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Noteable Aspects of Budget 2023 -24

BUDGET 2023-2024 AT A GLANCE

Overall Resources and Expenditures for the FY 2023-24

TOTAL RESOURCES

Net External Receipts
17%

Muniff Ziauddin & Co.
Chartered Accountants

Bank Borrowings

22%

Non Bank Borrowing

13%

RESOURCES 2023-24 2022-23 %
Rs in Billions
Tax Revenue(FBR)- Federal
. 9,200 7,004 31.35
Consolidated Fund
Non Tax Revenue 2,963 2,000 48.15
a) Gross Revenue Receipts 12,163 9,004 35.08
b) Less: Provincial Share (5,276) (4,100) 28.68
1) Net Revenue Receipts(a-b) 6,887 4,904 40.44
1) Non Bank Borrowing(NSS &
) 1,906 1,996 (4.49)
others)- Public Account
IIl) Net External Receipts - Fed.
2,527 533 374.17
Consolidated Fund
IV) Bank Borrowings ( T-Bills, PIBs,
] 3,124 1,172 166.55
Sukuk)- Fed. Consolidated Fund
V) Privatization Proceeds - Fed.
) 15 96 (84.41)
Consolidated Fund
V1) Estimated Provincial Surplus - 800 (100.00)
TOTAL RESOURCES( I to V) 14,460 9,502

EXPENDITURES 2023-24 2022-23
Rsin Billions

Interest Payments 7,303 3,950
Pension 761 530
Defence Affairs & Services 1,804 1,523
Grants and Transfers to

Provinces and Others Lo L4z
Subsidies 1,074 699
Running of Civil Govt. 714 550
Provision for Emergency and

Others 200 200
A. Current 13,320 8,694
Federal PSDP 950 727
Net Lending 190 81
B. Development & Net Lending 1,140 808
TOTAL EXPENDITURES (A+B) 14,460 9,502

Member

BKR International

Net Revenue Receipts

48%

%

84.89
43.58
18.45

17.87

53.65
29.82

0.00

30.67
134.57
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TOTAL EXPENDITURES

Net Lending

Federal PSDP

Provision for Emergency and Others

Running of Civil Govt.

Subsidies

Interest Payments
Grants and Transfers to Provinces
and Others

Defence Affairs & Services

Pension

TAX REVENUE FBR

F, WPPI Others

1%

Page6

Muniff Ziauddin & Co. Member
Chartered Accountants BKR International



Noteable Aspects of Budget 2023 -24

Highlights
Income Tax

1. It is proposed to re-impose a flat 10% final withholding tax through newly added
Section 236Z, specifically imposition of tax on the issuance of bonus shares by
companies. However, for shareholders who are not part of the Active Taxpayer List
(ATL), the withholding tax rate is increased to 20%. It is important to note that bonus
shares will now be classified as income from other sources for individual shareholders.

2. A significant change has been proposed in the Finance Bill in the taxation
framework for Small and Medium Enterprises (SMESs) as under the 14th Schedule, as the
business turnover limit for manufacturers has been raised from Rs. 250 million to Rs. 800
million. This increase in the turnover threshold now allows manufacturers to qualify for a
concessionary tax regime designed to support SMEs. Additionally, an important change
has been proposed to the SMEs definition by including Information Technology (IT) and
Information Technology-enabled Services (ITeS) sectors within its scope.

3. The Finance Bill seeks to enhance in the monetary limit of foreign remittance
originating from outside Pakistan, increasing it from five million rupees to the equivalent
of USD 100,000 in Pakistani rupees. This proposed change specifically applies to Section
111(4) of the relevant legislation, which imposes restrictions on inquiries regarding the
nature and source of unexplained income/assets. However, it is essential to fulfill certain
conditions for this provision to apply, including remitting the amount through the normal
banking channel, encashing it in Pakistani rupees through a scheduled bank, and
obtaining a certificate from the bank as evidence of compliance with these requirements."

4, A significant measure has been proposed to implement regarding the Super Tax
provision under Section 4C aiming to streamline its application across all persons,
without any exceptions. Three new income slabs have been proposed to provide a more
targeted approach. These slabs are defined as follows: income ranging from Rs. 350
million to Rs. 400 million will be taxed at 6%, income ranging from Rs. 400 million to
Rs. 500 million will be taxed at 8%, and income exceeding Rs. 500 million will be
subject to a tax rate of 10%.

5. The Finance Bill has proposed the change in the withholding tax rates, resulting in
a 1% increase for the supply of goods, excluding the sale of rice, cotton seed, or edible
oils. Similarly, this increase also applies to the rendering of services, including services
subject to a concessionary tax rate of 3%. However, the electronic and print media
advertising services are excluded from this proposed change. Additionally, the execution
of contracts, excluding those related to sports persons, is also subject to the revised
withholding tax rates.

Muniff Ziauddin & Co. Member
Chartered Accountants BKR International
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Noteable Aspects of Budget 2023 -24

6. A proposed change has been made to the tax legislation includes a new charging
section, namely 99D, which aims to introduce an additional tax on the income, profits,
and gains of individuals or specific groups. This proposed tax will be imposed at a rate
not exceeding fifty percent and will specifically target extraordinary gains resulting from
exogenous factors, as determined and notified by the Federal Board of Revenue (FBR).

7. The Finance Bill seeks to re-impose 0.6% advance adjustable withholding tax on
cash withdrawal is now applicable to persons who are not in the Active Taxpayer List
(ATL). This tax is deducted at the time of cash withdrawal and can be adjusted against
the person's tax liabilities.

8. An adjustment in the withholding tax has been proposed to increase the
withholding tax rate by 0.5% specifically for commercial importers. This proposed
increase applies to the import of goods falling within Part 111 of the Twelfth Schedule to
the Income Tax Ordinance, 2001.

9. "There has been a notable increase proposed in the withholding tax rate applicable
to payments made to non-residents through debit/credit or prepaid cards. The withholding
tax rate has been raised from 1% to 5% for persons who are in the Active Taxpayer List
(ATL). However, for non-ATL persons, the withholding tax rate has been increased from
2% to 10%. These adjustments will apply specifically to payments made to non-residents
through these electronic payment methods.

10. A proposed addition to the legislation includes the introduction of a new section,
namely 231C, which aims to impose an adjustable advance tax of Rs. 200,000 at the time
of issuing a work permit/visa for employing a foreign domestic helper. This tax will be
applicable to persons who hire foreign domestic helpers and is collected upfront at the
time of issuing the work permit or visa.

11. "The concessionary fixed tax rate of 0.25% for Information Technology (IT) and
IT-enabled Services (ITeS) exports is set to continue for the tax years 2024, 2025, and
2026. This favorable tax rate will provide ongoing support to the IT and ITeS sectors.
Additionally, there is a proposed relaxation of the sales tax return filing requirement for
exporters of IT and IT-enabled services, aiming to streamline processes and reduce
administrative burdens for these exporters.

12. A new provision has been introduced for the automated issuance of an exemption
certificate. This certificate will be generated automatically upon the expiry of 30 days
after filing an application for payment to a non-resident person. This streamlined process
aims to facilitate timely and efficient transactions with non-resident entities, providing a
smoother experience for all parties involved.

13.  Assignificant development has been proposed regarding the sales tax return filing
requirement for availing the concessionary fixed tax rate of 0.25% for Information
Technology (IT) and IT-enabled Services (ITeS) exports. The requirement for filing sales

Muniff Ziauddin & Co. Member
Chartered Accountants BKR International
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tax returns has been withdrawn, allowing exporters in the IT and ITeS sectors to benefit
from the favorable tax rate without the burden of filing additional sales tax returns. This
adjustment aims to streamline processes and reduce administrative complexities for
exporters, further supporting the growth of the IT and I1TeS industries.

14. A notable concession has been proposed in the tax regime for banking companies
regarding income derived from additional advances provided to the Information
Technology (IT) and I1T-enabled Services (ITeS) sector. Instead of the standard tax rate of
39%, a concessionary tax rate of 20% will apply specifically to the income generated
from these additional advances. This measure aims to incentivize and promote lending to
the IT and ITeS sector, fostering growth and development in these industries.

15.  Assignificant waiver has been proposed regarding the final withholding tax under
Section 236K for nonresident individuals holding POC/NICOP (Pakistan Origin
Card/National Identity Card for Overseas Pakistanis). This waiver will apply specifically
to the purchase of immovable property when the property acquisition is made using
foreign remittances received from abroad. As a result, the 2% final withholding tax will
be exempted in such cases, providing a favorable tax treatment for nonresident
individuals acquiring immovable property through foreign remittances.

16. A beneficial provision has been introduced to reduce tax liability for builders and
individuals engaged in the construction of their own houses. Builders will enjoy a 10%
reduction in their tax liability or Rs. 5 million, whichever is lower, for a period of three
years. Similarly, individuals undertaking the construction of their own houses will
receive a 10% reduction or Rs. 1 million, whichever is lower, as a deduction from their
tax liability. This measure aims to incentivize and support the construction sector,
promoting affordable housing and encouraging individual homeownership.

17. A notable provision has been put forward to promote youth entrepreneurship by
offering a 50% reduction in tax liability for a duration of three years. This reduction is
applicable to individuals and Association of Persons (AOPs) up to a maximum limit of
Rs. 2 million, while companies can avail a reduction up to Rs. 5 million. The definition of
"youth™ in this context refers to natural persons up to the age of 30 years. This measure
aims to encourage young individuals to venture into entrepreneurship, providing them
with tax incentives to support their business growth and development.

18.  The concessionary tax rate of 20% for banking companies’ income from
additional advances provided to low-cost housing, agriculture, and Small and Medium
Enterprises (SMEs), including Information Technology (IT) and IT-enabled Services
(ITeS), has been extended for a period of two years. This extension aims to continue
supporting these priority sectors by encouraging lending and financial support from
banking institutions. The concessional tax rate will provide incentives for banking
companies to increase their focus on these sectors, fostering growth, and development in
low-cost housing, agriculture, SMEs, and the IT/ITeS industries.

Muniff Ziauddin & Co. Member
Chartered Accountants BKR International
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19. In order to promote and encourage the export of commaodities such as agriculture
produce, gems, metals, and more, a favorable provision has been introduced. Indirect
exporters engaging in the export of these commaodities through online platforms will
benefit from a concessionary final tax rate of 1%. This measure aims to incentivize and
facilitate the export of various commaodities, supporting the growth of the export sector
and contributing to the overall economy.

20. A reduction has been proposed in the minimum tax liability on turnover for
companies listed on the Pakistan Stock Exchange. The minimum tax liability has been
lowered from 1.25% to 1.0% for these listed companies. This measure aims to provide
relief to companies listed on the stock exchange and enhance their competitiveness by
reducing the tax burden on their turnover. By implementing this reduction, the intention
is to support and promote the growth of the listed companies and stimulate investment in
the stock market.

21. The Finance Bill seeks to grant exemption to persons on profits and gains from
the sale of immovable property or shares of a special purpose vehicle to any type of Real
Estate Investment Trust (REIT) scheme has been extended for an additional year. This
extension allows persons to benefit from the exemption until 30th June, 2024. The aim of
this extension is to provide continued incentives for investment in REIT schemes,
promoting liquidity and growth in the real estate sector.

22.  The Income Tax exemption for resident persons of FATA/PATA (Federally
Administered Tribal Areas/Provincially Administered Tribal Areas) has been proposed to
be extended for an additional year. This extension grants an exemption from income tax
for these residents, allowing them to enjoy the exemption until 30th June, 2024. The
purpose of this proposed extension is to provide continued support and financial relief to
the residents of FATA/PATA and promote economic development in these areas.

23.  Agro-based industries classified as Small and Medium Enterprises (SMES),
established on or after 1st July, 2023, will benefit from a five-year tax holiday. This tax
holiday will be applicable from tax year 2024 to tax year 2028. The aim of this measure
is to promote the growth of agro-based industries, support SMEs in the agriculture sector,
and encourage investment in this important industry. The tax holiday provides a
favorable environment for these industries to establish and expand their operations,
contributing to the overall development of the agricultural sector.

24. The scope of the definition of Permanent Establishment (PE) in Pakistan for
nonresident persons has been expanded. This expansion entails a broader coverage of
what constitutes a PE in the country. The intention behind this measure is to ensure that
nonresident persons are appropriately taxed on income generated within Pakistan, even if
they do not have a physical presence but have significant economic activities or a
substantial digital presence. By broadening the scope of the PE definition, Pakistan aims
to enhance tax compliance and capture revenue from nonresident entities conducting
business activities within its jurisdiction.

Muniff Ziauddin & Co. Member
Chartered Accountants BKR International
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25. Efforts have been made to streamline and refine the definition of Associates,
making it more concise and comprehensive. The objective of this streamlining process is
to provide clarity and precision in identifying and classifying associate entities. By
enhancing the definition, it becomes easier to determine the relationships, dependencies,
and obligations between different entities, ensuring accurate reporting and compliance
with regulatory requirements. This streamlined definition aims to improve transparency
and facilitate a better understanding of the associated entities, promoting effective
decision-making and regulatory compliance.

26.  Steps have been taken to bring greater clarity to the carry forward regime of
minimum tax on turnover. These efforts are aimed at providing clear guidelines and rules
regarding the carry forward of minimum tax liabilities from one tax year to another. By
enhancing the clarity in this regime, taxpayers can better understand the process of
carrying forward their minimum tax liabilities and ensure compliance with the applicable
regulations. This proposed improvement in clarity will promote transparency, reduce
ambiguity, and facilitate smoother tax planning and reporting for businesses and
individuals.

27. A technical mistake in the banking sector super tax regime has been addressed by
substituting the reference to tax year 2022 with tax year 2023 in Finance Bill. This
correction rectifies any inconsistencies and ensures the accurate application of the super
tax regime for the banking sector. By aligning the tax year reference appropriately, the
intent and provisions of the super tax regime can be effectively implemented, providing
clarity and certainty to the banking sector regarding their tax obligations.

28.  An enabling provision has been proposed to facilitate the computation, collection,
and payment of super tax under Section 4C. This provision establishes the necessary
framework and mechanisms for determining the amount of super tax applicable, as well
as the procedures for its collection and payment. By introducing this enabling provision,
the tax administration aims to streamline the process and ensure effective implementation
of the super tax provisions outlined in Section 4C. This provision provides clarity and
guidance for taxpayers and tax authorities, enabling smooth compliance and
administration of the super tax requirements.

29. An enabling provision has been proposed to authorize the Commissioner Inland
Revenue to effect the recovery of outstanding non-tax revenue under any other statute or
law. This provision grants the Commissioner the necessary authority and powers to
initiate and undertake the recovery process for outstanding non-tax revenue, as per the
provisions of the relevant statutes or laws. By introducing this enabling provision, the
aim is to ensure effective and efficient recovery of outstanding amounts owed to the
government, promoting fiscal discipline and the proper management of non-tax revenue.

Muniff Ziauddin & Co. Member
Chartered Accountants BKR International
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Sales Tax

1. The proposed bill aims to extend the exemption of sales tax to NMDs
(FATA/PATA) for an additional year, ending on June 30, 2024.

2. The bill proposes to grant an exemption of sales tax on contraceptives and related
accessories.

3. The bill proposes to grant an exemption of sales tax on various items, including
plant saplings, combine harvesters, dryers for agricultural products, no-till-direct
seeders, planters, trans-planters, other planters, and bovine semen.

4. The bill proposes to grant an exemption of sales tax on the import of IT
equipment for exporters of IT and ITeS (Information Technology and Information
Technology-enabled Services) who are registered with the Pakistan Software
Export Board.

5. The bill proposes the withdrawal of the exemption of sales tax on edible products
that are sold in bulk under brand names or trademarks.

6. The bill proposes to amend serial number 66 of the eighth schedule by increasing
the reduced rate of sales tax from 12% to 15% on supplies made by point-of-sale
(POS) retailers dealing in leather and textile products.

7. The bill proposes to remove clause (e) and (ga) from the definition of Tier 1
retailer, thereby eliminating the requirement for shop area for tier-1 retailers.

8. The bill proposes to rename the Directorate General of Digital Invoicing and
Analysis as the Directorate General of Digital Initiatives.

9. The bill proposes to amend section 33 by making changes to clause (23),
specifically in column (1), to enhance the scope of penal action by replacing
""cigarette packs" with "goods specified by the Board".

10. The bill proposes to amend S. No. 12(xxv) of the Fifth Schedule by replacing the
current description with "Other drawing, marking out, or mathematical calculating
instruments (geometry box) (PCT heading 9017.2000)".

Muniff Ziauddin & Co. Member
Chartered Accountants BKR International
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11. The bill proposes to enhance the scope of S. No. 21 of the Fifth Schedule, which
provides zero-rating to exporters registered under the Export Facilitation Scheme,
2021, by including the word "commodities".

12. The bill proposes to insert the following Explanation in S. No. 121 of the sixth
schedule of the Sales Tax Act: "For the removal of doubt, it is clarified that the
blood transfusion sets, not packed in aluminum foil, imported with blood bags
CPDA-1, in corresponding quantity in the same consignment, are also exempt."

13. The bill suggests removing S. No. 159 and 160 from Table-1 of the Sixth
Schedule because they are no longer necessary. These entries have become
redundant since the time-bound exemption they provided has already expired on
December 31, 2021.

14. Bill proposes to exclude the production, transmission, and distribution of
electricity from the scope of sales tax, aligning with the decision made by the
National Tax Council.

Federal Excise Duty

1. As per the approval of the Federal Cabinet in Case No. 01/01/23 dated
03.01.2023, it is proposed to impose a Federal Excise Duty (FED) on energy
inefficient fans at a rate of Rs. 2000 per fan. Additionally, an FED of 20% ad
valorem is proposed to be imposed on incandescent bulbs. These measures aim to
discourage the use of energy inefficient products and promote energy
conservation.

2. There is a proposal to enhance the scope of the Federal Excise Duty (FED) on
services by including royalty and fee for technical services. This expansion aims
to broaden the tax base and capture additional revenue from such transactions.

3. A proposed amendment suggests the addition of a new clause (e) to sub-section
(1) of section 3. This new clause will provide further clarification regarding the
chargeability of Federal Excise Duty (FED) on both goods and services. The
intention is to provide additional guidance and specificity in determining the
applicability of FED on various taxable items.

4. There is a proposal to rename the Directorate General of Digital Invoicing and
Analysis as the Directorate General of Digital Initiatives. This change reflects a
broader focus on digital initiatives beyond invoicing and analysis, indicating a
potential expansion of the directorate's responsibilities and scope.

Page13
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5. The proposed changes aim to align the procedure for the publication of general
orders, departmental instructions, and rulings of the Board with the provisions
outlined in the Sales Tax Act of 1990. This alignment ensures consistency and
adherence to the legal framework governing sales tax, providing stakeholders
with easy access to official information and guidance through the Board's official
website.

Customs Duty

1. The Finance Bill aims to decrease the customs duty from 10% to 5% on non-
localized Completely Knocked Down (CKD) units of Heavy Commercial
Vehicles.

2. The Finance Bill introduced an incentive for the manufacturing of Solar Panels
and related equipment by providing an exemption from customs duty on imported
machinery, equipment, and inputs used in the production of solar panels,
inverters, and batteries.

3. The Finance Bill introduced a provision for the exemption of customs duty on the
import of raw materials used by manufacturers of adhesive tapes.

4. The Finance Bill proposes to grant an exemption from customs duty on the import
of pet scrap for manufacturers of polyester filament yarn.

5. The Finance Bill proposes to grant an exemption from customs duty on the import
of raw materials by manufacturers of Moulds and Dies who are registered under
the Sales Tax Act, 1990.

6. The Finance bill aims to provide an incentive to exporters of IT and IT-enabled
services by allowing them to import IT-related equipment duty-free. This
equipment includes laptops, PCs, notebooks, keyboards, mice, printers, CD ROM
devices, hard drives, routers, servers, and multimedia kits of PCs. The duty-free
import is equivalent to 1% of the export proceeds from the previous financial
year, subject to specified conditions.

7. The Finance Bill introduced a provision for the exemption of customs duty on the
import of raw materials used in the production of diapers and sanitary napkins.

Muniff Ziauddin & Co. Member
Chartered Accountants BKR International
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The Finance Bill includes a proposal to increase the levy of regulatory duty on
imports of glass articles.

The Finance Bill aims to grant an exemption from customs duty on the import of
seeds for sowing purposes in the agricultural sector.

. The Finance Bill proposes to grant an exemption from customs duty on the import

of raw materials, components, and sub-components for manufacturers of machine
tools who are registered under the Sales Act 1990.

. The Finance Bill proposes to grant an exemption from customs duty on the import

of raw materials and inputs used in mining machinery and implements.

. The Finance Bill aims to eliminate the regulatory duty on the following items :

e [T-related equipment

e Synthetic Filament Yarn of Polyester that is not produced locally

e Parts for flat panel monitors and projectors

e Silicon Steel Sheets

e Special steel round bars and rods made of non-alloy steel with a diameter
exceeding 50mm.

. The Finance Bill includes a proposal to grant an exemption from customs duty on

the import of shrimps, prawns, and juveniles for breeding purposes in commercial
fish farms and hatcheries. This measure aims to promote and support local
farming initiatives.

Additional notable legislative changes

The Finance Bill proposes to extend the warehousing period for perishable items
from one month to three months.

Stricter penalties are being proposed for offenses related to the smuggling of
essential commodities, attempts to evade duty and taxes in violation of laws and
procedures, as well as the import/export of banned and contra-banned goods.

Continuation of Exemption/Concession

Muniff Ziauddin & Co. Member
Chartered Accountants BKR International
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The Finance Bill aims to extend the following measures

- Exemption from customs duty on machinery and equipment imported by
former FATA areas will be continued until June 30, 2024.

- Concession on customs duty for flavoring powders used in food
preparation for snack manufacturers will be extended until June 30, 2024.

Islamabad Capital Territory
(Sales Tax on Services)

1. The proposed tax rate for services provided by restaurants, including cafes, food
parlors, coffee houses, coffee shops, deras, food huts, eateries, resorts, and similar

Muniff Ziauddin & Co. Member
Chartered Accountants BKR International
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Income Tax Ordinance 2001

1. Amendments in Definition:
DEFINITIONS — SECTION 2

The Finance Bill introduces the following definitions:

(@). Income - Section 2(29) The bill suggests adding Section 236Z to the definition of

Pagel 7
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This proposed amendment serves as an anti-avoidance measure, as it broadens the scope
of what qualifies as an associate. Once implemented, a wider range of transactions will be
subject to the arms-length principle and may undergo transfer pricing audits.

Furthermore, when combined with the proposed amendment to Section 2(41)(i), which
removes the term "fixed," it could potentially result in the creation of more dependent
agent Permanent Establishments (PEs) in Pakistan under Section 2(41)(g) of the ITO.
These changes may also impact the tax exemption on debt profit received by a non-
resident person from a security issued by a tax resident person in Pakistan, as outlined in
Section 46 of the ITO, as this exemption does not apply to associates.

Additionally, it could expand the geographical source of income under Section 101(3)(e)
of the ITO and potentially affect Thin Capitalization rules specified in Section 106 of the
ITO.

2. Addition of new slabs for Super Tax u/s 4C :

The Finance Bill 2023 proposes the introduction of new slab rates for the super tax
applicable to taxpayers earning in excess of Rs 300 million. As a result, the highest slab
rate of 10% will be applicable to taxpayers from all sectors earning in excess of Rs 500
million, thereby eliminating the discriminatory treatment.

S. No. | Income under section 4C For tax year 2023
and onwards
1. Where income does not exceed Rs. 150 million 0% of the income
2. Where income exceeds Rs.150 million but does not exceed | 1% of the income
Rs. 200 million
3. Where income exceeds Rs. 200 million but does not | 2% of the income
exceed Rs. 250 million
4, Where income exceeds Rs. 250 million but does not | 3% of the income
exceed Rs. 300 million
5. Where income exceeds Rs. 300 million but does not | 4% of the income
exceeds 350 million
6. Where income exceeds Rs. 350 million but does not | 6% of the income
exceeds 400 million
7. Where income exceeds Rs. 400 million but does not | 8% of the income
exceeds 500 million
8. Where income exceeds Rs. 500 million 10% of the
income”;

3. Newly added Section 236Z — Taxation on Bonus Shares :

Section 236Z stipulates the following provisions regarding the taxation of bonus shares
issued by a company:

Muniff Ziauddin & Co. Member
Chartered Accountants BKR International
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I.  Every company issuing bonus shares to its shareholders must withhold 10% of the
bonus shares to be issued.

Il. The withheld bonus shares can only be issued to a shareholder if the company
collects from the shareholder a tax equal to 10% of the value of the bonus
shares issued, including the bonus shares withheld. The value is determined
based on the day-end price on the first day of book closure for listed
companies, or as prescribed for other companies.

I11. The company is required to deposit the tax collected under sub-section (2) of
Section 236Z within fifteen days of book closure, regardless of whether the
tax has been collected from the shareholder.

IV. The company has the right to collect and recover the tax deposited from the
shareholder before issuing the bonus shares.

V. If a shareholder fails to make the tax payment to the company or collect their
bonus shares within fifteen days of the bonus shares' issuance, the company
may proceed to dispose of the bonus shares to the extent for which it has paid
tax on the shareholder's behalf under this section.

VI. The issuance of bonus shares is considered the shareholder's income, and the tax
collected by the company under this section or the proceeds from the disposal
of bonus shares paid under this section are deemed to have been paid on
behalf of the shareholder.

VII.  The tax paid under this section is considered the final tax on the income of the
shareholder arising from the issuance of bonus shares.

4. Small and Medium Enterprises Section 2(59A) — 14th Schedule :

The proposed tax reforms in the Bill bring forth the following modifications to the
existing tax regime:

(@) In order to broaden the scope, the definition of Small and Medium Enterprises
(SMEs) is expanded to encompass individuals or entities actively involved in providing
IT services and IT-enabled services, as defined in the Ordinance. This expansion,
however, necessitates compliance with the registration and certification requirements set
by the Pakistan Software Export Board.

(b) To facilitate a wider range of SMEs, the special tax regime specified in the Fourteenth
Schedule is extended to SMEs with a turnover surpassing Rs 250 Million but not
exceeding Rs 800 Million. This extension aims to provide eligible SMEs with favorable
tax treatment and support their growth and development.

Muniff Ziauddin & Co. Member
Chartered Accountants BKR International
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(c) The updated table for taxation of SMEs is as follows:

Category Turnover Normal rate | Final rate
regime regime
Category-I Where annual business | 7.5% of | 0.25% of
turnover does not exceed | taxable income | turnover
Rs 100 Million
Category-II Where annual business | 15% of | 0.5% of

turnover exceeds Rs 100 | taxable income | turnover
Million but does not
exceed Rs 250 Million

Category-IlI Where annual business | 20% of taxable | 0.75% of
turnover exceeds Rs 250 | income turnover
Million but does not
exceed Rs 800 million

In the case of IT and IT-enabled services, a higher withholding tax rate of 4% applies,
which may serve as the minimum tax if the taxpayer does not choose the final tax regime.
However, for taxpayers who opt for the final tax regime, any excess withholding tax will
be eligible for a refund. To ensure consistency with the provisions of the Fourteenth
Schedule, it is necessary to make appropriate amendments to align the withholding tax
rate for such services with the applicable regime.

Previously, the definition of Small and Medium Enterprises (SMEs) was limited to
manufacturers. However, the proposed amendment expands the definition to include IT
service providers (Section 2(30AD)) or providers of IT-enabled services (Section 30AE),
given that their turnover does not exceed PKR 800 million in a tax year.

Additionally, the bill suggests introducing a new requirement for SMEs to register with
the Federal Board of Revenue (FBR) via the FBR web portal or with the Small and
Medium Enterprises Development Authority through its SME registration portal
(SMERP).

Furthermore, the bill proposes that SMEs engaged in IT and IT-enabled services must
also register with and obtain certification from the Pakistan Software Export Board, in
addition to their registration with SMERP.

5. Newly added Section 231AB — Advance tax on cash withdrawal :

It is proposed to includes the addition of a new Section 231AB to the Income Tax
Ordinance (ITO). This new section introduces an advance tax of 0.6% on cash
withdrawals exceeding PKR 50,000 made by individuals who are not listed in the Active
Taxpayers list. The advance tax can be adjusted accordingly.
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6. Increment of Threshold limit of Foreign Remittances - Section 111(4) :

It is proposed to suggests an increase in the threshold for foreign remittances received
under Section 111(4) of the Income Tax Ordinance (ITO). The threshold will be raised
from PKR 5 million to USD 100,000. It is noteworthy that a similar threshold of PKR 10
million was previously set under the Income Tax (Amendment) Ordinance, 2018, which
was equivalent to approximately USD 100,000 based on the PKR/USD exchange rate at
that time. This Bill now proposes to maintain the threshold of USD 100,000.

7. Newly added Section 99D- Additional tax on certain income, profits and gains :

The Finance Bill proposes the addition of a new section, namely Section 99D, to the
Income Tax Ordinance (ITO). This amendment aims to introduce taxation on income,
profits, or gains that are unexpected, whether they have been disclosed or not. There are
two conditions that must be met to invoke this section. The first condition is the presence
of economic factors that have led to the generation of unexpected income. These
economic factors are broadly defined and include international price fluctuations
impacting commaodity prices or sectors of the Pakistani economy, as well as differences
in income, profits, or gains due to foreign currency fluctuations.

This proposed amendment introduces a comprehensive tax that has the potential to affect
various sectors, such as exporters, commercial banks, and foreign exchange currency
dealers, among others. The proposed tax rate for such income, gains, or profits is set at a
maximum of 50%. Notably, this section grants the Federal Board of Revenue (FBR)
significant discretionary power to tax income that has not been disclosed in financial
statements. It can be seen as running parallel to, if not surpassing, the provisions of
Section 177 of the ITO.

However, it is important to highlight that the specifics of the economic factors, tax rates,
scope, timing, and payment of tax will be determined through an official notification
published in the Gazette. This means that these provisions will only become effective
once the notification is issued, specifying the methodology and scope of application.

8. Advance Tax at import stage by Commercial Importer u/s 148 :

The Finance Bill includes a proposed adjustment to the withholding tax applicable to
commercial importers, resulting in a 0.5% increase in the withholding tax rate. This
proposed increase specifically applies to the importation of goods categorized under Part
111 of the Twelfth Schedule to the Income Tax Ordinance, 2001.
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9. Foreign Payments Through Credit or Debit Cards — 236Y :

The proposed amendment in the Finance Bill suggests raising the deduction rate specified
in Section 236Y of the Income Tax Ordinance (ITO) for advance tax on funds remitted
abroad via Debit, Credit, or prepaid cards. The proposed change intends to increase the
deduction rate from 1% to 5% and However, for non-ATL persons, the withholding tax
rate has been increased from 2% to 10%.

10. New section namely 231C Advance tax on foreign domestic workers :

The proposed provision in the Bill suggests the introduction of an adjustable advance tax
of PKR 200,000/- for any authority issuing or renewing a domestic aide visa for foreign
nationals employed as domestic workers. The responsibility of collecting this advance tax
lies with the issuing or renewing authority, who must collect it from the agency, sponsor,
or employer of the foreign domestic worker. The tax amount can be adjusted against the
income of the sponsor, agency, or employer of the foreign domestic worker.

11. Export of Services 154A and addition of new proviso to Section 154A :

The Finance Bill proposes to extend the concessionary fixed tax rate of 0.25% for
Information Technology (IT) and IT-enabled Services (ITeS) exports for the tax years
2024, 2025, and 2026.

The proposed amendment in the Bill includes the addition of a proviso to Section
154A(2c). According to this proviso, an exporter registered and certified by the Pakistan
Software Export Board (PSEB) who engages in the export of computer software, IT
services, or IT-enabled services, will be exempted from filing sales tax returns under
Federal or Provincial laws. This exemption is provided to facilitate the option of availing
the final tax regime under Section 154A of the Income Tax Ordinance (ITO).

12. Addition of new proviso under Section 152 (5A) :

Section 152(5A) imposes a duty on the Commissioner to issue an Order either accepting
or rejecting a person's claim for exemption from withholding tax on payments to non-
residents under Section 152. This Order must be issued within 30 days of receiving the
notice or application from the person.

The proposed amendment in the Bill introduces a proviso to Section 152(5A). According
to this proviso, if the Commissioner fails to issue an Order accepting or rejecting the
application within the specified 30-day period (excluding any adjournment days
requested by the applicant), the Commissioner will be considered to have granted the
exemption certificate once the 30-day period expires. Additionally, the Bill proposes that
the exemption certificate will be automatically processed and issued by the Integrated
Risk Information System (IRIS) once the 30-day timeframe has elapsed.
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13. Rule 7G of the Seventh Schedule pertains to the reduced tax rate applicable to
additional advances provided by banking companies to the IT and IT-enabled
services sector :

The Bill proposes a reduced tax rate of 20% on taxable income for the tax years 2024 to
2025 in relation to additional advances provided to the IT and IT Enabled Services sector
in Pakistan. This reduced rate deviates from the normal tax rate currently applicable to
banks.

The Bill defines additional advances as the average amount of advances disbursed in
addition to the average advances made by the bank in the same sector during the
immediately preceding tax year starting from 2023.

The formula for computing the taxable income eligible for the reduced rate of 20% is as
follows:

A multiplied by (B divided by C)
Where:

A represents the taxable income of the Banking Company.

B represents the net mark-up income earned from additional advances for the tax
years as declared in the annual accounts.

C represents the total of the net mark-up and non-markup income of the banking
company as per accounts.

Moreover, when e-filing the return of income, it is required to attach a certificate from
the external auditor. This certificate will certify the amounts of advances made in the
preceding tax years, the additional advances made for the tax year, and the net mark-up
earned from such additional advances for the tax year. The Commissioner will have the
authority to request the banking company to provide details of the advances made to
determine the applicability of the reduced tax rate.

14. Addition of new proviso under Section 236K :

The proposed amendment in the Bill aims to provide an exemption from advance tax on
the purchase or transfer of immovable property under Section 236K. This exemption
specifically applies to non-resident individuals who hold a Pakistan Origin Card, NICOP,
or CNIC and have acquired the property through a Foreign Currency Value Account or
NRP Rupee Value Account maintained with authorized banks in Pakistan, as per the
foreign exchange regulations issued by the SBP.
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The intention behind this amendment appears to be incentivizing non-resident Pakistanis
to invest in immovable properties.

15. Clause (21), Part I, 2nd Schedule — Tax reduction on Builders :

It is proposed to introduces a tax reduction scheme specifically designed for builders
engaged in the business of constructing buildings. The key provisions of this scheme are
as follows:

i. Eligibility: Only builders registered with the Directorate General of Designated
Non-Financial Business and Professions (DG DNFBP) will qualify for the tax
reduction.

ii. Project Approval: The tax reduction benefit applies to new building projects that
receive approval for their layout plans from the relevant authority on or after
July 1, 2023.

iii. Exclusion of Land Development: Land development projects are not eligible for
this tax reduction benefit.

iv. Completion Certificate Requirement: To avail the tax reduction, builders must
submit the completion certificate along with their income tax return in the
respective tax year.

v. Duration of Benefit: The tax reduction benefit will be applicable for the tax years
2024 to 2026.

vi. Reduction Amount: The tax liability will be reduced by either 10% of the profits
and gains derived from the builder's business or Rs. 5 million, whichever
amount is lower.

In summary, this tax reduction scheme aims to provide favorable conditions for
registered builders involved in constructing buildings, encouraging their participation in
the construction sector.

16. Youth Enterprise -Clause (22), Part I1, 2nd Schedule :
It is proposed to introduces a tax reduction scheme specifically tailored for Youth

Enterprises, aimed at reducing the tax liability on their business income. Here are the key
points of the scheme:
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1. Tax Reduction Calculation:

- For Association of Persons (AOP) and Individuals: The tax reduction will be
either 50% of the business income or Rs. 2 million, whichever amount is lower.

- For Companies: The tax reduction will be either 50% of the business income or
Rs. 5 million, whichever amount is lower.

2. Definition of Youth Enterprise:

- Sole Proprietorship: The enterprise should be owned by a Youth Individual.

- Association of Persons (AOP): All members of the AOP must be Youth
Individuals.

- Company: 100% of the shareholding in the company must be owned by Youth
Individuals.

3. Establishment Date: The startup should be established on or after July 1, 2023.

4. Definition of Youth Individual: A Youth Individual is a natural person up to the
age of 30 years as of the first day of the relevant tax year.

5. Duration of Benefit: The tax reduction benefit will be applicable for the tax years
2024 to 2026.

In summary, this tax reduction scheme aims to incentivize and support Youth Enterprises
by reducing their tax burden. It encourages the establishment of startups owned and
operated by young individuals, fostering innovation and entrepreneurship in the
economy.

17 Clause 154 of Part I of 2nd Schedule - AGRO Based SME :

It is proposed to suggests granting an exemption on the profits and gains of a small and
medium enterprise (SME) that is specifically established as an agro-based industry in a
rural area. The exemption will be applicable for a period of five tax years, starting from
the tax year 2024 and continuing until the tax year 2028. However, certain conditions
need to be met for the enterprise to qualify for this exemption:

Establishment Date: The enterprise must be set up on or after July 1, 2023.
Exclusivity Requirement: The enterprise should be exclusively focused on agro-based
activities in a rural area duly notified.

Non-Transferable: The enterprise should not be formed through the transfer,
reconstitution, reconstruction, or splitting up of an existing business.
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The purpose of this exemption is to support and promote the development of small and
medium enterprises in the agro-based sector, particularly in rural areas. By providing this
incentive, the bill aims to encourage new ventures and stimulate economic growth in
these regions.

18.Minimum tax rate for listed Companies — Section 113 :

Section 113 of the Income Tax Ordinance (ITO) currently imposes a minimum tax based
on the turnover of taxpayers. The existing general rate for turnover tax is 1.25%.
However, the proposed bill suggests reducing this rate to 1% specifically for companies
listed on the Pakistan Stock Exchange. If a company is already subject to a reduced rate,
that reduced rate will continue to apply.

For instance, Pakistan International Airlines Corporation (PIAC) is currently subject to a
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deduction of tax from payments made to non-residents and residents for the provision of
goods, services, and execution of contracts. The bill suggests an increment of 1% in the

applicable deduction rates, as follows:

Payment to Residents :

Payment
on account
of
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Federal Excise Act 2005

The Bill introduces significant measures related to the Federal Excise Duty (FED) with
the aim of enhancing revenue generation and streamlining taxation procedures. These
measures encompass revenue-related measures, streamlining initiatives, and changes to
the First Schedule. Let's explore the key highlights of these proposed measures:

1. Revenue Measures:

To encourage energy efficiency and conservation, the budget proposes the imposition of
FED on energy inefficient fans and incandescent bulbs. Energy inefficient fans would be
subject to FED at a rate of Rs. 2000 per fan, while incandescent bulbs would attract a
20% ad valorem duty. This step, approved by the Federal Cabinet, seeks to discourage
the use of energy-consuming products and promote the adoption of more energy-efficient
alternatives.

The scope of FED on services is also set to expand by including royalty and fees for
technical services. This expansion aims to broaden the tax base and ensure that various
service sectors contribute to revenue generation through FED.

2. Streamlining Measures:

To enhance clarity and ensure consistent application of FED provisions, a new clause (e)
is proposed to be added to sub-section (1) of section 3. This addition will provide further
elaboration on the chargeability of FED on goods and services. By streamlining this
aspect, the government aims to facilitate better understanding and application of FED
regulations.

The budget also suggests renaming the Directorate General of Digital Invoicing and
Analysis to the Directorate General of Digital Initiatives. This change reflects a broader
focus on digital initiatives beyond invoicing and analysis, aligning with the evolving
landscape of digital transformation.

Furthermore, the budget proposes aligning the procedure for the publication of general
orders, departmental instructions, and rulings of the Federal Board of Revenue (FBR)
with the provisions outlined in the Sales Tax Act, 1990. This alignment aims to
streamline publication processes and ensure consistency in the dissemination of important
tax-related information.

3. First Schedule Amendments:

The proposed amendments to the First Schedule address dutiable goods and excisable
services. The objective is to discourage the use of electric appliances that consume high
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amounts of energy. For this purpose, the Finance Bill introduces new dutiable goods
subject to FED, such as energy inefficient fans and imported incandescent bulbs. Energy
inefficient fans not compliant with the Minimum Energy Performance Standards (MEPS)
notified by the Pakistan Standards and Quality Control Authority (PSQCA) would attract
a duty of Rs. 2000 per fan. Incandescent bulbs would be subject to a 20% ad valorem
duty.

In terms of excisable services, the scope is expanded to include royalty and fees for
technical services. Franchise services, previously subject to a 10% FED rate, would be
extended to cover these additional services at the same rate.

These proposed measures related to Federal Excise Duty (FED) in the FY 2023-24
budget aim to generate revenue, promote energy efficiency, expand the tax base, and
streamline taxation procedures. The imposition of FED on energy inefficient fans and
incandescent bulbs incentivizes the use of energy-saving alternatives. The expansion of
FED on services ensures a broader contribution from the service sectors. Additionally,
the proposed changes in the Directorate General's name and publication procedures
demonstrate a commitment to digital initiatives and aligning processes with established
tax regulations. These measures collectively aim to enhance revenue collection, foster
energy conservation, and promote efficient tax administration within the Federal Excise
Act framework.
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Customs Act 1969

- Alignment of Customs Value Determination:

In order to comply with the "World Trade Organisation Valuation Agreement,’ it
is suggested to amend the existing provisions related to the Director of Customs
Valuation. The proposed amendment will ensure that the Director considers
prices of goods from internationally recognized publications, periodicals,
bulletins, or official websites of manufacturers or indenters of goods for
valuation purposes.

- Verification of Exemption Notifications:
The validity period of exemption notifications, which were submitted for
ratification before the National Assembly on or after July 1, 2016, is proposed to
be extended until the end of the next fiscal year, i.e., up to June 30, 2024. This
extension provides sufficient time for the process of ratification.

- Streamlined Submission of Goods Declaration:
To alleviate congestion at border Customs stations, the proposal suggests that the

owner of imported goods must file the Goods Declaration within three days of
the goods' arrival at the border customs station.

- Prolongation of Warehousing Duration:
In a move to facilitate trade operations, it is recommended to extend the
warehousing period for perishable items from one month to three months. This
extension allows more flexibility in managing perishable goods stored in
Customs warehouses.

- Expansion of Authority to Grant Exemptions for Goods:

To align with the implementation of agreements between the Government of
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