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Alloca�on of Resources 2021-22 2020-21

Rupees in Billions

Pension

Debt

Defense expenditures

Educa�on

Health

Development expenditures

Others

Total expenditure

480

3,059

1,373

91

28

1,137

4,094

10,262

470

2,850

1,299

88

52

863

2,867

8,489

Receipt 2021-22 2020-21

Rupees in Billions

Direct taxes

Indirect taxes

Total tax revenue

Non-tax revenue

Other receipt and borrowing

Total federal resources

Less: provincial share in federal taxes

Net federal resources

Provincial surplus 

Total resources

Total expenditures

2,182

3,647

5,829

2,079

5,195

13,103

(3,411)

9,692

570

10,262

10,262

1,788

2,902

4,690

1,704

4,557

10,951

(2,704)

8,247

242

8,489

8,489
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During the current fiscal year, world economies were 
affected due to pandemic. However, luckily the 
Pakistan economy achieved the growth rate above 
the target. The economy is gradually moving towards 
stabilization and macro indicators are improving. Due 
to increase in remittance and current account 
surplus, the Rupee was strengthened during the year. 
The policy interest rate remained unchanged at 7% 
throughout the year.

The rising food inflation during the year affected the 
masses and the government is aiming to control it 
with administrative measures.

The brief summary of economic Survey of Pakistan 
for 2020-2021 is given as under:

Growth

The GDP growth rate during 2020-2021 is 3.94% as 
compared to targeted growth rate of 2.1% is a 
positive indicator on the horizon. 

The agriculture sector showed a growth of 2.8% as 
compared to last year growth of 3.3 %. The growth 
achieved was mainly due to growth in major crops 
and livestock.

Industrial sector and service sector growth is around 
3.6% and 4.4% against last year negative growth of 
(3.8%) and (0.6%) respectively.

Growth of various sectors

GDP per Capita (US$)

GDP Growth %

Agricultural Growth (%)

Industry Growth (%)

Services Growth (%)

2021 2020 2019 2018 2017

1,542

3.9

2.8

3.8

4.4

1,361

(5.5)

3.3

(3.8)

(0.6)
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4.7
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Trade and payments
During the later part of the current fiscal year, the 
Rupee has strengthened against US$ and there is a 
current account surplus of US$ 773 million till March 
2021. The main contributions are the increase in 
workers remittances by 26.2% as compared to 
corresponding period and the government's 
introduction of Roshan Digital Accounts for 
nonresident Pakistanis for investment in Pakistan 
Equity Markets, Naya Pakistan Certificates and other 
investments.

The import of goods and services during the period 
from Jul 2020-Mar 2021 was US$ 43.1 billion as 
compared to  US$ 41.3  b i l l ion dur ing  the 
corresponding period depicting an increase of 4%.
 
The export of goods and services during the period 
from Jul 2020-Mar 2021 was US$ 23.1 billion as 
compared to  US$ 22.6  b i l l ion dur ing  the 
corresponding period depicting an increase of 
around 2%.

Workers' remittances have increased to US$ 21.5 
billion for July 2020-Mar 2021 as compared to US$ 
17.0 billion during July 2019- Mar 2020 depicting an 
increase of around 26%.
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Capital market
During the year Pakistan Stock Exchange witnessed 
significant gains and PSX 100 index increased by 
around 40% till 10 June 2021. Pakistan Stock 
Exchange was declared as the best Asian stock 
market and 4th best performing market across the 
world in the year 2020. The share turnover broke all 
previous records of daily turnover and it exceeded 1 
billion shares in a last few trading sessions in May and 
June 2021. 
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Inflation and Interest

Inflation Interest

Fiscal development
The tax to GDP ratio budgeted at 10.9% based on tax 
collection target of Rs. 4.9 trillion, which is expected 
to be shortened by Rs 200-300 billion.  

The fiscal deficit was 3.5% of GDP for July20-Mar21 
as compared to 4.1% of GDP in same period last year. 

The major source of revenue is indirect taxes that 
include sales tax, customs and excise duty. Around 
62% is collected through indirect taxes whereas 38% 
is collected through direct tax.

Sales Tax   - 42%

Custom Duty  - 16%

Income Tax  - 37%

FED  - 5%

Composition of FBR revenue

Composition of GDP

The service sector contributed 62% in overall GDP, 
whereas agriculture sector and industrial sector 
contributed 19 % and 19 %, respectively.

Agriculture Sector  - 19%

Industrial Sector  - 19%

Service Sector  - 62%



Public debt
Public debt is rising every year and it reached at PKR 
38 trillion by March 2021 that is around 79.7% of GDP 
as compared to 87.6% of GDP at end of June 2020.

Public debt

40
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Domestic External Debt

 2021

 2020

 2019

 2018

 25.6

 23.3

 20.7

 16.4

 12.5

 13.1

 12.0

 8.5

 38.1

 36.4

 32.7

 24.9

Domestic debtDescription  External debt Total debt

Upto March 2021

2020

2019

2018

2017

ImportDescription Export Deficit
Worker 

remittance

43.1

52.39

62.81

67.95

58.58

US $ Billions

23.07

27.97

30.22

30.62

27.92

20.03

24.42

32.59

37.33

30.66

21.46

23.13

21.74

19.91

19.35

Inflation and interest rate
During July 20 to April 21 the CPI increased at the rate 
of 8.62% as compared to 11.22% in same period last 
year. The government faces significant criticism due 
to food inflation of 13.4% . The food inflation in first 2 
quarters of 2020-21 was around 15% that is reduced 
to 9.3% in 3rd quarter of current fiscal year.
 
The State Bank policy discount rate remain stable at 
7% throughout the fiscal year

The market interest rate as follows:

Comparision between inflation 
and interest
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2021

2020

2019

2018

2017

8.6

10.7

6.8

4.7

4.8

7
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6.5
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Inflation Interest Year

th10  June 2021 th30  June 2020

1 Year

3 Year

5 Year

10 year

7.56%

8.91%

9.34%

9.9%

7.05%

7.53%

8.11%

8.69%

Term

In Percentage (%)
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Measures for ease of
doing business

• Special regime of reduced income tax rates for 
SME's manufacturer having turnover below 250 
million with the option of being taxed under FTR at 
reduced rate up to 0.5% of turnover.

• Section 114A relating to tax payer’s profile 
proposed to be omitted.

• The power to make inquiries under section 
122(5A) proposed to be deleted.

• A time limitation of 120 days from the date of 
show cause notice, for passing order u/s 122  
proposed.

• Changes proposed in procedures for ADRC.

• Exemption certificate u/s 153 & 159 proposed to 
be issued to companies within 15 days of 
application.

• Exports of services are proposed to be taxed 
under FTR at the rate of 1% of receipts.

• Automatic issuance of refund without recourse to 
any refund application proposed.

• Concept of e-hearing proposed to be introduced.

INCOME 
TAX

INCOME 
TAX

Relief measure

• Threshold for turnover tax is proposed to be 
enhanced for individuals and AOPs from 10 million 
to 100 million.

• The general rate of turnover tax under section 113 
proposed to be reduced from 1.5% to 1.25%.

• Tax on capital gain on listed shares proposed to be 
reduced from 15% to 12.5%.

• Various exemptions proposed for Special 
Technology Zones Authority, Zone Developers and 
Zones Enterprises.

• A Border Sustenance Market concept proposed 
and exemption of withholding income tax on 
import and export of specified goods proposed.

Cash withdrawal.

Other banking transactions. 

Margin financing on shares. 

Sale of CNG.

Domestic electricity consumption. 

Purchase of air tickets.

Dividend in specie.

Minerals extraction. 

International debit and credit card 

transactions.

Import of car below 850cc.

Ÿ Withholding taxes on rent are proposed to be 
revised downward.
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Steps for documentation
• Interest Income above 5 million proposed to be 

taxed under normal tax regime.

• Rental income proposed to be taxed under normal 
tax regime.

• The capital gain above 5 million on sale of property 
proposed to be taxed under normal tax rates after 
giving relief for the holding period under section 
37(3A). 

• E-filing of annual return of withholding taxes 
proposed alongwith its reconciliation with 
accounts/return for proper monitoring of 
withholding taxes.

Revenue measures

• The reduced rate of withholding tax of 10% on 
interest income proposed to be withdrawn.

• Capital gain on sale of property below 5 million 
proposed to be taxable at the rate of 5% instead of 
2.5% after giving relief for the holding period.

• Sale of capital asset acquired through gift within 
two year of gift may be treated as tax avoidance.

• The gain on sale of business immovable assets 
proposed to be taxable.

• Super tax at the rate of 4% proposed to be 
extended for tax year 2022 and onwards. 

• On-money from sale of car proposed to be 
brought into tax net.

• Capital gain on sale of immovable property above 
5 million proposed to be taxed under normal tax 
rates, after giving relief for the holding period.
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Ease of doing business
• For ease of doing business, individuals, common 

identified number proposed to be CNIC for STRN 
like NTN in income tax matters, for AOP & 
Companies, CIN is NTN.

adjustment of payment & receipt to & from the 
same person will be allowed if proper sales tax is 
paid.

• A Border Sustenance Market concept is being 
introduced and exemption from sales tax 
proposed to be granted on food related and other 
consumable goods by adding Table 4 in 6th 
Schedule.

• The threshold of shop area in case of furniture 
outlet/showrooms proposed to be increased from 
1000 square feet to 2000 square feet for inclusion 
in tier1 retailer.

SALES
TAX

SALES
TAX

Relief measure
• Person running an online market place is 

responsible to pay sales tax whether or not the 
goods are owned by him.

• Exemptions of many goods specified in the sixth 
schedule proposed to be omitted.

• Many of the goods charged at reduced rates 
specified in the 8th schedule, proposed to be 
omitted.

• The sugar proposed to be included in third 
schedule items and to be taxed on retail price.

• The facility of 5% cash back of sales tax on 
purchases from Tier-1 retailers proposed to be 
omitted.

Relief measures 
• Limit for cottage industry proposed to be 

enhanced to 10 million from 3 million. 

• Restriction of claiming input tax up to 90% of 
output tax proposed to be withdrawn for listed 
companies.

• An application for extension in filing sales tax 
return may be applied.

• Advance received against supplies proposed to be 
excluded from the time of supply.

• Sales tax on cars below 850cc proposed to be 
reduced to 12.5%.

• Locally manufactured electric vehicles proposed 
to be charged to Sales tax at 1%.

• Zero rating is proposed on local supplies of raw 
materials, components, parts and plant and 
machinery to registered exporters authorized 
under Export Facilitation Scheme, 2021, and 
exemption of sales tax on import of same.

• To encourage IT industry in the country, import of 
plant, machinery and raw material by Special 
Technology Zone is proposed to be exempted 
from sales tax.

• The concept of constructive payment proposed to 
be introduced in section 73 meaning thereby that 

Others
• Retailer selling through online market place and 

retailer accepting debit and credit card proposed 
to be treated as tier 1 retailer.
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Measures for ease of doing business

• Revision of FED return proposed to be allowed 
without prior approval of Commissioner within 60 
days from the date of filing of return if FED payable 
is higher than FED paid with original return or 
refund claimed is less than the amount as claimed 
in original return.

• FED withdrawn on edible oils, vegetable ghee and 
cooking oil, fruit juices, syrups and squashes, etc & 
steel billets, ingots, ship plates, bars and other 
long rerolled products.

• FED on telecom services proposed to be reduced 
from existing 17% to 16%.

• Additional FED proposed to be imposed on calls 
exceeding duration of 3 minutes, Internet services 
and SMS services.

• Electronically heated tobacco products are also 

proposed to be brought into the tax net by 
inserting new S. No. 8c of Table-1 of the First 
Schedule to the Federal Excise Act, 2005.

• In order to introduce new Export Facilitation 
Scheme, 2021, exemption on import and zero-
rating on local supplies in respect of raw materials, 
components, parts and plant and machinery to 
registered persons proposed.

• For establishment of Border Sustenance Markets, 
exemption from federal excise duty proposed to 
be granted on food related and other consumable 
goods.

• Rising prices of locally manufactured small cars is a 
major concern for low earning famil ies. 
Accordingly, it is proposed that small cars upto 
engine capacity of 850cc may be exempted from 
federal excise duty.

FEDERAL EXCISE 
ACT, 2005

FEDERAL EXCISE 
ACT, 2005



Income Tax 
Ordinance, 2001
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Business bank account 
2 (10A),  182  &  191
• The bill proposes to introduce the concept of 

business bank account. The same is defined as a 
bank account utilized by the taxpayer for business 
transactions. The business bank account is to be 
declared to the Commissioner through original or 
modified registration form prescribed under 
section 181. 

• The bill further provides a penalty of Rs. 10,000 for 
each day of default or Rs. 100,000 for each 
undeclared bank account, whichever is higher, 
where any person fails to declare business bank 
account in his registration application or fails to 
amend his registration profile to declare his 
business bank account.

• The bill also proposes prosecution for non-
declaration of business bank account.

• Under the existing law, the profit on debt upto Rs. 
36 million is taxable as separate block of income at 
slab rates ranging from 15% to 20%. The profit 
exceeding the above amount is taxable under the 
normal law.

Industrial undertaking  - 
telecommunication companies
2(29C)
• Telecommunication companies operating in 

Pakistan are now proposed to be included in the 
definition of Industrial Undertaking.

• Further, the power of the Board to specify any 
other entity as industrial undertaking is proposed 
to be omitted.

Super tax - 4B

• Under the existing law, super tax is chargeable at 
the rate of 4% for banking companies till the tax 
year 2021. The bill proposes to extend the scope 
of the same for tax year 2022 and onwards.

Tax on profit on debt -7B

• Allowances expended by the employees solely in 
the performance of employee's duty of 
employment are proposed to be excluded to be 
part of salary income. These allowances will not 
include;

Salary income - 12:
Concessions & exemptions under
clauses 39, 40, 53a & 139 of 
part I of second schedule

Allowance which is paid in monthly salary on 
fixed basis or percentage of salary; or

Allowance which is not wholly, exclusively, 
necessarily or actually spent on behalf of the 
employer. 

i.

ii.

• Clause 39 – Special allowance or benefit granted 
to meet expenses wholly and necessarily incurred 
in the performance of the duties of an office or 
employment of profit.

• Clause 40 - Income of a newspaper employee 
representing Local Travelling Allowance.

• Clause 53A - Perquisites received by an employee 
by virtue of his employment, namely; free or 
subsidized food provided by hotels and 
restaurants ;  educat ion  prov ided by  an 
educational institution to the children of its 
employees; medical treatment provided by a 
hospital; and any other perquisite or benefit for 
which the employer does not have to bear any 
marginal cost.

• Clause 139 - Free provision to the employee of 
medical treatment or hospitalization or both by an 
employer or the reimbursement received by the 
employee of the medical charges or hospital 
charges or both; or medical allowance received by 
an employee not exceeding ten per cent of the 
basic salary.

Further, following exemptions under Part I of 
Second Schedule are proposed to be omitted:-
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Income from property and deductions 
15 & 15A

• Under the existing law, individuals and AOPs have 
the option to offer to tax income from property as 
separate block of income on special rates ranging 
from 5% to 35% with no deductions available 
against the same. 

• Under the existing law, the business loss is not 
allowed to be set off against the income from 
property. The bill proposes to allow set off of 
business loss against the income from property.

• The proposed rates for taxation on income from 
property are as under:

• The Superior Courts have held in number of cases 
that the income generated by sale of goods or 
service to one own-self is not chargeable to 
income tax under the concept of mutuality. 
Amendment is being proposed by virtue of which, 
the income generated by cooperative societies by 
way of sales of goods or services to its members is 
proposed to be taxable.

Income from business 
Cooperative Societies - 18.

Gross amount of rentSr. # Rate of tax

Where the gross amount 
of rent does not exceed 
Rs. 300,000.

Nil
1.

Where the gross amount 
of rent exceeds Rs. 
300,000 but does not 
exceed Rs. 600,000

5% of the gross amount 
exceeding Rs. 300, 000 

2.

Where the gross amount 
of rent exceeds Rs. 
600,000 but does not 
exceed Rs. 2,000,000

Rs. 15,000 plus 10% of 
the gross amount 
exceeding Rs. 600, 000

3.

Where the gross amount 
of rent exceed Rs. 
2,000,000

Rs. 155,000 plus 25% of 
the gross amount 
exceeding Rs. 2,000, 000

4.

• First Year Allowance at the rate of 90% of the cost 
of plant, machinery and equipment installed by 
any industrial undertaking set up in specified rural 
and underdeveloped areas, in lieu of initial 
allowance under section 23, is proposed to be 
withdrawn.

• Consequent amendments are also proposed to be 
made in section 57, which deals with carry 
forward of unadjusted allowances.

First year allowance - 23A

Following amendments are proposed:

Capital gain on disposal of 
immovable property - 37

The following amendments are proposed in income 
from property:-
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Now, the bill proposes to withdraw the said option 
and make, the income from property taxable 
under the normal law with specified deductions.

• Under the existing law. the capital gain on disposal 
of immovable property owned by the businesses 
is taxable upto the claim of depreciation. Now, the 
bill proposes to tax the entire capital gain of 
immovable property of the businesses under 
section 37. 

• The bill further proposes that the concession and 
exemptions available under the above section 
shall not apply to any transaction which is 
adventure in the nature of trade and business, and 
such transaction shall be chargeable under the 
head income from business.

• Under the existing law, the capital gain on disposal 
of immovable property is taxable at separate slab 
rates ranging from 2.5% to 10%, depending upon 
the amount of capital gain and the holding period 
of the immovable property.

• Now the bill proposes to tax capital gain exceeding 
Rs. 5 million under the normal law. However, the 
taxation would be subject to normal tax rates 
depending upon the holding period. The gain upto 
Rs. 5 million is proposed to remain taxable at 
separate block of income at the rate of 5%.
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• Under the existing law, asset acquired as a result 
of gift is taken at fair market value at the time of 
gift in the hands of recipient of gift. Now, the bill 
proposes that where such asset is disposed-off 
within a period of two years from the date of gift 
and the Commissioner is satisfied that such gift 
arrangement is part of tax avoidance scheme, 
then the cost of the gifted asset in the hands of the 
recipient, shall be equal to the cost in the hands of 
donor, for the purpose of determining the capital 
gain.

• Exemption available to resident individual on 
capital gain arising on first sale of personally 
occupied constructed residential property of not 
more than 500 square yards or 4000 square feet in 
case of house or flat, respectively is being 
withdrawn.

Capital gain on disposal of securities
 37A
• Rate of tax for the Securities disposed-off within a 

period of 12 months is proposed to be reduced 
from 15% to 12.5% 

Group relief - 59B
• Under the existing law, a subsidiary of a holding 

company is allowed to surrender its assessed 
losses in favour of holding company or its 
subsidiary or between another subsidiary of the 
holding company. Now, under the proposed 
amendment, a holding company will also be able 
to surrender its losses to its group companies.

Worker’s welfare fund and worker’s 
Participation fund - 60A & 60B
• The bill proposes to extend the deduction allowed 

under the Income Tax Ordinance 2001 on account 
of  Workers  Wel fare  Fund and Workers 
Participation Fund paid under any law enacted by 
provinces after the eighteenth constitutional 
amendment act, 2010.

Charitable donations-61 & 
Thirteenth schedule 

• Tax credit, which was earlier allowed on donations 
only, is now proposed to be extended to voluntary 
contributions and subscriptions as well.

• In addition to non-profit organizations, other 
persons who are eligible for tax credit under 
section 100C of the Ordinance, are also proposed 
to be eligible institutions for the purpose of tax 
credit, under above section.

• A new schedule “Thirteenth Schedule” to the 
Ordinance is proposed to be inserted whereby 
certain entities, organizations and funds are 
notified to be the institutions to whom the 
d o n at i o n s ,  vo l u nta r y  co nt r i b u t i o n s  o r 
subscriptions will be eligible for tax credit.

Withdrawal of tax credits 
64C & 65C
Following tax credits are proposed to be withdrawn – 

• Tax credit for persons employing fresh graduates – 
Section 64C

• Tax credit for enlistment – Section 65C

Tax credit for point of sale machine-64D
• The bill proposes a special tax credit equal to the 

lower of amount invested in purchase of a point of 
sale machine or Rs. 150,000 per machine for all 
those tax payers, who are required to integrate 
with computerized system of the Board for real 
time reporting of sale and receipts.

Tax credit for certain persons - 65F
A new section for tax credit is proposed to be 
introduced, whereby, following persons shall be 
allowed tax credit equal to 100% of tax payable, 
subject to conditions mentioned therein – 

• Persons engaged in coal mining projects in Sindh 
and supplying coal exclusively to power 
generation projects.

• Startup business as defined in section 2(62A), 
primarily, person engaged in offering technology 
driven products or services to any sector of the 
economy, for the tax year in which the same is 
certified by Pakistan Software Export Board and  
following two tax years.

Income Tax  | 11



Budget Brief 2021

• Persons deriving income from export of computer 
software, IT services or IT enabled services upto 
period ending June 30, 2025.

Tax credit for specified industrial 
undertakings - 65G
• A new section for tax credit is proposed to be 

introduced whereby “eligible taxpayers” who 
make “eligible capital investment” are allowed an 
investment tax credit of 75% of the investment 
amount, subject to conditions mentioned therein, 
against the tax payable for the year and is also 
allowed to be carried forward for two additional 
years if not fully utilized.

This section provides 100% tax credit to tax payable of 
institutions involved in charitable work, subject to 
conditions mentioned therein. Substitution of the 
section is proposed which will mainly bring clarity in 
relation to application of the section. The persons and 

Tax credit for charitable organizations 100C

the incomes, eligible for tax credit are bifurcated in 
following manner –

Persons eligible for tax credit – Subsection (2)

a.

b.

c.

d.

e.

f.

g.

h.

Institutions, foundations, societies, boards, 
trusts and funds as are notified in clause (66) of 
Part I of Second Schedule, to the Ordinance;

a trust administered under scheme of Federal 
Government and established in Pakistan 
exclusively for the purposes of carrying out such 
activities as are for the welfare of ex-employees 
and serv ing  personnel  of  the  Federa l 
Government or a Provincial Government or 
armed forces including civilian employees of 
armed forces and their dependents where the 
said trust is administered by a committee 
nominated by the Federal Government or a 
Provincial Government;

a trust;

welfare institution registered with Provincial or 
Islamabad Capital Territory (ICT) social welfare 
department;

a not for profit company registered with the 
Securities and Exchange Commission of Pakistan 
under section 42 of the Companies Act, 2017;

a welfare society registered under the provincial 
or Islamabad Capital Territory (ICT) laws related 
to registration of co-operative societies; 

waqf registered under Mussalman Waqf 
Validating Act, 1913 (VI of 1913) or any other law 
for the time being in force or in the instrument 
relating to the trust or the institution;

a university or education institutions being run 
by non-profit organization existing solely for 
educational purposes and not for the purposes 
of profit;

a religious or charitable institution for the 
benefit of public registered under any law for the 
time being in force; and

International non-governmental organizations 
(INGOs) approved by the Federal Government.

i.

j.
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• “eligible capital investment” is defined as – 
investment made in purchase and installation of 
new machinery, buildings, equipment, hardware 
and software, except self-created software and 
used capital goods.

“eligible taxpayer” is defined as – 

(a) green field industrial undertaking as defined in 
clause (27A) of section 2 engaged in –

(i) the manufacture of goods or materials or the 
subjection of goods or materials to any process 
which substantially changes their original 
condition; or
(ii) ship building:

Provided that the person incorporated between 
the 30th day of June, 2019 and the 30th day of 
June, 2024 and the person is not formed by the 
splitting up or reconstitution of an undertaking 
already in existence or by transfer of machinery, 
plant or building from an undertaking established 
in Pakistan prior to commencement of the new 
business and is not part of an expansion project; 
and 

(b) industrial undertaking set up by the 30th day 
of June 2023 and engaged in the manufacture of 
plant, machinery, equipment and items with 
dedicated use (no multiple uses) for generation of 
renewable energy from sources like solar and 
wind, for a period of five years beginning from the 
date such industrial undertaking is set up."
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a.

b.

c.

d.

e.

f.

g.

I n c o m e  f r o m  d o n a t i o n s ,  v o l u n t a r y 
contributions, subscriptions;

Income from house property;

Income from investments in the securities of the 
Federal Government;

Profit on debt from scheduled banks and 
microfinance banks;

Grants received from Federal, provincial, local or 
foreign Government;

So much of the income chargeable under the 
head “income from business: as is expended in 
Pakistan for the purposes of carrying out welfare 
activities:

Provided that in case of income under the head 
“income from business”, only so much of such 
income shall be eligible for tax credit under this 
section that bears the same proportion as the 
said amount of business income bears to the 
aggregate of income from all sources; and

Any income of persons mentioned in clauses (a), 
(b) and (h) of sub-section (2).

Incomes eligible for tax credit – Subsection (3)

• Finance Act, 2020 introduced section 100D 
whereby fixed tax regime was introduced for 
builders and developers opting to be taxed as such 
for their new as well as existing projects.

Special provisions relating to builders 
and developers - 100D

Further immunity from application of section 111 

was also provided to fresh capital investments 

made by the investors as well as to buyers of plots 

and units of buildings developed or constructed 

under the registered projects.

Certain conditions, however, were envisaged 

which inter alia provided the timelines to avail the 

benefit under the scheme. These timelines have 

been extended through The Income Tax 

(Amendment) Ordinance, 2021 dated January 19, 

2021, which are now been proposed to be ratified 

through Finance Act, 2021.

• The proposed deadline for registration of project 
under the above final tax regime is December 31, 
2021.

• Proposed deadlines for completion of projects 
are, 

Construction projects

Real Estate Housing

Personal Construction

Description Existing Proposed

30-09-2022

30-09-2022

30-09-2022

30-09-2023

30-09-2023

30-09-2023

It may be noted that concession of immunity to 
probe source of investment in above projects, under 
the above regime is set to expire on June 30, 2021, is 
not proposed to be extended.

• The bill proposes a special category of tax payer 
consisting of small and medium enterprises. A 
number of concessions and simplified procedures 
are being proposed for the above category.

• The small and medium enterprise is being defined 
to  m e a n  a  p e rs o n ,  w h o  i s  e n ga ge d  i n 
manufacturing and his business turnover in a tax 
year does not exceed two hundred and fifty 
million rupees.

• The bill proposes a concessional tax rate of 7.5% 
and 15% of income to SME category with turn-
over not exceeding Rs. 100 million, and turn over 
exceeding Rs. 100 million but less than Rs. 250 
million, respectively.

• A special option for taxation under final tax regime 
is also proposed at the rate of 0.25 % of gross turn 
over and 0.5% of the gross turn over for SMEs with 
turn-over not exceeding Rs. 100 million and turn 
over exceeding Rs. 100 million but less than Rs. 
250 million, respectively.

• The bill also proposes a concession from audit to 
any person who opt for final tax regime.

• It is also proposed that the board may prescribe a 
simplif ied return for small  and medium 
enterprises.

Special provisions relating to small 
and medium enterprises - 100E

• The bill proposes the concealment of income to 
include:

Unexplained income or assets - 111

The suppression of any item of receipt liable to 
tax in whole or in part, or failure to disclose 
income chargeable to tax;

a.

Income Tax  | 13
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claiming any deduction or any expenditure not 
actually incurred; and

b.

any act referred to in sub-section (1) of section 
111.

c.

Explanation.-For the removal of doubt, it is 

clarified that where any item of receipt declared 

by the taxpayer is claimed as exempt from tax, or 

where any deduction in respect of any expenditure 

is claimed, mere disallowance of such claim shall 

not constitute concealment of income or the 

furnishing of inaccurate particulars of income, 

unless it is proved that the taxpayer deliberately 

claimed exemption from tax in respect of the 

aforesaid item of receipt or claimed deduction in 

respect of such expenditure not actually incurred 

by him.

• Recently, the Honorable High Courts of the 
country  have held that  a  separate and 
independent notice under section 111 is required 
to make an addition to the income of the tax payer 
and in the absence of the same, the entire 
proceedings are null and void.

Now, to provide a legal cover, the bill proposes to 
add an explanation to clarify that a separate 
notice under the section 111 is not required to be 
issued, if the explanation regarding nature and 
source of amount credited or the investment of 
money, valuable articles or the funds from which 
expenditure was made has been confronted to 
the tax payer through a notice under section 
122(9) of this Ordinance.

The bill proposes the following concessions under 
the minimum tax regime: 

Minimum tax on the income of 
certain persons -113

• Minimum threshold for application of the above 
tax is proposed to be increased from existing limit 
of Rs. 10 million to Rs. 100 million.

• The rate of normal minimum tax is also proposed 
to be reduced to 1.25% from existing rate of 1.5%.

• The other reduced rates are proposed as under:

(a) Oil marketing companies etc. 

(b) PIA; and            

(c) Poultry industry etc.

Sr, # Person(s) Minimum Tax 

0.75%

1.

(a) Oil refineries 

(b) Motorcycle dealers registered 

under the Sales Tax Act, 1990

0.50%

2.

(a) Distributors of pharmaceutical 

products, FMCG 

(b) Petroleum agents and distributors 

registered under the Sales Tax 

Act, 1990;

(c) Rice mills and dealers;

(d) Tier-1 retailers of FMCG  integrated 

with Board; 

(e) supplies through ecommerce 

including from an online marketplace 

(f) Persons engaged in the

sale and purchase of used

vehicles 

0.50%

3.

In all other cases 1.25%4.

• The above section was inserted through Finance 
Act 2020, that required updation of the taxpayer's 
profile and penalty was also prescribed for non-
compliance of the same. Now, the bill proposes to 
withdraw the requirement of updating the 
taxpayer's profile by deleting the above section.

Taxpayer's profile - 114A

The following amendments are proposed in the 
above section:

Amendment of assessment - 122

• Through Finance Act 2012, the Commissioner was 
empowered to amend an assessment order after 
making or causing to make such enquiry as he 
deems necessary. The said power gave rise to a 
number of litigations on the extent of enquiry 
permissible under the said section.
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• Now, the bill proposes to withdraw the power 
of making enquiries by the Commissioner. By 
virtue of the said amendment, the powers of 
the Commissioner would be the same as 
existed prior to 30th June, 2012. 
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• The bill further proposes to provide limitation for 
issuing orders within a period of 120 days from the 
date of show cause notice or within such 
extended period as the Commissioner may, for the 
reasons to be recorded in writing, prescribe. 
However, such extended period shall not exceed 
90 days. The said amendment will be applicable 
from the 1st day of July, 2021.

Revision by the Commissioner - 122A
• The above section provides power to the 

Commissioner to revise any order passed by the 
o f f i c e r  o f  I n l a n d  Re v e n u e  o t h e r  t h a n 
Commissioner Appeals. The bill seeks to provide a 
limitation of 120 days for passing an order, where 
a matter is remanded back to any lower authority 
by the Commissioner for modification, alteration, 
implementat ion of  direct ion or  denovo 
proceedings.

Alternate dispute resolution - 134A
The bill proposes a number of amendments to 
improve and make the alternative dispute resolution 
more effective. The significant changes are as under:

• The board is being empowered to decide whether 
or not the ADRC be constituted in case the dispute 
relates to an issue which involves a mix question of 
facts and law.

• The application for dispute resolution is proposed 
to be accompanied by an initial proposition for 
resolution of dispute, and the taxpayer will not be 
entitled to retract.

• The period for composition of Committee is 
proposed to be reduced to 30 days from existing 
period of 60 days.

• It is also proposed that the period for the 
Committee to decide the dispute is to be reduced 
from existing 120 days to 60 days from the date of 
its appointment, extendable by another 30 days 
for the reasons to be recorded in writing.

• The demand in dispute shall remain in stay till the 
final decision or dissolution of the Committee, 
whichever is earlier.

• In case of failure of the Committee, to decide the 
matter within the period of limitation, the board 
shall have powers to dissolve the committee and 
reconstitute a new committee to consider the 
matter.

Due date for payment of tax - 137
Under the existing law, the tax determined as a result 
of an assessment order is payable within 30 days 
from the date of service of an assessment order.

• Now, the bill proposes that the tax demand 
created as a result of any re-assessment 
proceeding would be payable immediately. 

• The above amendment is very harsh as recovery 
proceedings will start immediately from the date 
of assessment order. 

Advance tax paid by the taxpayer - 147
• Under the existing law, the tax payer is required to 

make an estimate of advance tax liability, where 
he estimates that the tax liability for the current 
year is less than the tax due as per prescribed 
formula. The tax payer is required to provide 
documentary evidence for the estimate furnished 
by him or the reasons for the decline in estimated 
turnover.

The Commissioner is empowered to reject the 
estimate, where he is not satisfied with the 
documentary evidence or the estimate is not 
accompanied with the above mentioned 
documents or details.

Now the bi l l  proposes to withdraw the 
Commissioner's power for rejection of the 
estimate.

Payments to non-residents - 152
• Sub section (1DA) was inserted through The Tax 

Laws (Amendment) Ordinance, 2021 dated 
February 11, 2021 whereby banking companies 
maintaining Foreign Currency Value Account 
(FCVA) or non-resident Pakistani Rupee Value 
Account (NRVA) are required deduct tax on capital 
gain arising on disposal of debt instruments, 
Government Securities and certificates invested 
through above accounts.

• The above limitation is exclusive of any period 
during which the proceedings are adjourned on 
account of stay order or alternate dispute 
resolution proceedings or agreed assessment 
proceedings or time taken through adjournment 
by the taxpayer not exceeding 60 days.
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• Through The Tax Laws (Second Amendment) 
Ordinance, 2021 dated March 22, 2021 the tax 
deducted on above capital gain and capital gain 
arising on the disposal of debt instruments and 
Government securities including treasury bills and 
Pakistan investment bonds invested through 
Special Convertible Rupee Account (SCRA), was 
made final tax for non-residents and non-resident 
companies having no permanent establishment in 
Pakistan.

Exemption certificate - 153, 159

• Through Finance Act, 2020, the Commissioner was 
required to issue exemption certificate under 
section 153 to public listed companies within the 
period of 15 days from the date of filing of 
application. In case, the Commissioner did not 
decide the application for exemption certificate, 
within the period of 15 days, the exemption 
certificate deemed to be issued on the expiry of 
said period. Now, the bill proposes to extend the 
above benefit to all the companies eligible for 
exemption certificate.

• The above benefit also extended to the companies 
eligible for  exemption certificate under section 
159.

Reduced rate of withholding tax on 
FMCG (Part III, Division III) - 153

• The bi l l  proposes to withdraw reduced 
withholding tax rate of 2% and 2.5% in respect of 
corporate and non-corporate taxpayers 
respectively, on supplies made by distributors of 
FMCG. By virtue of the said amendments, the 
above supplies would be subject to withholding 
tax rate of 4% and 4.5% for corporate and non-
corporate taxpayers respectively.

regime, however, no such incentives are available for 
export of services. Now, the bill, recognizing the 
anomaly, has proposed a similar scheme for export of 
certain services. The salient features of the scheme 
are as under:

• The following services shall be subject to tax 
deduction at the rate of 1% at the time of 
realization of foreign exchange proceeds on 
account of:

Export of computer software or IT enabled 
services, in case tax credit under section 65F 
is not available.

Services or technical services rendered 
outside Pakistan or exported from Pakistan.

Royalty, commission or fee by resident 
company from a foreign enterprise.

Construction contracts executed outside 
Pakistan.

Other services rendered outside Pakistan as 
notified by the Board from time to time.

a.

b.

c.

d.

e.

• The tax so deducted shall be final tax provided the 
taxpayer files a return of income, sales tax return, 
withholding statement and does not claim credit 
for foreign tax paid. 

• The option for final tax to be filed each year at the 
time of filing of return.

• The taxpayer allowed to take a credit equal to a 
sum that can be reasonably attributed to his 
business activity, while explaining the nature of 
source of any asset, investments or expenditure.

Withholding statement - 165

Two significant amendments are proposed in the 
above section, which are as under: 

• Every prescribe person collecting tax under 
various provision of the Ordinance shall, in 
addition to other statements prescribed under 
law, shall e-file an annual statement to the 
Commissioner for the relevant tax year within 30 
days of the end of the tax year.

• Every person filing the above e-annual statement, 
s h a l l  s u b m i t  i n  t h e  p re s c r i b e d  fo r m  a 
reconciliation of the amount mentioned in annual 
statement with the amount declared in the 

Export of services - 154A

Under the existing law, the export of goods are 
recognized and subjected to concessionary tax 
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• Both of the aforementioned amendments are 
now been proposed to be ratified through 
Finance Act, 2021. 

• In addition, it is proposed that tax at the rate of 
twenty percent shall be deducted on payments 
made, either directly or through agent, to a non-
resident person for foreign produced commercial 
or advertisement on any television channel or any 
other media, which shall be final tax.
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Electronic processing and electronic 
issuance of refunds by the Board 
170A

• The bill proposes to provide mechanism for 
electronic issuance of refund by the Board for tax 
year 2021 and onwards. The bill further provides 
that the refund shall be processed on the basis of 
return filed after verification of tax credit from the 
Board's computerized system without requiring 
refund appl icat ion.  The refund amount 
sanct ioned under  th is  sect ion shal l  be 
electronically transferred in the tax payer's 
notified bank account.

Offences and penalties - 182

• Certain amendments have been proposed in 
section 182 in case of penalties. Most importantly, 
an explanation to the section 182 is proposed to 
be inserted whereby the mandatory condition of 
establishing mens rea to impose penalty is 
excluded.

A bird's eye view of the important proposed 
amendments in penalties is as under – 

• Penalty for non-filing of income tax return – 
Penalty is proposed to be Rs. 5,000/-, minimum, if 
taxable income is upto Rs. 800,000/-. Further 
reductions in penalty are proposed to be 75%, 
50% and 25% in case return is filed within one, two 
or three months after due or extended date.

• Penalty for non-filing of withholding statements – 
Penalty is proposed to be Rs. 10,000, minimum, 
where there is no tax was required to be withheld.

• Penalty for allowing commercial or industrial 
connection of electricity or natural gas to 
unregistered person – Amount of penalty is 
proposed to be enhanced from Rs. 10,000/- to Rs. 
100,000/-.

• Penalty for not declaring business bank 
account(s) – Penalty of Rs. 10,000/- per day, 
subject to minimum of Rs. 100,000/- per 
undeclared bank account, since the date of 
submission of application for registration or date 
of opening of account. This will be applicable from 
October 01, 2021 and onwards.

Return not filed within the due date 
182A

• Under the existing law, where a person does not 
file return of income within the due date, such 
person shall not be included in the active 
taxpayers' list for the year for which return was not 
filed within the due date. The law further provides 
the inclusion of such person in the active 
taxpayers' list on filing the return after the due 
date subject to payment of surcharge.

• The bill proposes to omit the above section, and 
by virtue of the said amendment, the person filing 
return after the due date will be included in the 
taxpayers' list on updation of the same without 
payment of any surcharge.  It may be noted that 
taxpayers' list is updated every week.

Withdrawal of various withholding 
taxes

• The bill proposes to withdraw a number of 
transitional advance tax provisions relating to 
collection and advance payment of tax. The 
provisions proposed to be withdrawn are as 
under:

Description Section

Collection of tax by NCCPL.-

CNG Stations.

Domestic electricity consumption.-

Advance tax on purchase of air ticket

Advance tax on sales to retailers

Advance tax on purchase of international
air ticket

236L

Advance tax on banking transactions 
otherwise than through cash. 236P

Dividend in specie 236S

Cash withdrawal from bank

Advance tax on transactions in bank

Collection of tax by a stock exchange 
Registered in Pakistan.

Collection of tax by a stock exchange 
registered in Pakistan.

231-A

231-AA

233 A233 A

233 AA

233 AA

234A

235A

236B

236H

Advance tax on extraction of minerals 236V

236Y

Advance tax on persons remitting amounts 

abroad through credit or debit or prepaid

cards

• return, audited accounts or financial statements 
at the time of filing of their income tax return.
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• The bill proposes to provide for a detailed process 
for  prosecution,  arrest  and subsequent 
cognizance of offence punishable under the 
Ordinance. The bill seeks to provide a process of 
appointment of Special Judges, their jurisdiction 
and place of sitting.

• The bill also seeks to provide provision of code of 
criminal procedure, 1898, to apply to such 
proceeding. The following specific provisions are 
proposed to be inserted:

Enabling provisions for prosecution 
and arrest -203A – 203H

• The bill proposes to empower Board for designing 
and prescribing e-hearing module for the purpose 
of conducting hearing etc. The recording of e-
hearing proceeding is proposed to be an 
admissible evidence before any forum or court of 
law for the purpose of this Ordinance.

E-hearing - 227E  

• The bill proposes to introduce Directorate General 
of Compliance Risk Management which shall 
consist of Director General and as many Directors, 
Additional Directors, Deputy Directors, Assistant 
Directors and such other officers as may be 
appointed by the Board by notification in the 
official gazette. The Board may specify the 
function, jurisdiction and power of the above 
Directorate General.

Directorate general of compliance 
Risk Management - 230I

Advance tax on private motor 
vehicles - 231B
• A new subsection 2A was introduced through The 

Tax Laws (Amendment) Ordinance, 2021 dated 
February 11, 2021, whereby advance tax is to be 
collected by Excise and Taxation department from 
buyers of locally manufactured vehicles who 
subsequently sell it within 90 days of delivery of 
such vehicle,  whether prior to or after 
registration; provided that no such tax shall be 
collected after 30 June 2021.

• The same is proposed to be ratified through 
Finance Act, 2021 with little modification i.e. 
advance tax is to be collected from such persons 
who bought locally manufactured motor vehicles 
from local manufacturer and sold the same prior 
to registration.

The rates of tax are proposed as under

upto 1000 cc

Sr, # Engine Capacity Tax (Rs)

1.

1001 cc to 2000 cc2.

2001 and  above3.

                                     50,000 

                                   100,000 

200,000  

• Prohibition of collection of tax after 30th June, 
2021 is proposed to be omitted.

• The liability to withhold tax from payment on 
account of brokerage & commission is proposed 
to be extended to include AOPs or individuals 
having turnover of Rs. 100 million or more.

Brokerage and commission - 233

• The bill seeks to enhance the rates applicable to 
industrial and commercial consumers. 

• The rate for commercial and industrial consumers 
are proposed to be revised in the following 
manner:

Electricity consumption - 235

 Upto Rs. 500 

Sr, #  Gross Amount Of Bill Tax (Rs)

1.

exceeds Rs. 500 but does not 
exceed Rs. 20,000 

2.

 exceeds Rs. 20,000  in case of
Commercial Consumers 

3.

 10% of the amount 

Rs 1,950 plus 12% of 
the amount exceeding 
Rs 20,000

 Rs 1,950 plus 5% of 
the amount exceeding 
Rs 20,000 

 exceeds Rs. 20,000  in case of
Industrial Consumer

4.

0
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• The rate of withholding tax for domestic 
consumer who is not appearing on active 
taxpayer's list is proposed at 7.5% of the amount 
of bill if it exceeds Rs. 25,000. Under existing law 
this limit for domestic consumer is Rs. 75,000.

• 114- Capital gain derived by a person from an 
industrial undertaking setup in an area declared 
by Federal Government.

• 126I- The profits and gains derived by an industrial 
undertaking engaged in the manufacture of plant, 
machinery, equipment and items with dedicated 
use for generation of renewable energy from 
sources like solar and wind.* 

Advance tax on sale and purchase of 
immovable property - 236C & 236K
• The scope of withholding tax provisions relating to 

sale and purchase of immovable property are 
being enhanced to include public and private real 
estate projects, registered/governed under any 
law, joint venture, private commercial concern, 
being liable to collect advance tax under the 
above provisions.

Advance tax on sale to distributors, 
dealers, wholesalers and retailers 
236G & 236H.
• The provisions relating to collection of advance 

tax by manufacturers, commercial importers and 
retailers at the time of sale to distributors, dealers, 
wholesalers and retailers are proposed to be 
extended to include pharmaceutical, poultry and 
animal feed, edible oil and ghee, batteries, tyres, 
varnishes, chemicals, cosmetics, and other 
equipment.

• The bill further provides reduced rate of 0.5% on 
sales to distributors, dealers or wholesalers of 
fertilizer under section 236G, if they are already 
appearing on active taxpayer’s list issued under 
the Sales Tax Act 1990 and Income Tax Ordinance 
2001.

• Under the existing law, the advance tax on sale to 
the retailers under section 236H is 1% for 
electronics and 0.5% for other items. Now the bill 
proposes the uniform rate of 0.5% across the 
board.

Exemptions from total income 
Second Schedule, Part I

• 90- Any profit on debt payable by an industrial 
undertaking in Pakistan on money borrowed or 
debt incurred with any financial institution in a 
foreign country.

• 100-  Incomes of Modaraba from trading activities.

• 103C- Dividend income derived by a company 
eligible for group relief under section 59B.

General Exemptions Withdrawn

• 126O - Profits and gains of a company from a 
Green Field Industrial Undertaking.*

• 131- Any income derived by a company from 
royalty, commission or fee from a foreign 
enterprise or any other taxpayer in consideration 
of technical services rendered outside Pakistan to 
a foreign enterprise.

• 133  - Income from exports of computer software 
or IT services or IT enabled services.* 

• 143 -  The profit and gains derived by a start–up.*

• 146 - The income of any individual domiciled or 
company and AOP resident in the Tribal Areas. 

• 132- Profits and gains derived from private 
Electric Power Generation projects, who enter 
into an agreement or to whom letter of intent is 
issued by Federal or Provisional Government for 
setting up an electric power generation project in 
Pakistan after the 30th day of June, 2021.” 

• 136- Income of a Special Purpose Vehicle.

• 141- The profit and gains derived by LNG Terminal 
Operators and Terminal Owners.

Specific Exemptions Withdrawn

• 57- Income of Sheikh Sultan Trust, Karachi.

• 65- Income derived by the Research Centre for 
Islamic History, Art and Culture (IRCICA). 

• 72A- Income derived by Sukuk holder including 
capital gain.

• 74- Profit on debt derived by HUBCO.

• 90A- Any profit on debt derived by any person on 
bonds issued by Pakistan Mortgage Refinance 
Company.
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• *These are now proposed to be subject to 
100% tax credit u/s 65F and 65G.
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• 98- Income derived by any Sports Board. 

• 91- Income of a Text-Book Board of a Province.

• 101- Profits and gains derived by a venture capital 
company and venture capital fund.

• 104-Dividend income of Libyan Arab Foreign 
Investment Company from the Pak-Libya Holding 
Company.

• 105- Dividend income derived by the Government 
of KSA. 

• 105A- Dividend Income derived by Kuwait Foreign 
Trading Contracting etc. 

• 110B- Any gain on transfer of a capital asset for 
acquisition of shares and trading or clearing rights 
acquired in new corporatized stock exchange.

• 110C- Any gain by a person on transfer of a capital 
asset, being a bond issued by Pakistan Mortgage 
Refinance Company.

• 126G- The profits and gains derived by M/s Astro 
Plastic (Pvt.) Ltd and M/s Novatex Ltd. 

• 132A- The profits and gains derived by Bosicor Oil 
Pakistan Limited.

• 132B- The profits and gains derived by a taxpayer 
from a coal mining project in Sindh. 

• 135A- Income of a non-resident from investment 
in OGDCL exchangeable bonds.

The benefit of reduced rate is proposed to be 
withdrawn on following:-

New exemptions introduced
• 99A-Exemption to REIT on sale of immoveable 

property extended to TY 2023. 

• 126B- Profit and gains derived by a Refinery - 

from a new deep conversion refinery with 
capacity of at least 100,000 barrels per day, 
for which approval is given by the Federal 
Government before the 31st day of 
December, 2021; or

f o r  t h e  p u r p o s e  o f  u p g r a d a t i o n , 
modernization or expansion project of any 
r e f i n e r y  e x i s t i n g  o n  t h e  d a t e  o f 
commencement of the Income Tax (Second 
Amendment) Ordinance, 2021 for which 

a.

b.

such refinery makes undertaking to the Federal 
Government in writing before the 31st day of 
December, 2021.

Reduction in tax rates 
Second Schedule, Part II

Reduced rates withdrawn

• 2- The income derived by companies engaged in 
exploration and production of petroleum from 
letting out of pipelines for carriage of petroleum 
is taxable subject to rules prescribed in the Fifth 
Schedule. Now the same would be taxed in 
accordance with the provisions of Income Tax 
Ordinance, 2001 as applicable to normal business 
income.

• 3- Income from services rendered outside 
Pakistan and construction contracts executed 
outside Pakistan, currently taxable at 50% of the 
applicable rate. The above services are now 
proposed to be taxed u/s 154A.

• 3B- Tax rate of 4% on income of Pakistan Cricket 
Board (PCB) derived from sources outside 
Pakistan.

• 5B- Tax rate of 10% on Capital gains derived from 
the sale of shares to Private Equity and Venture 
Capital Fund.

 
• 18- Tax rate of 25% on Income of Modaraba.

• 18B- The reduction of 2% in applicable tax rate in 
case of a shari'ah compliant listed company.

• 28A- Following reduced rate of income tax on 
import of hybrid cars:

Up to 1200 cc

1201 to 1800 cc

1801 to 2500 cc

Engine Capacity Rate of reduction

100%

50%

25%

New reduced rates introduced

The following new categories of reduced rates are 
proposed to be; 
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• 9AB- Reduced rate of 0.25% on white sugar 
imported between 26.01.2021 to 30.06.2021.

• 9AC- Reduced rate of 0.25% on raw sugar 
imported between 26.01.2021 to 30.06.2021.

• 24C- Reduced withholding tax rate of 0.25% in 
case of distributors, dealers, wholesalers and 
retailers of FMCG, electronics excluding mobile 
phones, sugar, cement and edible oils as recipient 
of payments. 

• 24D- The dealers and sub- dealers of sugar, 
cement and edible oil enjoy reduced rate of 0.25% 
of turnover tax under section 113. The said 
benefit is proposed to be extended to the 
wholesalers and retailers of the said sectors 
alongwith dealers, sub-dealers, wholesalers and 
retailers of fertilizer, fast moving consumer goods 
and locally manufactured mobile phones.  

• 28E- The reduced rate of minimum tax of 0.5% 
under section 113 for individual traders of yarn is 
extended for tax year 2021 and onwards.

Reduction in tax liability 
Second Schedule, Part III

Reduction in tax liability withdrawn
The following benefits of reduction in tax liability are 
proposed to be withdrawn:

Film making
• 7- 50% reduction in tax liability on income of 

foreign film-makers from film-making in Pakistan.

• 8- 70% reduction in tax liability on income of 
resident companies from film-making. 

      Low cost housing projects

• 9- 50% reduction in tax liability on profits and 
gains derived from low cost housing projects. The 
said benefit is proposed to be restricted to the 
projects commencing on or before the 30th day of 
June, 2024.

•
• 9B- 90% reduction in tax liability on profits and 

gains derived from low cost housing projects 
developed or approved by Naya Pakistan Housing 
and  Deve lopment  Author i ty  o r  Ehsaas 
programme. The said benefit is proposed to be 
restricted to the projects commencing on or 
before the 30th day of June, 2024.

Tax reductions introduced 
Following reductions in tax liabilities are proposed:

• 17- The reduced rate of 1% of turnover from 
cotton lint, cotton seed, cotton seed oil and cotton 
seed cake on the income of cotton ginners with 
effect from July 01, 2019. 

19- Women enterprise 
• The bill proposes the concept of women 

enterprise, which means a start-up established on 
or after 1st day of July 2021 as sole proprietorship 
concern owned by a women or an AOP, all of 
whose members are women or a company whose 
100% shareholding is owned by women. 

• The bill further proposes to provide reduction in 
tax liability on income from business by 25%.

Exemption from specific provisions 
Second Schedule, Part IV
Following exemptions under second schedule part IV 
are proposed:

• 2- The industrial undertaking set up in a Zone 
declared by the Federal Govt. is allowed to carry 
forward business losses for unlimited period. The 
same is proposed to bring at par with other 
companies and now the losses would be carried 
forward for six years in accordance with section 57 
of the ordinance.

• 45-The manufacturer-cum exporter are not 
required to withhold tax on payment for goods in 
respect of exports except goods subject to special 
withholding tax rates. Now, the benefit is 
proposed to be extended to goods subject to 
special withholding tax rate.

• 46AA- Exemption from withholding tax on 
account of supply of Agriculture produce 
extended to following:

fresh milk 

fish by any person engaged in fish farming 

live chicken, birds and eggs by any person 

engaged in poultry farming

live animals by any person engaged in cattle 

farming

unpackaged meat 

raw hides
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Other Exemptions 
Second Schedule
Following other exemptions under second schedule 
are proposed:-

Special technology zones
126EA-Part I, 60DA-Part IV, 11A-Part IV, 
103D-Part I
The bill proposes various exemptions for the persons 
operating in special technology zones summary of 
which is as follows;

• The profits and gains derived by:

Zone developers as defined in Special 
Technology Zones Ordinance, 2020.

Zone enterprises as defined in Special 
Technology Zones Authority Ordinance, 2020.

Special Technology Zones Authority established 
under the Special Technology Zones Ordinance, 
2020. 

• The exemption from withholding tax under 
section 148 on import of capital equipment by the 
above referred entities.

• The above referred entities are also proposed to 
be exempted from turnover tax under section 
113.

Bagasse/ biomass based 
co-generation power projects 
132C-Part-1, 18C-Part II, 11A-Part IV

Following exemptions are proposed for baggase/ 
biomass based co-generation power projects:

• Profits and gains of the projects.

• Reduced rate of 7.5% on dividends declared by the 
projects.

• Exemption of turnover of tax under section 113.

Border sustenance markets 
(Part IV, 12N)

The withholding tax u/s 148 on the import and export 
of specified goods within the jurisdiction and limits of 
border sustenance markets establ ished in 
cooperation with Iran and Afghanistan shall not 
apply.

• The above referred entities are also proposed to 
be exempted from turnover tax under section 
113.

Income Tax  | 22





Sales Tax  | 23Budget Brief 2021

Definitions - 2

• The Bill proposes to supplement new definitions 
of Commissioner Inland Revenue Appeals and 
Online Marketplace to the Act along with minor 
alterations in the existing definitions of Cottage 
Industry, Tax Fraud, Retailer and Time of Supply. 
These amendments are given as follows:

SALES TAX 
ACT, 1990

SALES TAX 
ACT, 1990

(4AA) “Commissioner (Appeals)” means 
Commissioner of Inland Revenue (Appeals) 
appointed under section 30;

“(18A) online market place” includes an 
electronic interface such as a marketplace, e-
commerce platform, portal or similar means 
which facilitate the sale of goods, including 
third party sale, in any of the following 
manner, namely: – 

i.

ii.

By controlling the terms and conditions 
of the sale; 

Authorizing the charge to the customers 
in respect of the payment for the supply; 
or 

Ordering or delivering the goods.

a.

b.

c.

To promote small & medium industry, bill 
seeks to enlarge the scope of the cottage 
industry whereby, threshold of annual 
turnover from all supplies of three million 
rupees is now proposed to be changed / 
enlarged to ten million rupees. Amendment is 
proposed as follows;

“In clause (5AB), in sub-clause (d), for the 
word “three”, the word “ten” shall be 
substituted”

iii.

The existing definition of Tier-1 Retailer is 
proposed to be amended by including retailer 
operating as online marketplace & retailer 
who has acquired a point of sale for accepting 
payment through debit or credit cards.

Furthermore, relief is granted to the retailers 
of furniture by increasing the threshold of 
shop area from 1000 sq.ft to 2000 sq.ft. 

The bill proposes to change the definition of 
“Time of Supply”, whereby advance payments 
will not be considered as time of supply. The 
amendment is proposed as follows:

“in clause (44), in sub-clause (a), the words “or 
the time when any payment is received by the 
supplier in respect of that supply, whichever is 
earlier” shall be omitted”.

iv.

• The Bill proposes to make an amendment in sub-
section 3 of section 3, wherein responsibility to 
pay tax in case of online market place proposed to 
be fixed on person running such market place. 
Further amendment is proposed in sub-section 9A 
wherein cash incentive of 5% is to be withdrawn 
on purchase from registered retailers issuing sales 
tax invoices.

Scope of tax - 3

• The bill seeks to exclude Public Limited Companies 
on Pakistan Stock Exchange from the purview of 
section 8B thus allowing them to adjust input tax 
at hundred per cent of the output tax for a tax 
period, unlike other persons who are only allowed 
to adjust input tax upto 90% of output tax.

Adjustable input tax - 8B
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Assessment of tax & recovery of tax 
not levied or short levied or 
erroneously refunded - 11

• The bill proposes to enhance the limitation period 
provided under section 11(5) as well as to align 
with Income Tax Law. Under section 11(5), a show-
cause notice can be issued for recovery of 
amounts not paid or short-paid within five years of 
relevant date. Since sales tax is payable on 
monthly basis, the time bar also applies on 
monthly basis. However, audits are undertaken on 
full year basis. Furthermore, audits for income tax 
and sales tax for the same financial or tax year are 
undertaken concurrently, the demand in case of 
sales tax may get time-barred one to two years 
earlier as compared to demand for income tax. In 
order to streamline the said provision, the words 
“relevant date”, is proposed to be changed with 
the words “end of the financial year in which the 
relevant date falls”. 

• The bill proposes to add a new section for 
legislating extension of time for furnishing sales 
tax returns. The proposed new section is 
reproduced as follows.

Common identifier number - 21B
• In case of Individuals, the bill seeks to incorporate 

CNIC number as Common Identifier Number 
against STRN like against NTN in Income Tax 
Ordinance, 2001. Likewise for AOP & Companies, 
Common Identifier Number will be NTN. 

Records - 22
• The bill proposes to amend section 22(1) to 

strengthen & streamline requirements of record 
keeping. 

A requirement of cash book and electronic version 
of all the record are proposed to be added.

Transactions between associates 
25AA

• The bill seeks to add a new sub-section to provide 
enabling provision in the Act for prescribing rules 
for determining transfer pricing of taxable 
supplies between associates to reflect fair market 
value in arm's length transactions. 

Extension of time for furnishing returns
26AB

“26AB. Extension of time for furnishing returns:

(1) A registered person required to furnish a 
return under section 26 may apply, in writing, to 
the Commissioner for an extension of time to 
furnish the return.

(2) An application under sub-section (1) shall be 
made by the due date for furnishing the return in 
terms of section 2(9) for the period to which the 
application relates.

(3) Where an application has been made under 
sub-section (1) and the Commissioner is satisfied 
that the applicant is unable to furnish the return 
to which the application relates by the due date 
because of–

(a) absence from Pakistan;
(b) sickness or other misadventure; or
(c) any other reasonable cause,
the Commissioner may, by order in writing, grant 
the applicant an extension of time for furnishing 
the return.

(4) An extension of time under sub-section (3) 
shall not exceed fifteen days from the due date for 
furnishing the return, unless there are exceptional 
circumstances justifying a longer extension of 
time:

Provided that where the Commissioner has not 
granted extension for furnishing the return under 
sub-sections (3) or (4), the Chief Commissioner 
may on an application made by the registered 
person for extension or further extension, as the 
case may be, grant extension or further extension 
for a period not exceeding fifteen days, unless 
there are exceptional circumstances justifying a 
longer extension of time.

(5) An extension or further extension of time 
granted under sub-sections (3) or (4), as the case 
may be, shall not, for the purpose of charge of 
default surcharge under section 34, change the 
due date for payment of sales tax under section 6.
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However, this will not help FBR much as even after 
above amendment limitation period of whole 
year will not be enhanced uniformly/equally due 
to the presence of concept of tax period (month) 
in Sales Tax Act, 1990 unlike tax year in Income Tax 
Ordinance, 2001.
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Provisions relating to goods supplied 
from tax-exempt areas - 40D

• The bill proposes to add “Border Sustenance 
Markets” in the definition of tax-exempt areas 
along with already tax exempt declared areas of 
Gilgit-Baltistan, AJK & Tribal Areas. The detailed 
procedure & guideline is provided in Table-4 to the 
6th Schedule of the Act which is also produced in 
this document in Schedule amendments section.

Licensing of brand name - 40E
• The bill proposed the addition of new section 40E 

which requires all manufactures of specified 
goods to obtain license from Board for each brand 
and stock keeping unit (SKU). The sale of such 
specified goods by manufacturer without 
obtaining license will attract penal action and 
these goods will be liable for destruction in 
prescribe manner such as counterfeit goods. This 
section will increase the scope of sales tax and 
revenue collection. 

Recovery of arrears of tax – 48 
and agreements for exchange of 
information or assistance in recovery 
of taxes - 56A
• The bill proposes amendments in section 56A and 

48 in respect of recovery of taxes under 
international jurisdiction as well as local inter-
governmental. Provisions regarding sharing of 
data with foreign countries on reciprocal basis 
were introduced by adding sub-section (1A) 
through Tax Laws (Amendment) Ordinance, 2021 
which is now being incorporated in Sales Tax Act, 
1990. 

• Moreover, mechanism for assistance in recovery 
of taxes on request from foreign countries on 
reciprocal basis is also proposed by inserting 
subsection (3) to section 56A. 

• Likewise enabling provision has been proposed to 
be inserted under section 48(3) in respect of 
request from a foreign jurisdiction under a tax 
treaty, a multilateral convention, and inter-
governmental agreement or similar agreement or 
mechanism.

• The bill seeks to streamline procedure for 
collection, arrangement and publishing of the 
rules issued under Sales Tax Act, 1990.

Power to make rules - 50

• To ensure that incentive in respect of prize 
scheme under section 56C is not misused, a 
new sub section (2) is proposed which enables 
the Board to prescribe procedure for 
randomize “mystery shopping”.

Prize schemes to promote tax 
culture - 56C

• The Bill seeks to provide relief to the registered 
persons, whereof, a new proviso is added to 
section 67, which gives the benefit of 
compensation for delayed payment of refund if 
the due refund is not made within 45 days from 
the date of refund order issued under section 
66.

Delayed refunds - 67

• For facilitation purpose the concept of 
constructive payment is introduced. The  
constructive payment refers to situations 
where receipt / payment is recorded without 
actually paying or receiving money due to the  
reason that amounts payable to and receivable 
from the same party are adjusted. Such 
transactions shall be eligible to be treated as 
payments if satisfying the following conditions 
specified in newly inserted proviso.

Certain transactions not admissible
73

• The newly proposed sub-section (2) is 
administrative in nature which gives power to 
the Board to authorize and prescribe the 
manner of utilization of fee and service charges 
collected as service charges under subject 
section.

Fee and service charges - 76
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sales tax has been charged and paid by both 
parties under the relevant provisions of this 
Act and rules prescribed thereunder, 
wherever applicable; and

the registered person has sought prior 
approval of the Commissioner before 
making such adjustments.

a.

b.
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Tax at retail price-Third Schedule
• The bill seeks to add sugar in 3rd Schedule, 

thereof, sales tax will be levied on retail price 
of sugar to ensure full collection of due sales 
tax. 

• The Bill proposes to withdraw zero rating 
facility on certain items including Petroleum 
Crude Oil.

• Bill also proposes to extend zero rating on local 
supplies of raw materials, components, parts 
and plant and machinery to registered 
exporters authorized under Export Facilitation 
Scheme, 2021 notified by the Board with such 
conditions, limitations and restrictions.

Zero rating-Fifth Schedule

Exemptions - Sixth Schedule 

• In order to encourage local market, the Bill seeks 
to reduce exemptions provided on imports of 
certain food items by deleting those items from 
Table-I & adding in Table-II to 6th Schedule.
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Note: The entries deleted from Table-I & added in Table-
II, are discussed under Table-I amendment section 
above.

TABLE – IV

• The Bill proposes to add Table-IV in respect of Border 
Sustenance Markets as follows.

• The goods specified in column (2) of the Annexure 
below falling under the PCT codes specified in column 
(3) of the said Annexure, when supplied within the 
limits of the Border Sustenance Markets, established in 
cooperation with Iran and Afghanistan, shall be 
exempted from the whole of the sales tax, subject to 
the following conditions, namely: –

(i) Such goods shall be supplied only within the 
limits of Border Sustenance Markets established 
in cooperation with Iran and Afghanistan;

(ii) If the goods, on which exemption under this 
Table has been availed, are brought outside the 
limits of such markets, sales tax shall be charged 
on the value assessed on the goods declaration 
import or the fair market value, whichever is 
higher;

(iii) Such items in case of import, shall be allowed 
clearance by the Customs Authorities subject to 
furnishing of bank guarantee equal to the 
amount of sales tax involved and the same shall 
be released after presentation of consumption 
certificate issued by the Commissioner Inland 
Revenue having jurisdiction;

(iv) The said exemption shall only be available to 
a person upon furnishing proof of having a 
functional business premises located within 
limits of the Border Sustenance Markets; and

(v) Breach of any of the conditions specified 
herein shall attract relevant legal provisions of 
this Act, besides recovery of the amount of sales 
tax along with default surcharge and penalties 
involved.
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• The bill proposes to omit reduced rates on the 
following:

Goods Subject to reduced rates 
Eighth Schedule

Following amendments are proposed in table-I of 
Eighth Schedule to the Sales Tax Act, 1990.
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Scope of Tax
• To promote and encourage IT sector, 

bill proposed that export of services 
shall  be zero-rated. Following 
amendment is proposed to this 
effect.

“in section 3, after sub-section (1), 
the following new sub –section 
(1A) shall be inserted, namely: –

“ ( 1 A )  N o t w i t h sta n d i n g  t h e 
provision of sub-section (1), the 
export of services shall be charged 
at the rate of zero per cent.”

ISLAMABAD CAPITAL TERRITORY 
(TAX ON SERVICES) 
ORDINANCE, 2001



FEDERAL EXCISE
ACT, 2005
FEDERAL EXCISE
ACT, 2005
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Filing of return and payment of duty - 4

Following changes are proposed in Federal Excise Act, 
2005 through Finance Bill 2021-22.

FEDERAL EXCISE
ACT, 2005
FEDERAL EXCISE
ACT, 2005

• The bill seeks to withdraw prior approval of the 
Commissioner to revise FED return by adding 
proviso to the sub-section 4 of section 4 of the Act, 
subject to following conditions:-

Same amendment was introduced for Sales Tax 
Return through previous amendments, now the 
bill seeks to streamline for FED law as well.

Recovery of unpaid duty or erroneously 
refunded duty or arrears  of duty, etc:- 
and Section  47A-Agreements for sharing 
of information or assistance in recovery 
of duties.

• The bill proposes amendment in section 47A and 
14 in respect of recovery of duties under 
international jurisdiction as well as local inter-
governmental. Provisions regarding sharing of 
data with foreign countries on reciprocal basis 
were introduced by adding sub-section (1A) 
through Tax Laws (Amendment) Ordinance, 2021 
which is now being incorporated in Sales Tax Act, 
1990. Moreover, mechanism for assistance in 
recovery of taxes on request from foreign 

countries on reciprocal basis is also proposed by 
inserting subsection (3) to section 47A. Likewise 
enabling provision has been proposed to be 
inserted under section 14(4) in respect of request 
from a foreign jurisdiction under a tax treaty, a 
multilateral convention, and inter-governmental 
agreement or similar agreement or mechanism.

Licensing of brand name - 45AA
• Manufacturers of the specified goods shall be 

required to obtain brand licence for each brand or 
stock keeping unit (SKU) in such manner as may be 
prescribed by the Board.

• Any specified brand and SKU found to be sold 
without obtaining a licence from the Board shall 
be deemed counterfeit goods and liable to 
outright confiscation and destruction in the 
prescribed manner and such destruction and 
confiscation shall be without prejudice to any 
other penal action which may be taken under this 
Act.

• Businesses of manufacturer and trader of 
specified goods is an important element of the 
economy operating under the brand names. By 
imposition of Licensing for these businesses will 
lead to documentation of economy and collection 
of revenue.

Fee and service charges - 49
• The bill proposes to allot sub-section 1 to existing 

text of section and thereafter proposes to add 
sub-section 2 below.

“(2) The Board may authorize and prescribe the 
manner in which fee and service charges collected 
under sub-section (1) shall be expanded.”

Return is filed within 60 days of original return &

Duty payable is more than the amount paid with 
original return or refund claimed is less than the 
amount claimed in original return.
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• The bill proposes to withdraw FED on items listed 
at different below serial No's of table-I of the 
Schedule-I:- 

Excisable goods - Table-I, First Schedule:

Edible oils excluding deoxidized soyabean
Vegetable ghee and cooking oil
(a) in retail packing
(b) not in retail packing

1.
2.

57. Fruit juices, syrups and squashes, water 
containing added sugar or sweetening matter 
etc. excluding mineral and aerated water.

58. Steel Billets, ingots, ship plates, bars and 
other long rerolled products.

• After serial No. 8b, following new serial proposes 
to be added:- 

Imposition of FED on Tobacco mixture will 
lead high prices of tobacco products which 
will discourage the use of tobacco and its 
products and on the other hand it will lead to 
in crease in collection of government’s 
revenue.

• Serial No. 55- The bill proposes exemption on 
import of 4 wheelers electric vehicles till June 
2026.

• Serial No. 55B-

The Bill proposes exemption on locally 
manufactured 4 wheelers electric vehicles till 
June 2026.
The Bill also proposes to withdraw FED from 
station wagons and racing cars of cylinder 
capacity up to 850cc.

a.

b.

Excisable services-Table-II, 
First Schedule 

Sr. # Description of Goods
Heading/

sub-heading

"Number

"Duty

"(Rs.)

Tobacco mixture in an 

electrically heated tobacco 

product by whatever name 

called, intended for 

consumption by using a 

tobacco heating system 

without combustion.

2403.9990 "5,200

"Per/ KG

8c

• Telecommunication services mentioned at serial 
No. 6 of table-II, the bill proposes to reduce 
existing rate of 17% to 16%.

• "After Serial No. 6, the bill proposes to add Serial 
No. 6A.

Sr. # Description of Services Heading
Rate

of Duty

Following telecommunication 

services:
(a)  Mobile phone call, if call 

duration exceeds three 

minutes;

(b)  Internet services;

(c)   SMS services 

Respective 
sub-heading 
of 98.12

 16% + 
 Rs. 1

6A

9812.6000 

9812.1710 

16% + 
Rs. 5 
per GB

16% 
+ 10 
Paisa 

The reduction of FED on telecommunication 
services is a positive step, however, at the same 
time charging additional FED on Call, SMS Service 
& Data usage is against the policy of Government 
to boost IT sector in the country whereby 
Government is planning to increase export of IT 
services.

Goods subject to FED in ST mode
 Second Schedule

• Parallel adjustment of FED Input in sales tax mode 
on items exempted from charge of FED 
mentioned above at Schedule -1, Table -1 above is 
proposed to be withdrawn.

Conditional Exemption 
Third Schedule

Table -1 goods

• After Serial No. 23, following serial numbers and 
entries relating thereto proposed to be added;
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The following goods, when supplied within 

the limits of the Border Sustenance: 

24

Sr. # Description of Goods Heading

(i) Animal Fats and Oil and their fractions 1516.1000 

(ii) Vegetable Fats and their fractions 1516.2010 

(iii) Vegetable Oils and their fractions 1516.2020 

Provided that, such items in case of 

import, shall be allowed clearance by the 

Customs Authorities subject to furnishing 

of bank guarantee equal to the amount of 

duty involved and the same shall be 

released after presentation of 

consumption certificate issued by the 

Commissioner Inland Revenue having 

jurisdiction: 
Provided further that, the said exemption 

shall only be available to a person upon 

furnishing proof of having a functional 

business premises located within limits 

of the Border Sustenance Markets. 

25 Respective

headings

Impor t and supply of raw materials, 

components, par ts and plant and 

machiner y by registered persons 

authorized under Expor t Facilitation 

Scheme, 2021 notified by the Board with 

such cond i t ions,  l imi ta t ions and 

restrictions

Sr. # Description of Goods Heading
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