






Preface
The In sti tute of Cost & Man age ment Ac count ants of Paki stan is ac tively in volved in deal ing with the mat ters of
na tional and in ter na tional im por tance by or gan is ing semi nars, work shops and con fer ences. It has been the tra -
di tion of the In sti tute to take lead in ad dress ing these is sues by in vit ing ex perts and pro fes sion als to de lib er ate
and for mu late sug ges tions and pro pos als, for con sid era tion by the con cerned authori ties and or gani sa tions.

ICMAP has al ways played an im por tant role as neu tral fa cili ta tor in the budget- making pro cess. This year also
we have or gan ized sev eral Pre- Budget semi nars, and in vited heads and rep re sen ta tives of FPCCI, LCCI, ICCI
and trade as so cia tions, cor po rate lead ers, sen ior ex ecu tives and decision- makers, to make their pro pos als for
con sid era tion in the forth com ing budget for the fi nan cial year 2012-13. 

It gives us great pleas ure to sub mit con soli dated in dus try wise sum mary and de tails of the pro pos als. The In sti -
tute has mo bi lized its mem bers’ re sources serv ing in al most all in dus tries to get budget and eco nomic pro pos -
als.

Re cent global fi nan cial cri sis and ex tremely vul ner able se cu rity en vi ron ment added risks to the econ omy. The
nut shell of the budget pro posal is sum ma rized as fol lows: 

Friendly tax sys tem; 

IT- enabled gov ern ment de part ments; 

Cor po ra ti za tion of pub li c sec tor or gani za tion; 

De vel op ment of two mega cit ies in Sindh and Pun jab; 

Ef fec tive role of NFC to dis trib ute funds to the prov inces; 

In cen tives for ex ports; 

Pro vin cial / lo cal auton omy; 

It would be highly ap pre ci ated if Gov ern ment of Paki stan gives se ri ous con sid era tion to the budget pro pos als
and sug ges tions. We would also wel come an op por tu nity for fur ther in ter ac tion with the Min is try of Fi nance and
Fed eral Board of Reve nue for fur ther de lib era tions and clari fi ca tions of the pro pos als.

ICMAP re mains com mit ted to its mis sion to con trib ute to the eco nomic and in dus trial growth of the coun try.

Shahzad Ah med Awan, FCMA
Chair man Research & Publications Committee
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A Proposal for Government – ICMAP Partnership
Fo cus ing on “Cost Ef fi ciency for Eco nomic
Sta bil ity”
How the “Man age ment Ac count ants” can help the Gov ern ment in Achiev ing Eco nomic Sta bil ity, Cost
Ef fi ciency, Bet ter Utili za tion of Pub li c Funds, Re vival of In ef fi cient Or gani za tions, Check ing In fla tion and Un fair
Busi ness Prac tices

The ‘Ma nag ement Ac count ants’ can play a very sig nifi cant and vi tal role in sup ple ment ing the ef forts of the gov -
ern ment in achiev ing eco nomic sta bil ity and cost ef fi ciency, bet ter utili za tion of pub li c funds and re sources, re -
viv ing sick and in ef fi cient or gani za tions, check ing the ris ing in fla tion and un fair busi ness prac tices etc. Un for tu -
nately, the Man age ment Ac count ants have never been given the op por tu nity at the gov ern ment level to show
their met tle in de liv er ing the above speci fied tasks. It is high time now that the Gov ern ment must con sid er to as -
so ci ate the ‘Ma nag ement Ac count ants’, not only in the budget mak ing pro cess, but also in the over all eco nomic
re vival pro cess, and util ize their pro fes sional skills and ex per tise to tackle a host of eco nomic ills and mal prac -
tices that are pre vail ing in our so ci ety. The ‘Ma nag ement Ac count ants’ can ex tend their pro fes sional ex per tise
to the gov ern ment in fol low ing ma jor ar eas: 

(1) Fol low ing the ‘Zero -based Budg et ing’ Ap proach in Budget Mak ing Proc ess
The term, “zero- based budg et ing,” and the tech niques for car ry ing out these budg et ing pro cesses was first in -
tro duced in an ar ti cle writ ten by Pe ter A. Pyhrr in the Har vard Busi ness Re view in 1970, Late the Mr. Jimmy Car -
ter, the former Presi dent of USA adopted this method at the fed eral level. Since then this ap poach has gained
popu ral ity in the gov ern ment and pri vate sec tors in USA and many other coun tries. 

In the budget mak ing pro cess in Paki stan, there is a ten dency to use sim ple “In cre mental Budg et ing” ap -
proach, based on pre vious year’s budget with out any care ful at ten tion to the cost ing side.  There are two ma jor
short com ings of in cre mental budg et ing: 

(a) In in cre mental budg et ing, each budg eted item is started at last year's  level, and the next pe riod's level is
planned as an in cre ment to that level. 

(b) The Gov ern ment Min is tries / De part ments en sure, when ap proach ing the end of budget pe ri od, that they
spend all funds budg eted to them, whether all such spend ing is nec es sary or not. They feel that if they do
not spend all of this pe riod's budget, they will re ceive less next year.

The zero- based budg et ing sys tem puts the bur den of proof on the man ager (whether he is in gov ern ment or pri -
vate sec tor), and de mands that each man ager jus tify the en tire budget in de tail and prove why the or gani za tion's 
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money be spent in the man ner pro posed. A “de ci sion pack age” must be de vel oped by each man ager for every
proj ect or ac tiv ity, which in cludes an analy sis of cost, pur pose, al ter na tive courses of ac tion, per form ance meas -
ures, con se quences of not per form ing the ac tiv ity, and the bene fits

There is need to in tro duce “Zero based budg et ing” ap proach, which re quires jus ti fi ca tion for  every ex pen di -
ture in curred. In this ap proach, each budget item starts with an as sumed value of ‘zero’, with all changes above
that hav ing to be jus ti fied. There are fol low ing bene fits of zero- based budg et ing ap proach: 

(a) Zero based budg et ing is based on dem on strated needs and re sources, not on his tori cal spend ing lev els,
which ar gua bly leads to more ef fi cient al lo ca tion and utili za tion of re sources. 

(b) Zero based budg et ing can be very ef fec tive  in de tect ing and elimi nat ing in flated budg ets, or budg ets that
re flect waste ful op era tions. 

The Man age ment Ac count ants have the re quired ex per tise in ‘Zero -based budg et ing’ and can as sist the 
gov ern ment in pre par ing and im ple ment ing budg ets based on costed stra te gic plans. 

(2) In tro duc ing Cost Ac count ing Sub- Systems in Lo cal Bod ies 
It is a fact that the pub li c de liv ery sys tem in Paki stan is not to the sat is fac tory stan dards and is de clin ing with the
pas sage of time. Moreo ver, there is also no con trol mecha nism in place in lo cal gov ern ment for ef fec tive utili za -
tion of pub li c funds and re sources, which leads to wast age or mis use of pub li c money.  There is, there fore, need
to strengthen lo cal ad mini stra tion and de liv ery of ba sic serv ices. 

It should be made pre- requisite for the Lo cal bod ies to de velop a ‘Cost Ac count ing Sub- system’, in ad di tion to
ex ist ing fi nan cial man age ment sys tem, as an in stru ment to sup port lo cal gov ern ment man age ment. This would
lead to bet ter ef fi ciency, ef fec tive ness and econ omy in re source ap pli ca tion, thereby al low ing a more suit able
mecha nism for bet ter use of tax pay ers money.  

The pro fes sional ex per tise of Man age ment ac count ants could be util ized in de vel op ing and ad min is ter -
ing the ‘cost ac count ing sub- systems’ at the pro vin cial and lo cal bod ies lev els.

(3) Per form ing Cost Audits of PSDP Pro jects for Per form ance Evalua tion
The Plan ning Com mis sion of Paki stan has ob served in its Re port ti tled 'Anal ysis/Re view of the PSDP (Pub li c
Sec tor De vel op ment Pro gramme)' re leased in August 2011, that poor plan ning, un clear scope defi ni tion, un -
clear goals, pro cure ment leak ages, de fi cient plan ning and poor gov ern ance are some of the key rea sons for the
fail ure of PSDP proj ects. The Re port has fur ther pointed out that over all over Rs 50 bil lion, equiva lent to 21 per -
cent of the origi nal Fed eral PSDP for 2010-11, was al lo cated for po liti cal pro grams which, con sid er ing the tight
fis cal space, needs to be cur tailed. 

The Plan ning Com mis sion has rec om mended in its Re port that quali ta tive and so cial audits be car ried out to
evalu ate the proj ect suc cess, es pe cially for those proj ects that cre ate a broad so cial im pact. 
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The above ob ser va tions and rec om men da tion by the Plan ning Com mit tees greatly ne ces si tates the im -
por tance and ur gent need for car ry ing out ‘cost audits’ of PSDP Pro jects. The Man age ment Ac count -
ants, quali fied from ICMAP, should be as so ci ated for ef fec tive ‘cost man age ment and con trol’ of the
Pub li c Sec tor De vel op ment Pro grams (PSDPs) im ple mented in all the prov inces.  

(4) Put ting a Check on Ris ing In fla tion by Fix ing Sell ing Price based on Cost Audit
The Man age ment Ac count ants can help the gov ern ment in put ting a check on ris ing in fla tion, es pe cially of es -
sen tial com modi ties and ma te ri als of na tional im por tance such as steel, ce ment etc. This would be done
through per form ing cost audit to ar rive at the ac tual cost of pro duc tion of these prod ucts, thereby bring ing into
lime light the cost – price mar gin. On the ba sis of cor rect cost ing data, the gov ern ment would be in a po si tion to
fix rea son able sell ing prices of prod ucts and thus un due profi teer ing will be checked, and the con sum ers / gen -
eral pub li c would be saved from ex ploi ta tion and un rea son able price hike. A healthy com pe ti tion would be gen -
er ated among the vari ous units in an in dus try.

The above role of Man age ment Ac count ants could only be pos si ble if the gov ern ment de cides in prin ci -
ple to make a man da tory re quire ment for all the manu fac tur ing units to ob tain a cost audit re port / cer -
tifi cate from a Cost Ac count ant, quali fied from ICMAP, veri fy ing therein the ac tual cost of prod uct (s).
This re quire ment need le gal cover through an act of the Par lia ment. 

(5) As sist ing the CCP in iden ti fy ing Preda tory and Trans fer Pric ing Cases
The ‘Ma nag ement Ac count ants’ can also ex tend their pro fes sional ex per tise to the Com pe ti tion Com mis sion of
Paki stan (CCP) in iden ti fy ing and fil ing cases against ‘Pred atory Pric ing’ and ‘Tran sfer Pric ing’ trans ac tions,
thereby en sur ing a com peti tive en vi ron ment for all the mar ket play ers. 

Preda tory pric ing is the prac tice of sell ing a prod uct or serv ice at a very low price, in tend ing to drive com peti -
tors out of the mar ket, or cre ate bar ri ers to en try for po ten tial new com peti tors.

Trans fer pric ing re fers to the pric ing of con tri bu tions (as sets, tan gi ble and in tan gi ble, serv ices, and funds)
trans ferred within an or gani za tion. The choice of the trans fer price will af fect the al lo ca tion of the to tal profit
among the parts of the com pany. This is a ma jor con cern for fis cal authori ties who worry that multi- national en ti -
ties may set trans fer prices on cross- border trans ac tions to re duce tax able prof its in their ju ris dic tion. This has
led to the rise of trans fer pric ing regu la tions and en force ment, mak ing trans fer pric ing a ma jor tax com pli ance is -
sue for multi- national com pa nies.

The mul ti na tional com pa nies have a promi nent pres ence in Paki stan and they fre quently trans fer re sources
among as so ci ate con cerns / units op er at ing in dif fer ent parts of globe. Such trans ac tions have a great im pact on 
their prof it abil ity vis- à- vis tax li abil ity. Un for tu nately, there is not any regu la tion or leg is la tion that can check such
trans fer pric ing trans ac tions. The Cost Audi tors can play a role in pro vid ing a sys tem of check on such
trans fer pric ing mecha nisms.
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(6) As sist ing the NTC to help In dus try in Anti- dumping Cases based on 
Cost in for ma tion

The pro vi sions re lat ing to anti dump ing laws are of spe cial sig nifi cance in the con text of cost ac count ing. The de -
ter mi na tion of nor mal value, do mes tic price, quan tum of in jury etc. all re quires cost in for ma tion. Manu fac tur ers
in the de vel oped world are so well equipped with data that they ob tain speedy re lief un der WTO while bene fit ing
from the lack of data avail able in de vel op ing coun tries. 

In Anti- Dumping cases, the In ter na tional Dis pute Reso lu tion Author ity ac cepts the authen ti cated cost data from
the Cost Audit rec ords, main tained by the com pa nies. Un for tu nately, when a Paki stani com pany is fac ing such
an anti- dumping duty from a for eign coun try, it does not make avail able cost data to per sue their cases and fi -
nally they fail to con vince the con cerned author ity. 

The Man age ment Ac count ants can work jointly with the Na tional Tar iff Com mis sion (NTC) to as sist the
in dus try to make them aware of the anti- dumping/ coun ter vail ing du ties and con vince them to put their
cost data in or der to face such a chal lenge in fu ture in the in ter na tional mar ket. 

An in- built cost ac count ing sys tem could be a great sup port to the in dus try it self in or der to check dump ing as
well as to pro vide in puts in cases of al leged dump ing in le giti mate ex ports. If our in dus tries main tain cost ac -
count ing sys tem, they can file and fight a large number of Anti Dump ing cases against the for eign im port ers.

(7) Re viv ing the In ef fi cient Or gani za tions – both in Pub li c and Pri vate Sec tor 
The Management Accountants can also be helpful in developing rescue plans for the revival of inefficient
organizations – both in public and private sector, and acting as Consultants to oversee their efficient operation.
They can help such units in overcoming their problems, achieving efficiencies and operating upto production
capacity.  Irrespective of few textile units, which can be considered healthy, others are giving minimal production 
or are presently inoperative. The textile sector can utilize the services of ICMAP professionals as Consultants, in 
diagnosing the reasons of sickness or idleness of sick textile units and putting such units in operating condition
with their consultation.   
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Pre-Budget Thinking
Pakistan Federal Budget 2012–13
Strategic Suggestions

PRELUDE
Pres en ta tion of An nual Fed eral Budget in the Par lia ment is an an nual ac tiv ity. All kind of ex pec ta tions ex ist bef -
ore the an nounce ment of the budget. The sala ried classes are hop ing for sub stan tial rise in their sala ries to pro -
tect them selves against the ris ing cost of in fla tion and re lated cost of liv ing ex pen di ture. The work ing class of the 
coun try has a de sire to get their monthly wages raised from a mini mum of Rs. 7,000 per month to some ap pro -
pri ate and be fit ting level. Busi ness Com mu nity ex pects a mira cle from the demo cratic gov ern ment af ter the
lapse of four years of their be ing in com mand of eco nomic af fairs in Is lama bad. The down- trodden and the
under- privileged dream of meet ing their ba sic ne ces si ties and have a wish ful think ing of higher and higher stan -
dard of liv ing. The gov ern ment hopes that the stake hold ers will join her in join ing with budg et ary ex er cise for
meet ing the ris ing ex pec ta tions of the masses. There is no end of these chal lenges. We have men tioned a few.

CONSTITUENTS OF THE PAPER
The pa per has been di vided into the fol low ing parts:

Part Fo cus

I 1973 Con sti tu tion of Paki stan.
II Ma jor Socio- Economic Is sues.
III Sug gested Twelve Point Char ter of Econ omy.
IV Fore casted Fed eral Budget 2012-13

These as pects are now re viewed as un der:

Part – I: 1973 Con sti tu tion of Paki stan
Pre sent demo cratic gov ern ment de serves con gratu la tion for re stor ing the above Con sti tu tion of Paki stan in its
origi nal shape. This claim is be ing trum peted times and again by all high- ups in the Gov ern ment of Paki stan, es -
pe cially by the hon our able Prime Min is ter of Paki stan. How ever, our hum ble sub mis sion to the demo cratic gov -
ern ment in gen eral and the Fi nance Min is ter in par ticu lar is that eve ry body must read the above Con sti tu tion
and en sure its im ple men ta tion in toto with real spirit. Scope will not per mit for an ex haus tive dis cus sion of rele -
vant as pects of the above Con sti tu tion gov ern ing socio- economic as pects to which par ticu lar at ten tion should
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be given for de vel op ing the above budget. How ever, we have se lected four par ticu lar Ar ti cles and sub mit be low
a box to draw the at ten tion of the Gov ern ment of Paki stan for im ple ment ing the true spirit of the Ar ti cles men -
tioned in the box given be low:

Some Ar ti cles of the 1973 Con sti tu tion of Paki stan gov ern ing socio- economic mat ters are yearn ing for im ple -
men ta tion. Four of these are cap tured be low:

Box No. 1
Socio- Economic As pects

Ar ti cle No. Fo cus
03 Elimi na tion of Ex ploi ta tion
18 Free dom of Trade, Busi ness and Pro fes sion
37 Pro mo tion of So cial Jus tice and Eradi ca tion of So cial Evils
38 Pro mo tion of So cial and Eco nomic Well- being of the Peo ple

The budget mak ers are re quested to care fully read the Con sti tu tional pro vi sions of above Ar ti cles and re flect
these in the Budget 2012-13. In par ticu lar, it is re spect fully sub mit ted that pri or ity No. 1 ought to be Well- being
of the Peo ple.

Part- II: Ma jor Socio- Economic Is sues
The gov ern ment func tion ar ies in clud ing elected ele ments con tinue to talk about meet ing the high ex pec ta tions
of the com mon man from the forth com ing Fed eral Budget for 2012-13. Com mon man has suf fered a lot in the
past be cause of ris ing in fla tion, par ticu larly in food and en ergy prices. They still de sire po ta ble wa ter to be pro -
vided. In dus trial pol icy has yet to see the dawn of the day. The plight of run ning gov ern ment edu ca tional in sti tu -
tions re quires con sid er able im prove ment for pro vid ing qual ity edu ca tion to the down- trodden and to the im pov -
er ished. What to talk of gen er at ing em ploy ment, un for tu nately, peo ple have lost their jobs due to elec tric ity and
gas shut- downs which has re sulted in the clos ing down of fac to ries and also re duc tion of their shifts. Wa ter cri sis 
is also crop ping up and In dia is mak ing so many dams to scut tle Paki stan’s econ omy in gen eral and that of ag ri -
cul ture in par ticu lar. Eco nomic pol icy has yet to be re leased. Clar ity does not ex ist re gard ing di rec tions whether
we are head ing. To our mis for tune ex pa tri ates liv ing abroad are send ing sub stan tial re mit tances which are giv -
ing sup port to cur rent ac count defi cit. We are hop ing that we may have re mit tances ris ing to $ 12.0 bil lion by end
of June 2012. De spite con straints of lo gis tics, par ticu larly in en ergy sec tor, ex ports are likely to touch US$ 26 bil -
lion. As against low GDP growth, due mainly to floods and heavy rain falls in the past, we are hop ing to achieve
GDP growth of 4% dur ing 2011-12. These rep re sent some posi tive signs in the econ omy of Paki stan.

The youth of Paki stan is as pir ing for new jobs. Gov ern ment alone can not pro vide them the jobs. Gov ern ment
must come out with a socio- economic pack age for re viv ing the econ omy of the coun try to ac cel er ate the pace of
socio- economic de vel op ment so that the pri vate sec tor con tin ues to play their posi tive and pro duc tive role and
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the SMEs ought to be given pri or ity No. 1 to pave the way for En tre pre neu rial Revo lu tion through fi nan cial cush -
ion ing.

A con ge nial, at trac tive and mo ti va tional en vi ron ment is the cry ing need of the hour as a chal lenge to the pres ent
demo cratic gov ern ment so that they can in cen tiv ise our ex pa tri ates to di vert their in vest ment in Paki stan. They
need to be given Con sti tu tional guar an tees that they will be greeted and will be given all fa cili ties for prof it able in -
vest ment, with out hid den cuts.

Time has come that Paki stan should make a fi nal de ci sion that we should not rely on loans for fi nanc ing our
budget. Self- financing ef forts, par ticu larly through a break through ap proach of do mes tic sources mo bi li za tion is
the key to all prob lems. Gov ern ance at all lev els Un ion, Teh sil, Dis trict, Pro vin cial and Fed eral lev els ought to be
sub stan tially im proved with trans par ent re sults to be achieved by an nounce ment of a new Char ter of Econ omy
to usher in an era of growth, pros per ity and hap pi ness across the board.

Part- III: Sug gested Twelve Point Char ter of Econ omy
Al lah has gifted Paki stan with all re sources (on- shore, off- shore and hid den). The chal lenge is to trans late these
re sources to the ad van tage of Paki stan as our posi tive re sponse to the clar ion call of the fa ther of the Na tion,
Quaid- e- Azam Mu ham mad Ali Jin nah who has said that Paki stan has come into be ing and it is for us to ex ploit
all re sources for the bene fit of the coun try in gen eral and that of com mon man in par ticu lar. In this re spect, the
pres ent demo cratic gov ern ment is urged to help de velop a Char ter of Econ omy for the coun try so that a new era
of socio- economic pros per ity emerges for meet ing the needs of the com mon man and also place Paki stan at a
high ped es tal in the com ity of na tions. In this re spect, Twelve Point sug gested guide lines are as un der:

1) Do mes tic re sources mo bi li za tion should be ac cel er ated to en sure that we pro duce a sur plus in the reve nue 
budget for 2012-13. This ought to meet the three com po nents of reve nue ex pen di ture namely; debt serv ic -
ing, cost of run ning the gov ern ment and de fence.

2) The con se quen tial sur plus gen er ated in the forth com ing budget should be made avail able for fi nanc ing An -
nual De vel op ment Plan of Paki stan for 2012-13.

3) For ac cel er at ing do mes tic re sources mo bi li za tion, the golden prin ci ple of Pub li c Fi nance should be fol -
lowed. This in cludes taxa tion of in come for all above the thresh old pre scribed by the Par lia ment of Paki -
stan. At pres ent the thresh old for sub ject ing in come to in come tax is Rs. 350,000/- per an num. Ir re spec tive
of cast and creed or sources of in come, eve ry body ought to be in cluded in the tax able limit and sub jected to 
in come tax. In this re spect, ex cept for pen sion ers and wid ows, all ex emp tions re lat ing to in come tax should
be with drawn. This bold step can be taken by the demo cratic gov ern ment.

4) ADP of Paki stan for 2012-13 should have most mini mum re li ance on ex ter nal as sis tance and bank bor row -
ing. It should be fi nanced out of do mes tic re source mo bi li za tion which should be ac cel er ated through sin -
gle item agenda of quan tum jump in do mes tic re source mo bi li za tion. A cou ra geous step is the need of the
hour and demo cratic gov ern ment will be strength ened if this sug ges tion is ac cepted for im ple men ta tion.
This bold step will en sure fi nan cial de fence of Paki stan.
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5) All pub li c en ter prises and autono mous bod ies may be vested with fi nan cial auton omy with no bur den of
their losses on the Fed eral Budget of Paki stan. This will off- load around Rs. 625 bil lion losses which at
pres ent, the budget is ab sorb ing. It is in ter est ing to note that the an nual losses of only three Autono mous
Bod ies namely;  Rail ways, PIA and Paki stan Steel Mills ag gre gate to a to tal amount equiva lent to the
amount al lo cated to the de fence of Paki stan. This ought to be taken as a wake up and se ri ous call.

6) Good Gov ern ance should be ruth lessly im ple mented and all un ethi cal prac tices should be eradi cated in all
walks of life, ir re spec tive of the status of the per sons. Any de via tion or de par tures should be brought to jus -
tice.

7) Pro vin cial Gov ern ments have been given sub stan tial amounts un der the 7th NFC Award. In fact, a sum of
Rs. 1.20 bil lion was pro jected for dis tri bu tion in the Fed eral Budget 2011-12. The Prov inces of Paki stan
should be lo gis ti cally helped in ex cel lent fis cal man age ment. They must raise new taxes within their prov -
inces and must re spond to the golden rule of pub li c fi nance namely; gen er at ing reve nue sur plus to meet
their ADP needs with out ask ing the Fed eral Gov ern ment for any al lo ca tion of grant or as sis tance.

8) Gov ern ment em ploy ees and pen sion ers may be given ap pro pri ate rise in their emolu ments to pro tect their
wage bas ket against in fla tion ary im pact.

9) Pro jec tion for the em ploy ment gen er at ing ac tivi ties may also be re leased. In stead of exe cut ing Col lec tive
Bar gain ing Agree ment (CBA), the role may be re de fined by switch ing to Pro duc tiv ity Shar ing Agree ments
(PSAs) so that the raise in sala ries / wages of the work ers is self- financing and non- inflationary.

10) A se ri ous note should be taken by the gov ern ment and regu la tory agen cies for re struc tur ing fi nan cial sec -
tor of Paki stan by sub stan tially re duc ing non- performing loans. These ought to be re stricted to 4% of loan
port fo lio to en sure a sound fi nan cial struc ture.

11) The role of Pro fes sional Ac count ants in gen eral and that of Cost and Man age ment Ac count ants in par ticu -
lar should be duly rec og nized and they should be as so ci ated in strength en ing fron tiers of Fi nan cial Man -
age ment in Paki stan. Ap pro pri ate le gal and other lo gis ti cally sup ported ac tions be un der taken in this re -
spect.

12) Eco nomic strat egy with a break through ap proach in ag ri cul ture, in dus try (with spe cial em pha sis on min eral 
de vel op ment) and serv ices sec tor be de vel oped for en sur ing pros per ity across the board in Paki stan
through pov erty al le via tion, pro mo tion of em ploy ment op por tu ni ties, en sur ing high stan dard of liv ing and
go ing be yond meet ing the ba sic needs of com mon man.

Part- IV: Fore casted Budget 2012-13
In the back drop of fore go ing sug gested Char ter of Econ omy, we ex pect the fol low ing fore casted budget to
emerge for fa vour able con sid era tion of the Fed eral Gov ern ment.
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Box No. 2
Sug gested Fed eral Reve nue Budget 2012-13

Cur rent Reve nue       Rs.       Rs. B 

1) In di rect Taxes: 1,800 *
-  Sales Tax 1,050 
-  Cus tom duty 300 
-  Fed eral Ex cise duty 250 
-  Oth ers 200 

     1,800 
2) Di rect Taxes: 1,300 

     3,100 
3) Non- Taxes Reve nue 800 

    3,900 
4) Less:  Trans fer to Prov inces 1,400 

     2,500 

Cur rent Ex pen di ture:
1)  Debt Serv ic ing 1,000 
2)  Cost of Run ning the Gov ern ment 605 
3)  De fence Af fairs and Serv ices: 595 

    2,200 
-   Sur plus 300 

     2,500 

The avail able sur plus may be used for An nual De vel op ment Plan re lat ing to Fed eral Budget with fair al lo ca tion
to Fed eral Gov ern ment de vel op ment ac tivi ties and for al lo ca tion to ADPs of Prov inces. De tailed ex er cises may
be car ried out by the Gov ern ment with her avail able ma chin ery.
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Reforms in Taxation & Corporate Laws 
o   Income Tax Ordinance, 2001    o   Sales Tax Act, 1990      o   Companies Ordinance 1984 

o   Federal Excise Act, 2005   

Preface
Paki stan has been fac ing many eco nomic chal lenges for the last cou ple of years. The busi ness com mu nity has
seen some of the hard est times due to the eco nomic crunch, where busi ness ac tivi ties have slowed down due to 
en ergy short ages, lack of se cu rity, the ris ing costs of do ing busi ness and the lack of po liti cal sta bil ity. Many
small busi ness units have closed down, while many are on the verge of clos ing or are just barely sur viv ing;
whereas the larger units are flour ish ing. The gap be tween the haves and have- nots is in creas ing day by day. 

The eco nomic de ci sion mak ers have very lim ited op tions, as there is lim ited fis cal space within the pres ent sys -
tem. Paki stan has looked to ward the IMF & World Bank far too long and need to de vise home grown and “out- of-
box” so lu tions to over come its cur rent chal lenges. 

The busi ness com mu nity is will ing to “step up to the plate” and fully will ing to con trib ute to wards de vel op ment of
the na tional econ omy. PAKISTAN FIRST. 

There ex ists a to tal mis con cep tion in the minds of our pol icy mak ers that by merely re fram ing tax laws the en tire
tax sys tem would be re formed auto mati cally. This mis con cep tion in the past re sulted in dis as trous re sults. The
Gov ern ment of mili tary re gime prom ul gated a new in come tax law, op era tive from July 01, 2002. Af ter 10 years
of ex pe ri ence there is a con sen sus in all cir cles (of fi cial & pro fes sion als) that the new law, aimed at sim pli fy ing
in come tax en act ment, has been a to tal fail ure to achieve the much de sired ob jec tives of in duc ing for eign di rect
in vest ment and rapid in dus trial growth. Here are sug ges tions to in crease the tax reve nues within the ex ist ing
sys tems. No new sys tems needs to be in tro duced, the ex ist ing sys tem, if ap plied prop erly, should suf fice. 

The tax bur den on the ex ist ing tax pay ers, which are small in num bers, SHOULD NOT be in creased. With
the auto ma tion of the Tax col lec tion/re port ing sys tem, it should not be dif fi cult for the FBR to ex pand the tax
base. FBR has ob tained or may ob tain data from dif fer ent sources: 

Com mer cial us ers of Elec tric ity and Gas. 

Ve hi cle pur chase and reg is tra tion data. 

Re cord of prop er ties trans ac tions. 
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Ag ri cul ture In come may also be taxed in true spirit ac cord ing to level of in come. 

The con fi dence be tween the ex ist ing tax pay ers and the tax col lec tors should im prove. Har ass ment of ex ist -
ing tax pay ers should be elimi nated, where new tax pay ers should not feel any hesi ta tion in com ing into the
tax sys tem. 

Pub li c Rep re sen ta tives, MNAs and MPAs may be come re spon si ble tax pay ers, en gag ing citi zens to con -
trib ute by pay ing taxes. 

There should be no dis crimi na tion be tween VIPs and non- VIPs. All the tax pay ers should be treated equally. 

Am nesty Schemes should be dis cour aged 

Income Tax Ordinance, 2001 
The ex ist ing Tax to GDP ra tio is sub stan tially low. The FBR has put ef forts to in crease the ra tio; but, all the ef -
forts are be ing put to in crease the tax col lec tion from the ex ist ing tax pay ers, rather than to in crease the tax
base. The fact re mains that the number of tax pay ers is very small, as evi dent from the number of tax re turns be -
ing filed. There fore, it is pro posed that ef forts should be made to in crease the tax base and not to bur den the ex -
ist ing tax pay ers. Some sug ges tions are as fol lows: 

1. Hold ing of NTN: Na tional Tax Num ber should be made com pul sory  for sale/pur chase of the prop erty and
other as sets. The NTN should also be man da tory for all new and ex ist ing elec tric and gas con nec tions. 

2. New NTN: The cur rent pro ce dure of get ting NTN has been made a  cum ber some pro cess, and should be
made eas ier in line with NADRA is su ance of ID cards. In te gra tion of data be tween NADRA, Reg is trar of
Firms, SECP and the FBR is re quired for iden ti fi ca tion and reg is tra tion of all tax pay ers i.e com pa nies, Pro -
prie tor ship or part ner ships. 

3. Tax on ag ri cul tural in come: As the ag ri cul tural sec tor is Paki stan's larg est sec tor, it is once again sug -
gested that ag ri cul tural in come should be taxed, ei ther through the Fed eral or Pro vin cial Gov ern ments in
true spirit in all the prov inces. Ac cord ing to 18th Con sti tu tional amend ment the ag ri cul tural tax is the do -
main of pro vin cial gov ern ments .How ever, the tax rate should be nomi nal and uni form for all the prov inces
keep ing in view the ir ri ga tion sys tem and land con di tions. 

4. Tax on real es tate busi ness: In re cent years, a large number of  peo ple have earned from the real es tate
busi ness but with out con trib ut ing to the Na tional Ex cheq uer. It is sug gested that tax should be im posed on
real es tate busi ness and the capi tal gain on such trans ac tions. 
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Some spe cific is sues that need to ad dressed: 

a. FBR Web por tal: FBR has al most suc cess fully auto mated sys tem for  fil ing of re turns etc., but at the same
time some prob lems are be ing faced by the us ers. The changes in the tax laws are be ing made so fre -
quently that the sys tems are not up graded ac cord ingly or if up graded these sys tems are not tested with re -
spect to prac ti cal prob lem of the us ers. It is pro posed that sys tem should be tested  prop erly with the help of 
pro fes sional ex perts so that such prob lems may not arise. 

b.  Wealth State ment, Sec tion 116: To keep track rec ord of sources & dis pos als of in di vidu als. It is pro posed 
that the wealth state ment with every in come tax re turn should be made com pul sory ir re spec tive of quan -
tum of in come. 

c. Ap peals to the Com mis sioner, Sec tion 127: Cur rently, Sec tion  127 speci fies the sec tions of or ders
against which an ap peal can be filed bef ore CIT (A), the scope of this sec tion should be en hanced. Ref er -
ence to sec tion 123, 124, 152(5A) and 159 needs to be in serted in sec tion 127 to make these or ders ap -
peas able bef ore CIT (A). 

d.  Amend ment of As sess ment, Sec tion 122: Cur rently as per sub-sec tion 9 of sec tion 122 no as sess ment
shall be amended or fur ther amended, un der this sec tion un less the tax payer has been pro vided with an
op por tu nity of be ing heard but time frame is not given for pass ing of an or der by the con cerned of fi cer af ter
hear ing or is su ance of no tice or re ceipt of docu ments /in for ma tion un der this sec tion. The time pe ri od must
be speci fied within which of fi cer is bound to is sue amended or der or fur ther amended or der or or der for
with drawal of pro ceed ings be ing sat is fied with the in for ma tion / docu ments pro vide by the tax payer af ter
hear ing or is su ance of no tice or re ceipt of docu ments and in for ma tion from tax payer. 

e. Ap peals to the Com mis sioner, Sec tion 127: Cur rently, Sec tion 127 speci fies the sec tions of or ders
against which an ap peal can be filed bef ore CIT (A), the scope of this sec tion should be en hanced. Ref er -
ence to sec tion 123, 124, 152(5A) & 159 needs to be in serted in sec tion 127 to make these or ders ap peas -
able bef ore CIT (A). 

i. De lay in De ci sion / Ap peals: De lay in ul ti mate de ci sion by the ap pel late authori ties and their qual ity
is also a hur dle in the de vel op ment of tax base. There fore, the qual ity and ca pac ity of the first stage of
ap peal needs to be im proved. 

f. With hold ing taxes & fi nal taxa tion, Sec tion 153: FBR has been claim ing to in crease the cor po rate cul -
ture & docu men ta tion in the coun try, whereas on the other side, the FBR is in creas ing the pre view of Pre -
sump tive Tax Re gime (PTR) which dis cour ages the cor po ra ti za tion and docu men ta tion. Un der PTR the
tax payer is not re quired to as sess their tax pay able on the ba sis of what they have earned dur ing the year
but merely the tax de ducted at source is con sid ered as full and fi nal tax li abil ity. By defi ni tion the In come tax 
is a di rect tax based on the quan tum of in come earned by a tax payer dur ing an in come year. But PTR is
clear con tra dic tion to the ba sic prin ci ple of the in come tax. Fur ther, with hold ing of taxes on pay ments is
cre at ing in com peti tive ness among the cor po rate & non cor po rate tax pay ers. There fore, it is pro posed that 
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FBR should dis cour age the PTR re gime and there should be har mony among the tax pay ers for de duc tion
of tax at source ir re spec tive of their reg is tra tion status. 

g. Ex emp tion Cer tifi cate from with hold ing tax un der Sec tion 153: Cur rently, a tax payer may ob tain ex -
emp tion cer tifi cate from tax  with hold ing un der Sec tion 153. The ex emp tion scope may be  en hanced to
other with hold ing tax pro vi sions be cause in case of manu fac tur ers whose ma jor busi ness ac tiv ity is ex -
ports and tax on ex ports is fi nal tax. But with hold ing tax charged un der dif fer ent pro vi sions es pe cially on
elec tric ity bills be comes re fund able. The ex emp tion will fa cili tate to such manu fac tur ers cum ex port ers. 

h. Rates of Taxes on In come From Prop erty -Se ction 15 and Sec tion 155: The rates on prop erty in come
un der sec tion 15 and 155 have been amended through Fi nance Act 2008. Four ta bles have been in serted
for in come from prop erty. It cre ates con fu sion be tween the tax pay ers. It is rec om mended that only one ta -
ble of rates should be in tro duced to avoid con fu sions which will not af fect the tax reve nues. 

i. With hold ing Tax on Cash With drawn Sec tion 231A: The rate of  with hold ing tax un der sec tion 231A on
cash with drawn was ini tially in tro duced @ 0.1%, which was gradu ally in creased to 0.3% and through Fi -
nance Act. 2011 is was re duced to 0.20% It is pro posed that in or der to en cour age the busi ness ac tivi ties it
should be re in stated at 0.1%. and the thresh old amount be en hanced from Rs.25,000 to Rs. 50,000/- . 

j. Ad vance Tax on Trans ac tions in Bank Sec tion 231AA:
The rate of with hold ing tax un der sec tion 231AA on sales against cash & cash re ceipt upon can cel la tion of
bank ing in stru ments like De mand Draft, Pay Or der, CDR, STDR, SDR, RTC or any other in stru ment of
bearer na ture was ini tially in tro duced @ 0.3% through Fi nance Act. 2010. It is pro posed that in or der to en -
cour age the busi ness ac tivi ties it should be re duced to 0.1%. and the thresh old amount be en hanced from
Rs.25, 000 to Rs.50, 000/- . 

k. With hold ing Tax on Elec tric ity Con sump tion -Se ction 235(4): Pres ently, the tax col lected on the elec -
tric ity bills of tax payer other than a com pany is mini mum tax. Up to bill amount of thirty th o u s a nd ru pees
per month on the in come of a per son and not re fund able, which is against the prin ci ples of jus tice. Ex cess
amount paid by the tax pay ers should be re fund able like com pa nies. 

l. Rate of Tax for Cor po rate Sec tor, Di vi sion II, Part I of the First Sched ule: Pres ently rate of in come tax
for all com pa nies ex cept small com pany is 35 per cent. The pres ent rate of 35 per cent is the high est as
com pared to other coun tries. China op er ates with the rate of tax of around 15 to 20 per cent. In dia, Bang la -
desh, Ma lay sia and Thai land have brought down their rate of taxa tion for the cor po rate sec tor to around 30
per cent. There fore, the rate of cor po rate taxa tion in Paki stan should gradu ally be re duced to 25%. 

m. Rate of Tax for AOP, Di vi sion IB, Part I of the First Sched ule:  Pres ently rate of in come tax for AOP is 25 
per cent. The pres ent rate of 25 per cent was in tro duced vide Fi nance Act. 2010 giv ing ret ro spec tive ef fect.
This is caus ing un due bur den on AOPs as they are not al lowed to de duct the sala ries of the part ners
whereas in case of com pa nies the sala ries of the di rec tors are de ducti ble. Fur ther this is dis cour ag ing the

ICMAP Research & Publications Committee 17

Budget 2012-13 - ICMAP's Proposals



part ner ships and cor po ra ti za tion of the busi nesses. There fore, ei ther the rate of tax for AOP should be pro -
gres sive as were bef ore amend ment or the sala ries of the part ners be al lowed as de ducti ble. 

n. Con soli da tion of all La bour lev ies: In ad di tion to cor po rate tax  rate which is 35 per cent, an ad di tional 2
per cent Work ers Wel fare Fund (WWF) and 5 per cent work ers profit par tici pa tion Fund (WPPF) is lev ied.
This ef fec tively makes the rate equal to 42 per cent which is one of the high est cor po rate tax rates in the
world. We rec om mend con soli da tion of all la bour lev ies with a rate of 2 to 3 per cent in line with re gional
stan dards. 

o. Mini mum Tax U/S 113 of the In come Tax Or di nance, 2001:  Pres ently, un der clause (b) of sub- section 2
of Sec tion 113 mini mum tax is one per cent of the per son's turn over ex cept dis tribu tors of phar ma ceu ti cal
prod ucts, Dis tribu tors of Ciga rettes manu fac tured in Paki stan, fer til iz ers, con sumer goods, SNGPL
,SSGCL, Oil mar ket ing Com pa nies, Oil Re fin er ies ,Paki stan In ter na tional Air lines Cor po ra tion & flour mills
(0.2%—0.5% ). This rate was raised to1.00%, through Fi nance act. 2010 and should be brought down at a
uni form rate of 0.2%. 

Sales Tax Act, 1990 
In the cur rent situa tion, it is strongly rec om mended that FBR should not ex pe ri ence new laws. As the ex ist ing
laws are ma tur ing and tax pay ers are get ting fa mil iar with the ex ist ing sys tem, the new law will cre ate con fu sions 
be tween the tax pay ers which will re sult in loss of tax reve nue. Un der no cir cum stances, should RGST be im ple -
mented. 

Broad en ing of Tax Base and Rate on Sales Tax 

Tax base can be broad ened by do ing away the ex emp tions. How ever, the tax rate needs to be slashed to, prac -
ti cal and re al is tic level, so that peo ple will ingly pay the tax and do not take it as a bur den. It is pro posed that rate
of sales tax be re duced to 5%, as the Gov ern ment has re cently seen in the re moval of the Zero Rates fa cil ity on
the five ex port ori ented in dus tries. Let the Gov ern ment not take steps in any way that may re quire it self from
“back ing down.” Step need to be well thought out prior to its im ple men ta tion. Re tain ing the Sales Tax sys tem will 
help the Gov ern ment to docu ment the econ omy and ul ti mately the tax reve nue through di rect taxes would in -
crease. 

Some spe cific is sues that need to ad dressed: 

a. Time and man ner of pay ment of sales tax, Sec tion 6 

Ac cord ing to Sec tion 6 of the Sales Tax Act, 1990, the tax in re spect of tax able sup plies made dur ing the
tax pe ri od shall be paid by the reg is tered per son at the time of fil ing the re turn in re spect of that pe ri od. 
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Some times, due to de lay in pay ments against the sup plies, it be comes dif fi cult to pay the sales tax dur ing
that pe ri od. Es pe cially in case of pay ments from Govt. Or gani za tions which some times get de layed for a
longer pe ri od. 

It is rec om mended that it should be al lowed that the pay ments of sales tax may be made along with the re -
turn dur ing which the pay ments have been re ceived. At least for this should be al lowed against sup plies to
Govt. /semi govt. or gani za tions. This pro posed amend ment will give re lief to tax pay ers which will in crease
the tax reve nue. 

Fur ther the dis crep an cies of pe ri od dif fer ences which are com mon now a days will be re duced, re sult ing
sav ing of time and cost of the de part ment as well as of the tax pay ers. 

b. Joint and sev eral li abili ties of reg is tered per sons in sup ply chain where tax is un paid Sec tion 8A 

The Fi nance Act 2006 in tro duced a pro viso, whereby, a reg is tered per son re ceiv ing a tax able sup ply from
an other reg is tered per son, hav ing knowl edge or rea son able grounds to sus pect that some or all of the tax
pay able in re spect of that sup ply or any pre vious or sub se quent sup ply of the goods sup plied would re main
un paid, as well as the per son mak ing the tax able sup ply shall be jointly or sev er ally li able for the pay ment
of such un paid tax. 

This is a very harsh pro vi sion and has opened a wide win dow for dis putes, audit ob ser va tions, ad di tional
tax and pen al ties in fu ture as it would be very dif fi cult to es tab lish the fact that the per son re ceiv ing the sup -
ply was in the knowl edge or had rea son able grounds to sus pect that the sales tax would re main un paid. In
view of above, this pro viso should be de leted or amended suita bly al low ing the in puts if pro vi sions of sec -
tion 73 of the Sales Tax Act.1990 com plied with. 

c. Ad just ment of Sales tax/ FED against bad debts 
Sec tion 9 

As per pro vi sions of Sec tion 9 the Sales Tax Act, 1990, a reg is tered per son may is sue a debit or credit note
in case of can cel la tion of sup ply or re turn of goods or a change in the na ture of sup ply or change in the
value of the sup ply etc etc. 

But no pro vi sions are avail able in case of Bad Debts. It is rec om mended where Sales Tax or FED has been
charged and paid in the govt treas ury and sub se quently the re ceiv ables be comes bad, the Tax payer may
be al lowed to ad just such sales or the amount of sales tax should be re funded or al lowed to be ad justed. 

d. Re fund of In put Tax /Ex pe di tious Proc ess ing & pay ment of Re fund Sec tion 10 & Rule 26A 

The proc ess ing of sales tax re fund un der the pres ent sys tem is dif fi cult and tax pay ers are fac ing prob lems
es pe cially when re fund claim is re quired to be sub mit ted on physi cal form. 
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Pres ently the sys tem of ex pe di tious re fund proc ess ing is some how bet ter than sub mis sion of claims in
physi cal forms. 

Gov ern ment is mov ing to wards auto ma tion and with on line fil ing of sales tax re turns now all the in for ma tion 
of sales and pur chases is avail able on line. So fil ing of sales tax re fund claims in physi cal form is just wast -
ing of time and re sources of tax pay ers as well as tax de part ment. Gov ern ment in tro duced ex pe di tious re -
fund proc ess ing & pay ment in 2010 for manufacturer- cum- ex port ers but this fa cil ity was not pro vided to
com mer cial ex port ers and importer- cum- ex port ers. There fore re funds of Com mer cial ex port ers and Im -
porter - cum- exporters is de lay ing and tax pay ers are suf fer ing. 

It is pro posed that the fa cil ity of ex pe di tions re fund proc ess ing and on line fil ing of re funds should be al -
lowed to com mer cial ex port ers and im porter -cum -exporters as avail able to manufacturer- cum- exporters. 

e. Fil ing of Re vised Re turns -Se ction 26 

Un der sec tion 26, the sales tax re turns can be re vised within 120 days of fil ing of sales tax re turn sub ject to
ap proval from the de part ment. Most of the time there are feed ing er rors in the re turns and due to lengthy
pro cess of re vi sion ap proval pro cess tax pay ers are fac ing prob lems. It is rec om mended that the pe ri od to
re vise the re turn be in creased to at least 12 months with out ap proval from the de part ment to fa cili tate the
tax pay ers. 

f. Time Limi ta tion of in put ad just ment, Sec tion 66 

As per sec tion 66 of the Sales Tax 1990, re fund on ac count of in put ad just ment not claimed within the rele -
vant tax pe ri od, shall be al lowed, un less the claim is made within one year of the date of pay ment. Since no
loss of reve nue is in volve in claim ing late in put ad just ment there should be no limi ta tion of time in re spect of
claim ing in put ad just ment. 

The Su preme Court of Paki stan has also given many de ci sions in fa vor of Tax payer in re spect of Sales
Tax late claim of ad just ment. 

g. Trans ac tions not ad mis si ble, Sec tion 73 

a. Un der sec tion 73(1) for ad mis si ble trans ac tions un der Sales Tax Law, the limit of amount of the
Rs.50,000 for pay ments other than through bank ing chan nel may be en hanced to Rs.100,000/- 

b. Un der the pro vi sions of sec tion 73(2) of Sales Tax Act, 1990, claim of in put tax is not al lowed if the
pay ment of the in voice is not made within one hun dred and eighty days of the is su ance of in voice. 

Since the pay ments of in voices are made on the ba sis of agreed terms be tween the two par ties, this
pro vi sion is harsh. 
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It is rec om mended that time limit of pay ment of the in voice (other than Sales Tax) should be as per the 
agreed terms; there should no re quire ment to get ap proval from the Com mis sioner to con done the
time limit. 

h. Spe cial Pro ce dures for Im port ers -Value Ad di tion Tax @2%. 

Cur rently, a value ad di tion tax @3% is be ing col lected at im port stage from im port ers ex cept manu fac tur -
ers and on POL prod ucts im ported by Oil mar ket ing com pa nies for sale in the coun try. This is against the
spirit of Sales Tax (Value Added Tax). It is rec om mended that 

This value ad di tion tax at im port stage be abol ished or the im ports for self- consumption may be ex empted
from such value ad di tion tax. 

i. Spe cial Pro ce dures for Sales Tax With hold ing 

The reg is tered per sons fal ling in the ju ris dic tion of LTU are li able to act as with hold ing agent un der the Spe -
cial Pro ce dures from those who are non LTU reg is tered sales tax per sons. Fur ther, the sales tax reg is tered 
per sons as re cipi ent of Ad ver tise ment Serv ices are also li able to act as with hold ing agent ir re spec tive of
their ju ris dic tion status. This is still dis crimi na tory and not work able. 

It is rec om mended that pri vate sec tor may be ex cluded from sales tax with hold ing as it will in crease the
cost of do ing busi ness. They are al ready work ing as with hold ing agent un der dif fer ent pro vi sions of the In -
come tax Law. 

j. Black list ing and sus pen sion of reg is tra tion Rules 12 of the Sales Tax Rules, 2006 

Ac cord ing to Sub Rules 5 of Rules 12 of Sales Tax Rules, 2006 once a per son is black listed, the re fund or
in put tax credit claimed against the In voices is sued by him, whether prior or af ter such black list ing shall be
re jected through self speak ing or der. This Sub Rules is harsh and needs to be modi fied. 

k. Rate of Sales Tax 

Pres ently the Gen eral Sales Tax rate is 16% and against some goods it is 19.5% and 22%. The tax rate to
be slashed to prac ti cal and re al is tic level so that peo ple will ingly pay the tax and do not take it a bur den. It is
pro posed that rate of Sales Tax be re duced to 10%. 

Cor po rate Laws (Com pa nies Or di nance 1984) 
a. Sec tion 196 (3a) 

Un der sec tion 196 of the Com pa nies or di nance 1984 share hold ers ap proval is re quired for dis pos ing off
the size able un der tak ing/Size able Part of Un der tak ing, but this sec tion does not spec ify what is size able
un der tak ing/Size able part. It is pro posed that Size able un der tak ing/ Size able part must be de fined in the
Or di nance. 
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b. Defi ni tion of Quali fied Ac count ant 

Un der Com pa nies or di nance 1984 there is no defi ni tion of quali fied ac count ants. Quali fied ac count ant
should be de fined as “Char tered Ac count ants with in the mean ing of Char tered Ac count ants Or di nance
1961 (X of 1961) and Cost and Man age ment Ac count ants with in the mean ing of Cost & Man age ment Ac -
count ants Act. 1966 (XIV of 1966)". 

c. Sec tion 254 (Quali fi ca tion of Audi tors) 

Un der sec tion 254 of the Com pa nies or di nance 1984, there is no pre scribed quali fi ca tion of Audi tors for the 
com pa nies hav ing paid up capi tal less than 3 mil lion. Moreo ver, the SBP vide his Cir cu lar No. 3 of 2009.
Dated Feb ru ary 11, 2009 pre scribed the quali fi ca tions of the audi tors to audit the ac counts for bor row ers as 
re quired un der pru den tial regu la tion and CMA are also author ized to audit the ac counts of Bor row ers be ing 
Pri vate lim ited com pa nies which are not the sub sidi ar ies of the Pub li c Lim ited Com pany and there is no
limit of Paid up Capi tal. 

Moreo ver, through Fi nance Act. 2011 ,Man age ment Ac count ants are also eli gi ble to con duct the audit of
the Tax pay ers as per sec tion 177(8) of the In come Tax Or di nance 2001. It is nec es sary to amend the sec -
tion 254 so that the quali fi ca tions of Audi tors as per com pa nies Or di nance & Pru den tial regu la tions and
taxa tion laws must be the same. 

d. Other Pro pos als 

i. Con cept of Cost Audit may broaden to all manu fac tur ing sec tors of the Paki stan with im me di ate ef -
fect. 

ii. Only Cost and Man age ment Ac count ants ap point ment should be Com pul sory for Cost Audit. In dus try
will get the bene fits of ef fec tive cost con trols through es tab lish ing ef fi cient cost de part ments to meet
the global chang ing sce nar ios for cost re duc tion/ tar get pric ing. 

Fed eral Ex cise Act, 2005 
Due to high in fla tion, the prices of con sumer goods are in creas ing day by day. It is rec om mended that the ex cise 
duty on con sum able goods which are ne ces si ties of life like ghee, edi ble oils, fu els, natu ral gas be re duced and
duty rate may be en hanced on lux ury items to in crease the tax revenu.
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KBC Proposals for the 
Federal Budget 2012 - 13

Income Tax:
Ex ist ing Situa tion Pro posed Change Ra tional for Change
Sec tion 59B(2)(b):
“A com pany within the group en gaged
in the busi ness of trad ing shall not be
en ti tled to avail group re lief”

Sec tion 59B(2)(b) to read:
“A com pany (not be ing a com pany op er at ing
trad ing houses as de fined un der clause 57 of Part 
IV of the 2nd Sched ule of the Or di nance)
en gaged in the busi ness of trad ing shall not be
en ti tled to sur ren der the loss”
Ex pla na tion:
for the pur pose of this para graph, a com pany
would not be con sid ered to be en gaged in the
busi ness of trad ing un less more than 30 per cent
of de clared turn over is from busi ness of trad ing.
Pro vided that losses on specu la tion busi ness as
de fined un der Sec tion 19(2) the Or di nance will not 
be avail able for sur ren der.

To make the le gal pro vi sions con sis tent
with spirit of the con cept and un der ly ing
un der stand ing of the Task force formed
for this pur pose. Moreo ver trad ing
ac tiv ity up to the ex tent of 30 per cent of
the turn over is pro posed not to
dis qual ify the claim. As a Large Trad ing
House en tails a sig nifi cant in vest ment
and cre ates real jobs in the econ omy, it
is pro posed to make it eli gi ble to
sur ren der its losses.

Sec tion 59B To be in serted af ter Sec tion 59B:
Ex pla na tion:
The amend ment in this Sec tion by the Fi nance
Act 2010 shall be deemed al ways to have been
en acted and shall have ef fect ac cord ingly. 

In or der to make the amend ments
ap pli ca ble for pend ing cases.

Sec tion 151 (read with Di vi sion 1 of Part 
III of First Sched ule) of In come Tax
Or di nance, 2001, with hold ing tax @
10% is re quired to be de ducted on
pay ment of profit on debt which is
ad just able against fi nal tax.

With hold ing tax on pay ment of profit on debt
within Group Com pa nies (be tween Hold ing and
Sub sidi ary Com pa nies and be tween two
Sub sidi ary Com pa nies) should be ex empted.

To re move dif fi cul ties in im ple ment ing
the Hold ing Com pany Con cept

The in sur ance com pa nies have been
con test ing that their re ceipt on ac count
of pre mium do not fall in the am bit of
“turn over” and there fore they are not
li able to mini mum tax on turn over.

It is pro posed that a clause shall be in serted
un der sec tion 113(3) to spe cifi cally ex clude
in sur ance pre mium from the defi ni tion of turn over.
Al ter na tively, turn over for in sur ance com pa nies
should be taken as re duced by the re- insurance
pre mium by in cor po rat ing ap pro pri ate amend ment 
in Part III of Sec ond Sched ule.

This will help to avoid un nec es sary
liti ga tion of cases and sup port in sur ance 
in dus try
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63. Con tri bu tion to an Ap proved
Pen sion Fund.— (1) An eli gi ble per son
as de fined in sub- section (19A) of
sec tion 2 de riv ing in come charge able to 
tax un der the head Sal ary or the
head In come from Busi ness shall be
en ti tled to a tax credit for a tax year in
re spect of any con tri bu tion or pre mium
paid in the year by the per son in
ap proved pen sion fund un der the
Vol un tary Pen sion Sys tem Rules, 2005.

Tax re bate u/s 63: Life In sur ance Pre mium be
added to the list of eli gi ble in vest ment and the
in vest ment cor ri dor be in creased to 20% of
tax able in come or Rs.500,000 which ever is lower.

Sup port Life In sur ance busi ness and
pro vide bene fits to pol icy hold ers.

In some cases of as sess ment, tax
de part ment plead that of the ma tur ity
amount over and above paid to pol icy
hold ers shall be treated as profit on
debt and in voked pro vi sion of sec tion
151.

An ex pla na tion be in serted at the end of sub-
 section (1) of sec tion 151 pro vid ing that the
pro vi sions of this sec tion shall not ap ply to
in sur ance com pa nies mak ing pay ment to a pol icy
holder at the time of ma tur ity of in sur ance pol icy. 

Sup port Life In sur ance busi ness and
pro vide bene fits to pol icy hold ers.

SEVENTH SCHEDULE
Pro vi sions for Ad vances and off Bal ance
Sheet items: [Rule 1(c) ]
Pro vi sions for ad vances and off bal ance sheet
items shall be al lowed upto a maxi mum of 1% of 
to tal ad vances; 2[and pro vi sions for ad vances
and off bal ance sheet items shall be al lowed at
5% of to tal ad vances for con sum ers and small
and me dium en ter prises (SMEs) (as de fined
un der the State Bank Pru den tial Regu la tions)]
pro vided a cer tifi cate from the ex ter nal audi tor is 
fur nished by the bank ing com pany to  the ef fect
that such pro vi sions are based upon and are in
line with the Pru den tial Regu la tions.

Pro vi sion ing in ex cess of 1% would be al lowed
to be car ried over to suc ceed ing years:

Pro vided that if pro vi sion ing is less than 1% of
the ad vances, then ac tual pro vi sion ing for the
year shall be al lowed.]

(1) Pro vi sions for ad vances other than
con sumer and SMEs
Pro pos als of ear lier sub mit ted by vari ous
as so cia tions was not prop erly en ter tained by
the Gov ern ment and again it is re stricted upto
1% of ad vances merely ex clu sion of con sumer 
and SMEs is in suf fi cient.
Fur ther more, FBR in most cases
mis in ter pret ing the word of “to tal ad vances” as 
“net ad vances” which is un- justified. It is
sug gested to is sue a clari fi ca tion in this
re spect to in ter pret “to tal ad vances” as “gross
ad vances” shown in the Bal ance sheet.
(2) Pro vi sions for Con sumer and Small &
Me dium En ter prises’ (SME) ad vances
The pro vi sions for ad vances and off- balance
sheet items will be al lowed at 5 per cent of
to tal ad vances for Con sum ers and SMEs (as
de fined un der the State Bank Pru den tial
Regu la tions).
How ever, it is not pro vided as to how the
pro vi sion for ad vances and off Bal ance sheet
items re lat ing to Con sumer/SMEs shall be
car ried over if it ex ceeds the pro vided limit of
5%. It is there fore sug gested to amend the
pro vi sion ac cord ingly.

This will help to avoid un nec es sary
liti ga tion of cases and sup port
Bank ing In dus try
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Treat ment of sub stan dard debts [Rule 1(d)]
The amount of bad debts clas si fied as sub-
 standard un der the Pru den tial Regu la tions
is sued by the State Bank of Paki stan shall not
be al lowed as ex pense.]

(3) Treat ment of sub stan dard debts
The amount of bad debts clas si fied as
sub stan dard un der the Pru den tial Regu la tions
will not be al lowed as ex pense, how ever, if the 
same is re clas si fied by the Bank ing Com pany
un der the Pru den tial Regu la tions as “doubt ful”
or “loss”, the same will be al lowed in the
above man ner. It is pro posed that
“Sub stan dard” class shall also be al lowed in
the same man ner as it is a tim ing dif fer ence
only.

This will help to avoid un nec es sary
liti ga tion of cases and sup port
Bank ing In dus try

Tran si tory Pro vi sions for bad & doubt ful
debts: [Rule 8(A)]
(1) Prior years’ pro vi sions Amounts pro vided for
in the tax year 2008 and prior to the that for or
against ir re cov er able or doubt ful ad vances,
which were nei ther claimed nor al lowed as a tax 
de ducti ble in any tax year, shall be al lowed in
the tax year in which such ad vances are ac tu ally 
writ ten off against such pro vi sions, in
ac cor dance with the pro vi sions of sec tions 29
and 29A.

Tran si tory Pro vi sions for bad & doubt ful
debts: [Rule 8(A)]
The afore said pro vi sion is not hap pily worded
and pro vides room for mis in ter pre ta tion,
al ready faced by cer tain banks in their re cent
tax as sess ments when the tax authori ties
have tried to in ter pret the terms “nei ther
claimed nor al lowed”
in a very re stric tive and im prac ti ca ble man ner.
Also, the ref er ence to sec tion 29A is
mis placed as the same is no more ap pli ca ble
to Bank ing Com pa nies.

This will help to avoid un nec es sary
liti ga tion of cases and sup port
Bank ing Industry

(2) Write back of past pro vi sions 
Amounts pro vided for in the tax year 2008 and
prior to the that for or against ir re cov er able or
doubt ful ad vances, which were nei ther claimed
nor al lowed as a tax de ducti ble in any tax year,
which are writ ten back in the tax year 2009 and
there af ter in any tax year and cred ited to the
Profit and Loss Ac count, shall be ex cluded in
com put ing the to tal in come of that tax year.

Rule 8A(2) safe guards against dou ble taxa tion 
of amounts re lat ing to pro vi sions for bad
debts, nei ther claimed nor al lowed, when the
same are writ ten back later in ac counts. The
tax de part ment mis in ter pret ing rule 8A(2) and
has added in some cases the amount writ ten
off against pro vi sions though the same was
not claimed ear lier.

This will help to avoid un nec es sary
liti ga tion of cases and sup port
Bank ing In dus try
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Tax de duc tion on Bank ing trans ac tions
Sec tion 231A & 231AA
231A. Cash with drawal from a bank. — 

(1) Every bank ing com pany shall de duct tax at
the rate speci fied in Di vi sion VI of Part IV of the
First Sched ule, if the pay ment for cash
with drawal, or the sum to tal of the pay ments for
cash with drawal in a day, ex ceeds twenty- five
th o u s a nd ru pees.

(2) Ad vance tax un der this sec tion shall not be
col lected in the case of with draw als made by,- 

(a) the Fed eral Gov ern ment or a Pro vin cial
Gov ern ment; 

(b) a for eign dip lo mat or a dip lo matic mis sion in
Paki stan; or

(c) a per son who pro duces a cer tifi cate from the
Com mis sioner that his in come dur ing the tax
year is ex empt.
231AA. Ad vance tax on trans ac tions in bank.— 

(1) Every bank ing com pany, non- banking
fi nan cial in sti tu tion, ex change com pany or any
author ized dealer of for eign ex change shall
col lect ad vance tax at the time of sale against
cash of any in stru ment, in clud ing De mand Draft, 
Pay Or der, CDR, STDR, SDR, RTC, or any
other in stru ment of bearer na ture or on re ceipt
of cash on can cel la tion of any of these
in stru ments:
Pro vided that this sub sec tion shall not be
ap pli ca ble in case of inter- bank or intra- bank
trans fer and also where pay ment is made
through a crossed cheque for pur chase of a
fi nan cial in stru ment as re ferred to in sub- section 
(1).

(2) Every bank ing com pany, non- banking
fi nan cial in sti tu tion, ex change com pany or any
author ized dealer of for eign ex change shall
col lect ad vance tax at the time of trans fer of any 
sum against cash through on line trans fer,
tele graphic trans fer, mail trans fer or any other
mode of elec tronic trans fer.

The above pro vi sion is con tra dic tory to the
gov ern ment’s aim to docu ment the econ omy,
it will en cour age bank ing cus tom ers to use
in for mal chan nels for their trans ac tions.
There fore it is sug gested to re view the
im po si tion of tax on bank ing trans ac tions in
line with the long term ob jec tives.
Fur ther more, it is sug gested to in crease the
thresh old from Rs. 25,000/- to Rs. 50,000/-

It will dis cour age bank ing
cus tom ers to use in for mal chan nels 
for their trans ac tions.
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(3) The ad vance tax un der this sec tion shall be
col lected at the rate speci fied in Di vi sion VIA of
Part IV of the First Sched ule, where the sum
to tal of pay ments for trans ac tions men tioned in
sub- section (1) or sub sec tion (2) as the case
may be, ex ceed twen ty five th o u s a nd ru pees in a 
day.
(4) Ad vance tax un der this sec tion shall not be
col lected in the case of trans ac tions made by,—
(a) the Fed eral Gov ern ment or a Pro vin cial
Gov ern ment;
(b) a for eign dip lo mat or a dip lo matic mis sion in
Paki stan; or
(c) a per son who pro duces a cer tifi cate from the
Com mis sioner that its in come dur ing the tax
year is ex empt.

Hu man Re source Ca pac ity Build ing Ex ist ing Situa tion Pro posed Change Ra tional
for Change
The WWPF & the WWF (to tal 7%) have
failed to con trib uted to wards im prov ing the
qual ity of the hu man re source in the
Coun try

Listed com pa nies are al lowed to spend up to 50% of their
un dis trib uted Work ers Profit Par tici pa tion Fund (WPPF)
con tri bu tion on tech ni cal train ing pro grams to en hance the
qual ity of their hu man re source. 
Simi larly listed com pa nies are al lowed to spend 50% of their 
con tri bu tions to the Work ers Wel fare Fund (WWF).
Al ter na tively the rate of WPFF & WWF be re duced by 50%

In dus try driven tech ni cal
train ing pro grams will lead
to the de vel op ment of a
hu man re source pool
which is in line with
in dus try needs

FED ERAL EX CISE DUTY
In tro duc tion: Ex cise du ties are lev ied in or der to re duce the con sump tion of luxu ri ous items and this prin ci ple
has been vio lated in Paki stan since the in tro duc tion of such lev ies. Cur rently there is very high eva sion of taxes
in sec tors where both ex cise and sales tax is levi able.

Ex cise Duty on Per sonal Care Prod ucts:

Brief Back ground: Cur rently there are many daily used per sonal care prod ucts such as Sham poos and Skin
Creams etc which are sub ject to ex cise duty on Re tail Price. In ad di tion sales tax is lev ied on these prod ucts on a 
to tal value which is in clu sive of fed eral ex cise duty. This re sults in mul ti plic ity of taxes and en cour ages tax eva -
sions and in flow of sub stan dard smug gled goods; and sub se quent loss of reve nue to the Gov ern ment Ex cheq -
uer.

Pro posal: 

Ex cise duty on Sham poos and Cos metic items was origi nally im posed to dis cour age lux ury prod ucts. As these
have now be come es sen tial items for the Paki stani con sum ers, it is rec om mended that cur rent 10% rate of duty
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be re moved. This will en cour age fur ther in vest ment, drive higher con sump tion of lo cally manu fac tured goods
and re strict in flow of smug gled & sub stan dard items. In the longer term, this will also en hance duty and tax con -
tri bu tion to the Ex cheq uer.

Fed eral Ex cise on Roy alty and Fee for Tech ni cal Serv ices (Fran chise Fee) Pay ments

Brief Back ground: Sec tion 3 of the Fed eral Ex cise Act, 2005 de fines the scope of the levy of Fed eral Ex cise.
The sec tion lim its the ap pli ca tion of the Act to the fol low ing ac tivi ties:

Goods pro duced and manu fac tured in Paki stan;

Im port of goods into Paki stan ter ri tory;

Serv ice pro vided or ren dered in Paki stan.

Through the Fi nance Act, 2006 the Board in tro duced Rule 43 A to the Fed eral Ex cise Rule of 2005 whereby it ar -
bi trar ily lev ied ex cise duty on the pay ments of Roy alty and Tech ni cal Serv ices Fee. The pay ments are in the na -
ture of ex penses for lo cal com pa nies and hence mak ing them pay FED on such ex penses is un fair and ul tra to
the main statue.

Pro posal:

This ar bi trar ily im posed Ex cise Duty should be im me di ate ly abol ished as:

o This levy will hin der the in flow of for eign in vest ment in the shape of know how and brands etc.

o Ex cise Duty on Roy alty and Tech ni cal serv ices fee is against the prin ci pal stat ute.

It is im pera tive to state that as per the gen eral in ter pre ta tion of stat ute, pay ment of Roy alty or Tech ni cal Fee can -
not be treated as serv ice. Any levy should not be re ceived from a per son who is in cur ring ex pen di ture and not
earn ing any in come. Re moval of FED on roy alty and tech ni cal serv ice fee will help for eign brands / com pa nies
to en ter into Paki stan mar ket thereby in creas ing the in vest ments in Paki stan and will fur ther en cour age ex ist ing
for eign com pa nies to in vest more in Paki stan.

Spe cial Ex cise Duty
Brief Back ground: With ef fect from Tax Year 2008 Spe cial Ex cise Duty @1% is lev ied on all (with a few ex -
cep tions) lo cal and the im ported prod ucts.

Pro posal:

o The goods which are al ready sub ject to (nor mal) Fed eral Ex cise Duty should be ex empted from the levy of
spe cial ex cise duty;

28 ICMAP Research & Publications Committee

Budget 2012-13 - ICMAP's Proposals



o The goods which are sub ject to Sales Tax on the ba sis of re tail price should also be ex empted for the spe -
cial ex cise duty.

The goods, which have al ready been sub ject to higher value and rate of tax/duty, are taxed again with the spe -
cial ex cise duty then it will lead to in fla tion ary im pact on the econ omy and may also fuel un docu mented trade
prac tices and dis tort the over all com peti tive en vi ron ment.

CUS TOM DUTY
In tro duc tion: It has been seen over the past two dec ades that cus tom duty rates on raw ma te ri als, semi fin -
ished goods and fin ished goods have been re duced due to the rea son be ing Paki stan a mem ber of WTO and in
or der to avoid tax eva sion / avoid ance.

Now there is a strong need to re view the cus tom duty struc ture once again to fa cili tate the lo cal manu fac tur ing
in dus try be cause cur rent struc tures sup port the pro mo tion of trade in com modi ties rather than manu fac tur ing in -
dus try.

Re duc tion in Im port Cus toms Duty on Vari ous Raw/Pack ag ing Ma te ri als

Brief Back ground:

o Fil ter pa per used to make tea bags is im ported at 20% duty; whereas im port duty for fin ished goods tea
bags is 10%

o Skimmed Milk Pow der (SMP) is a key raw ma te rial for ice cream pro duc tion. Cur rently there is a 25% duty
on SMP whilst the duty on fin ished prod uct (ice cream) is also 25%.

Pro posal

We sug gest that the duty on raw ma te rial should be lower than the fin ished prod uct to en cour age lo cal manu fac -
tur ing. We rec om mend a duty of 10% on the above items im ported as raw ma te rial.

Bene fit:

The above will help cre ate cost com peti tive en vi ron ment in the coun try and at tract more in vest ment in manu fac -
tur ing sec tor.

Regu la tory Duty on Im ported items.

Brief Back ground: In August 27, 2008 the gov ern ment im posed the regu la tory duty within the range of 15%
to 50% on 350 items on im ported goods through his SRO 1 of 2008. The ob jec tive of this duty was to col lect
higher tax reve nue on lux ury items.
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Pro posal:

The gov ern ment has also lev ied the regu la tory duty @ 15% on some of es sen tial items, which in clude:

a. Tooth paste.
b. Sham poo.
c. Soap and De ter gent

Please note that for the above items the FBR has al ready in creased the cus tom duty from 25% to 35% in the
budget 2008-09, re sult ing in cu mu la tive levy of 40% to 85%.

Rec om men da tion:

The regu la tory duty should be with draw from the above items in or der to pro vide the nec es sary goods to the
con sum ers with the re duce price.

General Proposals
1. Broad ning Tax Base:

In or der to broaden the de sired tax base, to mini mize the ave nues to evade tax, to cre ate a fairer so ci ety
and to gen er ate more em ploy ment op por tu ni ties fol low ing steps are sug gested:

i) Na tional Tax Num ber should be made man da tory for pur chase / sale / trans fer of im mov able prop erty
(no ex emp tion what so ever,) Mo tor Ve hi cle, Club Mem ber ship, Credit Cards, Reg is tra tion with CDC
and Dis tri bu tion of Profit/Markup ex ceed ing statu tory tax able limit.

ii) Sub mis sion of quar terly state ments by the Reg is trars & Hous ing So cie ties for reg is tra tion / trans fer of
Im mov able Prop erty (In dus trial Com mer cial, Resi den tial & Ag ri cul tural) Mo tor Ve hi cle Reg is tra tion
Authori ties, Clubs (Pri vate & Pub li c), Credit Card is su ing authori ties, Cen tral De posi tory Com pany
and Fi nan cial In sti tu tions dis trib ut ing profit more than statu tory tax able lim ited.

iii) The ex emp tion un der sec tion 111 (4) of the Or di nance to the for eign ex change brought into Paki stan
through proper bank ing chan nel should only be al lowed to those re mit tances which are in vested in the 
busi ness un der tak ing.

vi) The con cept of pre sump tive taxa tion be gradu ally re duced and only the real in come be taxed; be -
cause such sys tem dis tort the en tire taxa tion sys tem and af fect the or gan ized sec tor ad versely. The
taxes must be eq ui ta ble and fair be tween dif fer ent classes of so ci ety. All the seg ments of the so ci ety
should be brought in the tax net.
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Re duc tion in Tax Rate:

Cor po rate taxes are very high in Paki stan as com pare to other de vel op ing and de vel oped mar kets.

i) The rate of In come Tax for the cor po rate and non- corporate sec tors be re duced by 5%;

ii) The pres ent statu tory limit of ex emp tion un der the In come Tax law be in creased from Rs.100,000/-

These meas ures will not only pro mote in vest ment in Paki stan but also en cour age com pa nies and in ves tors to
fur ther broaden their busi ness as their re turns will in crease which will ul ti mately bene fit the econ omy to be com -
peti tive with its neigh bors and at the same time aug ment the share hold ers re turn.
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Pre-Budget Proposals 2012-13

In tro duc tion
The na tional econ omy is fac ing the most criti cal mo ments of its his tory.  The on- going war on ter ror and mili tary
ac tions in the tribal ar eas in clud ing provin cially ad min is trated ar eas has damp ened the growth of Trade and In -
dus try in the coun try. The lo cal in ves tors in the NWFP have been shift ing to safer places due to highly alarm ing
law and or der situa tion and re cur ring threats of lives and prop erty. While the law and or der situa tion is badly af -
fect ing the growth of trade and in dus try, the en ergy cri sis in the coun try has fur ther com pounded the situa tion.
There is a great need for at tract ing in vest ment in the en ergy sec tor par ticu larly in the hy dro power gen era tion.
Fol low ing are the rec om men da tions for budget 2012-2013

Sim pli fi ca tion of Tax Laws
Gen er ally tax laws should be un am bi gu ous, clear, eas ily com pre hen si ble and free from in tri cate pro vi sions
which should not baf fle the minds of the tax pay ers. At pres ent tax laws are prone to abuse and mis in ter pre ta tion, 
thereby lead ing to cor rup tion, tax eva sion and un nec es sary dis putes. The tax law should there fore, be just, fair
and hon our able piece of leg is la tion that makes a tax payer feel hon oured, proud and in clined fear lessly and vol -
un tar ily to make his full con tri bu tion, which oth er wise, he ob vi ously will not do it when he is looked upon as a sus -
pect straight away. It should be so sim pli fied, clas si fied and com piled that any par ticu lar class of tax payer is able 
to find most of the ba sic pro vi sions re lat ing to his class, at one place.

Broad en ing of Tax Base: 
The ma jor weak ness in the tax struc ture in cludes nar row and punc tured tax base be cause of vide rang ing ex -
emp tions and con ces sions and ram pant tax eva sion. The Cham ber, for a long time, has been plead ing that the
tax net be broad ened and in come be taxed wher ever it is gen er ated, but all the gov ern ment's ef forts to broaden
the tax net, are al ways con fined to trade and in dus try and ag ri cul ture sec tor, which con trib utes about one- fourth
in GDP en joys ex emp tion from in come tax.

Re duc tion of Tax Rates: 
As a re sult of nar row tax base, tax rates have been pitched at high lev els which have cre ated a vi cious cir cle of
tax base ero sion and higher tax rates. The higher rates pro vide temp ta tion of tax eva sion and lead to cor rup tion.

Over De pend ence on In di rect Taxes: 
The in di rect taxes which ac counts for about 68 per cent of tax reve nues have also in creased re gres siv ity of tax
sys tem which im posed a higher bur den of taxes on poor masses. Within in di rect taxes, there has been over re li -
ance on lev ies on in ter na tional trade which had pro moted in ef fi cien cies, dis torted the al lo ca tion of re sources
and en cour aged smug gling.
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Smug gling: 
The items prone to smug gling must be sub jected to nil or neg li gible duty. To con tain smug gling through Af ghan
Tran sit Trade our Gov ern ment may col lect im port lev ies un der preva lent tar iff rates on be half of Af ghan Gov ern -
ment which would sub se quently be passed on to Af ghan Gov ern ment.

Duty on Raw Ma te ri als and Capi tal Goods: 
Du ties and taxes on in dus trial ma chin er ies, not manu fac tured lo cally, be abol ished and all pri mary raw ma te ri als 
not lo cally pro duced, be al lowed to im port at zero rate of duty to safe guard lo cal in dus try.

Dis crimi na tion in Du ties: 
There should be no dif fer ence in rates of du ties of raw ma te ri als, ei ther im ported by in dus try or com mer cial im -
port ers.

Re funds: 
A two- way traf fic for dis charg ing fi nan cial li abili ties should be adopted. As the gov ern ment is keen and jus ti fied
to re cover its tax reve nue from the peo ple, jus tice and eq uity de mands that in the same spirit, the vari ous dues of 
the tax pay ers in the form of re fund, duty draw- back, re bates etc., are made to them well in time.

Turn over Tax Rate
It is pro posed that the gen eral rate of mini mum tax should be re duced to 0.25% on the to tal turn over of the tax -
payer.

Dis cre tion ary Pow ers 
The dis cre tion ary pow ers of the tax col lec tors must be cur tailed and ul ti mately be re moved. The Fed eral Tax
Om buds man has mostly given ver dicts against tax ma chin ery which is evi dent of the ex ces sive use of dis cre -
tion ary pow ers.

Rec ti fi ca tion of Re turn
There is no pro vi sion in the Sales Tax Act, 1990, which al lows a tax payer to re vise tax re turn in case an in ad ver -
tent omis sion is de tected by him af ter fil ing the re turn. Pro vi sion should be in serted to en able a tax payer to re -
vise a re turn af ter giv ing proper rea sons for such re vi sion. In case where the re turn is re vised wrongly the tax -
payer may be sub ject to pen alty.

Fre quent Changes in Law/Rules
 Since lit er acy rate in our coun try is low and spe cifi cally un der stand ing law and rules is not a mat ter of days and
months. The fre quent changes in law/rules have opened flood gate of liti ga tions which is not only det ri men tal to
in ter est of the tax pay ers but also to the ex cheq uer.
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Tax on Divi dend 
In or der to pro mote the pro cess of con soli da tion and group for ma tion, it is sug gested that tax may not be
charged on divi dend re ceived by com pa nies as this re sults in dual taxa tion of divi dend in the hands of the com -
pany and then in the hands of the ul ti mate share hold ers.
How ever, if com plete elimi na tion of tax on divi dend re ceived by com pa nies is not pos si ble due to reve nue con -
sid era tion, it is sug gested that divi dends re ceived by all resi dents com pa nies may be taxed at 5% in stead of the
pre vail ing rate of 10%. It should be noted that in the past com pa nies have been sub jected to tax on divi dend in -
come at 5% of the gross amount of divi dend and it is only since the adop tion of Fi nance Act, 2007 when the re -
duced rate of divi dend for com pa nies at 5% was abol ished and a uni form rate of 10% was in tro duced for all
share hold ers in clud ing com pa nies.
It is there fore sug gested that ei ther the divi dend re ceived by com pa nies may be ex empted from tax or the rate of 
divi dend re ceived by com pa nies be re duced to 5%.

Tax Payer Card
Tax payer card is pro posed to be in tro duced to all tax pay ers who have filed and com pleted tax re turn for last 3
fis cal years and a mecha nism may be es tab lished to moni tor these tax pay ers on an nual ba sis to fa cili tate the
pro cess, with clear bene fits such as 50% dis count on gov ern ment fees like pass port fee, driv ing li cense fee,
waiver on loan proc ess ing fee and any other one time charges taken by banks for loan/fi nance proc ess ing, re -
duced markup rates, ex emp tion in with hold ing tax charged against other bank ing serv ices etc.

Tax able In come
Keep ing in view the ac cel er ated rate of in fla tion, it is pro posed that ex emp tion limit for an in di vid ual male be
raised to Rs.500,000/- and for women to Rs.600,000/-. 

Tax for Listed Com pa nies 
It is sug gested that in or der to at tract new com pa nies for list ing, the tax rates for the listed com pa nies should be
re duced to 28%. .

Re duc tion in Tax Rates and Re lief for War Ef fected Ar eas:
Pe sha war, the pro vin cial capi tal, has been se verely af fected by the wave of ter ror ism. Pe sha war is at the verge
of in dus trial break down as many in dus trial units have been closed. A number of in dus trial work ers lost the jobs
In or der to re vive the in dus try, the gov ern ment should take spe cial meas ures to pro vide fis cal re lief to busi ness -
men and in dus tri al ists in the prov ince. 
Not only the in dus tries sus tained an ir re cov er able loss, but the trad ers, busi ness men, pro fes sion als, serv ice
pro vid ers, ho tels i.e all busi nesses are badly af fected due to the se cu rity cri sis & ter ror ism.
Tak ing into con sid era tion the said criti cal situa tion, a suit able re lief pack age shall be given in ad di tion to the
meas ures taken re cently by the gov ern ment, to the war af fected ar eas in clud ing the fol low ing and other such
meas ures:
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–   Re duced rates of cor po rate tax should be in tro duced.
–   Abol ish ing cer tain with hold ing taxes.
–   Re duced rates of taxes for in di vidu als.

These shall be given for a pe ri od of 3-4 years in or der to re vive eco nomic ac tiv ity in the ar eas oth er wise the stop -
page of in dus trial and busi ness ac tiv ity will lead to zero based tax.

Tax on Capi tal Gains for Non- Residents
To pro vide safety to for eign in vest ment from sharp de pre cia tion in Paki stani Ru pee and to help at tract for eign in -
vest ment it is rec om mended that de valua tion in Paki stani Ru pee should be con sid ered in the cal cu la tion of capi -
tal gains for non- resi dents.

Rates of Sales Tax 
The preva lent high rates of sales tax in vites for eva sion of tax which not only paves way for smug gling but also
in flicts a se vere bur den on the ex ist ing tax base. The rates of tax may be ra tion al ized by re duc ing it to maxi mum
ex tent of 50%. This will help to lessen fi nan cial bur den upon the end con sumer but also be help ful in broad en ing
the tax base. 

GST on In dus trial Elec tric ity Bills
The charges in di cated in elec tric ity bills are of two types firstly fixed charges sec ondly price of elec tric ity. The
Sales Tax is charged on ag gre gate of the above two charges. Sec tion 30 of the Sales Tax Act clearly en vis age
that Sales Tax is levi able on value of sup ply. The value of sup ply is the price of elec tric ity, there fore, fixed
charges shall not be taken for as sess ment of Sales Tax. 

Tax on Cash With drawal from Bank 
The thresh old for with hold ing tax on cash with drawal should be in creased to Rs 60,000 and ex emp tion should
be granted to the sala ried class in or der to pro vide re lief to them and  with hold ing tax should be re duced to
0.15%.

Al ter na tive Dis pute Reso lu tion Com mit tee (ADRC) De ci sions
It is pro posed that de ci sions of al ter na tive dis pute reso lu tion com mit tee (ADRC) should be made bind ing and
ac cepted by the FBR.

Tax on Ag ri cul tural Sec tor
 Ag ri cul tural sec tor is the larg est sec tor of the na tional econ omy and ag ri cul tural sec tor should be taxed.  

Tax Credit on In vest ment in Shares 
A tax credit is avail able to a per son other than a com pany for ac quir ing new shares of fered to the pub li c by a
pub li c com pany listed on a Stock Ex change in Paki stan. In this re gard the pres ent ceil ing of maxi mum in vest -
ment on which tax credit can be availed is Rs.300,000/-.
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In or der to pro mote list ing of com pa nies in Paki stan on the stock ex changes and cre ate more and more in cen -
tives to at tract ini tial pub li c of fer ing’s the avail abil ity of tax credit is a ma jor in cen tive for the in di vid ual in ves tor to
sub scribe for shares of listed pub li c com pa nies.
In or der to pro mote the list ing of more com pa nies on the stock ex change, it is sug gested that per sons’ tax able
in come for the year on the cost of ac qui si tion of shares be raised to Rs. 600,000/- and 25% of the per sons’ tax -
able in come for the year.

Du pli cat ing Pro vin cial Taxes
Du pli cat ing pro vin cial taxes should be abol ished oth er wise these taxes have very nega tive im pact on the tax
pay ers. 

Re build the Con fi dence of the Tax Payer
Con sis tency of fis cals laws in or der to re build the con fi dence of the tax payer which is se verely de te rio rated in
the re cent past due to un due pres sure our gov ern ment has taken from In ter na tional fi nance pro vider.

Amend ing As sess ment Or der
It is sug gested that an as sess ment or der should not be re- amended ex cept un der sec tion 122(5) and pe ri od for
amend ing as sess ment should be re duced to 3 years.

Pro ce dural Mis takes 
Pro ce dural mis takes in main tain ing rec ord, fil ing re turns should be once warned in stead of us ing harsh sales tax 
law.             

Clar ity
Clar ity needs to be in tro duced in the fis cal laws as far as the PATA & FATA ar eas are con cerned. As cur rent sys -
tem is run ning on cir cu lars and de part men tal let ters. etc. 

Pri vate Prac tice of FBR Em ploy ees
The private practice of FBR employees should be monitored as currently some FBR officials are doing invisible
private practice (e.g. inspectors). Codes of Ethics for FBR officials and Officers neither made nor implemented
which has created a serious conflict of interest which is resulting in a huge loss of revenue.
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