allowed. Tax credits are also 
not allowed against tax payable except 
for tax collected from the builder or 
developer under section 236K of the 
Ordinance after the commencement of 
the Amendment Ordinance on 
purchase of immovable property 
utilized in eligible projects. No refund 
of any taxes levied is allowed.  
 
Computation of income tax  
 
Income and tax payable thereon shall 
be computed based on the formula on 
Project-by-Project basis at the rates 
provided in Eleventh Schedule, as 
follows 
 
 

Formula = 
Tax liability as per rates in rule 10 

Estimated project life in years 
 
The estimated project life for tax 
purposes shall not exceed two and a 
half years and a year shall include a 
fraction of a year. For existing 
incomplete projects, estimated life of 
such projects is considered as 3 years 
from tax year 2020 through tax year 
2022.  
 
Tax payable in respect of existing 
incomplete projects will be reduced by 

the percentage of completion up to the 
last day of the accounting period 
pertaining to tax year 2019 as declared 
in the registration form to be filed with 
FBR.  
 
In case of mixed use of buildings having 
both commercial and residential areas, 
respective rates will apply, on the 
development of plots and constructed 
buildings on the same plots as one 
project, however, the specified rates 
shall apply on each segment.  
  
A builder or developer opting for 
taxation under section 100D and 
accruing profits and gains from such 
projects or builders or developers 
accruing profits and gains from a low 
cost housing society as defined in the 
Rule 9 shall not be allowed to 
incorporate such profits and gains in 
excess of ten times of the tax paid based 
on the above formula.  
 
Similar to other scheduler based 
taxation provisions, all other provisions 
of the Ordinance (including recovery of 
tax not paid and matters connected 
therewith) not specifically covered 
under section 100D and Eleventh 
Schedule shall remain applicable on 
Builders and Developers.  
 
Advance Tax  
 
A builder or developer falling under this 
scheme shall pay advance tax equal to 
one- fourth of the tax liability for the 
year as determined in accordance with 
the requirements mentioned in 
paragraphs above in four equal 
installments in the manner laid for 
payment of advance tax.  
 
EXEMPTIONS  
 
The following further concessions shall 
also be available for builders or 
developers opting for taxation under 
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section 100D of the Ordinance  
 
Minimum Tax and Alternate 
Corporate Tax  
 
Sections 113 and 113C of the Ordinance 
shall not apply on the turnover, income, 
profits and gains of a builder or a 
developer from a project.  
 
Withholding as a Payer  
 
The provisions of section 153 shall not 
apply on the purchase of building 
material except steel and cement; 
services of plumbing, electrification, 
shuttering and other similar services 
other than those provided by 
companies.  
 
Dividend  
 
Dividend paid by a builder or developer 
being a company out of the profits and 
gains derived from the project shall be 
exempt from tax and the provisions of 
section 150 shall also not apply to 
payment of such dividend accordingly.  
 
Reduced Rate of Tax for Naya 
Pakistan Low Cost Housing 
Scheme  
 
The tax payable shall be reduced by 90 
percent in case of income, profits and 
gains from projects of ‘low cost housing’ 
developed or approved by Naya 
Pakistan Housing and Development 
Authority (NAPHDA) or under the 
Ehsaas Programme.  
 
In case of development of plots and 
construction of buildings on the same 
plots as one project, under ‘‘low cost 
housing’ and all projects developed by 
NAPHDA, the higher rates shall apply.  
 
IMMUNITIES  
 
Section 111 of the Ordinance empowers 

the Commissioner to make addition to 
the income of a person equivalent to an 
amount of investment, expenditure, 
income for which he does not have any 
plausible source. The newly inserted 
section 100D provides immunity from 
the application of the provisions of 
section 111 of the Ordinance in respect 
of capital investments to be made by a 
person in a new project, as defined, in 
the form of money or land, subject to 
fulfilment of certain conditions as 
summarized below. 
  
For investors 
 
The provisions of section 111 have been 
made inapplicable in respect of capital 
investments to be made by a person in 
eligible new projects which has to be an 
investment as equity sources and 
should not include borrowed funds. An 
investor who fulfills the conditions 
specified below, will not be required to 
explain the sources of his investments 
to the tax authorities.  
 
The person claiming the above 
immunity will be required to submit a 
prescribed form on IRIS web portal 
besides fulfilling the following 
conditions:  
 
Individual  
 
Where the investment is made in the 
form of  
 
Money: the builder / developer shall 
open a new bank account and deposit 
such amount by 31 December 2020 
 
Land:  the builder / developer shall 
have the ownership title of the land at 
the time of commencement of the 
Amendment Ordinance.  
 
  



TAX MEMORANDUM 

Federal Budget 2020 

Page 29 of 33 
 

Company or Association of 
Persons (AOP)  
 
If capital investment (to be wholly 
utilized) is made by a person as a 
shareholder or member through a 
Company or AOP, in respect of a new 
project, such Company or AOP is 
required to be a single object company 
or AOP (builder or developer). The 
entities should be registered under the 
Companies Act, 2017 or the Partnership 
Act, 1932, after the date of 
commencement of the Amendment 
Ordinance and before December 31, 
2020. Investments in companies and 
AOPs, which are already registered 
before the commencement of 
Amendment Ordinance will not be 
eligible for such immunity.  
 
If the capital investment by the 
shareholder or member is in the form 
of:  
 
Money - such sum is required to be 
deposited in the bank account of the 
Company or AOP through a crossed 
banking instrument by December 31, 
2020.  
 
Land - such land for which the 
shareholder or member possesses title 
to the ownership at the time of 
commencement of the Amendment 
Ordinance is required to be transferred 
to the Company or AOP by December 
31, 2020.  
 
The above immunity is also subject to 
fulfilment of the following conditions–  
 
- A person making an investment as 

above shall submit a prescribed 
form on IRIS web portal  

- The money or land invested as 
above shall be wholly utilized in a 
project.  

- In case of a builder, the Map 
Approving Authority or NESPAK 

shall certify that grey structure as 
per the approved map has been 
completed by the builder by 30 
September 2022. 

- In case of a developer, following 
certifications are obtained  

 
a) the Map Approving Authority 
or NESPAK shall certify that 
landscaping has been completed 
by 30 September 2022; 
  
b) a firm of chartered 
accountants having an ICAP 
QCR rating of ‘satisfactory’, as 
notified by the FBR, shall certify 
that at least 50 percent of the 
plots have been booked for sale 
and at least 40 percent of the 
sale proceeds have been received 
by 30 September 2022; and  
 
c) at least 50 percent of the roads 
have been laid up to sub-grade 
level as certified by the 
approving authority or NESPAK.  

 
For purchaser 
 
No proceedings for concealment of 
income shall be initiated against the 
following purchasers with regard to 
sources of their investments in a new or 
existing incomplete project: 
  
a) First purchaser of a 
building or a unit  
 
The purchase price in respect of a 
building or a unit of the building by a 
person who purchases a building or a 
unit, directly from the builder and does 
not include a subsequent or a 
substituted purchaser (referred to as 
the First Purchaser) in respect of the 
following:  
 
New project  
 
Full payment is to be made through a 
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crossed banking instrument during the 
period starting from the date of 
registration of the project up to 
September 30, 2022.  
 
Existing incomplete project  
 
Full or balance amount of payment is 
made through a crossed banking 
instrument during the period starting 
from the date of registration of the 
project up to September 30, 2022.  
 
b)  Purchaser of a plot  
 
If a plot is purchased by a person with 
the intention of constructing a building 
thereon, such purchase has to be made 
by December 31, 2020 with full 
payment to be made by the said date 
through a crossed banking instrument. 
Construction is required to be started 
by December 31, 2020, however, the 
same can be completed by September 
30, 2022. In order to avail this 
immunity, purchaser of the plot is also 
required to register himself with the 
FBR on the online IRIS web portal.  
 
Valuation of building or plot 
  
The value or price of land or building 
shall be taken as the higher of: -  
 

- 130 percent of the fair market 
value as notified by the FBR for 
the respective cities; or 

- at the option of the investor, the 
lower of the values determined 
by at least two independent 
valuers from the list of valuers 
approved by the State Bank of 
Pakistan.  

 
This means that the investors who are 
desirous of claiming an immunity from 
sources of their eligible investments 
shall be allowed to incorporate their 
investments in the books of accounts or 
wealth statement, as the case may be, 

based on the valuation method.  
 
Investments not eligible for 
immunity  
 
Immunity from the provisions of 
concealment of income for investment 
made in project qualifying to be 
assessed under the package would not 
apply to:  
 
- Holder of any public office as defined 
in the Voluntary Declaration of 
Domestic Assets Act, 2018 or his 
benamidar as defined in the Benami 
Transactions (Prohibition) Act, 2017 or 
to his spouse or dependents;  
 
- a public listed company, a real estate 
investment trust or a company whose 
income is exempt under any provision 
of the Ordinance; or  
 
- any proceeds derived from the 
commission of a criminal offence 
including the crime of money 
laundering and terror financing but 
excluding the offence of tax evasion.  
 
Restrictions on change in 
ownership pattern of a builder or 
developer  
 
In case where immunity from the 
provisions of concealment of income is 
claimed in respect of capital investment 
made by an individual or a person 
through a Company or AOP, change in 
pattern of ownership of a builder or 
developer before the date of project 
completion will be subject to the 
following restrictions:   
 

- a shareholder or a partner of a 
builder or developer shall not be 
allowed a change in ownership 
of an incomplete project except 
where at least fifty percent of the 
total project cost has been 
incurred up to the date of change 
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of ownership which is to be 
certified by a firm of chartered 
accountants, having an ICAP 
QCR rating of ‘satisfactory’, 
notified by the FBR.  

- succession to legal heirs in the 
case of a deceased shareholder 
or a partner will be allowed.   

- additional partners or 
shareholders can be admitted 
only after December 31, 2020, 
however, they will not be eligible 
for immunity from provisions 
relating to concealment of 
income.  

 
REDUCED RATE OF TAX 
COLLECTION ON IMMOVABLE 
PROPERTY SOLD THROUGH 
AUCTION  
 
The rate of tax collection under section 
236A of the Ordinance has been 
reduced from the standard rate of 10 
percent to 5 percent in case of 
immovable property which is sold by 
auction. However, the tax collection is 
to be made at the gross sale price of 
such property sold by auction.  
 
EXEMPTION FOR CAPITAL 
GAINS ON SALE OF 
RESIDENTIAL PROPERTY  
 
Before the Amendment Ordinance, 
gain on disposal of a constructed 
property was chargeable to tax under 
the head ‘Capital gains’ according to the 
amount of capital gain earned, at the 
rates ranging from 5 percent to 20 
percent with reference to the period of 
holding not exceeding four years. 
  
In order to give a boost to the 

construction industry, the Amendment 

Ordinance has introduced a one-time 

exemption from tax on capital gain 

arising from disposal of constructed 

property by a resident individual by 

inserting Clause (11AA) in Part I of the 

Second Schedule to the Ordinance. 

However, the exemption so provided is 

subject to the following conditions:  

 
- the property was being used for 

personal accommodation by the 
individual, his spouse or 
dependents at the time of sale 
and for which any of the utility 
bills is issued in the name of such 
individual;  

- the land area of the property 
does not exceed 500 square 
yards in case of a house and 
4,000 square feet in case of a 
flat; and 

- exemption has not previously 
been availed by the individual, 
his spouse or dependents.  

 
No amendment has been, however, 
made in section 236C of the Ordinance, 
which implies that sale of the above 
properties will remain subject to 
collection of advance tax at 1 percent of 
sale consideration, unless the seller 
obtains an exemption certificate from 
the Commissioner.  
 
REGISTRATION and FILING 
REQUIREMENTS  
 
Registration & filing of an 
irrevocable option 
  
The builders and developers are 
required to get the projects registered 
electronically with the FBR by 
December 31, 2020. Such registration 
is to be made on the IRIS portal by 
submitting the prescribed registration 
form (by providing the details of a 
member or shareholder of a builder or 
developer) along with an irrevocable 
option for the project to be assessed 
under this regime. Two separate 
registration forms are required to be 
filed in case the developer is also the 
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builder for the project. 
  
Persons availing immunity from the 
provisions of concealment of income 
are also required to be registered under 
this regime with the FBR.  
 
Certification  
 
A certificate is required to be provided 
to the FBR by every builder and 
developer, which is to be obtained from 
the approving authority, Map 
Approving Authority or NESPAK 
certifying the total land area (in 
sq.yds.), covered area (in sq.ft.), 
saleable area (in sq.ft.) and the type 
(commercial, residential or industrial) 
of the project.  
 
Tax return and wealth statement  
 
Builders and Developers under the 
special tax regime are also required to 
electronically file annual tax returns 
(including wealth statements, wherever 
applicable) to be accompanied by 
evidence of tax payment. Such a tax 
return will be considered as an 
assessment order issued under section 
120 of the Ordinance. Tax liability for 
tax year 2020 is required to be 
discharged with the tax return.  
 
CAPITAL VALUE TAX HAS 
CEASED TO BE IN EFFECT  
 
The provisions relating to collection of 
capital value tax shall stand repealed in 
the Federal Capital and all provinces 
except for Balochistan.  
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TAX ON LUXURY HOUSES IN 

ISLAMABAD CAPITAL 

TERRITORY 

A new luxury tax is imposed on 

residential houses and farm houses of 

different categories located within the 

limits of Islamabad Capital Territory as 

per below detail. 

   

Category Description 
Rate of 

tax 

Residential 

house 

 

Two kanal to four 

kanal with covered 

area 

of more than 6,000 

Square feet. 

100,000 

per kanal 

Five kanal or above 

with covered area of 

more than 8,000 

square feet. 

200,000 

per kanal 

Four Kanal 

including 

area under 

farming 

A farm house with 

covered area 

between 5000 to 

7000 square feet 

25 per 

square 

foot of the 

covered 

area per 

annum 

A farm house with 

covered area 

between 7001 to 

10,000 square feet 

40 per 

square 

foot of the 

covered 

area per 

annum 

 

 

 

Category Description 
Rate of 

tax 

More than 

Four Kanal 

including 

area under 

Farming 

A farm house with 

covered area 

between 5,000 to 

7,000 square feet 

60 per 

square 

foot of 

the 

covered 

area per 

annum 

A farm house with 

covered area 

between 7,001 to 

10,000 square feet 

70 per 

square 

foot of 

the 

covered 

area per 

annum 

The luxury tax would not be applicable 

in the self-occupied houses of widows. 

Ministry of Interior shall be responsible 

for collection of tax through its attached 

departments and deposit in the Federal 

Consolidated Fund. 
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