


account has been placed on taxpayers through substituted section 114A. Failure to notify 

such account may attract penal provisions of section 182 and it has also been included in 

definition of offences under the Ordinance. 

3. Prosecution for concealment of income 

Law already provides for prosecution mechanism under sections 201 to 203A of the 

Ordinance whereby prosecution can be carried out for offences enumerated in sections 191 to 

200. 

Under the Finance Act, 2021 a new mechanism has been introduced whereby the 

concealment of income has been made cognizable offence by introduction of sections 203B 

to 2301. In order to attract new mechanism the amount of concealed tax should be Rs. 100 

million or above in case of filer and Rs. 25 million or above in case of no-filers. Moreover, 

this concealment should be established through an assessment or amended assessment under 

section 121 or 122 of the Ordinance consequent upon third party audit under section 177 or 

214C of the Ordinance. The accused can be arrested, only after the written approval of 

committee consisting of Finance Minister, Chairman and senior most Member of the Board. 

The post arrest procedure to be followed has been laid down in newly inserted sections 203B 

to 2031. This procedure is harmonized with the procedure laid down in Sales Tax Act, 1990. 

In order to streamline actions referred above, the act of concealment has been defined under 

newly inserted clause (13AA) in section 2 of the Ordinance. In order for an act to constitute 

concealment, it must be willful. Mere disallowance of an expense or rejection of an 

exemption claim cannot be construed as concealment if the taxpayer has taken a reasonably 

arguable position. 

Furthermore, where notice for amendment of assessment has been issued confronting 

taxpayer regarding concealment of income, no separate notice will be required to be issued 

under section 111(5) of the Ordinance, as statute does not provide for any such notice. 

4. Special tax re2ime for manufacturin2 small and medium enterprises  

A special tax regime has been introduced for manufacturing sector small and medium 

enterprises. For this purpose following amendments have been introduced in law: 

a. Definition of SME  

SMEs have been defined in clause (59A) of section 2 as manufacturing enterprises 

irrespective of their status as an individual, AOP or company having turnover up to 
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Rs. 250 million. The manufacturing SMEs being companies falling under this 

definition have been excluded from the definition of small companies. 

Legal Framework 

Enabling legal provision has been provided in section 100E and Fourteenth Schedule 

of the Ordinance. Board has been empowered to prescribe simplified return form for 

such SMEs. 

Rules for Taxability 

The rules have been prescribed in Fourteenth Schedule of the Ordinance. The SMEs 

have been divided into two categories for taxation purposes 

Category —I SMEs having turnover upto Rs. 100 Million would pay tax at 

7.5% of their taxable income 

Category — II SMEs having turnover exceeding Rs. 100 Million and upto Rs. 

250 Million would pay tax at 15% of their taxable income 

Another salient feature of this regime is the option to pay tax on turnover basis under 

final tax regime. 

Category —I SMEs having turnover up to Rs. 100 Million may opt to pay tax at 

0.25% of their turnover 

Category — II SMEs having turnover exceeding Rs. 100 Million and up to Rs. 

250 Million may opt to pay tax at 0.5% of their turnover 

It is also clarified that provisions of section 113 shall not apply and tax deducted 

under section 153 shall not be minimum tax. Moreover, tax collectible under section 

148 on import of plant & machinery and raw material shall be adjustable in case of 

manufacturing SME being industrial undertaking. The export proceeds of SMEs shall 

be taxed at the reduced rate of 0.25% and 0.5% final tax on the basis of their 

category. The SMEs will be required to obtain reduced rate certificate from concerned 

Commissioner. 

5. Telecommunication sector 

Following provisions relating to Telecommunication sector have been introduced in Finance 

Act, 2021: 

a) Inclusion of telecommunication sector in the definition of industrial undertaking 

under clause (29C) of section 2 of the Ordinance. This will enable them to adjust tax 
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deducted under section 148 on import of capital equipment and plant & machinery 

for their own use. 

Reduction of withholding tax rate under section 153(1) (b) on telecommunication 

services from 8% to 3% under minimum tax regime. 

Reduction of advance tax under section 236 on internet and mobile phone usage 

from 12.5% to 10% for tax year 2022 and 8% onwards. 

6. Exemption to National Power Parks Management Company  

National Power Parks Management Company Limited is undergoing privatization through 

Privatization Commission. Exemption to the income from sale of electricity is not available to 

NPPMCL being Federal Government owned company. In order to provide level playing field 

and facilitate demerger and privatization, the demerged entities and new entity taking over 

NPPMCL has been provided threefold exemptions on the recommendations of Privatization 

Commission. 

Exemption from tax on income from sale of electricity; 

Exemption from minimum tax on turnover basis; and 

Exemption from reversal of tax credits claimed by NPPMCL which under law become 

reversible due to change in ownership or change in debt/ equity ratio. 

7. Reduced rate for specified offshore supply contracts  

The offshore supplies by non-resident suppliers are subject to withholding tax at the rate of 

1.4% under minimum tax regime. This rate has been reduced to 1% under final tax regime in 

the cases of Karot and Kohala hydro power projects situated in AJK. Enabling provision is 

clause (18) of Part III of the Second Schedule to the Ordinance. These amendments have been 

made in pursuance to the recommendations of Ministry of Energy. 

8. Profit on Debt 

The scope of separate block taxation on interest income has been reduced. Previously, 

interest income upto Rs. 36 Million in case of individuals and AOPS was chargeable to tax at 

the rates ranging from 15% to 20% under final tax regime. By virtue of new amendments; 

The interest income upto Rs. 5 Million shall be taxed at the rate of 15% under final 

tax regime. If the interest income is more than Rs. 5 Million, it shall be taxed under 

normal tax regime. 

Uniform rate of withholding tax under section 151 of the Ordinance on interest 

income has been introduced at 15%. 
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c) Interest income earned by all taxpayers except banking and insurance companies 

from investment in federal government securities shall be taxed at the rate of 15% 

under final tax regime. This has been provided in clause (20) of Part III of the 

second schedule. 

9. Property Income 

The block taxation for property income available to non-corporate entities has been done 

away with. Following changes governing taxation of income chargeable to tax under the head 

income from property have been introduced; 

Property income of companies was taxable as normally computable income. However, in 

case of individuals and AOPs there was an option for property income to be taxed on 

gross rental bases. This distinction has been withdrawn and now property income shall be 

chargeable to tax under the head income from property under normal tax regime after 

admissible deductions. Necessary changes have been introduced in sections 15 and 15A 

of the Ordinance. Subsequently, Division VIA of Part I of First Schedule has been 

omitted. 

Current year's loss under any head of income has been allowed to be set off against the 

person's income chargeable to tax under the head "income from property" by amending 

section 56 of the Ordinance. 

Withholding tax regime dealing with rental income from immoveable properties has been 

rationalized. The ambiguity regarding withholding of tax on rental income of 

immoveable property of sub-lessee has been removed. It has been explained that all 

persons making payment on account of immoveable property are required to withhold tax 

at the prescribed rates which have also been rationalized in Division V of Part III of First 

schedule. 

10. Salary Income  

Provisions of clause (c) of sub-section (2) of section 12 were prone to misuse regarding the 

exemption available to allowance solely expended in the performance of employee's duty in 

conjunction with clause (39) of Part I of second schedule. The provisions were used to avoid 

tax. In order to streamline, an explanation has been inserted in clause (c) of sub-section (2) of 

section 12 whereby the exempt allowance has been explained and consequently clause (39) 

of Part I of second schedule has been omitted. Any allowance which is paid on fixed basis or 

percentage of salary basis shall not constitute allowance for the performance of duties. 
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Clarity regarding taxation of income of co-operative societies from sale to its own 

members  

Doctrine of mutuality that enunciates that transactions between society and its members will 

not be taxable under specific circumstances has become a major tool of tax avoidance. In 

order to curb this practice, explicit provision has been added to the Ordinance for giving 

clarification on interpretation of law in the context of doctrine of mutuality. Necessary 

changes have been introduced in section 18 of the Ordinance. 

Streamlining certain transactions  

Law provides special mechanism for treatment of transfer of assets under certain 

transactions. The non-recognition rules provide that no gain or loss shall arise on disposal of 

assets under certain special arrangements enumerated in sub-section (1) of section 79. 

However, these rules did not apply if the recipient was a non-resident person. This was 

giving rise to anomalous situations in certain circumstances therefore, non-recognition rules 

have been extended in cases of disposal of assets between spouses under an agreement to live 

apart, inheritance and gift from a relative in case of non-residents. 

Sub-section (4A) of section 37 provides valuation of assets received under certain 

transactions. However, this was manipulated to avoid tax therefore a proviso has been 

inserted whereby the commissioner has been empowered to undo such tax avoidance scheme. 

Gifts received from certain persons were made taxable in the hands of recipients. The 

provision has been broadened to exclude gifts received from relatives from this taxation in 

line with other provisions. Necessary changes have been made in clause (la) of sub-section 

(1) of section 39 of the Ordinance. 

Exchange Traded Funds 

Exchange traded funds (ETF) are an emerging product in capital market. In order to 

streamline its taxation, the units of ETF have been included in the definition of security. 

Moreover, tax credit has also been allowed for investment in ETF at par with investment in 

shares and insurance premium. Necessary changes have been introduced in section 37 and 62 

of the Ordinance. 

Capital gain on disposal of immoveable properties  

A separate block of taxation of capital gain on the sale of immoveable property is available 

under the Ordinance. The gain arising on the disposal of immovable property for more than 4 
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years, is not taxable. The capital gain arising on the disposal of immovable properties is 

taxable to extent of 100%, 75%, 50% and 25%, if property is sold within 1, 2, 3 and 4 years 

respectively. The gain so calculated on the basis of holding period was taxable at the rates 

ranging from 2.5% to 10%. Now these rates have been slightly enhanced through changes in 

Division VIII of Part I of First schedule of the Ordinance, however, the holding period 

concession remains intact. 

Capital eain on disposal of securities  

The capital gain on sale of securities was taxable at different rates. Now the uniform reduced 

rate of 12.5% has been provided under law. 

WWF & WPPF 

After the 18th  constitutional amendment, the matters regarding WWF and WPPF have been 

devolved to the Provinces. Provinces have promulgated their own workers welfare fund and 

workers profit participation fund laws. The statutory contributions made by businesses to 

these funds under federal laws are deductible allowances. However, the contributions made 

under provincial laws were inadmissible expenses. Now contributions made to provinces 

have made deductible allowances. Necessary changes have been made in sections 60A and 

60B of the Ordinance. However, in case of trans-provincial organizations, the admissibility of 

these allowances shall be subject to payment to federal government, which follows the 

Honorable Apex Court judgment on the subject. 

Tax credit for point of sale (POS) machines 

All Tier 1 retailers are required to integrate with Board's Point of Sale online real time 

reporting system. In order to encourage integration with point of sale real time reporting 

system of FBR, tax credit for POS machines has been introduced through introduction of new 

section 64D. Tax credit of Rs.150, 000 or the cost of the machine whichever is lower shall be 

extended to the Tier 1 retailers installing and integrating machines with Board's system. 

Definition of resident individual  

The provisions relating to the definition of resident individual have been modified. Now in 

order to become a resident, a person shall be required to be in Pakistan for a period in 

aggregate to 183 days or more in a tax year. The other conditions have been waived off by 

omitting clause (ab) of section 82 of the Ordinance. 
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Assistance in recovery on the request of foreign jurisdictions  

Pakistan is signatory to many international bilateral and multilateral tax treaties and 

agreements. However, the law did not provide legal cover to recovery of taxes on the request 

of foreign jurisdiction. In order to cater to this, enabling provisions have been introduced by 

amending section 107 and introducing new section146C of the Ordinance. 

Minimum tax on turnover 

Previously, minimum tax on turnover at the rate of 1.5% of turnover was payable by all 

companies and individuals/ AOPs having turnover exceeding Rs. 10 million. This is an 

alternative tax. It is payable when the normal tax liability in cases of exemption, loss, tax 

credits or for any other reason, is less than tax payable on turnover basis. It can be carried 

forward for adjustment against next year's tax liability however it cannot be carried forward 

if person has sustained loss for a year. 4 different types of changes have been made in this 

regime which are summarized below: 

Generalized reduction in minimum turnover tax paid from 1.5% to 1.25% 

Enhanced threshold for individuals and AOPs from 10 million to 100 million to pay 

minimum tax 

Allowing carrying forward of minimum tax for adjustment against normal tax 

liability even in cases of loss to provide relief to businesses sustaining loss and to 

maximize equity 

Division IX of Part I of First schedule has been substituted as below: 

S.No Person(s) Minimum Tax as 
percentage of the 
person's turnover 
for the year 

(1) (2) (3) 
1. Oil marketing companies, Sui Southern Gas 

Company Limited and Sui Northern Gas Pipelines 
Limited (for the cases where annual turnover 
exceeds rupees one billion.) 
Pakistan International Airlines Corporation; and 
Poultry industry including poultry breeding, broiler 
production, egg production and poultry feed 
production; 

0.75% 

2. Oil refineries 
Motorcycle dealers registered under the Sales Tax 
Act, 1990 

0.5% 

3. (a) Distributors of pharmaceutical products, fast 
moving consumer goods and cigarettes; 

0.25% 
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Petroleum agents and distributors who are 
registered under the Sales Tax Act, 1990; 
Rice mills and dealers; 
Tier-1 retailers of fast moving consumer goods who 
are integrated with Board or its computerized 
system for real time reporting of sales and receipts; 
Person's turnover from supplies through e-
commerce including from running an online 
marketplace as defined in clause (38B) of section 2. 

(t) Persons engaged in the sale and purchase of used 
vehicles 

(g) Flour mills 
4. In all other cases 1.25% 

21. Return of income 

The law provides for time limitation of 5 years for calling of return however, where 

taxpayer is a non-filer this limitation is 10 years. Now it has been provided that this time 

limitation shall not be applicable to a person who has foreign income or foreign assets. 

Necessary changes have been introduced by adding proviso to sub section sub section (5) 

of section 114 of the Ordinance. 

Section 114 enumerates persons who are required to file return under law. Now the 

Board with the approval of the Minister in charge has been empowered to notify persons 

or classes of persons who are required to file the return of income. 

22. Powers of tax authorities 

Tax authorities can conduct inquiry under section 122(5A) in certain matters regarding 

amendment of assessment without selection of case for audit under section 177 of the 

Ordinance. This power to conduct inquiry has been withdrawn. 

The law prescribes time limit of 5 years for amendment of assessment. Such proceedings 

were usually dragged for long periods after issuance of show cause notices. Now the 

time limit of 120 days has been prescribed to conclude these proceedings after issuance 

of show cause notice. Necessary changes have been made in section 122(9) of the 

Ordinance. 

The power of the commissioner to reject advance tax estimates has also been withdrawn. 

Necessary changes have been made in section 147 of the Ordinance. 

Law has not provided any time limitation to complete proceedings in pursuant to the 

orders of the commissioner under section 122A. Now proceedings shall be concluded 

within the time limit of 120 days. 
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23. Strengthening Alternate Dispute Resolution Mechanism  

In order to reduce litigation and disputes, the mechanism of ADRC has been strengthened. 

Necessary changes have been made in section 134A of the Ordinance to the effect: 

Time limit to constitute committee has been curtailed to 30 days from 60 days. 

Time limit to decide cases has been curtailed to 60 days from 120 days by committee. 

In case of failure to decide, powers to constitute second committee have been provided. 

The committee can be constituted even if criminal proceedings have been initiated in a 

case or mixed question of fact and law is involved. 

24. Export of services  

In line with the policy of the Government to attract legal flow of remittances into the country 

and to promote export of services in all sectors of economy, a special regime at par with 

export of goods regime has been introduced through insertion of section 154A. The service 

providers would be subjected to 1% withholding tax under Division IVA of Part III of First 

Schedule on their export proceeds remitted in Pakistan through Banks and authorized dealers 

of foreign exchange. This would be final tax. The Board has also been empowered to include 

or exclude certain services from operation of this section. Moreover, the Board may 

prescribe rules for the purposes of this section. 

25. Rationalization and simplification of withholding tax regime 

a. Omission of withholding tax provisions.  

There were 38 withholding tax provisions in the Income Tax Ordinance, 2001. This high 

number of provisions adds to complexity and creates undue burden of compliance on 

different withholding agents. It also impacts country's rating on the ease of doing 

business index. In an effort to augment ease of business and simplify the tax laws 

following withholding taxes have been omitted. 

Provision Description Sector 

153B Collection of tax on payment of royalty to residents Royalty 

23 IA Collection of tax on cash withdrawal 

Banking 

sector 

23 IAA Collection of tax on banking instruments 

236P Collection of tax on banking transactions other than 

through cash 

236Y Collection of tax from persons remitting amounts abroad 
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through credit or debit or prepaid cards. 

236B Collection of tax on domestic air travel Airlines 

236L Collection of tax on international air travel 

236V Collection of tax on extraction of minerals Mining 

sector 

233A Collection of tax from members by a stock exchange 

registered in Pakistan 

Capital 

Market 

233AA Collection of tax on marginal financing by NCCPL 

234A Collection of tax from CNG stations CNG sector 

236HA Collection of tax on certain petroleum products Certain 

petroleum 

products 

Additionally, following withholding tax provisions have been merged with other 

provisions to reduce complexity of law: 

Provision Description Merged with 

150A Deduction of tax on return on 

investment in Sukuks 

Merged in section 151 for residents 

and in section 152 for non-residents 

which deal with such payments 

152A Deduction of tax on payments 

for foreign produced 

commercials 

Merged with section 152 which deals 

with payments to non-residents 

236S Collection of tax on dividend in 

specie 

Merged with section 150 which deals 

with dividend 

b. Withholding tax on electricity consumption.  

Withholding tax rates for industrial and commercial consumers have been revised in 

Division IV of Part IV of First Schedule. 

Withholding tax on domestic electricity consumption was collected at the flat rate of 

7.5% if the monthly domestic electricity bill exceeded Rs. 75,000. In order to 

promote documentation and broadening of tax base this withholding tax has been: 

done away with in case of persons appearing on Active Taxpayer's List 

irrespective of amount of bill. 

threshold for collection of tax has been reduced from Rs. 75,000 to Rs. 25,000. 
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c) Taxpayer's are entitled for exemption certificate under section 235 on discharge of 

their advance tax liability. However the language of law was constructed to the 

effect that advance tax liability for the whole tax year was required to be discharged 

to obtain this certificate. Now this ambiguity has been resolved by making necessary 

changes in sub section (3) of section 235 of the Ordinance. Now the taxpayer can 

obtain certificate for a quarter by discharging their advance tax liability for the 

quarter. 

c. Individual and AOPs as withholding agent for commission income 

Under the other provisions of the Ordinance individuals and AOPs having turnover of 

100 million or more are withholding agents. However, this provision was not provided 

for commission agents. Necessary amendments have been made in section 233 of the 

Income Tax Ordinance, 2001. 

d. Streamlining withholding tax collection on sale and purchase of immoveable  

property  

All persons effecting sale and purchase of properties are required to collect tax under 

section 236C and 236K of the Ordinance. However, due to the lack of explicit 

provision certain persons like public and private real estate projects, joint ventures 

and private commercial concerns are not collecting these taxes which is giving rise to 

undue litigation. These have been added in the list of withholding agents in section 

236C and 236K. 

Law provides mechanism for collection of tax on purchase of property in installments 

where payment for purchase of property is made in installments. Such taxpayers have 

to pay withholding tax again at the time of transfer. It has been made possible that 

such person may not be subjected to double withholding tax collection by amending 

explanation in section 236K . 

e. Reduced Rate of withholding tax for certain services  

Oilfield services have been included in list of reduced rate services in Division II, 

Part III of First Schedule in case of payment to non-residents. 

Architectural services, oilfield services, telecommunication services, collateral 

management services and travel & tour series have been included in list of reduced 

rate services in Division III, Part RI of First Schedule. 

Rates for withholding tax on contracts under section 153(1)(c) have been reduced to 

6.5% in case of companies and 7% in case of others. 
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f. Broadening of scope of section 23G and 236H 

Presently sections 236G and 236H provide a mechanism for collection of tax on sale to 

distributors, dealers, sub-dealers wholesalers and retailers. The scope of withholding tax 

has been extended as following: 

Section Services already 

present 

New services Rates 

236G electronics, sugar, 

cement, iron and steel 

products, fertilizer, 

motorcycles, pesticides, 

cigarettes, glass, textile, 

beverages, paint or foam 

pharmaceuticals, poultry and 

animal feed, edible oil and 

ghee, auto-parts, tyres, 

varnishes, chemicals, 

cosmetics and IT equipment 

for distributor, 

dealer and 

wholesaler of 

fertilizer — 0.25% 

if appearing on 

ATL and 0.7% 

otherwise 

0.1% for others 

236H electronics, sugar, 

cement, iron and steel 

products, motorcycles, 

pesticides, cigarettes, 

glass, textile, beverages, 

paint or foam 

pharmaceuticals, poultry and 

animal feed, edible oil and 

ghee, auto-parts, tyres, 

varnishes, chemicals, 

cosmetics and IT equipment 

0.5% 

g. Improved and automated monitoring of withholding taxes  

Earlier income tax withholding agents were required to file quarterly withholding tax 

statements. Now taxpayers are required to file annual withholding tax statement in 

respect of periods pertaining to the tax year observed by the taxpayer along with 

reconciliation statement in addition to quarterly statements. The annual statement is 

required to be filed within 30 days of end of tax year whereas reconciliation statement is 

required to be submitted along with return. 

26. Streamlining and automation of procedures  

a. Automated issuance of refunds  

In order to claim refunds, a taxpayer has to file refund application and provide 

documents for physical verification. To facilitate taxpayers, centralized automated 

refund system has been introduced where there will be no requirement for application 
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and verification. The system based verified refunds would be issued directly into the 

bank accounts of taxpayers without any face to face contact. Enabling legal framework 

has been provided through insertion of section 170A in the Ordinance. 

Prompt issuance of exemption certificate 

The delay in the issuance of exemption certificate is a major concern of taxpayers. Time 

limitation of fifteen days shall be observed for issuance of exemption certificate for all 

corporate taxpayers which was earlier available to public listed companies only. After 

the lapse of statutory time limit, the web portal would automatically issue exemption 

certificate to the taxpayers. Necessary changes have been introduced in Section 153 and 

159 of the Ordinance. However, commissioner has been empowered to cancel or modify 

the certificate with reasons in writing. 

E-hearing 

In order to provide faceless tax administration, reducing compliance cost and saving 

precious time of the taxpayers, the mechanism of e-hearing has been devised. Enabling 

legal provisions for admissibility of evidence collected during e-hearing have been 

introduced through 227E of the Ordinance. 

Minimizing requirements for tax compliance 

Taxpayers are subject to multiple compliances. Currently they are required to update their 

profile periodically. This requirement costs time, energy and resources. In order to 

facilitate taxpayers in line with ease of doing business this requirement has been 

withdrawn through substitution of section 114A of the Ordinance. 

Electronic filing of appeal  

The mechanism of online filing of appeals has been made available to taxpayers. 

However, enabling legal provisions were lacking which have been introduced through 

section 127 in the Ordinance. 

Removal of requirement of multiple notices in concealment cases  

It has been provided under law that where notice for amendment of assessment has been 

issued confronting taxpayer regarding concealment of income, no separate notice under 

section 111 will be required. 
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Establishment of compliance risk management 

FBR is undergoing reforms in consultation with different development partners. Although the 

mechanism of compliance risk management is already present but it required a properly 

structured and dedicated organization. In order to provide structured mechanism, Directorate 

General of Compliance Risk Management shall be established for which governing 

provisions have been made available in section 2301 of the Ordinance. 

Delegation of powers of federal government 

Certain powers of the Federal Government, as per direction of the Cabinet have been 

delegated. The powers in respect of taxes, rates of tax and exemptions have been delegated to 

Board with the approval of the Federal Minister in charge in pursuant to the decision of the 

Economic coordination committee of the Cabinet from time to time. Necessary changes have 

been made in section 53 of the Ordinance. Powers in relation to procedures have been 

delegated to the Board with the approval of the Federal Minister in charge and necessary 

changes have been made in sections 2, 99B , 99C, 114 and 204 of the Ordinance. 

Discouraging "on" money on vehicles  

In order to discourage "on" money, additional tax of Rs.50,000 , Rs.100,000 and Rs.200,000 

for vehicles upto 1000 cc, between 1000cc and 2000cc and beyond 2000cc respectively was 

imposed where a vehicle is sold within 90 days of its ownership. This was introduced vide 

Tax Laws (Amendment) Ordinance, 2021. It was applicable till 30.06.2021. Due to its 

positive impact, it has been continued. Further, the period of 90 days has been withdrawn. 

Now the persons buying motor vehicles would be required to get them registered in their own 

names otherwise, this tax would be collectable. 

Rewards and Benefits 

Enabling provisions for rewards and benefits have been introduced for e-intermediaries for 

filing of returns of new taxpayers by insertion of new section 227BA in the Ordinance. 

Banking Companies 

The income of banking companies earned from additional investment in federal government 

securities for tax year 2020 and onwards was taxable at the rate of 37.5% instead of rates 

provided in Division II of Part I of First Schedule. This provision has been further 

streamlined for prospective application. For tax year 2022 and onwards, the income arising 
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from federal government securities shall be taxable on the basis of advances to deposit ratios 

of banks as under: 

40% instead of rate provided in Division II of Part I of the First schedule if advances to 

deposit ratio as on last day of the tax year is upto 40% 

37.5% instead of rate provided in Division II of Part I of the First schedule if the 

advances to deposit ratio as on last day of the tax year exceeds 40% but does not 

exceed 50% 

at the rates provided in Division II of Part I of the First schedule if advances to deposit 

ratio as on last day of the tax year exceeds 50%. 

The amendments would reduce disputes regarding the calculation of additional investment 

and additional earning. Furthermore, the cut off rate to calculate advances to deposit ratio has 

been specified as last day of tax year. These changes have been incorporated by amending 

Rule 6C of the Seventh Schedule. 

Income of builders and developers in excess of 10 times tax paid  

Builders and developers have been provided fixed tax regime and immunity from probe for 

sources of investment subject to conditions and limitations provided in section 100D and 

Eleventh schedule of the Ordinance. They have been further allowed to incorporate profits 

from such projects equal to 10 times of the taxes paid under fixed tax regime. The income in 

excess of 10 times was chargeable to tax at the normal applicable rates Now changes have 

been introduced in Eleventh schedule to the effect that the income of builders and developers 

from such project in excess of 10 times of tax paid shall be chargeable at reduced rate of 

20%. 

Incentive for REIT schemes  

The income of REIT schemes is exempt from tax under clause (99) of Part I of Second 

Schedule subject to conditions and limitations prescribed therein. The REIT schemes have 

been provided following further concessions 

Gain arising on the disposal of immoveable property to development and residential 

REIT is exempt upto 2023. Now this exemption has been extended on disposal of 

immoveable property to all types of REITs. 

The rate of tax on dividend income from REIT scheme was 25%. It has been reduced to 

15%. Necessary changes have been incorporated in the schedules. 
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34. Second Schedule of the Ordinance 

a. Special Economic Zones  

Special Economic Zones also include some key projects of CPEC. These zones are 

governed under Special Economic Zones Act, 2012. The law provides for exemption 

from income to the zone developers, co-developers and the zone enterprises for a period 

of 10 years from the commencement of business. However, they were liable to pay 

minimum tax on their turnover at the rate of 1.5% of turnover. This was causing hardship 

to the investors. SEZ enterprises have been exempted from minimum tax for tax year 

2021 and onwards. The exemption has been provided by including SEZ enterprises in 

clause (I 1A) of Part IV of Second Schedule. 

b. Special Technology Zones  

The establishment of Special Technology Zones is a flagship initiative of the 

Government. They have been established through promulgation of Special Technology 

Zones Ordinance, 2020 to promote innovation, technology, entrepreneurship and to 

attract investment in technology driven industries and enterprises. Special tax incentives 

have been granted including: 

Ten year tax exemption for Special Technology Zone Authority, Zone Developers 

and Zone Enterprises by introducing new clause (I26EA) in Part I of Second 

Schedule. 

Exemption from minimum tax by inclusion in clause (11A) of Part IV of Second 

Schedule. 

Tax exemption on the import of capital goods. 

Tax exemption on dividend income of private funds from investment in zone 

enterprises. 

c. Futures commodity markets  

Development of regulated commodity markets is another important step of the 

Government. hi order to provide enabling environment, for warehousing services, and 

collateral management services a reduced rate of 3% instead of 8% have been made. In a 

coordinated move, the establishment of storage houses, issuance of electronic warehouse 

receipts and their trading on Pakistan Mercantile Exchange are further parts of 

agricultural transformation plan. In order to provide enabling environment for the trading 

of electronic warehousing receipts on Pakistan Mercantile Exchange, exemption to 

futures commodity contracts from withholding tax under section 153(1)(a) has been 
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granted by introduction of clause (43G) in Part IV of the Second Schedule of the 

Ordinance. 

Unconditional grant of exemption from tax to different organizations  

Certain public sector and well renowned organizations and funds have been included in 

Table I of clause (66) of Part I of the Second Schedule. 

Measures relating to meat industry 

Organized sector of meat is facing many problems being withholding agent. Therefore, 

the live animals, raw hides and unpackaged meat have been included in the definition of 

agriculture produce so that withholding tax provisions are not attracted. Changes have 

been introduced in clause (46AA) of Part IV of Second Schedule. 

Women enterprises  

As an affirmative action for women entrepreneurs any new proprietorship owned by a 

woman, any AOP having all women partners and a company having all women 

shareholders have been granted 25% tax reduction in tax liability in a year. Enabling 

provision in the form of clause (19) in Part III of second schedule has been introduced. 

Border sustenance markets  

Border sustenance market is another important initiative of this Government. In order to 

provide enabling environment to these markets, tax on import and export of specified 

goods for sale in the jurisdiction of these markets has been exempted. Enabling 

provisions in the form of clause (12N) in Part IV of Second Schedule have been 

introduced. 

Exemption from tax on import 

Currently the import of books, corn harvester and silage making machines, motor 

vehicles upto 1000 cc are subject to tax at the rate of 5.5 % on import. These have been 

exempted from collection of advance income tax at the import stage by inclusion in 

Clause (56) of Part IV of the Second Schedule. 

Exemption to Baggase fired power generating units 

Following concessions have been provided for Bagasse fired power generation units. 

a) Exemption to income from tax - clause (132C), Part I, Second Schedule. 
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Reduced rate of tax of 7.5% on Dividend income from such projects - clause (18C), 

Part II, Second Schedule. 

Exemption from minimum tax on turnover basis — clause (11A), Part IV, Second 

Schedule. 

Exemption to baggase fired power generation units on import of plant and 

machinery under section 148 - clause (56), Part-IV, of Second Schedule. 

Exemption to refineries 

Exemption from tax to the income of deep conversion new refineries and up gradation, 

modernization and expansion projects is provided under clause (1268) of Part I of 

Second Schedule if they undertake to invest in projects by 31.12.2021. This exemption 

has been made available for twenty years to new refineries and for ten years to the 

income arising from BMR and expansion projects of existing refineries. The availability 

of exemption is subject to the condition that products of these refineries meet Euro 5 

standards. 

k. Contractors of oil tankers and goods transport 

The contractors of oil tankers were subject to reduced rate of 3% for services rendered 

instead of normal rate of 8%. This rate has been further reduced to 2%. Necessary 

changes have been made through clause (28F) of Part II of second schedule. 

The contractors of oil tanker services and goods transport services have also been 

exempted from responsibilities as withholding agent under section 153(1)(a) and 

153(1)(b) subject to the condition that they pay 0.5% extra tax on their turnover in 

addition to tax deductible under section 153(1)(b). Necessary changes have been made 

through clause (clause (43D) and (43E) of Part IV of second schedule. 

I. Provisions regarding used vehicles  

Used vehicle market is working in an undocumented environment. In order to promote 

documentation and corporatization of this sector has been granted exemption from 

withholding tax on the purchase of used vehicle from general public and reduced 

minimum turnover tax from 1.5% to 0.25% . Necessary changes have been made in 

clause (45B) of Part IV of Second schedule. 
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m. Conditional concessionary rate for supply chain below importers and manufacturer 

for ATL taxpayers  

The major concern of distributors, dealers, sub-dealers, wholesalers and retailers is the 

higher withholding tax rate on supply of goods that is 4.5% and minimum turnover tax 

rate that is 1.5%. Certain dealers, sub-dealers, wholesalers and retailers of certain sectors 

were incentivized by reduced rate of 0.25% under sections 153(1)(a) and section 113 

under clauses (24C) and (24D) of Part II of the second schedule. Certain changes have 

been introduced in these clauses to the effect that: 

reduced rate of withholding tax and turnover tax has been extended to distributors of 

specified sectors . 

concessionary rates have been made available subject to the condition that 

beneficiaries appear on Active Taxpayers' List of Income Tax and Sales Tax. 

benefit has been extended to Tier-1 retailers who integrate with Board's Point of 

Sale real time reporting system. 

n. Rationalizing of withholding regime for exporters  

Following two measures have been introduced to streamline withholding taxes of export 

oriented sector: 

Exporters are exempted from withholding tax provisions regarding payment for 

supply of goods. However, this exemption was not available when reduced rate is 

provided under the Ordinance for certain goods. In order to remove distortion this 

anomaly has been removed. Necessary changes in clause (45) of Part IV of Second 

Schedule have been made. 

Many withholding agents of export oriented sectors are defying the provision of law 

by misinterpreting the language. An explanation has been added that reduced rate is 

applicable to goods and services related to export oriented sector only. Necessary 

changes in clause (45A) of Part IV of Second Schedule have been made. 

o. International Buying Houses  

International buying house act as facilitator for exports from Pakistan to their principals 

abroad. In order to reduce disputes the amount remitted in foreign exchange to meet the 

expense of these buying houses by their principals has been exempted from tax. 

Moreover, the salary of non-resident foreign experts employed/ engaged by international 

buying houses has been exempted from tax if such experts perform duties for these 
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international buying houses. These exemptions have been incorporated in clause (149) of 

Part I of the Second Schedule to the Ordinance. 

(Tariq \-Iqb' 
Secretary (Rules and SR0s) 
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