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INTRODUCTION 
 

 

In this modern age, businesses are experiencing numerous challenges and 

significant changes in their operational aspects. A student of business taxation 

needs to understand these issues and changes to correctly scan the twists and turns 

of taxation for designing a competitive business model. In this course, we have 

tried to describe the latest concepts emerging the area of business taxation and 

incorporated them in the context of Pakistan to present a day-to-day observable 

picture of the textbook material to the students. 

 

The Unit 1 presents a brief introduction of the subject of taxation and core 

concepts in the co0ntext of the Income Tax Ordinance 2001. The basic concepts 

of income and taxpayer have been highlighted. The Unit 2 describes the various 

authorities empowered to enforce the Income Tax ordinance 2001 and the concept 

of assessment. The procedural provisions of the submission of the income tax 

return have also been discussed in this unit.  In Unit 3, the practical side of the 

taxation is discussed by describing the rules for calculation of tax on the salary 

income. 

 

In Unit 4, the taxation of income from property, business, capital gains and other 

sources have been explained to calculate the total tax payable by a person. In Unit 

5, the focus has been on explaining various ways to reduce the tax liability in 

legal manner through deductions, tax credits and tax rebates. The Unit 6 

prescribes the various methods for the payment of the income tax and a detailed 

discussion has been included on withholding tax and advance tax. Similarly, Unit 

7 prescribes the recovery of tax from a person, refund mechanism for the income 

tax and various fines and penalties for the defaulters of the income tax. 

 

In Unit 8, a special attention has been given to the sales tax system operating in 

Pakistan by discussing its various concepts, return filing procedures and 

calculation details. Lastly, in Unit 9, various practical questions have been solved 

to calculate the tax of a salaried, non-salaried, association of person and a 

company. Errors and omissions are expected as writing is a continues exercise of 

improving the subject matter. Kindly inform us such discrepancies and give your 

valuable suggestions. 

 

 Moazzam Ali 

 Course Coordinator 

 Assistant Professor 
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MESSAGE FROM DEAN 
 

 

In 21
st
 century, an age of globalization and information technology, the discipline 

of Business and Commerce has momentous enhancement across the world. The 

course ‘Business Taxation’ is developed and provides a synoptic view of modern 

concepts of taxation at bachelor level students. The contents of course are 

specially designed for the Pakistani Students to grasp the theoretical foundations 

along with the practical aspects of the field of taxation. 

 

The revised curriculum of business taxation consists of latest issues in the field 

and a targeted view of up-gradation of the practical knowledge of students.  The 

technique of taking examples from daily life by featuring local businesses is used 

in the explanation of core concepts. A special focus is made on the calculation of 

tax liability of small and medium size businesses as these represent more than 

50% of market participants. 

 

Throughout the text, an effort is made to encourage students to practice the 

standard calculation methodologies of taxation using e-filing mechanism. It is in 

vogue that AIOU regularly updates its study material; guides, readers and course 

books. The present guide/book is revised on the same lines for students and 

general readers. Suggestions are welcomed. 

 

The Department of Commerce is certainly credited for the lunching/revision of 

the course. Good luck! 

   

 

 

 (Prof. Dr. Samina Awan) 

 Dean 

 Faculty of Social Sciences & Humanities 
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INTRODUCTION 

 

This unit will introduce the basic concepts of tax to you with a view to enhance your 

understanding of government budgetary receipts system. The principles and benefits of 

taxation will be explained to create awareness for a good taxation system. Similarly, the 

various terminologies under the Income Tax Ordinance 2001 will be defined and the key 

concepts of taxpayer, income and taxable income will be explained.  

                                           

OBJECTIVES 
 

After reading this unit you will be able 

1. To introduce the concept and type of taxes 

2. To explain the various types of taxes in Pakistan  

3. To Highlight the canons of taxation  

4. To develop a relationship between tax revenues and government  spending 

5. Top define various terminologies under the Income Tax Ordinance 2001 
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1.1 BASICS OF TAXATION 

 

1.1.1 Concept of Tax 
Tax (from the Latin word taxo which means rate) is a financial charge or other levy 

imposed upon a taxpayer (an individual or legal entity) by a state or the functional 

equivalent of a state such that failure to pay is punishable by law. The modern 

government system in the world requires revenues collected from the citizens of a 

country and in return various services are provided to them. The collection of revenues 

through taxation is the sole domain of the governments and the money collected from the 

people is spent on providing education, health, security, infrastructure and other useful 

facilities to the general public.  

 

Definition of Tax 
A compulsory contribution to state revenue, levied by the government on workers' income 

and business profits, or added to the cost of some goods, services, and transactions. 

(Oxford Dictionary) 

 

An involuntary fee levied on corporations or individuals that is enforced by a level of 

government in order to finance government activities. (Investopedia) 

 

According to Black's Law Dictionary, a tax is a "pecuniary burden laid upon individuals 

or property owners to support the government [...] a payment exacted by legislative 

authority." It "is not a voluntary payment or donation, but an enforced contribution, 

exacted pursuant to legislative authority" and is "any contribution imposed by 

government [...] whether under the name of toll, duty, custom, excise, subsidy, aid, 

supply, or other name”. 

 

At macro level, the tax system of a country is highly related to its economic performance. 

The fiscal imbalance in a country indicates its poor performance. The taxes imposed on 

its citizens by a government largely depend on the objectives that a government set in to 

achieve a level of economic growth and social development. In developing countries 

where tax evasion and tax avoidance is high at individual level, corporate taxation plays 

the main role for the collection of the desired revenue by the government. The strength of 

the laws related to the taxation allows a country to generate the higher revenues from the 

companies while at the same time offering investments incentives. 

 

1.1.2 Types/Qualities/Properties of Taxes: 
There are different types of taxes imposed by the governments all over the world. The 

taxes are divided in such types based on their specific objective for which they are 

imposed. Such types of taxes can also be called their properties or qualities as their 

division is made based on certain common qualities. A brief discussion on the types of 

taxes is presented below: 

 

 

http://www.oxforddictionaries.com/definition/english/compulsory#compulsory__2
http://www.oxforddictionaries.com/definition/english/contribution#contribution__2
http://www.oxforddictionaries.com/definition/english/revenue#revenue__5
http://www.oxforddictionaries.com/definition/english/levy#levy__2
http://www.oxforddictionaries.com/definition/english/transaction#transaction__2
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Direct Tax and Indirect Tax 
Taxes are sometimes referred to as "direct taxes" or "indirect taxes". The meaning of 

these terms can vary in different contexts, which can sometimes lead to confusion. A 

simple way to understand the difference between them is consider the method in which 

these taxes are paid. A direct tax is paid by the taxpayer himself to the tax authorities 

while the indirect tax is collected by a third party and paid to the tax authorities. For 

example, the income tax is direct tax as it is paid by the taxpayer himself to the tax 

authorities and the sales tax is an indirect tax as it is paid by the taxpayer in the form of 

price of product and deposited to the tax authorities by the companies making that 

product. 

 

An economic definition, by Atkinson, states that "...direct taxes may be adjusted to the 

individual characteristics of the taxpayer, whereas indirect taxes are levied on 

transactions irrespective of the circumstances of buyer or seller." According to this 

definition, for example, income tax is "direct", and sales tax is "indirect". In law, the 

terms may have different meanings. A tax on the sale of property would be considered an 

indirect tax, whereas the tax on simply owning the property itself would be a direct tax. 

 

A Progressive Tax is a tax in which the tax rate increases as the taxable base amount 

increases. "Progressive" describes a distribution effect on income or expenditure, 

referring to the way the rate progresses from low to high, where the average tax rate is 

less than the marginal tax rate. The progressive taxes places more burdens on the rich 

people as the tax rates goes up as the income level increases. A progressive tax attempts 

to bring equality in the society as the rich people are taxed higher than the poor. The 

income tax is a progressive tax in Pakistan as the rate of income tax increases with an 

increase in the level of income. 

 

A Regressive Tax is a tax imposed in such a manner that the tax rate decreases as the 

amount subject to taxation increases. The regressive taxes are applied in manner that 

results in shifting more tax burden on those people who have lower incomes and fewer 

burdens on people having higher income. For example, the sales tax is imposed in 

Pakistan at 17% rate on different products. All persons will pay the same rate of tax 

irrespective of their incomes. A rich person buying a cold drink will also pay the same 

level of tax as a poor person is paying. 

 

Proportional or Flat Tax is a tax imposed so that the tax rate is fixed, with no change as 

the taxable base amount increases or decreases. The amount of the tax is in proportion to 

the amount subject to taxation. It can be applied to individual taxes or to a tax system as a 

whole; a year, multi-year, or lifetime. Proportional taxes maintain equal tax incidence 

regardless of the ability-to-pay and do not shift the incidence disproportionately to those 

with a higher or lower economic well-being. The motor vehicle tax, stamp duty, customs 

duty are designed on the pattern of proportional or flat tax. 
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Diagram presents a summary of types of taxes in Pakistan: 

 

 
 

1.1.3 Tax System of Pakistan 
There are different taxes imposed in Pakistan by the Federal and Provincial governments. 

A broad description regarding the nature of administration of these taxes is explained 

below:  

 

1.1.3.1 Income Tax 
The income tax is imposed in Pakistan through the Income Tax Ordinance 2001. The 

income tax is payable by the individuals, association of persons and companies. The 

income tax is payable on the income generated by a person in a year. The rates of income 

tax are described by the federal government in the annual budget or finance bill. These 

rates are charged on the taxable incomes of the persons for calculation of the income tax 

liability. The revenues collected through income tax contribute approximately 40% to the 

tax revenues of the country.   

 

a. Personal Income Tax: 

All individuals, unregistered firms, associations of persons, etc., are liable to tax, at the 

rates ranging from 2% to 25% on different income levels. For the purpose of the charge 

of tax and the computation of total income, all income is classified under the following 

heads: 

i. Salaries  

ii. Income from property;  

iii. Income from business or professions  

iv. Capital gains; and 

v. Income from other sources. 

 

b. Income Tax on Companies: 

All companies incorporated in Pakistan are assessed for the payment of income tax. The 

income tax rate for companies in Pakistan is 30% on their taxable profits. However, the 
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effective rate is likely to differ on account of allowances and exemptions related to 

industry, location, exports, etc. The income tax on companies which is also called the 

corporate income tax is calculated by looking at the net profits reported in the annual 

profit and loss account by a company.  This net profit is further adjusted by following the 

rules of taxation to arrive at the figure of income tax liability.  

 

1.1.3.2 Customs Duty 
Goods imported and exported from Pakistan are liable to rates of customs duties as 

prescribed in Customs Act 1969. Customs duties in the form of import duties and export 

duties constitute about 10% of the total tax receipts. The rate structure of customs duty is 

determined by a large number of socio-economic factors. However, the general scheme 

envisages higher rates on luxury items as well as on less essential goods. The import 

tariff has been given an industrial bias by keeping the duties on industrial plants and 

machinery and raw material lower than those on consumer goods.  

 

1.1.3.3 Federal Excise Duty 
The Federal Excise Duty (FED) is charged under Federal Excise Act 2005 on a limited 

number of goods produced or manufactured, and services provided or rendered in 

Pakistan. On most of the items Federal Excise Duty is charged on the basis of value or 

retail price. Some items are, however, chargeable to duty on the basis of weight or 

quantity. Classification of goods is done in accordance with the Harmonized Commodity 

Description and Coding system which is being used all over the world. All exports are 

exempted from Central Excise Duty. 

 

1.1.3.4 Sales Tax 
Sales Tax is levied under Sales Tax Act 1990 at various stages of economic activity at the 

general rate (GST) on:  

 All goods imported into Pakistan, payable by the importers; 

 All supplies made in Pakistan by a registered person in the course of furtherance of 

any business carried on by him; 

 There is an in-built system of input tax adjustment and a registered person can 

make adjustment of tax paid at earlier stages against. 

 

1.1.3.5 Provincial Taxes 
The four provinces of Pakistan have also imposed their own taxes on different 

transactions. These taxes include provincial sales tax on services, property tax, excise tax, 

motor vehicle tax, professional tax etc. These taxes are collected in addition to the taxes 

imposed by the Federal Government. The purpose of these taxes is to collect more 

revenues for the Provincial Governments to meet their budget objectives. All four 

provinces have established their own tax collection organizations/authorities that collect 

these taxes from the individuals and companies. The share of revenue of provinces collect 

through these taxes is very small and contributes only 5% in the overall share of the tax 

revenues of the country. 
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1.1.4. Principles of Taxation 
The taxes are imposed by following certain principles. These principles are the standards 

against which we judge the system of taxation in a country. These principles have been 

devised over the years by various economists. The famous economist Adam Smith has 

given the following four important canons of taxation: 

 

i. Canon of Equity 
 The principle aims at providing economic and social justice to the people. 

According to this principle, every person should pay to the government depending 

upon his ability to pay. The rich class people should pay higher taxes to the 

government, because without the protection of the government authorities (Police, 

Defense, etc.) they could not have earned and enjoyed their income. Adam Smith 

argued that the taxes should be proportional to income, i.e., citizens should pay the 

taxes in proportion to the revenue which they respectively enjoy under the 

protection of the state. 

ii. Canon of Certainty 
 According to Adam Smith, the tax which an individual has to pay should be 

certain, not arbitrary. The tax payer should know in advance how much tax he has 

to pay, at what time he has to pay the tax, and in what form the tax is to be paid to 

the government. In other words, every tax should satisfy the canon of certainty. At 

the same time a good tax system also ensures that the government is also certain 

about the amount that will be collected by way of tax. 

iii. Canon of Convenience 
 The mode and timing of tax payment should be as far as possible, convenient to the 

tax payers. For example, land revenue is collected at time of harvest income tax is 

deducted at source. Convenient tax system will encourage people to pay tax and 

will increase tax revenue. 

iv. Canon of Economy 

 This principle states that there should be economy in tax administration. The cost 

of tax collection should be lower than the amount of tax collected. It may not serve 

any purpose, if the taxes imposed are widespread but are difficult to administer. 

Therefore, it would make no sense to impose certain taxes, if it is difficult to 

administer. 
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1.1.5. Role of Tax in Economic Development 
 

i. Increase in Govt. revenue: 

 Taxes are the main revenue sources for a Government. Tax collected through 

different sources e.g., tax collected on income, tax collected on sales, tax collected 

on the import stage and tax collected on luxury items, all play a significant role in 

gathering the required revenue to be spent on providing public services like health, 

education, police etc. In its annual budget document, the Government of Pakistan 

provides the detail of tax target for the next year. 

ii. Incentives for investors: 

 Governments all over the world design tax systems to provide maximum incentives for 

investors. The tax structure of a country shows the economic incentives that a 

government is willing to provide in its various sectors of economy. By declaring 

certain areas free of tax or taxing the industry established in a particular area at a lower 

rate, a government can encourage the potential investors to invest in desired sectors. 

iii. Economic assistance for poor: 

 The tax revenue collected from masses is used by the government to provide 

maximum economic assistance to the poor and needy sections of society. For this 

purpose a government can design various schemes for the poor to uplift their 

economic conditions. Revenue collected through taxes play a significant role in 

running these poverty reduction programs. 

iv. Development of natural resources: 

 Tax revenues can be utilized by a government to develop its natural resources like 

ports, minerals, metals, forests etc. The development of these natural resources 

plays a central role in stimulating the economic activities in a country. A 

government can make programs to develop its natural resources with the help of 

tax payers’ money which can result in bringing a massive increase in the economic 

well being of its citizens. 

v. Redistribution of income: 

 The basic aim of taxes in a country is to collect more revenue from rich and lesser 

revenue from poor. This results in the redistribution of income from rich to poor. 

Government can plan various schemes to levy higher rate of tax on rich and to 

spend this revenue on improving the living standards of poor. 

vi. Correcting market distortions: 

 The traditional economic cycle brings booms and busts in an economy. Tax is a 

tool to correct various market conditions to provide maximum relief to the buyer 

and supplier in a market. A sudden increase or decrease in the price of a 

commodity can be handled with the help of tax payers’ money to provide 

maximum possible economic benefits to the recipients of economic shocks. 

vii. Infrastructure development:  
 Tax revenues can be used by a country to uplift its infrastructure like roads, 

bridges, buildings, air ports, sea ports etc. A government can plan in its annual 

development program to specify the sectors on which the infrastructure 

requirement is urgent. A developed infrastructure can play a major role in the 

economic growth of a country. 
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1.2 BASIC CONCPETS OF INCOME TAX IN PAKISTAN 
 

1.2.1 Introduction to the Income Tax Ordinance 2001 
A tax is an amount computed by applying the applicable rate of tax, on taxable income, 

income subject to a separate charge, income subject to final tax and separate block of 

income subject to fixed tax. Tax payable on taxable income under the Income Tax 

Ordinance 2001 is called the income tax. 

 

The Federal levy, tax, on income (Income Tax) is governed by the Income Tax 

Ordinance, 2001 and Income Tax Rules, 2002. It is an annual charge on the taxable 

income, income subject to separate charge and income subject to final tax of a person for 

a tax year. The Income Tax Ordinance 2001 is divided into 13 chapters and 7 schedules. 

It contains 240 sections. Section 3 of the Ordinance overrides all other laws in force to 

the extent any conflict arises. The seven schedules of Income Tax Ordinance 2001 are; 

 

Seven schedules that are an integral part of the new Ordinance 2001 are divided as under:  

First Schedule: provides rates of tax for all kinds of taxpayers and collection and 

deduction at source.  

Second Schedule: specifies tax exemptions and concessions.  

Third Schedule: prescribes rates of depreciation of assets and pre-commencement 

expenditure.  

Fourth and Fifth Schedules: contain rules for computation of profits and gains of 

insurance business, and petroleum and minerals.  

Sixth Schedule: describes provisions concerning recognized/approved provident, 

superannuation and gratuity funds.  

Seventh Schedule: concerns taxation of income from export of goods manufactured in 

Pakistan.  

Levy of tax on taxable income is divided into two parts: 

i. Income Tax on taxable income  

ii. Final tax on certain incomes 

 

Sources/Components of Income Tax Law in Pakistan 
 

i. Income Tax Ordinance 2001: 

 The main source of guidance for calculating the tax liability of a person is Income 

Tax Ordinance 2001. This law has been designed to be less ambiguous than its 

predecessor the Income Tax Ordinance 1979. The federal Govt. of Pakistan has the 

power to amend and modify this law as per its revenue requirements. The Income 

Tax Ordinance 2001 is divided into 13 chapters and 7 schedules. It contains 240 

sections. Section 3 of the Ordinance overrides all other laws in force to the extent 

any conflict arises.  

ii. Income Tax Rules 2002: 

 Income Tax Rules 2002 have been drafted to provide a detailed mechanism on the 

operational aspect of income tax. These rules have been crafted by the Federal 

Board of Revenue (FBR) under the power granted to it in section 237 of the 
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Income Tax Ordinance 2001. FBR being the regulatory body has the authority to 

devise such laws for the implementation of the Income Tax ordinance 2001.  These 

rules help the taxpayers to easily understand the procedural matters of taxation.  

iii. Notifications, Circulars and Orders: 

 The Federal Board of Revenue has the power to issue various notifications, 

instructions, orders, circulars, Statutory Regulatory Orders (SROs) under section 

206 of the Income Tax Ordinance 2001 for taxpayers and its officers to guide them 

on certain matters of income tax. Through these measures FBR can exempt certain 

class of persons from paying income tax or paying the tax at reduced rates. All 

such amendments by the FBR shall be issued by the federal govt. in the official 

gazette along with approval of these changes from the parliament.  

iv. Income Tax Case Laws: 

 In case of dispute arising between a taxpayer and the FBR, the power to decide such 

matters resides with the courts. The decision of a court in a tax case not only solves the 

problem for that particular individual but also has status to act as a future reference for 

the same nature of disputes. These case laws or judgments of courts are regarded to 

have an official status to act for future guidance to taxpayers and officers of the FBR.  

v. Finance Act or Budget: 

 Every year the federal Govt. declares its budget describing the revenues and 

expenditures details. Usually, the Govt. amends the tax rates of income tax or 

declares the income of certain industries to be exempt from tax. When the budget 

gets approval from the parliament these changes become operational and income 

tax from the taxpayers is collected on the new rates prescribed by the Govt. in the 

budget or Finance Act.  

 

1.2.2 The Concept of Income 
The income tax liability is calculated on the taxable income of a person. To know the 

taxable income of a person, we need to know the concept of income, total income, 

taxable income & income subject to final tax. The Income Tax Ordinance 2001 has 

outlined these concepts to arrive at the tax payable of a person.  

 

Definition of Income:   (Section 2(21) 

Income includes;  

a.  Any amount chargeable to tax under this Ordinance,  

b.  Any amount subject to collection or deduction of tax under section  

i. 148, (imports) 

ii. 150, (dividend) 

iii. 152(1), (Royalty to non-resident) 

iv. 153, (amount received for supply of goods and services)  

v. 154, (Exports) 

vi. 156, (Prizes and Winnings)  

vii. 156A, (Tax deducted on petroleum products) 

viii. 233, (Brokerage and Commission) 

ix. 233A (Collection of tax by a stock exchange in Pakistan) 

x. 234 (5) (Advance tax collected on motor vehicles) 
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c.  Any amount treated as income under any provision of this Ordinance 

d.  Any loss of income. 

 

Total Income is the aggregate of income chargeable to tax under each of head of income. 

Under the Income Tax Ordinance, 2001, all incomes are broadly divided into following 

five heads of income: 

i. Salary; 

ii. Income from property; 

iii. Income from business; 

iv. Capital gains; and 

v. Income from other sources 

 

Different set of rules apply for determination of income chargeable to tax under each 

head of income.  Generally, income under a head of income is the total of the amounts 

derived as reduced by the admissible deductions against such income, if any.  

Expenditures attributable to a particular head of income are deductible as allowed by the 

Income Tax Ordinance 2001. When net amounts are calculated under all five heads of 

income, they are added to arrive at the total income.  

 

Taxable Income means total income reduced by:  

1. Donations qualifying for direct deductions; and 

2. Following deductible allowances: 

a) Zakat paid under the Zakat and Ushr Ordinance, 1980, 

b) Workers Welfare Fund paid under the  Workers Welfare Fund Ordinance, 

1971  (applies to certain specified industrial establishments); and 

c)  Worker’s Participation Fund paid under  the Companies Profit (Workers 

Participation) Act, 1968 (applies on companies only) 

d) Interest paid on loan obtained for house building purposes 

 

The taxable income is considered for the purpose of calculation of income tax. The 

taxable income is multiplied with the rate of tax prescribed in the law. For example, if the 

taxable income of a person is Rs. 500,000 and the rate of tax is 10% then the tax liability 

of that person would be Rs. 10,000 (500,000×10%).  

 

Income subject to Final Tax, which are subject to collection or deduction of tax at 

source and such tax collected or deducted at source is treated as final tax liability in 

respect of such income e.g. Income arising from business on account of: 

a. Import of goods; 

b. Execution of contracts by non-residents 

c. Insurance and re-insurance premiums received by non-residents 

d. Any other amounts received by a non-resident (profit on debt) 

e. Supply of goods (other than by manufacturers);  

f. Execution of contracts; 

g. Services of stitching, dying, printing, embroidery, washing, sizing and weaving 

h. Media services by non-residents 
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i. Export realization (goods) 

j. Commission  /  discount on petroleum products 

k. Brokerage and commission; 

l. Plying of goods transport vehicles; and 

m. Natural Gas Consumption (CNG Stations). 

n. Income arising from other sources on account of: 

i. Profit on debt; and 

ii. Prizes and winnings 

 

1.2.3 Time Period for Calculation of Tax Liability 
The income tax liability calculated above is paid according to the time period as 

prescribed by the law. The concept of time period is presented in the form of assessment 

year, income year and tax year. 

 

Assessment Year: Section 2(5A) 

It means an assessment year as defined in the Income Tax ordinance 1979.  

The assessment year is defined in section 2(8) of the Income Tax Ordinance 1979 as 

under: 

Assessment year means the period of twelve months beginning on the first day of July 

next following the income year and includes any such period which is deemed, under any 

provision of this Ordinance, to be the assessment year in respect of any income or any 

income year. 

Income Year:  Section 2(29A) 

It means an income year as defined in the Income Tax Ordinance 1979.  

The income year is defined in section 2( 26) of the Income Tax ordinance 1979 as 

under: 

 "Income year", in relation to any assessment year (hereafter in this clause, referred to as 

`the said assessment year’), means- 

(a)  the financial year next preceding the said assessment year, or 

(b)  such period as the Central Board of Revenue may, in the case of any person or 

class of persons or any source of income, specify by notification in the official Gazette, 

and includes any period which, under any provision of this Ordinance, is deemed to be an 

income year, or in respect of which a return of total income is required to be furnished, or 

any income is liable to be determined or assessed, or any tax is payable. 

Tax Year   (Section 74)              
The tax payable by a person is calculated according to the tax year which is defined in the 

form of normal tax year, special tax year and transitional tax year as follows: 

 

Normal Tax Year: 

The tax year shall be a period of twelve months ending on the 30
th
 day of June 

(hereinafter referred to as ‘normal tax year’) and shall, be denoted by the calendar year in 

which the said date falls. 
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Special Tax Year: 

A person may apply, in writing, to the Commissioner to allow him to use a twelve 

months’ period, other than normal tax year, as special tax year and the Commissioner 

may by an order, allow him to use such special tax year. 

 

The Commissioner shall grant permission only if the person has shown a compelling 

need to use special tax year or normal tax year, as the case may be, and the permission 

shall be subject to such conditions, if any, as the Commissioner may impose. 

 

Transitional Tax Year: 
Where the tax year of a person changes as a result of an order the period between the end 

of the last tax year prior to change and the date on which the changed tax year 

commences shall be treated as a separate tax year, to be known as the “transitional tax 

year. 

                               

1.2.4 Definitions of Terms related to Banks and Financial Institutions 
The tax liability of banks and the persons dealing with the banks and financial institutions 

is determined according to the following concepts and terminologies: 

 

Banking Company means a banking company as defined in the Banking Companies 

Ordinance, 1962 (LVII of 1962) and includes anybody-corporate which transacts the 

business of banking in Pakistan; 

 

Debt means any amount owing, including accounts payable and the amounts owing 

under promissory notes, bills of exchange, debentures, securities, bonds or other financial 

instruments; 

 

Profit on a Debt whether payable or receivable, means: 

(a) any profit, yield, interest, discount, premium or other amount  owing under a debt, 

other than a return of capital; or 

(b) any service fee or other charge in respect of a debt, including any fee or charge 

incurred in respect of a credit facility which has not been utilized; 

 

Financial Institution means an institution as defined under the Companies Ordinance,  

Finance Society includes a co-operative society which accepts money on deposit or 

otherwise for the purposes of advancing loans or making investments in the ordinary 

course of business; 

Investment Company means an investment company as defined in the Non-Banking 

Finance Companies (Establishment and Regulation) Rules, 2003;] 

KIBOR means Karachi Inter Bank Offered Rate prevalent on the first day of each quarter 

of the financial year; 

Leasing Company means a leasing company as defined in the Non-Banking Finance 

Companies and Notified Entities Regulation, 2007. 
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1.2.5 Categories of Assets under Income Tax Ordinance 2001:   
The different categories of assets as per the Income Tax Ordinance 2001 are described 

below:  

Depreciable Asset: [Section 2(17) & 22] 

Depreciable asset means any tangible movable property, immovable property (other than 

unimproved land), or structural improvement to immovable property, owned by a person 

that: 

a. has a normal useful life exceeding one year; 

b. is likely to lose value as a result of normal wear and tear, or obsolescence; and 

c. is used wholly or partly by the person in deriving income from business chargeable 

to tax, 

 

“structural improvement” in relation to immovable property, includes any building, 

road, driveway, car park, railway line, pipeline, bridge, tunnel, airport runway, canal, 

dock, wharf, retaining wall, fence, power lines, water or sewerage pipes, drainage, 

landscaping or dam. 

 

Capital Asset:  [Section 2(10) & 37(5)]  

Capital asset means property of any kind held by a person, whether or not connected with 

a business, but does not include: 

a. any stock-in-trade, consumable stores or raw materials held for the purpose of 

business;] 

b. any property with respect to which the person is entitled to a depreciation 

deduction under section 22 or amortization deduction under section 24;  

c. any immovable property; or 

d. any movable property held for personal use by the person or any member of the 

person‘s family dependent on the person except 

i. A painting, sculpture, drawing or other work of art; 

 ii. jewellery; 

 iii. a rare manuscript, folio or book; 

 iv. a postage stamp or first day cover; 

 v. a coin or medallion; or 

 vi. an antique 

 

Stock-in-Trade:  [Section 35 (7)] 

Stock-in-trade means anything produced, manufactured, purchased, or otherwise acquired 

for manufacture, sale or exchange, and any materials or supplies to be consumed in the 

production or manufacturing process, but does not include stocks or shares. 

 

Intangible:   [Section 24] 

It means any patent, invention, design or model, secret formula or process, copyright 

trade mark, scientific or technical knowledge, computer software, motion picture film, 

export quotas, franchise, license, intellectual property, or other like property or right, 

contractual rights and any expenditure that provides an advantage or benefit for a period 
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of more than one year (other than expenditure incurred to acquire a depreciable asset or 

unimproved land). 

 

Pre-commencement Expenditure: [Section25 (5)] 

 It means any expenditure incurred before the commencement of a business wholly and 

exclusively to derive income chargeable to tax, including the cost of feasibility studies, 

construction of prototypes, and trial production activities, but shall not include any 

expenditure which is incurred in acquiring land, or which is depreciated or amortized 

under section 22 or 24. 

                                     

Principal Officer: [Section 2(44A)] 
Principal officer used with reference to a company or association of persons includes –  

(a) a director, a manager, secretary, agent, accountant or any similar officer; and 

(b) any person connected with the management or administration of the company or 

association of persons upon whom the Commissioner has served a notice of 

treating him as the principal officer thereof. 

 

Permanent Establishment: [Section 2(41)] 

Permanent Establishment in relation to a person, means a fixed place of business through 

which the business of the person is wholly or partly carried on, and includes: 

 

a. a place of management, branch, office, factory or workshop, [premises for 

soliciting orders, warehouse, permanent sales exhibition or sales outlet,] other than 

a liaison office except where the office engages in the negotiation of contracts 

(other than contracts of purchase); 

b. a mine, oil or gas well, quarry or any other place of extraction of natural resources; 

c. an agricultural, pastoral or forestry property; 

d. a building site, a construction, assembly or installation  project or supervisory 

activities connected  with such site or project but only where such site, project and 

its connected supervisory activities continue for a period or periods aggregating 

more than ninety days within any twelve-months period; 

e. the furnishing of services, including consultancy services, by any person through 

employees or other personnel engaged by the person for such purpose  

f. a person acting in Pakistan on behalf of the person referred to  as the ―agent other 

than an agent of independent status acting in the ordinary course of business as 

such, if the agent  

i. has and habitually exercises an authority to conclude contracts on behalf of 

the other person; 

 ii. has no such authority, but habitually maintains a stock-in-trade or other 

merchandise from which the agent regularly delivers goods or merchandise 

on behalf of the other person; or 

g. any substantial equipment installed, or other asset or property capable of activity 

giving rise to income. 
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Some persons perform their economic activities in the form of services i.e. auditors, 

doctors, lawyers, artists etc. The consideration received for performing these services is 

also taxable under the Income Tax Ordinance 2001. For this purposes, two important 

concepts need to be studied: fee for technical services and royalty.  

 

1. Fee for Technical Services: [Section 2(23)] 

It means any consideration, whether periodical or lump sum, for the rendering of any 

managerial, technical or consultancy services including the services of technical or other 

personnel, but does not include — 

a) consideration for services rendered in relation to a construction, assembly or like 

project undertaken by the recipient; or 

b) consideration which would be income of the recipient chargeable under the head 

“Salary”; 

 

2.  Royalty:  [Section 2(54)] 

It means any amount paid or payable, however described or computed, whether 

periodical or a lump sum, as consideration for: 

(a) the use of, or right to use any patent, invention, design or model, secret formula or 

process, trademark or other like property or right; 

(b) the use of, or right to use any copyright of a literary, artistic or scientific work, 

including films or video tapes for use in connection with television or tapes in 

connection with radio broadcasting, but shall not include consideration for the sale, 

distribution or exhibition of cinematograph films; 

(c)  the receipt of, or right to receive, any visual images or sounds, or both, transmitted 

by satellite, cable, optic fibre or similar technology in connection with television, 

radio or internet broadcasting; 

(d)  the supply of any technical, industrial, commercial or scientific knowledge, 

experience or skill; 

(e) the use of or right to use any industrial, commercial or scientific equipment; 

(f) the supply of any assistance that is ancillary and subsidiary to,  and is furnished as 

a means of enabling the application or enjoyment of, any such property or right as 

mentioned in (a) through (e);  

(g) the disposal of any property or right referred to in (a) through (e). 

 

Taxpayer    [Section 2(66)] 

Taxpayer means any person who derives an amount chargeable to tax under this 

Ordinance, and includes  

(a) any representative of a person who derives an amount chargeable to tax under this 

Ordinance; 

(b) any person who is required to deduct or collect tax (withholding agents) or 

(c) any person required to furnish a return of income or pay tax under this Ordinance; 
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The above mentioned types of taxpayers are explained in detail in the following 

pages as per the Income Tax Ordinance 2001. 

    

Person means:  [Section 2(42) & 80]    

 An individual; 

 A  company  or  association of persons incorporated, formed, organized or 

established in Pakistan or elsewhere;  

 The Federal Government, a foreign government, a political subdivision of a foreign 

government, or a public international organization. 

 

 
 

Now, each type of person described in above definition is explained below in the light 

of provisions of the Income Tax Ordinance 2001. 
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1.  Association of Persons: [Section 2(6) & 80] 

Association of persons includes a firm (the relation between persons  who have agreed to 

share the profits of a business carried on by all or any of them acting for all), a Hindu 

undivided family, any artificial juridical person and anybody of persons formed under a 

foreign law, but does not include a company. 

 

2. Company means [Section 2(12) & 80] 

a) A  company as defined in the Companies Ordinance, 1984 (XLVII of 1984); 

b) A  body corporate formed by or under any law in force in Pakistan; 

c) A modaraba; 

d) A body incorporated by or under the law of a country outside Pakistan relating to 

incorporation of companies; 

e) A  trust, a co-operative society or a finance society or any other society established 

or constituted by or under any law for the time being in force; 

f) A non-profit organization 

g) A  foreign association, whether incorporated or not, which the Board has, by 

general or special order, declared to be a company for the purposes of this 

Ordinance; 

h) A Provincial Government; 

i) A Local Government in Pakistan. 

 

There are following three types of companies discussed in the Income Tax Ordinance 

2001 
1. Small Company: [Section 2(59A)] 

Small company means a company registered on or after the first day of July, 2005, under 

the Companies Ordinance, 1984 (XLVII)  of 1984, which;                                     

i. has paid up capital plus undistributed reserves not exceeding twenty-five million 

rupees; 

ii. has employees not exceeding two hundred and fifty any time during the year; 

iii. has annual turnover not exceeding two hundred and fifty million rupees; and 

iv. is not formed by the splitting up or the reconstitution of business already in 

existence. 

 

2. Public Company means:  [Section 2(47)] 

a. a company in which not less than fifty per cent of the shares are held by the 

Federal Government or Provincial Government;  

b. a company in which not less than fifty per cent of the shares are held by a 

foreign Government, or a foreign company owned by a foreign Government  

c. a company whose shares were traded on a registered stock exchange in 

Pakistan at any time in the tax year and which remained listed on that 

exchange  at the end of that year; or 

d. a unit trust whose units are widely available to the public and any other trust 

as defined in the Trusts Act, 1882 (II of 1882);] 
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3. Private Company: It means a company which is not a public company. 

           

Who is required to furnish the return of income? [Section 114(1)]           

1. Every company irrespective of any conditions; 

2. Associations of persons and individuals under any of the following conditions: 

 Taxable income for a tax year exceeds the maximum amount that is not 

chargeable to tax. 

 Charged to tax in any of the two preceding tax years. 

 Claims a loss to be carried forward and set-off against the income of the 

following year(s). 

  Owns immovable property:   

 with land area of 250 sq. yards or more  located in areas falling within the 

municipal limits, a  Cantonment Board, or the Islamabad Capital Territory; 

 with land area of 500 sq. yards or more located in rating area; or 

 a flat  located in areas falling within the  municipal limits  , a Cantonment Board, or 

the Islamabad Capital Territory; or 

 a flat with covered area of 2,000 sq. feet or more located in rating areas; 

   Owns a motor vehicle having engine capacity of 1,000 cc or more 

   Has obtained a National Tax Number; or 

   Is the holder of commercial or industrial connection of electricity where the 

amount of annual   bill exceeds Rs. 500,000. 

1. Nonprofit organizations, irrespective of any conditions; 

2. Any welfare institution approved under Clause (58) of Part I of the Second 

Schedule to the Income Tax Ordinance, 2001, irrespective of any conditions. 

3. Every individual whose income under the head „Income from business exceeds Rs. 

300,000 but does not exceed the maximum amount that is not chargeable to tax. 

4. Any person [who in the opinion of the Commissioner was required to furnish the 

return of income (for any of the aforesaid reasons) but has failed to do so]  to 

whom  a notice for furnishing of the return of income has been served by the 

Commissioner. 

5. A resident person registered with any Chamber of Commerce and Industry or any 

trade or business association or any market committee or any professional body 

including Pakistan Engineering Council, Pakistan Medical and Dental Council, 

Pakistan Bar Council or any Provincial Bar Council, Institute of Chartered 

Accountants of Pakistan or Institute of Cost and Management Accountants of 

Pakistan has to file return of income. 

 

Even if none of the above applies, one may still need to file a return in order to claim a 

refund of tax deducted or collected at source (other than final tax).  

Exceptions (not required to file return of income) to the above are as under: 

 

1. Entire income is subject to  final  tax  or fixed tax  for which a separate statement is 

prescribed; 

2. A widow, an orphan below the age of 25 years  or  a disabled person  solely  for the 

reason of owning immovable property  (a flat or land  of 250 sq. yards or more)  
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located in areas falling within the municipal limits*, a Cantonment Board, or the 

Islamabad Capital Territory; and 

3. A non-resident for the reason of owning immovable property;“Municipal limits”  

means arrears  existing immediately before  the commencement of local 

government laws in the provinces. 

 

Non-Profit Organization: [Section 2(36)] 

Non-profit organization  means any person other than an individual which is: 

a) Established for religious, educational, charitable, welfare or development purposes, 

or for the promotion of amateur sport; 

b) Formed and registered under any law as a non-profit organization; 

c) Approved by the commissioner of income tax; and 

d) None of the assets of such person confers, or may confer, a private benefit to any 

other person. 

 

Withholding Agent:  

The withholding agent is defined as prescribed person in section 153 of the Income Tax 

Ordinance 2001 for the purpose of deduction or collection of tax at source/withholding 

tax.  

The withholding agent includes the following persons: 

a) the Federal Government; 

b) a company; 

c) an association of persons constituted by, or under law; 

d) a non-profit organization; 

e) a foreign contractor or consultant; 

f) a consortium or joint venture; 

g) an exporter or an export house  

h) an association of persons, having turnover of fifty million rupees or above in tax 

year 2007 or in any subsequent tax year;  

i) an individual, having turnover of fifty million rupees or above in the tax year 2009 

or in any subsequent year;  

j) a person registered under the Sales Tax Act, 1990; 

 

All of the above mentioned persons are treated as taxpayers for the purpose of Income 

Tax ordinance 2001 and it is obligatory on them to collect or deduct the withholding tax 

at the prescribed rates on different transactions.  
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The following diagram summarizes the discussion presented above and shows the 

persons required to pay income tax in Pakistan 

 

 
 

The tax liability of a person is decided on the basis of his status which may be 

resident or non-resident. 

 

Resident:  

An Association of Persons (AOP) is  resident for a  tax year  if the control and 

management of  its  affairs is situated wholly or partly in Pakistan at any time in the year.   

    [Section 84] 

 

A company is resident for a tax year if [Section 2(50) & 83] 

a) it is incorporated or formed by or under  any law in force in Pakistan; 

b) the control and management of its  affairs is situated wholly in Pakistan at any time 

in the year; or  
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c) It is a Provincial Government or a local Government in Pakistan. 

 

An individual is resident for a tax year if he/she [Section 2(51) & 82]   

a) is present in Pakistan for a period of, or periods amounting in aggregate to, 183 

days or more in the tax year; or 

b) is an  employee or official of the Federal Government or a Provincial Government 

posted abroad in the tax year. 

 

Non-Resident Person: A person who is not a resident person is called a non-resident 

person.  

 

Taxpayer’s Registration: (Section 181) 
1) Every taxpayer shall apply in the prescribed form and in the prescribed manner for 

registration. 

2) The Commissioner having jurisdiction over a case, where necessitated by the facts 

of the case, may also register a taxpayer in the prescribed manner. 

3) Taxpayers’ registration scheme shall be regulated through the rules to be notified 

by the Board   

 

Note: 

From tax year 2015 and onwards, in case of individuals having Computerized National 

Identity Card (CNIC) issued by the National Database and Registration Authority, CNIC 

shall be used as National Tax Number. 

 

Active Taxpayers’ List: (Section 181A) 

1) The Board shall have the power to institute active taxpayers’ list. 

2) Active taxpayers’ list shall be regulated as may be prescribed. 

 

Explanation: 

The active taxpayers’ list contains names and NTN/CNIC of all those persons who have 

filed their income tax return in the last tax year. The name in this list entitles a person to 

be declared as filer. The concept of filer has been introduced in the tax year 2014 and 

refers to a person who files his/her tax return in a tax year.  
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The Federal Board of Revenue (FBR) has started an SMS service to facilitate the 

withholding agents to know the name of any person in the Active Taxpayer List (ATL) 

for the purpose of deduction of withholding tax.  

 

 
 

Taxpayer (Honor) Card: (Section 181B) 

The Board may make a scheme for introduction of a tax-payer honor card for individual 

taxpayers, who fulfill minimum criteria to be eligible for the benefits as contained in the 

scheme 

 

Explanation: 

The taxpayer honor card is issued to the top 100 taxpayers in Pakistan in a tax year. This 

card entitles a person to receive extra facilities and enjoy VIP protocol in different 

government offices and organizations. This card is issued by the FBR as an incentive to 

the wealthy persons in Pakistan to pay more taxes in order to list their name in the 

recipient of taxpayer honor card list.   
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Displaying of National Tax Number: (Section 181C)  

Every person deriving income from business chargeable to tax, who has been issued a 

National Tax Number, shall display his National Tax Number at a conspicuous place at 

every place of his business. 

 

The FBR’s advertisement informing taxpayers to display their NTN number:  

 

  
 

Principles of Taxation of Persons 

Principle of Taxation of Individuals: [Section 86] 
Subject to this Ordinance, the taxable income of each individual shall be determined 

separately. 

 

Explanation: This section establishes the basic rule for calculation of tax liability of a 

person. The tax liability of each person whether individual, AOP or company is 

determined separately. There is no option of combing the income of any other person i.e. 

combing the income of husband and wife or son and father for calculation of tax is not 

allowed. 

 

Deceased Individuals: [Section 87] 
1)   The legal representative of a deceased individual shall be liable for — 

 a) any tax that the individual would have become liable for if the individual had 

not died; and 

 b) any tax payable in respect of the income of the deceased’s estate. 
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2) The liability of a legal representative under this section shall be limited to the 

extent to which the deceased’s estate is capable of meeting the liability. 

 

Principle of Taxation of Associations of Persons: [Section 92] 

An association of persons shall be liable to tax separately from the members of the 

association and where the association of persons has paid tax the amount received by a 

member of the association in the capacity as member out of the income of the association 

shall be exempt from tax.  

 

Principle of Taxation of Companies: [Section 94] 

1) A company shall be liable to tax separately from its shareholders. 

2) A dividend paid by a resident company shall be taxable in accordance with  

Section 5. 

3) A dividend paid by a non-resident company to a resident person shall be chargeable 

to tax under the head “Income from Business” or “Income from Other Sources”, as 

the case may be, unless the dividend is exempt from tax. 
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SUMMARY 
 

This unit explained the basic concept of tax and highlighted the various federal and 

provincial government taxes in Pakistan. The government desires to collect revenues by 

imposing various taxes on different transactions and persons. Taxes can be classified into 

direct and indirect mode based on the burden they directly impose on the taxpayers. 

Similarly, the tax system of a country may develop progressive, regressive or flat taxes to 

achieve various budgetary goals. The Adam Smith has given four key cannons of taxation 

to guide the governments.  

 

The Income tax ordinance 2001 is the law that governs the collection of the income tax in 

Pakistan. The law has defined various terms i.e. company, public company, taxpayers, tax 

period etc to guide the taxpayers. The Federal Board of Revenue (FBR) is the 

government body designated for the collection of the income tax in Pakistan.  

 

The concept of taxpayers has been elaborated in the Income tax ordinance 2001 with a 

view to broaden the tax net in Pakistan. Similarly, the concept of income, total income 

and taxable income is provided to facilitate the calculation of tax on the income of a 

person. Lastly, the principles of taxation have been provided to determine the tax liability 

of a person.  
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QUESTIONS 
 

1. What is the concept of taxpayer under the Income Tax Ordinance 2001? Explain in 

detail. 

2. Under the Income Tax Ordinance 2001, discuss the following terms: 

a. Non-profit organization 

b. Withholding agent 

c. Association of person 

d. Public company 

e. Small company 

3. What is meant by taxpayers’ registration? Explain in detail the legal provisions 

regarding taxpayers’ registration. 

4. Explain in detail the principles of taxation of individuals, association of persons 

and companies as described under the Income Tax Ordinance 2001. 

5.  Explain in detail the types of taxes imposed in Pakistan.  

6. Elaborate in detail the various taxes imposed in Pakistan. 

 

Practical Activity: 
The taxpayers in Pakistan are entitled to certain benefits as announced by the Federal 

Board of Revenue from time to time. These incentives and benefits ranges from charging 

lower rate of tax on the persons who regularly files tax returns in comparison to other 

persons who do not file income tax return. Further, a taxpayer charter is developed by the 

Federal Board of Revenue to give certain rights to the taxpayers. This taxpayer charter is 

available on the website of the FBR at the following address: 

 

www.fbr.gov.pk/taxpayercharter 

 

http://www.fbr.gov.pk/taxpayercharter
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INTRODUCTION 

 

The previous unit described the basic concepts of income tax in Pakistan. This unit will 

take this discussion to next level and the key concept of tax assessment, the income tax 

return, the authorities responsible for the collection of tax and various exemptions 

provided under the Income Tax ordinance 2001 will be studied. This unit has been 

designed to guide students to understand the procedural aspects of the income tax and 

develop a knowhow on the list of procedures required for the assessment and the return 

filing.  

 

OBJECTIVES 
 

After reading this unit you will be able 

1. To explain the concept of assessment of income 

2. To guide students on the procedural aspects of tax return filing 

3. To highlight the role of the FBR and its key authorities 

4. To list down various incomes exempted from tax payment 

5. To understand the pre-calculation stage steps of the income tax 
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2.1 FADERAL BOARD OF REVENUE  

 

2.1.1 Introduction to FBR 
The government body responsible for collection of income tax in Pakistan is called the 

Federal Board of Revenue (FBR). The Federal Board of Revenue is empowered though 

the Income Tax Ordinance 2001 to implement the provisions of the law in Pakistan for 

the purpose of collection of income tax from individuals, association of persons and 

companies. To achieve this goal, the Federal Board of Revenue is authorized by the 

Federal Govt. of Pakistan to draft different rules for the effective implementation of the 

Income Tax Ordinance 2001.  

 

The old name of the Federal Board of Revenue was the Central Board of Revenue (CBR) 

that was created on April 1, 1924 through enactment of the Central Board of Revenue 

Act, 1924 in British India. In 1944, a full-fledged Revenue Division was created under 

the Ministry of Finance. After independence, this arrangement continued up to 31st 

August 1960 when on the recommendations of the Administrative Re-organization 

Committee, CBR was made an attached department of the Ministry of Finance. In 1974, 

further changes were made to streamline the organization and its functions. 

Consequently, the post of Chairman CBR was created with the status of ex-officio 

Additional Secretary and Secretary Finance was relieved of his duties as ex-officio 

Chairman of the CBR. 

 

In order to remove impediments in the exercise of administrative powers of a Secretary to 

the Government and effective formulation and implementation of fiscal policy measures, 

the status of CBR as a Revenue Division was restored under the Ministry of Finance on 

October 22, 1991. However, the Revenue Division was abolished in January 1995, and 

CBR reverted back to the pre-1991 position. The Revenue Division continues to exist 

since from December 01, 1998. 

 

By the enactment of FBR Act 2007 in July 2007 the Central Board of Revenue has 

now become Federal Board of Revenue (FBR). 

 

Organizational Structure of Federal Board of Revenue: 
The Federal Board of Revenue is composed of a Chairman and eleven members as shown 

in the diagram above. All these members constitute the core team of FBR. They are 

responsible for efficient working of their respective portfolios. 

 

In the existing setup, the Chairman, FBR, being the executive head of the Board as well 

as Secretary of the Revenue Division has the responsibility for 

i. Formulation and administration of fiscal policies, 

ii. Levy and collection of federal taxes and 

iii. Quasi-judicial function of hearing of appeals. 

 

His responsibilities also involve interaction with the offices of the President, the Prime 

Minister, all economic Ministries as well as trade and industry. 
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2.1.2 Powers and Functions of the Board (FBR) 
According to the federal Board Of Revenue Act 2007, the Board shall exercise powers 

and perform all such functions that are necessary to achieve the objects and purposes of 

this Act and include the following, namely:-  

1. to implement the tax administration reforms;  

2. to promote voluntary tax compliance and to make the Board a service oriented 

organization; and to implement comprehensive policies and programs for the 

education and facilitation of taxpayers, stakeholders and employees, etc., in order 

to develop the Board into a modern efficient authority;  

3. to adopt modern effective tax administration methods, information technology 

systems and policies in order to consolidate assessments; improve processes, 

organize registration of tax payers, widen the tax base, and make departmental 

remedies more efficient including enforcement of, or reduction or remission in, 

duty, penalty or tax, in accordance with the relevant law for the time being in force;  

4. to improve the productivity through a comprehensive and effective human resource 

strategy;  

5. to identify and select through Internal Job Posting process the employees for 

designated jobs;  

6. to grant additional allowances or any other incentives and rewards to the 

employees and members of the Board;  

7. to take appropriate measures including internal controls to combat corruption 

within the organizations under the Board and provide checks to ensure the integrity 

of employees that is verified periodically through applicable procedure which shall 

be made one of the criterion for promotion and incentives;  

8. to re-designate existing posts within its jurisdiction, prepare job description of any 

post and create posts in accordance with the rules; 

9. to direct or advise, where necessary, investigation or inquiry into suspected duty 

tax evasion, tax and commercial fraud, money-laundering, financial crimes cases 

and to coordinate with the relevant law enforcement agencies; 

10. to introduce and maintain a system of accountability of performance, competence 

and conduct of the employees.  

11. to implement the provisions of all the fiscal laws for the time being in force and to 

exercise all powers provided under the provisions of the fiscal laws and to take any 

action, make policy, issue rules or guidelines for the purpose to make the 

implementation of the fiscal laws clearer, transparent, effective and convenient;  

12. to implement international obligations pursuant to a treaty, resolution or any 

international commitment;  

13. to establish a Foundation and Fund relating thereto so as to provide support and 

facilities to the employees and for the welfare of serving and retired employees  

and their families, and to create, establish, organize, assist in the social and cultural 

activities; 

14. to create a surplus pool of employees as and when required; 

15. to make regulations, policies, programs, strategies in order to carry out the 

purposes of this Act (FBR 2007);  
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16. to engage any person or entity on contract basis to carry out assignments or for the 

consultancy in accordance with the rules of the Federal Government;  

17. to regulate and enter into any agreement, contract understanding, with any 

international organization or institution or donor agency or counterpart entity with 

approval of the Federal Government;  

18.  to create field formations of Board for greater efficiency in implementation of 

fiscal laws and refer to them with appropriate titles; 

19.  to set up mechanism and processes that facilitate removal of grievances and 

complaints of the tax payers; 

20.  to carry out any other function, activity and acts, etc., as decided and determined 

by the Board;  

21.  to enable electronic communication in respect of all taxation matters such as e-

filing, e-payments, e-notice, e-notification, digital imaging, protocols or 

agreements as may be prescribed; and to perform any other functions entrusted 

from time to time by the Federal Government.  

22.  The Board may, where appropriate, issue statutory rules and orders (SROs), 

orders, circulars and instructions for the enforcement of any of the provisions of 

fiscal law and the provision of this Act (FBR 2007). 

23.  The Board shall perform all other functions assigned by the Federal Government 

for the purpose of implementation of this Act (FBR 2007).  

        

2.1.3 Income Tax Authorities: (Section 207) 
1) There shall be the following Income Tax authorities for the purposes of this 

Ordinance and rules made there under, namely: 

(a) Board: 

(b) Chief Commissioner Inland Revenue; 

(c) Commissioner Inland Revenue; 

(d) Commissioner Inland Revenue (Appeals); 

(e) Additional Commissioner Inland Revenue; 

(f) Deputy Commissioner Inland Revenue; 

(g) Assistant Commissioner Inland Revenue; 

(h) Inland Revenue Officer; 

(i) Inland Revenue Audit Officer; 

(j) Superintendent Inland Revenue; 

(k) Inspector Inland Revenue; and  

(l) Auditor Inland Revenue; 

 

2) The Board shall examine, supervise and oversee the general administration of this 

Ordinance. 

3) The Chief Commissioners Inland Revenue and Commissioners Inland Revenue 

(Appeals) shall be subordinate to the Board and Commissioners Inland Revenue, 

shall be subordinate to the Chief Commissioner Inland Revenue. 

4) Subject to sub-section (5), Additional Commissioners Inland Revenue, Deputy 

Commissioner Inland Revenue, Assistant Commissioners Inland Revenue, Inland 

Revenue Officers, Inland Revenue Audit Officers, Superintendents Inland 



35 

Revenue, Auditors Inland Revenue and Inspectors Inland Revenue shall be 

subordinate to the Commissioners Inland Revenue. 

 (4A) Deputy Commissioners Inland Revenue, Assistant Commissioners Inland 

Revenue, Inland Revenue Officers, Inland Revenue Audit Officers, 

Superintendents Inland Revenue, Auditors Inland Revenue and Inspectors 

Inland Revenue shall be subordinate to the Additional Commissioners Inland 

Revenue. 

5) An officer vested with the powers and functions of Commissioner shall be 

subordinate to the Chief Commissioner Inland Revenue. 

 

Appointment of Income Tax Authorities: (Section208) 

1) The Board may appoint as many Chief Commissioners Inland Revenue, 

Commissioners Inland Revenue, Commissioners Inland Revenue (Appeals), 

Additional Commissioners Inland Revenue, Deputy Commissioners Inland 

Revenue, Assistant Commissioners Inland Revenue, Inland Revenue Officers, 

Inland Revenue Audit Officers, Superintendents Inland Revenue, Inspectors Inland 

Revenue, Auditors Inland Revenue  and such  other executive or ministerial 

officers and staff as may be necessary. 

2) Any income tax authority may appoint any income tax authority subordinate to it 

and such other executive or ministerial officers and staff as may be necessary. 

3) All appointments, other than of valuers, chartered accountants or experts, made 

under this Ordinance, shall be subject to rules and orders of the Federal 

Government regulating the  terms and conditions of persons in public services and 

posts. 

 

Jurisdiction of Income Tax Authorities: (Section209) 

1) The Chief Commissioners, the Commissioners and the Commissioners (Appeals) 

shall perform all or such functions and exercise all or such powers under this 

Ordinance as may be assigned to them in respect of such persons or classes of 

persons or such areas as the Board may direct 

 Provided that the Board or the Chief Commissioner, as the case may be, may transfer 

jurisdiction in respect of cases or persons from one Commissioner to another. 

2) The Board or the Chief Commissioner may, by an order, confer upon or assign to 

any officer of Inland Revenue all or any of the powers and functions  conferred 

upon or assigned to the Commissioner, under this Ordinance, in respect of any 

person or persons or classes of persons or areas as may be specified in the order. 

3) An order under sub-section (2) by the Chief Commissioner shall be made only with 

the approval of the Board. 

4) The Officer of Inland Revenue referred to in sub-section (2) shall, for the purposes 

of this Ordinance, be treated to be the Commissioner. 

5) Within the area assigned to him, the Commissioner shall have jurisdiction, — 

 a) in respect of any person carrying on business, if the person‘s place of 

business is within such area, or where the business is carried on in more than 

one place, the person‘s principal place of business is within such area; or  

 b) In respect of any other person, if the person resides in such area. 
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2.1.4 Powers and Function of Commissioner Inland Revenue: 
Commissioner Inland Revenue (CIR) has the following powers and functions under the 

Income Tax Ordinance 2001; 

1. Require a person or his representative to file the return of income 

2. Require a person to file the wealth statement. 

3. Extending the time for filing of the return 

4. Requires a person to file the return of income on discontinuing the business 

5. Make an assessment order if the taxpayer has not furnished the return of income 

6. Make an amended assessment order 

7. Make a provisional assessment order 

8. Make an assessment after the decision of the court 

9. Allow a person to change the method of accounting 

10. Allow a person to change the method of stock valuation 

11. Permit a person to use special tax year 

12. Withdraw the permission for using special tax year 

13. Authorize a person to maintain the prescribed records 

14. Issue an exemption certificate issue notice to obtain the information 

15. Impose penalties for different defaults 

16. Appoint any of his sub-ordinate authority with the approval of the FBR. 

17. Delegate any of his powers to any subordinate 

18. Taking necessary action for recovery of tax 

19. Rectify any mistake in his orders 

20. Selecting any person for audit 

 

2.1.5 Directorates in the FBR  
The Directorate General of Internal Audit: (Section 228) 

1) The Directorate General of Internal Audit shall consist of a Director-General and as 

many Directors, Additional Directors, Deputy Directors and Assistant Directors 

and such other officers as the Board, may by notification in the official Gazette, 

appoint. 

2)   The Board may, by notification in the official Gazette, specify the functions, 

jurisdiction and powers of the Directorate General of Internal Audit. 

 

Directorate General of Training and Research: (Section 229)  

1) The Directorate General of Training and Research shall consist of a Director-

General, Additional Director-General and as many Directors, Additional Directors, 

Deputy Directors, Assistant Directors and such officers as the Board, may, by 

notification in the official Gazette, appoint. 

2)   The Board may, by notification in the official Gazette, specify the functions, 

jurisdiction and powers of the Directorate General of Training and Research and its 

officers. 
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Directorate-General of Withholding Taxes: (Section 230A) 

1) The Directorate-General of Withholding Taxes shall consist of a Director General 

and as many Directors, Additional Directors, Deputy Directors and Assistant 

Directors and such other officers as the Board, may by notification in the official 

Gazette, appoint. 

2) The Board may, by notification in the official Gazette, specify the functions, 

jurisdiction and powers of the Directorate-General of Withholding Taxes. 

 

Directorate-General of Law: (Section 230B) 
1) The Directorate-General of Law shall consist of a Director General and as many 

Directors, Additional Directors, Deputy Directors, Assistant Directors, Law 

Officers and such other officers as the Board may, by notification in the official 

Gazette, appoint. 

2) The Board may, by notification in the official Gazette, specify the functions, 

jurisdiction and powers of the Directorate-General of Law. 

 

Directorate-General of Research and Development: (Section 230C) 
1) The Directorate-General of Research and Development shall consist of a Director 

General and as many Directors, Additional Directors, Deputy Directors, Assistant 

Directors and such other officers as the Board may, by notification in the official 

Gazette, appoint. 

2) The Board may, by notification in the official Gazette, specify the functions, 

jurisdiction and powers of the Directorate-General of Research and Development. 

 

2.2 ASSESSMENT OF INCOME 
 

2.2.1 Introduction to Assessment 
The first step to pay the income tax liability in Pakistan under the Income Tax Ordinance 

2001 requires determination of the taxable income of a person on which he is required to 

calculate tax. The assessment of income is a process through which a person determines 

his total taxable income and the resultant tax liability payable on it. The Income Tax 

Ordinance 2001 allows a person to determine his tax liability voluntarily and pay tax 

accordingly. This type of assessment of income is called the self-assessment. If a person 

does not determine his tax liability and fails to submit tax return and pay tax, then the 

authorities in the Federal Board of Revenue take action and send notices of tax due to the 

person.  

 

For all this assessment procedures, the following provisions of the Income Tax Ordinance 

2001 guide us on different matters. 

 

Assessment:  [Section 120]      

1) Where a taxpayer has furnished a complete return of income; 

(a) the Commissioner shall be taken to have made an assessment of taxable 

income for that tax year, and the tax due thereon, equal to those  respective 

amounts specified in the return; and 
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(b) the return shall be taken for all purposes of this Ordinance to be an 

assessment order issued to the taxpayer by the Commissioner on the day the 

return was furnished. 

 1A) the Commissioner may conduct audit of the income tax affairs of a person] 

under section 177 and all the provisions of that section shall apply 

accordingly. 

2) A return of income shall be taken to be complete if it is in accordance with the 

provisions of sub-section (2) of section 114. 

3) Where the return of income furnished is not complete, the Commissioner shall 

issue a notice to the taxpayer informing him of the deficiencies (other than 

incorrect amount of tax payable on taxable income, as specified in the return, or 

short payment of tax payable) and directing him to provide such information, 

particulars, statement or documents by such date specified in the notice. 

4) Where a taxpayer fails to fully comply, by the due date, with the requirements of 

the notice under sub-section (3), the return furnished shall be treated as an invalid 

return as if it had not been furnished. 

5) Where, in response to a notice under sub-section (3), the taxpayer has, by the due 

date, fully complied with the requirements of the notice, the return furnished shall 

be treated to be complete on the day it was furnished and the provisions of sub-

section (1) shall apply accordingly. 

6) No notice under sub-section (3) shall be issued after the end of the financial year in 

which return was furnished, and the provisions of sub -section (1) shall apply 

accordingly. 

 

2.2.2 Best Judgment Assessment [Section 121]        
1) Where a person fails to: 

(a) furnish a statement as required by a notice under sub -section (5) of section 

115;or 

(b) furnish a return as required under section 143 or section 144; or 

(c) furnish the statement as required under section 116; or  

(d) produce before the Commissioner, or any person employed by a firm of 

chartered accountants [or a firm of cost and management accountants]  under 

section 177, accounts, documents and records required to be maintained 

under section 174, or any other relevant document or evidence that may be 

required by him for the purpose of making assessment of income and 

determination of tax due thereon, 

 The Commissioner may, based on any available information or material and to the 

best of his judgment, make an assessment of the taxable income [or income] of the 

person and the tax due thereon. 

2) As soon as possible after making an assessment under this section, the 

Commissioner shall issue the assessment order to the taxpayer stating; 

a) the taxable income 

b) the amount of tax due; 

c) the amount of tax paid, if any; and  

d) the time, place and  manner of appealing the assessment order. 
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3) An assessment order under this section shall only be issued within five years after 

the end of the tax year or the income year to which it relates.                                         

 

2.2.3 Amendment of Assessments: [Section 122]      
1) The Commissioner may amend an assessment order treated as issued under section 

120 or issued under section 121 by making such alterations or additions as the 

Commissioner considers necessary. 

2) No order under sub-section (1) shall be amended by the Commissioner after the 

expiry of five years from the end of the financial year in which the Commissioner 

has issued or treated to have issued the assessment order to the taxpayer]. 

3) Where a taxpayer furnishes a revised return under sub-section (6)[or (6A)] of 

section 114; 

(a) the Commissioner shall be treated as having made an amended assessment of 

the taxable    income and tax payable thereon as set out in the revised return; 

and 

(b) the taxpayer‘s revised return shall be taken for all purposes of  this Ordinance 

to be an amended assessment order issued to the taxpayer by the 

Commissioner on the day on which the revised return was furnished. 

4) Where an assessment order has been amended under sub-section (1) or (5), the 

Commissioner may further amend,[as many times as may be necessary,] the 

original assessment within the later of; 

(a) five years [from the end of the financial year in which]  the Commissioner 

has issued or is treated as having issued the original assessment order to the 

taxpayer; or 

(b) one year from the end of the financial year in which the Commissioner has 

issued or is treated as having issued the amended assessment order to the 

taxpayer. 

5) An assessment order in respect of tax year, or an assessment year, shall only be 

amended under sub-section (1) and an amended assessment for that year shall only 

be further amended under sub-section (4) where, on the basis of definite 

information acquired from an audit  or otherwise, the Commissioner is satisfied 

that: 

(i) any income chargeable to tax has escaped assessment; or 

(ii) total income has been under-assessed, or assessed at too low a rate, or has 

been the subject of excessive relief or refund; or  

(iii) any amount under a head of income has been miss-classified. 

6) As soon as possible after making an amended assessment under [sub-section  (1), 

sub-section (4) or sub-section (5A)], the Commissioner shall issue an amended 

assessment order to the taxpayer stating  – 

a. the amended taxable income of the taxpayer; 

b. the amended amount of tax due; 

c. the amount of tax paid, if any; and 

d. the time, place, and manner of appealing the amended assessment. 
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7) An amended assessment order shall be treated in all respects as an assessment order 

for the purposes of this Ordinance, other than for the purposes of sub-section (1). 

8) For the purposes of this section, ―definite information‖ includes information on 

sales or purchases of any goods made by the taxpayer, [receipts of the taxpayer 

from services rendered or any other receipts that may be chargeable to tax under 

this Ordinance,] and on the acquisition, possession or disposal of any money, asset, 

valuable article or investment made or expenditure incurred by the taxpayer. 

9) No assessment shall be amended, or further amended, under this section unless the 

taxpayer has been provided with an opportunity of being heard. 

 

Revision by the Commissioner: [Section 122A]        
1) The Commissioner may [suo moto,] ] call for the record of any proceeding under 

this Ordinance or under the repealed Ordinance in which an order has been passed 

b y any [Officer of Inland Inland Revenue] other than the Commissioner (Appeals). 

2)   Subject to sub-section (3), where, after making such inquiry as is necessary, 

Commissioner considers that the order requires revision, the Commissioner may 

make such revision to the order as the Commissioner deems fit. 

3) An order under sub-section (2) shall not be prejudicial to the person to whom the 

order relates. 

4) The Commissioner shall not revise any order under sub-section (2) if: 

(a) an appeal against the order lies to the Commissioner (Appeals) or to the 

Appellate Tribunal, the time within which such appeal may be made has not 

expired; or 

(b) the order is pending in appeal before the Commissioner (Appeals) or has 

been made the subject of an appeal to the Appellate Tribunal.] 

 

2.2.4 Provisional Assessment in Certain Cases: [Section 123]        
1) Where a concealed asset of any person is impounded by any department or agency 

of the Federal Government or a Provincial Government, the Commissioner may, at 

any time before issuing any assessment order under section 121 or any amended 

assessment order under section 122, issue to the person a provisional assessment 

order or provisional amended assessment order, as the case may be, for the last 

completed tax year of the person taking into account the concealed asset. 

2) The Commissioner shall finalize a provisional assessment order or a provisional 

amended assessment order as soon as practicable. 

3) In this section, concealed asset‖ means any property or asset which, in the opinion 

of the Commissioner, was acquired from any income subject to tax under this 

Ordinance. 

 

Assessment Giving Effect to an Order: [Section 124]      

1) Except where sub-section (2) applies, where, in consequence of, or to give effect 

to, any finding or direction in any order made under by the Commissioner 

(Appeals), Appellate Tribunal, High Court, or Supreme Court an assessment order 

or amended assessment order is to be issued to any person, the Commissioner shall 

issue the order within two years from the end of the financial year in which the 
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order of the Commissioner (Appeals), Appellate Tribunal, High Court or Supreme 

Court, as the case may be, was served on the Commissioner. 

2) Where, by an order made  by the Appellate Tribunal, High Court, or Supreme 

Court, an assessment order is set aside [wholly or partly,] and the Commissioner 

[or Commissioner (Appeals), as the case may be,] is directed to [pass]  a new 

assessment order, the Commissioner [or Commissioner (Appeals), as the case may 

be,]  shall [pass] the new order within [one year from the end of the financial year 

in which] the Commissioner [or Commissioner (Appeals), as the case may be,]  is 

served with the order. 

 [Provided that limitation under this sub-section shall not apply, if an appeal or 

reference has been preferred, against the order passed by Appellate Tribunal or a 

High Court.] 

3) Where an assessment order has been set aside or modified, the proceedings may 

commence from the stage next preceding the stage at which such setting aside or 

modification took place and nothing contained in this Ordinance shall render 

necessary the re-issue of any notice which had already been issued or the re-

furnishing or re-filing of any return, statement, or other particulars which had 

already been furnished or filed. 

4) Where direct relief is provided in an order under section 129 or 132, the 

Commissioner shall issue appeal effect orders within two   months of the date the 

Commissioner is served with the order. 

5) Where, by any order referred to in sub-section (1), any income is excluded – 

(a) from the computation of the taxable income of a taxpayer for any year and 

held to be included in the computation of the taxable income of the taxpayer 

for another year; or 

(b) from the computation of the taxable income of one taxpayer and held to be 

included in the computation of the taxable income of another taxpayer, 

 The assessment or amended assessment relating to that other tax year or other 

taxpayer, as the case may be, shall be treated as an assessment or amended 

assessment to be made in consequence of, or to give effect to, a finding or direction 

contained in such order. 

6) Nothing shall prevent the issuing of an assessment order or an amended assessment 

order to give effect to an order made under Part III of this Chapter by the 

Commissioner (Appeals), Appellate Tribunal, High Court, or Supreme Court. 

7) The provisions of this section shall in like manner apply to any order issued by any 

High Court or the Supreme Court in exercise of original or appellate jurisdiction. 

 

Assessment in Relation to Disputed Property: [Section 125]                          

Where the ownership of any property the income from which is chargeable to tax under 

this Ordinance is in dispute in any Civil Court in Pakistan, an assessment order or 

amended assessment order in respect of such income may be issued at any time within 

one year after the end of the financial year in which the decision of the Court is made. 
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2.3 INCOME TAX RETURN 
 

The main document required for the payment of income tax is called the income tax 

return. It is a form in which all the incomes of a person is disclosed along with details of 

expenses. The income tax return is required to be submitted annually by every prescribed 

person to the FBR by stating his total income and tax payable on it. Alternatively, some 

persons are required to file the final tax statement in lieu of the income tax return if they 

are covered under the final tax regime. Additionally, a statement of wealth is also 

submitted along with the income tax return/final tax statement by disclosing the total 

assets and liabilities of a person.  

 

2.2.1.Who is required to furnish the return of income? [Section 114(1)]  
1. Every company irrespective of any conditions; 

2. Associations of persons and individuals under any of the following conditions: 

 Taxable income for a tax year exceeds the maximum amount that is not 

chargeable to tax. 

 Charged to tax in any of the two preceding tax years. 

 Claims a loss to be carried forward and set-off against the income of the 

following year(s). 

 Owns immovable property with land area of 250 sq. yards or more  located in 

areas falling within the municipal limits, a  Cantonment Board, or the 

Islamabad Capital Territory; 

 Has obtained a National Tax Number; or 
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 Is the holder of commercial or industrial connection of electricity where the 

amount of annual   bill exceeds Rs. 500,000. 

3. Nonprofit organizations, irrespective of any conditions; 

4. Any welfare institution approved under Clause (58) of Part I of the Second 

Schedule to the Income Tax Ordinance, 2001, irrespective of any conditions. 

5. Every individual whose income under the head „Income from business exceeds Rs. 

300,000 but does not exceed the maximum amount that is not chargeable to tax. 

6. Any person [who in the opinion of the Commissioner was required to furnish the 

return of income (for any of the aforesaid reasons) but has failed to do so]  to 

whom  a notice for furnishing of the return of income has been served by the 

Commissioner. 

7. A resident person registered with any Chamber of Commerce and Industry or any 

trade or business association or any market committee or any professional body 

including Pakistan Engineering Council, Pakistan Medical and Dental Council, 

Pakistan Bar Council or any Provincial Bar Council, Institute of Chartered 

Accountants of Pakistan or Institute of Cost and Management Accountants of 

Pakistan has to file return of income. 

 

Even if none of the above applies, one may still need to file a return in order to claim a 

refund of tax deducted or collected at source (other than final tax). 

 

Exceptions (not required to file return of income) to the above are as under: 

1. Entire income is subject to  final  tax  or fixed tax  for which a separate statement is 

prescribed; 

2. A widow, an orphan below the age of 25 years  or  a disabled person  solely  for the 

reason of owning immovable property  (a flat or land  of 250 sq. yards or more)  

located in areas falling within the municipal limits*, a Cantonment Board, or the 

Islamabad Capital Territory; and 

3. A non-resident for the reason of owning immovable property; “Municipal limits” 

means arrears existing immediately before the commencement of local government 

laws in the provinces. 

 

2.3.2 Valid Return: [Section 114(2)] 
A return of income - 

a)  shall be in the prescribed form and shall be accompanied by such annexures, 

statements or documents as may be prescribed;  

b)  shall fully state all the relevant particulars or information as specified in the form of 

return, including a declaration of the records kept by the taxpayer;  

c)  shall be signed by the person, being an individual, or the person’s representative 

where section 172 applies  

d)  shall be accompanied with evidence of payment of due tax as per return of income; 

and 

e)  shall be accompanied with a wealth statement as required under section 116. 
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Is it mandatory to furnish the return of income and/or statement of final/fixed tax 

electronically? [Section 114(2A) ]      

Electronic filing of return of income and/or statement of final/fixed tax is mandatory for 

the following: 

i. A company; 

ii. An Association of Persons; and 

iii. An individual registered under the Sales Tax Act, 1990 

iv. An individual deriving income from salary of Rs. 500,000 or more. 

 

What penalties and default surcharge are charged from non-filers, late-filers or 

short-filers? [Section 114(4) & (5)]      

A minimum penalty of Rs.20, 000/- and a maximum penalty of fifty percent of the tax 

payable has been provided for non-filing of return u/s 114 within the due date.  In cases 

where no tax is payable a penalty of Rs.20, 000/- shall be levied for non filing of return. 

 

Non-filers, late-filers or short-filers owing  a tax payable on the due date of furnishing the 

return of income and/or statement of final/fixed tax  also attract  Default Surcharge 

(interest) at the rate of  KIBOR plus 3%  per quarter; and  

 

Where a return of income and/or statement of final tax  are  required to be furnished in 

compliance to a notice served by the Commissioner, the non-filers and late filers commit 

an offence punishable on conviction with a fine or imprisonment for a term not exceeding 

one year or both. 

 

What if an omission or wrong statement is discovered later in the return of income 

and/or statement of final/fixed tax? [Section 114(6)]        

A return of income and/or statement of final/fixed tax can be revised to correct any 

omission or wrong statement discovered later on, within  5 years from the end  of the 

financial year in which the return of income and/or statement of final/fixed tax was 

originally furnished. 

 

Any person who, having furnished a return discovers any omission or wrong statement 

therein, may file revised return subject to the conditions that it is accompanied by the 

revised accounts or revised audited accounts, and the reasons for revision of return, in 

writing, duly signed by the   taxpayers.  Such taxpayers shall have to file revised return 

within 60 days of filing of original return. 

 

Who is required to furnish the statement of final/fixed tax? 

1. Any person deriving income subject to a separate charge, income subject to final 

tax or separate block of income.    

2. Any person [who in the opinion of the Commissioner was required to furnish the 

statement of final/fixed tax but has failed to do so] to whom a notice for furnishing 

of the statement of final/fixed tax has been served by the Commissioner. 
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2.3.3 Wealth statement: (Section 116) 
1) The Commissioner may, by notice in writing, require any person to furnish, on the 

date specified in the notice, a wealth statement in the prescribed form and verified 

in the prescribed manner giving particulars of; 

a) the person‘s total assets and liabilities as on the date or dates specified in 

such notice  

b) the total assets and liabilities of the person‘s spouse, minor children, and 

other dependents as on the date or dates specified in such notice; 

c) any assets transferred by the person to any other person during the period or 

periods specified in such notice and the consideration for the transfer;  

d) the total expenditures incurred by the person, and the person‘s spouse, minor 

children, and other dependents during the period or periods specified in the 

notice and the details of such expenditures and 

e) the reconciliation statement of wealth. 

2) Through Finance Act, 2013 every resident person being an individual or member of 

an AOP filing of return of income, or statement under sub-section (4) of section 

115 shall also file wealth statement along with reconciliation of wealth statement.  

 

This mandatory filing of Wealth statement has been made effective from the Tax Year 

2013 onward.  Moreover where a person having furnished a wealth statement, intends to 

furnish a revised wealth statement such person shall also file the revised wealth 

reconciliation and the reasons for filing revised wealth statement before the issuance of 

notices from amended assessment from the FBR. 

 

2.3.4 Notice of Discontinued Business: [section 117] 
1) Any person discontinuing a business shall give the Commissioner a notice in 

writing to that effect within fifteen days of the discontinuance. 

2) The person discontinuing a business shall, under the provisions of this Ordinance 

or on being required by the Commissioner by notice, in writing, furnish a return of 

income for the period commencing on the first day of the tax year in which the 

discontinuance occurred and ending on the date of discontinuance and this period 

shall be treated as a separate tax year for the purposes of this Ordinance. 

3) Where no notice has been given under sub-section (1) but the Commissioner has 

reasonable grounds to believe that a business has discontinued or is likely to 

discontinue, the Commissioner may serve a notice on the person who has 

discontinued the business or is likely to discontinue the business to furnish to the 

Commissioner within the time specified in the notice a return of income for the 

period specified in the notice. 

4) A return furnished under this section shall be treated for all purposes of this 

Ordinance as a return of income, including the application of Section 120. 
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What is the due date for furnishing the return of income and/or statement of 

final/fixed tax? [Section 118]      

 

FOR COMPANIES 

 
Whose  tax year  ends between 1st July and 31stDecember 30th September 

Whose  tax year  ends between 1st January and 30th June 31st December 

 

FOR ASSOCIATION OF PERSONS AND INDIVIDUALS 

 
Required to furnish statement of final/fixed tax only 31st August 

Required to furnish statement of final/fixed tax and return of income 30th September 

Required to furnish return of income only 30th September 

 

Where to furnish the return of income and/or statement of final/fixed tax?  

Hard copies (printed forms) of the return of income and/or statement of final/fixed tax 

can be furnished: 

2. By post or courier service; or 

3. Delivery by hand; 

 

i. To the Tax Facilitation Center of the respective  Large Taxpayer Unit, or  

ii. Regional Tax Office having jurisdiction over a taxpayer  where  electronic filing  

of  return of income and/or statement of final/fixed tax is not mandatory. 

iii. Soft copies (electronic filling) of the return of income and/or statement of 

final/fixed tax are required to be furnished through Federal Board of Revenue web 

portal (www.e.fbr.gov.pk). 

 

2.3.5 Can penalty for non-filing or late filing be avoided? [Section 119]  
Penalty for non-filing or late filing can be avoided by taking extension in time for 

furnishing the return of income and/or statement of final/fixed tax from the 

Commissioner. For this purpose application in writing, by the due date, has to be made to 

the Commissioner specifying the reasons for inability to furnish the return of income 

and/or statement of final/fixed tax by the due date. 

 

If the Commissioner is satisfied that because of the absence from Pakistan, sickness of 

the taxpayer, any other misadventure or any other reasonable cause the taxpayer is unable 

to furnish the return of income and/or statement of final/fixed tax on the due date,  the 

Commissioner is empowered  to allow extension for furnishing  the return of income 

and/or statement of final/fixed tax  up to 15 days and in exceptional circumstances for a 

longer period. 

 

The revised return of income and/or statement of final/fixed have to be accompanied with 

revised accounts or revised audited accounts and the reasons for such revision. 

http://www.e.fbr.gov.pk/
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Furnishing of revised return of income and/or statement of final tax does not absolve a 

person from payment of default surcharge. 

 

In case of refund what is required to be done? 

If computation of tax results in a refund, annex an application for claim of refund in the 

prescribed form with the return of income and/or statement of final tax. 

 

The refund claim can also be lodged later on but within two years from the date of 

assessment (date of filling of return etc.) or from the date on which the tax was paid, 

whichever is later. 

 

2.4 EXEMPTIONS FROM TOTAL INCOME 
 

Incomes, or classes of income, or persons or classes of persons, enumerated below, shall 

be exempt from tax, subject to the conditions and to the extent specified hereunder: 

 

1. Any income chargeable under the head "Salary" received by a person who, not 

being a citizen of Pakistan, is engaged as an expert or technical, professional, 

scientific advisor or consultant or senior management staff by institutions of the 

Agha Khan Development Network, (Pakistan) listed in Schedule I of the Accord 

and Protocol dated, November 13, 1994 executed between the Government of the 

Islamic Republic of Pakistan and Agha Khan Development Network.  

2. Any allowance or perquisite paid or allowed as such outside Pakistan by the 

Government to a citizen of Pakistan for rendering service outside Pakistan. 

3. Any pension received by a citizen of Pakistan from a former employer, other than 

where the person continues to work for the employer (or an associate of the 

employer).  

 Provided that where the person receives more than one such pension, the 

exemption applies only to the higher of the pensions received. 

4. Any income derived by the families and dependents of the “Shaheeds” belonging 

to Pakistan Armed Forces from the special family pension, dependents pension or 

children's allowance granted under the provisions of the Joint Services Instruction 

No. 5/66. 

5. Any sum representing encashment of leave preparatory to retirement of a member 

of the Armed Forces of Pakistan or an employee of the Federal Government or a 

Provincial Government. 

6. Any payment from a provident fund to which the Provident Funds Act, 1925(XIX 

of 1925) applies. 

7. The accumulated balance due and becoming payable to an employee participating 

in a recognized provident fund. 

8. Any benevolent grant paid from the Benevolent Fund to the employees or members 

of their families in accordance with the provisions of the Central Employee 

Benevolent Fund and Group Insurance Act, 1969. 
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9. Any income of a person representing the sums received by him as a worker from 

out of the Workers Participation Fund established under the Companies Profits 

(Workers Participation) Act, 1968 (XII of 1968). 

10. Any income representing compensatory allowance payable to a citizen of Pakistan 

locally recruited in Pakistan Mission abroad as does not exceed 75  per cent of his 

gross salary. 

11. Any special allowance or benefit (not being entertainment or conveyance 

allowance) or other perquisite within the meaning of section 12 specially granted to 

meet expenses wholly and necessarily incurred in the performance of the duties of 

an office or employment of profit. 

12. The perquisite represented  by the right of the President of Pakistan, the Provincial 

Governors and the Chiefs of Staff, Pakistan Armed Forces to occupy free of rent as 

a place of residence any premises provided by the Government. 

13. The perquisite represented by free conveyance provided and the sumptuary 

(entertainment) allowance granted by Government to Provincial Governors, the 

Chiefs of Staff, Pakistan Armed Forces and the Corps Commanders. 

14. The perquisites represented by the right of a judge of the Supreme Court of 

Pakistan or of a judge of High Court to occupy free of rent as a place of residence 

any premises provided by Federal or Provincial Government, as the case may be, or 

in case a judge chooses to reside in a house not provided by Government, so much 

of income which represents the sum paid to him as house rent allowance. 

15. Any income of a religious or charitable institution derived from voluntary 

contributions applicable solely to religious or charitable purposes of the institution: 

         Provided that nothing contained in clause (61) or this clause shall apply to the 

income of a private religious trust which does not ensure for the benefit of the 

public.      

16. Any amount donated to the Prime Minister‘s Special Fund for victims of terrorism.     

17. Any profit on debt derived from foreign currency accounts held with authorised 

banks in Pakistan,[or  certificate of investment issued by investment banks] in 

accordance with Foreign Currency Accounts Scheme introduced by the State Bank 

of Pakistan, by citizens of Pakistan and foreign nationals residing abroad, foreign 

association of persons, companies registered and operating abroad and foreign 

nationals residing in Pakistan. 

18. Any profit on debt derived from a rupee account held with a scheduled bank in 

Pakistan by a citizen of Pakistan residing abroad, where the deposits in the said 

account are made exclusively from foreign exchange remitted into the said account. 

19. Any income of any university or any other educational institution established in the 

most affected and moderately affected areas of Khyber Pakhtunkhwa, FATA and 

PATA, for a period of two years ending on the 30thday of June, 2011. 

20. Profits and gains derived by a taxpayer from the running of any vocational institute 

or technical institute or poly-technical institute, recognized by a Board of Technical 

Education or a university or any other authority appointed in this behalf by the 

Federal Government or a Provincial Government, as  the case may be, set up 

between the first day of July, 2004, and the thirtieth day of June, 2008, both days 
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inclusive, for a period of five years beginning from the tax year in which such 

institution is recognized. 

21. Any income derived by any Board or other organization established   in Pakistan 

for the purposes of controlling, regulating or encouraging major games and sports 

recognized by Government. 

         Provided that the exemption of this clause shall not be applicable to the Pakistan 

Cricket Board.      

22. Any income derived by a Collective Investment Scheme or a REIT Scheme, if not 

less than ninety per cent of its accounting income of that year, as reduced by capital 

gains whether realized or unrealized, is distributed amongst the unit or certificate 

holders or shareholders as the case may be. 

23. Any income, not being income from trading activity, of a modaraba registered 

under the Modaraba  Companies and Modaraba (Floatation and Control) 

Ordinance, 1980 (XXXI of 1980), for any assessment year commencing on or after 

the first day of July, 1999. 

24. Profits and gains derived between the first day of July,  2000  and the thirtieth day 

of June, [2014]  both days inclusive, by a venture capital company and venture 

capital fund registered under Venture Capital Companies and Funds Management 

Rules, 2000[and a Private Equity and Venture Capital Fund]. 

25. Any distribution received by a taxpayer from a collective investment scheme 

registered by the Securities and Exchange Commission of Pakistan under the Non-

Banking Finance Companies and Notified Entities Regulations, 2007, including 

National Investment (Unit) Trust or REIT Scheme or a Private Equity and Venture 

Capital Fund out  of the capital gains of the said Schemes or Trust or Fund. 

         Provided that this exemption shall be available to only such mutual funds, collective 

investment schemes that are debt or money market funds and these do not invest in 

shares. 

26. Any income derived from inter-corporate dividend within the group companies 

entitled to group taxation under section 59AA or section 59B. 

27. Any income derived by the Libyan Arab Foreign Investment Company being 

dividend of the Pak-Libya Holding Company. 

28. Any income derived by the Government of Kingdom of Saudi Arabia being 

dividend of the Saudi-Pak Industrial and Agricultural Investment Company 

Limited. 

29. Any income derived by Kuwait Foreign Trading Contracting  and Investment 

Company or Kuwait Investment Authority being dividend of the Pak -Kuwait 

Investment Company in Pakistan from the year of incorporation of Pak-Kuwait 

Investment Company. 

30. Any income chargeable under the head "capital gains" derived by a person from an 

industrial undertaking set up in an area declared by the Federal Government to be a 

"Zone" within the meaning of the Export Processing Zones Authority Ordinance, 

1980 (IV of 1980) 

31. Corporate income tax holiday for a period of five years for projects from the date 

of start of commercial operations, and for developers of the Zone for a period of 
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ten years from the date of start of developmental activity in the Special Economic 

Zones as announced by the Federal Government. 

32. Profit and gains derived by a taxpayer from an industrial undertaking set up in the 

Gawadar declared by the Federal Government to be a Zone within the meaning of 

Export Processing Zone Authority Ordinance, 1980 (IV of 1980) as Export 

Processing Zone, Gawadar, for a period of ten years beginning with the month and 

year in which the industrial undertaking is set up or commercial operation 

commenced, whichever is later. 

33. Profits and gains derived by a taxpayer from an industrial undertaking set up in 

Larkano Industrial Estate between the 1stday of July, 2008 and the thirtieth day of 

June, 2013, both days inclusive, for a period of ten years beginning with the month 

in which  the industrial undertaking is set up or commercial production 

commenced, whichever is the later. 

34. Profit and gains derived by Khalifa Coastal Refinery  for a period of twenty years 

beginning in the month in which the refinery is setup or commercial production is 

commenced, whichever is the later. 

35. Any scholarship granted to a person to meet the cost of the person‘s education shall 

be exempt from tax under this Ordinance, other than where the scholarship is paid 

directly or indirectly by an associate. 

36. Any income received by a spouse as support payment under an agreement to live 

apart] shall be exempt from tax under this Ordinance. 

37. Any foreign-source income derived by a citizen of Pakistan in a tax year who was 

not a resident individual in any of the four tax years preceding the tax year in 

which the individual became a resident shall be exempt from tax under this 

Ordinance in the tax year in which the individual became a resident individual and 

in the following tax year. 

38. Any profit received by a non-resident person on a security issued by a resident 

person shall be exempt from tax under this Ordinance where: 

a. the persons are not associates; 

b. the security was widely issued by the resident person outside Pakistan for the 

purposes of raising a loan outside Pakistan for use in a business carried on by 

the person in Pakistan. 

39. Any allowance attached to any Honour, Award, or Medal awarded to a person by 

the President of Pakistan shall be exempt from tax under this Ordinance. 

40. Agricultural income: (section 41) 

 1) Agricultural income derived by a person shall be exempt from tax under this 

Ordinance. 

 2)  In this section, – agricultural income‖ means: 

a. any rent or revenue derived by a person from land which is situated in 

Pakistan and is used for agricultural purposes; 

b. any income derived by a person from land situated in Pakistan from: 

a. agriculture; 

b. the performance by a cultivator or receiver of rent-in-kind of any 

process ordinarily employed by such person to render the 
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produce raised or received by the person fit to be taken to 

market; or 

c. the sale by a cultivator or receiver of rent-in-kind of the produce 

raised or received by such person, in respect of which no process 

has been performed other than a process of the nature described 

in sub-clause (ii); or 

  c. any income derived by a person from: 

    i. any building owned and occupied by the receiver of the rent  or 

revenue of any land described in clause (a) or (b); 

    ii. any building occupied by the cultivator, or the receiver of rent-

in-kind, of any land in respect of which, or the produce of which, 

any operation specified in sub-clauses (ii) or (iii) of clause (b) is 

carried on, but only where the building is on, or in the immediate 

vicinity of the land and is a building which the receiver of the 

rent or revenue, or the cultivator, or the receiver of the rent-in-

kind by reason of the person‘s connection with the land, requires 

as a dwelling-house, a store-house, or other out-building. 

Note: 

Through Finance Act, 2013  a proviso has been added to sub-section (1) of  Section 111 

of the Income Tax Ordinance, 2001 providing that where a taxpayer  explains the nature 

and source of the amount credited or the investment made,  money or valuable article 

owned or funds from which the expenditure was made, by way of agricultural income, 

such explanation shall be accepted  only  to the extent of agricultural income worked 

back on the basis of agricultural income tax paid subject to furnishing of proof of 

payment of agriculture tax under the relevant provincial law.      

 

41. (126I) Profits and gains derived by a taxpayer, from an industrial undertaking set 

up by 31st day of December, 2016 and engaged  in  the  manufacture  of  plant,  

machinery, equipment and items with dedicated use (no multiple uses) for 

generation of renewable energy from sources like solar and wind, for a period of 

five years beginning from first day of July, 2015.  

42. (126J) Profits and gains derived by a taxpayer, from an industrial undertaking set 

up between 1st day of July, 2015 and 30
th
 day of June, 2016 engaged in operating 

warehousing or cold chain facilities for storage of agriculture produce for a period 

of three years beginning with the month in which the industrial undertaking is set 

up or commercial operations are commenced, whichever is later.  

43. (126K) Profits and gains derived by a taxpayer, from an industrial undertaking set 

up between 1
st
 day of July, 2015 and 31st day of December, 2016 which is engaged 

in operating halal meat production and has obtained halal certification, for a period 

of four years beginning with the month in which the industrial undertaking is set up 

or commercial production is commenced, whichever is later.  

44. (126L) Profits and gains derived by a taxpayer, from a manufacturing unit set up in 

Khyber Pukhtunkhwa Province between 1st day of July, 2015 and 30th day of 

June, 2018 for a period of five years beginning with the month in which the 

industrial undertaking is set up or commercial production is commenced, 
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whichever is later: Provided that exemption under this clause shall be admissible 

where:  

 a) the manufacturing unit is setup between the first day of July, 2015 and 30th 

day of June, 2018, both days inclusive; and  

 b) the manufacturing unit is not established by the splitting up or reconstruction 

or reconstitution of an undertaking already in existence or by transfer of 

machinery or plant from an undertaking established in Pakistan at any time 

before 1st July 2015.  

45. (126M) Profits and gains derived by a taxpayer from a transmission line project set 

up in Pakistan on or after the 1st day of July, 2015. The exemption under this 

clause shall apply to such project which is—  

 a) owned and managed by a company formed for  operating the said project and 

registered under the Companies Ordinance, 1984 (XLVII of 1984), and 

having its registered office in Pakistan;  

 b)  not formed by the splitting up, or the reconstruction or reconstitution, of a 

business already in existence or by transfer to a new business of any 

machinery or plant used in a business which was being carried on in Pakistan 

at any time before the commencement of the new business; and  

 c) owned by a company fifty per cent of whose shares are not held by the 

Federal Government or Provincial  Government  or  a  Local  Government  or 

which is not controlled by the Federal Government or a Provincial 

Government or a Local Government:  

  Provided that the exemption under this clause shall not apply to projects set 

up on or after the thirtieth day of June, 2018. 

46. (141) Profit and gains derived by LNG Terminal Operators and Terminal Owners 

for a period of five years beginning from the date when commercial operations are 

commenced are exempt from tax.  

47. (142) Income from social security contributions derived by Balochistan 

Employees’ Social Security Institution, Employees’ Social Security Institution 

Khyber Pakhtunkhwa, Punjab Employees’ Social Security Institution and Sindh 

Employees’ Social Security Institution is exempt. 

48. (126A) Income derived by China Overseas Ports Holding Company Limited, China 

Overseas Ports Holding Company Pakistan (Private) Limited, Gawadar 

International Terminal Limited, Gawadar Marine Services Limited and Gawadar 

Free Zone Company Limited from Gawadar Port operations for a period of twenty-

three years, with effect from the sixth day of February, 2007.”] 

49. (126AA) Profit and gains derived by a taxpayer from businesses set up in the 

Gawadar Free Zone Area for a period of twenty three years with effect from the 

first day of July, 2016.”] 

50. (126AB) Profit on debt derived by- 

 a) any foreign lender; or 

 b) any local bank having  more than 75 per cent shareholding of the 

Government or the State Bank of Pakistan, under a Financing Agreement 

with the China Overseas Ports Holding Company Limited, for a period of 

twenty three years with effect from the first day of July, 2016;”] 
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51. (126AC) Income derived by contractors and sub-contractors of China Overseas 

Ports Holding Company Limited, China Overseas Ports Holding Company 

Pakistan (Private) Limited, Gawadar International Terminal Limited, Gawadar 

Marine Services Limited and Gawadar Free Zone Company Limited from Gawadar 

Port operations for a period of twenty years, with effect from the first day of July, 

2016.”]  

52. (126AD) (1) Any income derived by China Overseas Ports Holding Company 

Limited being dividend received from China Overseas Ports Holding Company 

Pakistan (Private) Limited , Gawadar International Terminal Limited Gawadar 

Marine Services Limited and Gawadar Free Zone Company Limited for a period of 

twenty-three years with effect from the first day of July, 2016. 

 (2) Any income derived by China Overseas Ports Holding Company Pakistan 

(Private) Limited being dividend received from, Gawadar International Terminal 

Limited Gawadar Marine Services Limited and Gawadar Free Zone Company 

Limited for a period of twenty-three years with effect from the first day of July, 

2016.”] 
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SUMMARY 
 

This unit has explained the key concept of assessment of income and various types along 

with procedural aspects for facilitating the calculation of taxable income of a person. The 

assessment, amended assessment, assessment through courts, best judgment assessment 

and importantly the prevailing method of a self-assessment has been described in detail.  

 

The second part of the unit has provided the important procedural aspects related to the 

income tax return filing. It has also provided the list of eligible persons required to file 

the income tax return. Similarly, the key dates and submission methods related to the 

income tax return has been explained in detail.  

 

The third section of the unit is related to the introduction of the Federal Board of Revenue 

(FBR) as a government body to implement the provisions of the Income Tax Ordinance 2001. 

The key functionaries of CIR and CCIR and their powers have been explained in detail.  

 

The lasts section of the unit has discussed the various types of persons and incomes which are 

not covered under the Income Tax Ordinance 2001. A complete list of individuals and 

corporate tax exemptions has been provided to guide students on the various sectors of 

economy who are receiving preferential treatment from the government.  

 

QUESTIONS 
 

1. Discuss in detail the history and organizational structure of the Federal Board of 

Revenue (FBR). 

2. Explain in detail the powers and functions of the Commissioner Inland Revenue 

(CIR) as prescribed in the Income Tax Ordinance 2001. 

3. What is the role and functions of the Federal Board of Revenue (FBR) as 

prescribed in the FBR Act 2007? 

4. Briefly explain the persons required to file the income tax return. 

5. Discuss in detail the major types of income exempt under the income tax ordinance 

2001.  

6. What is meant by the term ‘assessment’? Explain in detail the types of assessment 

as discussed in the Income Tax Ordinance 2001. 

 

Practical Activity: 
The Federal Board of Revenue (FBR) has developed a dedicated website for the 

facilitation of the taxpayers. This website can be accessed at www.fbr.gov.pk. The 

website has made it easy to submit income tax return, educate tax payers, make important 

announcements etc. The website offers a specialized portal for the different activities i.e. 

taxpayers registration, change in particulars, claiming refunds etc. Now, to avail all these 

services a taxpayer is not required to visit FBR offices time and again.  

Consider yourself a taxpayer and visit the above sited website of the FBR to get different 

information on the tax matters. 

http://www.fbr.gov.pk/
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INTRODUCTION 

 

In last two units, we have studied the theoretical concepts of the income tax in Pakistan. 

In this unit, we will begin to practically calculate the tax liability of a person. This unit 

specifically focuses on the salary income and relevant rules and procedures have been 

explained to calculate the tax on the salary of public and private sector employees in 

Pakistan. The necessary numerical examples have been incorporated in the various 

sections.  

 

OBJECTIVES 
 

After reading this unit you will be able 

1. To explain the nature and components of salary income 

2. To discuss the taxation treatment of various allowances and perquisites 

3. To highlight the various rules for tax calculation on salary income 

4. To familiarize students with salary taxation  
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3.1 SALARY 
 

3.1.1 Concept of Salary 
Salary is the first head of income for computing the tax liability of a person. To 

understand the salary income we need to examine the term employment involving the 

relationship of employer and employee. Generally, salary means any amount received by 

an employee from any employment.   

 

Employment includes; [Section 2(22)] 

a) a directorship or any other office involved in the management of a company; 

b) a position entitling the holder to a fixed or ascertainable remuneration; or 

c) the holding or acting in any public office; 

 

Employee means any individual engaged in employment; [Section 2(20)] 

 

Employer means any person who engages and remunerates an employee; [Section 2(21)] 

 

Taxation of Salary Income: 
Salary is taxable on receipt basis i.e. any salary received by an employee in a tax year 

shall be chargeable to tax. However, salary paid by a private company to its employee in 

arrears may be taxable on accrual basis if the commissioner is of the view that the 

payment of salary was deferred.  

 

3.1.2 Components of Salary Income 
Salary means any amount received by an employee from any employment, whether of a 

revenue or capital nature, and includes: 

1. Pay, wages or other remuneration provided to an employee 

2. Allowances including cost of living, rent, utilities, education, entertainment or 

travel allowance excluding any amount expended in the performance of duties of 

employment. 

3. Perquisite (Section 13) (Rule 3-6 of Income Tax Rules, 2002) 

4. Reimbursement of any expenditure incurred by the employee, other than 

expenditure incurred solely in the performance of duties of employment. 

5. Profits in lieu of salary or wages including: 

 i. Consideration for an employee agreement to enter into an employment 

relationship, to any conditions of employment or to a restrictive covenant to 

any past, present or future employment 

ii. Amount received from a Provident Fund 

 iii. Amount paid on termination of employment whether on voluntary basis or 

under any agreement  

6. Retirement benefits 

 

Taxability of the above mentioned items is as under: 
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3.1.3 Taxation of Pay, Wages or Basic Salary 
The payment made in cash to a person is called pay or wage. In Govt. sector, the pay of 

an employee is usually includes basic pay and other allowances and is provided as per the 

scale and grade of that employee. The basic pay of a Govt. employee is written in the 

format of Minimum Time Scale (MTS) in three figures like 16000-1200-40000. 

 

The first figure depicts the basic salary of the employee, the second figure shows annual 

increment in the basic pay and the last figure defines the maximum limit of basic salary 

in a particular grade. 

 

Example 1: 

Mr. Zaheer is an employee in a govt. dept in the pay scale of Rs. 30,000 – 2500 – 75,000. 

He received regular salary of Rs. 35,000 per month. 

His salary income will be: 

 

Higher of 







360,00012x30,000

420,00012x35,000

 

     420,000 

 

Remember  Govt. pay scale is written in three figures like  30,000 – 2500 – 75,000 which means that 
30,000 will be basic salary, 2500 will be the annual increment and 75,000 will be the maximum basic 
salary in this grade. 

 

3.1.4 Taxation of Allowances 
An allowance is a cash payment to an employee in addition to the basic salary. All 

allowances are taxable except for medical allowance and allowances provided by the 

employer for the performance of official duties associated with the job. Allowances 

including cost of living, rent, utilities, education, entertainment or travel allowance 

excluding any amount expended in the performance of duties of employment. 

 

Example 2: 

Mr. Salman is working in company. His salary includes the following items: 

Basic salary 20,000 P.M 

House rent allowance 5000 P.M 

Conveyance allowance 3000 P.M 

Entertainment allowance 2000 P.M 

Traveling allowance 1500 P.M 

(For job purposes) 

Medical allowance 3000 P.M 

Computer allowance 1000 P.M 
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Solution 

   
Mr. Salman 
NTN……… 

Status: Resident 
Tax year 2017 

Basic Salary 20,000 x 12 = 240,000 
House rent allowance 5000 x 12 = 60,000 
Conveyance allowance 3000 x 12 = 36,000 
Entertainment allowance 2000 x 12 = 24,000 
Travelling allowance Not Taxable =  
Medical allowance 1000 x 12 = 36,000   
Exempt: upto 10% of basic salary = 240,000 x 10% = 24,000 
   12,000 

Computer allowance 1000 x 12  12,000 
    

Taxable Salary Income   384,000 

 

 

3.1.5 Taxation of Perquisites: (Section 13) 
The perquisites refer to the facilities provided by an employer to the employee in addition 

to the basic salary and allowances.  An amount or perquisite shall be treated as received 

by an employee from any employment regardless of whether the amount or perquisite is 

paid or provided: 

i. By the employer, an associate of the employer, or by a third party under an 

arrangement with the employer or an associate of the employer; 

ii. By a past employer or a prospective employer; or 

iii. To the employee or to an associate of the employee or to a third party under an 

agreement with the employee or an associate of the employee. 

 

a.    Motor Vehicle provided by an employer wholly or partly for private use, the 

amount chargeable to tax under the head salary shall include: (Rule 5 of Income 

Tax Rules, 2002) 

 
Partly for personal and official use 5% of the cost of vehicle to the employer or 

Fair Market Value (FMV) of motor vehicle at 
the commencement of lease 

For personal use only   
 

10% of the cost of vehicle to the employer or 
FMV of motor vehicle at the commencement 
of lease 

 

a. Services of housekeeper, gardener driver, or other domestic assistant, the 

amount chargeable to tax under the head salary shall include the amount of 

total salary paid to the domestic assistants as reduced by any payment made 

to the employer for such services 
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b. Utilities, the amount chargeable to tax under the head salary shall include the 

Fair Market Value of utilities as reduced by any payment made to the 

employer for such utilities. 

c. Interest free loan or a loan of more than Rs. 1,5,00,000 made at lower than 

benchmark rate by the employer on or after 1.7.2002, the amount chargeable 

to tax under the head salary shall include the profit on loan computed at 

benchmark rate or the difference between the amount of profit paid and the 

amount of profit on loan computed at benchmark rate of 10%. 

                 Provided that this shall not apply where such benefit is extended by the 

employer due to waiver of interest by such employee on his accounts 

maintained with the employer. 

d. Any obligation waived of an employee owed to the employer. 

e. Any obligation paid by the employer of an employee owed to another person. 

f. Difference between the Fair Market Value (FMV) of any property transferred 

or service provided to the employee by the employer and the amount of any 

payment made by the employee in this respect. 

g. Accommodation or housing, the amount chargeable to tax under the head 

salary shall include: (Rule 4 of the Income Tax Rules, 2001) 

 Higher of the following; 

1. Amount that would have been paid in case such accommodation was 

not provided; and 

2. 45% (30% in case of persons serving in stations in Mufasal areas) of 

the Minimum Time Scale (MTS) of the basic salary or the basic salary 

where there is no MTS 

 

3.2 TAXATION OF ADDITIONAL BEENFITS 
 

3.2.1 Reimbursement of Expenditures 
The reimbursement of expenditures means the transfer of amounts to the employee 

incurred earlier for meeting different requirements both personal and official. All type of 

reimbursement of expenditures by the employer incurred by the employee shall become 

part of the salary income, other than expenditure incurred solely in the performance of 

duties of employment. The contract of job shall clearly specify which types of expenses 

are allowed to the employee for the purpose of performance of duty. For example, if a 

person is hired in a job as a salesman then it is usual to grant travelling and entertainment 

expenses to perform his duty. Such expenditures will not be taxable. Only those 

reimbursed expenditures will be taxable which are given to an employee as an additional 

benefit.  

 

3.2.2 Profits in Lieu of Salary or Wages: [Section 12 (6) & (8)  
The profit in lieu of salary or wages refers to an additional monetary or non-monetary 

benefit provided to an employee by the employer in addition to the basic salary and 

allowances. An employee who has received amount on termination of employment 

whether on voluntary basis or under any agreement including compensation for 

redundancy or loss of employment and golden hand shake payments, may elect for the 
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amount to be taxed at the last 3 years average rate of tax computed as follows, provided 

that such election shall be made by the due date for furnishing employees return of 

income or employer certificate by a notice in writing to the commissioner. 

 

Example 3: 

Mr. Arshad is working in a company. His salary includes the following items. 

1. Basic salary 25,000 P.M 

2. Entertainment allowance 4000 P.M 

3. Cost of living allowance 3000 P.M 

4. His company has provided him the accommodation facility. He is also entitled to a 

house rent allowance of Rs. 3000 P.M 

5. Mr. Arshad is also provided by his company with a conveyance facility. The cast of 

car is Rs. 800,000 for personalize. 

6. The salary of domestic workers employed in the house of Mr. Arshad is also paid 

by his company amounting to Rs. 10,000 P.M. 

 

Solution: 
                                                                Mr. Arshad 
NTN……… 
Status: Resident 
                                                                Tax year 2017 

Basic Salary 25000×12 300,000 

Entertainment allowance 4000×12 48000 

Cost of living allowance 3000×12 36000 

Valuation of accommodation 
 

Higher of 















72,000x6000allowancerentHouseb

135,000OROROR

135,000300,000x45%salarybasicof45%a

          135,000 
 

Valuation of Conveyance facility 
Fair market value/Cost of car× Usage% 

      
800,000×10% 

 
80,000 

Salary of domestic servants 10000×12 120,000 

Taxable salary income  719,000 

 

Example 4: 
1. Mrs. Asma works in global plastic (Pvt.) Ltd. Her salary includes the following items. 

2. Basic salary 20,000 P.M 

3. Decreases allowance 2000 P.M 

4. Bonus 10,000 (for the year) 

5. Medical expenses of Rs. 15,000 reimbursed by the employer under the contract of 

job car provided to Mrs. Asma for personal and official use. Fair market value of 

the car is Rs. 700,000. 

6. An interest free loan is provided to Ms. Asma of Rs. 10,000,000 by her employer. 
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7. School fees of children of Ms. Asma reimbursed by her employer amounting to  

Rs. 4000 P.M. 

8. Higher education allowance Rs. 2000 P.M. 

 

Solution: 

 
                                                                     Mrs Asma 
NTN……… 
Status: Resident 
                                                                 Tax year 2017 

Basic Salary 20000×12 240,000 

Dearness allowance 2000×2 24000 

Bonus 10,000 10000 

Medical expenses reimburse 
(As these are covered by the 
contract of job) 

Not Taxable  

Valuation of car 
Fair market value/ cost× usage 

 
700,000×5% 

35000 

Interest free loan 
Amount of loan (Benchmark- interest rate- Actual interest rate) 
10,000,000×(10%-0%)=                  10,000,000×10%=                             100,000 

School fees of children 
reimbursed 

4000×12 48000 

Higher education allowance 2000×12 24000 

Taxable salary income  481,000 

 

3.2.3 Retirement Benefits 
The retirement benefits refer to the amounts received by a person after retirement from a 

job. These amounts include pension, provident fund, gratuity, leave encashment, welfare 

grant etc. The taxation treatment of these amounts is explained below: 

a) Pension received by the citizen of Pakistan from the former employee except where 

the person continues to work for the same employer or an associate of the 

employer. Where a person receives more than one pension, the exemption shall 

apply to higher of such pensions.  (Clause 8). 

 For a person over 60 years of age, all such pensions are exempt irrespective of the 

above mentioned conditions (Circular 28 of 1991), 

b) Commutation of pension received from government or any pension scheme 

approved by the tax authorities (Clause 12). 

c) Gratuity received from approved gratuity fund is fully exempt. Gratuity received 

from approved scheme and unapproved fund or scheme is exempt up to the 

following limits: (Clause 13) 

 
Approved gratuity scheme   Exempt up to 200,000 

Unapproved gratuity scheme/fund Exempt up to 75,000 or 50% of the amount 
receivable whichever is lower Unapproved commutation of pension 
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Exemption in respect of unapproved gratuity/commutation of pension shall not apply in 

the following cases: 

 

1. Any payment not received in Pakistan 

2. Any payment received by a director of a company who is not a regular employee of 

such company 

3. Any payment received by a non-resident 

4. Any gratuity received by an employee who has already received any gratuity from 

the same or other employer. 

d) Accumulated balance received from a recognized provident fund (see note 1), 

i. However, there are limits, in excess of which the employer’s annual 

contribution and interest credited on the balance of the employee shall be 

deemed to be income received by the employee: (Clause 3, Sixth Schedule) 

ii. Limit of employer’s contribution: 100,000 or 1/10thof the basic salary 

whichever is lower 

iii. Limit on interest credited to employee balance: 1/3rdof basic salary or 16% 

on the accumulated balance, whichever is lower. 

 

Summary of Components of Salary Income 
 

 
 

Provident Fund: 
All organizations attempt to provide maximum monetary benefits to their employees. 

Amount given on account of provident fund is also a benefit to the employee provided to 

him/her at the time of retirement.  
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Working of Provident Fund: 
A provident fund works in a way that a regular amount is contributed by the employee 

out of his/her salary generally on monthly basis. An equal amount is contributed by the 

employer. Both of these amounts are then invested by the managers of the provident fund 

in a profitable venture. The profit or interest derived from such investment is then given 

to the employee along with the principal sum at the time of retirement.  

 

The tax treatment of amounts received from the provident fund occurs at four stages with 

respect to the type of provident fund. 

 

Types of Provident Fund: 
 

1. Govt. Provident Fund: 

 A Govt. provident fund works for the welfare of Govt. servant working in public. 

or semi-Govt. institutions where they regularly contribute a fix sum out of their 

salary to the fund which after taking the same amount from the government invests 

the funds as per rules of the official provident fund. 

 

2. Recognized Provident Fund: 

 A recognized provident fund is operated by a private sector organization with 

approval from the Federal Board of Revenue (FBR). The employees of such private 

bodies also contribute their funds to the provident fund which is also invested in 

some profitable projects to generate a reasonable return for the employees.  

 

3. Unrecognized Provident Fund: 

 An unrecognized provident fund is run by an organization of private sector which 

have not sought approval from the FBR or the FBR has refused to approve this 

fund due to non-compliance with the rules by that organization. 

 

3.2.4 Taxation of Provident Fund 
 

Amounts 
Govt. Provident 

Fund 
Recognized Provident 

Fund 
Unrecognized 

provident Fund 

Employee’s 
contribution 

Already included in 
taxable income 

Already included in taxable 
income 

Already included in 
taxable income 

Employer’s 
contribution 

Ignored Ignore if the amount is op to 
10% of salary or Rs 
150,000. Exceeding amount 
is taxable. 

Ignored 

Interest credited 
during the year 

Ignored Ignored upto higher of 1/3 of 
the salary or the amount of 
interest at the rate of 16% 

Ignored 

Payment of 
accumulated 
balance 

Ignored Ignored Only employer’s 
contribution and interest 
credited is included in 
the taxable income. 



66 

Example 5: 

Mr. Akbar is employed at Airwaves (Pvt.) Ltd. His salary items are following: 

1. Basic Salary40,000 P.M 

2. Bonus two months basic salary 

3. Utilities allowance6000 P.M 

4. Overtime5000 P.M 

5. Accommodation facility is provided by the employer. He is also entitled to 

allowance of Rs. 5000 P.M for the house.  

6. Entertainment expenditures reimbursed amounts to Rs. 4000 P.M (incurred on 

official meetings). 

7. Employer contribution to recognized provident fund Rs. 11000 

8. Employee contribution to recognized provident fund Rs. 11000 

9. Interest credit on recognized provident fund Res. 7040 at 32 % 

 

Solution 

 
Mr. Akbar 
NTN……… 

Status: Resident 
Tax year 2017 

Basic Salary 40,000×12 480,000 

Bonus 40,000×2 80,000 

Utilities Allowance 6000×12 72000 

Overtime 5000×12 60,000 

 Accommodation Facility: 

 Higher of 














,0000612x5000allowancerentHouseb

000,162OROROR

,000162000,204x45%salarybasicof45%a

              216000 

Entertainment expenditure reimbursed 4000×12 48000 

 
Employer contribution to recognized provident fund.                                   11,000 

(480,000 x 10% = 48,000  Not to be included up to 10% of salary) 

Interest credited at 32%=16/32×7040 =                                                                3520 
(included as interest rate exceeds 16% 

Total Income       970520    

 

3.2.5 Exemptions from Salary Income: (2ndSchedule) 
a) Amount received from workers profit participation fund WPPF (Clause 26) 

b) Any special allowance provided to meet the expenses incurred in performing of 

office duties (Clause 39) 

c) Perquisites: (Clause 53A). 

i. Free or concessional passage provided by transporters to its employee 

including airlines 

ii. Free or subsidized food provided by hotels and restaurants to its employees 

during duty hours 
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iii. Free or subsidized education provided by an educational institution to the 

children of employees. 

iv. Free or subsidized medical treatment provided by a hospital or clinic to its 

employees. 

v. Any other perquisite for which the employer does not have to bear any 

marginal cost. 

d) Medical facility or the reimbursement received by an employee where such 

provision or reimbursement is in accordance with the terms of employment 

provided that the NTN of the hospital or clinic is provided and employer also 

certifies and attests the medical bills. 

e) Medical allowance up to 10% of basic salary (The same is fully taxable if it is 

provided in addition to the exempt medical facility provided by the employer). 

f)  Salary earned outside Pakistan by the citizen of Pakistan during the tax year in 

which he leaves Pakistan shall be exempt if he leaves Pakistan during the tax year 

and remains abroad during that tax year. [Section 51 (2)]. 

g) Foreign source salary received by a resident shall be exempt if the individual has 

paid foreign income tax in respect of that salary or the employer has withheld 

income tax in respect of foreign source salary and paid to the revenue authority of 

that foreign country in which the employment was exercised. (Section 102) 

 

Example 6: 

Mr. Usman is a Govt. servant in the pay scale of 16,000 – 1200 – 40,000. His other salary 

details are below. 

1. Basic salary   18,400 P.M 

2. Conveyance allowance 4000 P.M 

3. Utilities allowance 3000 P.M 

4. Medical allowance 2000 P.M 

5. Accommodation facility is provided to Mr. Usman by the Govt. his bases rent 

allowance entitlement is Rs. 5000 P.M.  

6. Entertainment expenditures reimbursed by the Govt. Rs. 3000 P.M (For performing 

official duty). 

7. Interest free loan from Govt. Of Rs. 600,000 has been obtained by Mr. Usman. 

8. Employee’s contribution of Govt. provident fund Rs. 1000 P.M 

9. Employer’s contribution of govt. provident fund Rs. 1000 P.M 

10. Interest credited of Govt. provident fund Rs. 5000 P.M 
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Solution: 

 
MR. Usman 
NTN……… 

Status: Resident 
Tax year 2017 

Basic salary 18,400 x 12 220,800 

Conveyance allowance 4000 x 12  48,000 

Utilities allowance 3000 x 12  36000 

Medical allowance 
Exempt upto 10% basic salary  

2000 x 12=24000 
220800×10%=22080 

 
1920 

Accommodation Facility: 
 a – 45% of basic salary = 45% x 220,800 = 99,360 
 OR               OR              OR                   
                                                                                                                              99,360 
b – House rent allowance = 5000 x 12 = 60,000 
 

Entertainment expenditures reimbursed 
(For performing official duty) 

Not taxable  

Interest free loan (Amount of loan x (Bench mark rate = Actual rate) 
 (600,000 x 10%) = 600,000 x 10% =                        60,000 

Employee’s contribution to Govt. provident fund (Already included)  

Employee’s contribution to Govt. provident fund (Not included)  

Interest credited on Govt. provident fund (Not included)  

Taxable salary income  466080 

Income tax payable (466,080 – 400,000 = 66,080 x 2%)                                  1321.6 

 

Example 7: 

1. Mr. Rehan is a manager in a textile company. His salary details are below: 

2. Basic salary   30,000 P.M 

3. Bonus   3 month salary 

4. Commission  5000 P.M 

5. Telephone allowance 3000 P.M 

6. House rent allowance 7000 P.M 

7. Facility of car is provided to Mr. Rehan by his employer for personal use. Cost of 

the car is Rs. 900,000. 

8. Two thousands (2000) shares of the company have been provided to Mr. Rehan for 

Rs. 7 per share. Market price per share was Rs. 10. Share medical bills reimbursed 

of Rs. 10,000. Mr. Rehan was receiving medical allowance of Rs. 6000. P.M. 

9. Utilities bills of Mr. Rehan amounting to Rs. 7000 P.M paid by the employer. 

10. Mr. Rehan contribution to unrecognized provident fund 500 P.M 

11. Employee’s contribution to unrecognized provident fund  500 P.M 

12. Interest credited to unrecognized provident fund  2000 (Year) 
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Solution: 

 
Mr. Rehan 
NTN……… 

Status: Resident 
Tax year 2017 

Basic salary 30,000 x 12 360,000 

Bonus 30,000 x 3 90,000 

Commission 5000 x 12  60,000 

Telephone allowance 3000 x 12  36,000 

House rent allowance 7000 x 12 84,000 

Car Facility – Valuation: 
Cost of car x usage (%)  

900,000 x 10% 90,000 

Shares of Co. purchased 2000 x (10 – 7) = 2000 x 3 6000 

Medical allowance 
(Medical expenses are reimbursed under contract 
of job. However, medical allowance shall be fully 
taxable in this case) 

6000×12 72,000 

Utilities bills paid by employer 7000×12 84,000 

Employee’s contribution to unrecognized 
provident fund 

500 P.M (already included) 

Employee’s contribution to unrecognized 
provident fund 

 (Not included) 

Interest credited to unrecognized provident fund  (Not included) 

Taxable salary income   882,000 

 Income tax payable 
  = 17,500 + 10%× (882,000 – 750,000) 
  = 17,500 + 10% ×(132,000) 
  = 17,500 + 13,200 
  = 30,700 
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SUMMARY 
 

This unit has prescribed the taxation treatment of various items received under the salary. 

The term salary involves the relationship of employee and employer against an agreed 

sum. The taxation of salary starts with defining the basic salary and it also includes 

overtime and bonus.  

 

The second components of salary is the allowances which are the cash received in 

addition to salary. Almost, all allowances are taxable except travelling and daily 

allowance. The third components of salary income is the receipt of various perquisites 

that may be in  monetary form such as loans, advances, servants and non-monetary form 

such as housing, car etc. The Income Tax Ordinance 2001 has prescribed various rules to 

calculate the impact of these perquisites on the taxability of salary.  

 

Similarly, the fourth component of salary income is the reimbursement of various 

expenses which an employee might have incurred and has claimed the same form the 

employer. The various rules of taxation related to reimbursement have been explained.  

The last component of salary is the receipt of various benefits which are occasional such 

as loan write-off, transfer of car, house etc. and their taxation treatment. In the end, the 

taxation of various retirement benefits like provident fund, gratuity fund and pension has 

been discussed.  

 

QUESTIONS 
 

1. What is meant by the terms salary, employment, employer and employee? Discuss 

in detail the components of salary income.  

2. What is meant by allowances? Discuss in detail the treatment of allowances under 

the Income Tax Ordinance 2001 and the Income Tax Rules 2002. 

3. What is meant by perquisites? Explain in detail the taxation treatment of various 

perquisites under the Income Tax Ordinance 2001.  

4. Discuss the legal points to determine the tax treatment of the following terms: 

a. Employee share option scheme 

b. Profits in lieu of salary 

5. What is a provident fund? Explain in detail the working and types of provident 

fund. 
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INTRODUCTION 

 

The previous unit has explained the calculation of taxable income from the first head of 

income i.e. salary under the Income Tax Ordinance 2001. This unit will discuss the 

taxation of other four heads of incomes; income from property, income from business, 

capital gains and income from other sources. The relevant deductions and non-admissible 

items have also been explained with the help of numerical to develop a better 

understanding of concepts.  

 

OBJECTIVES 
 

After reading this unit you will be able 

1. To demonstrate the calculation of tax under the income from property 

2. To highlight the concept of business income and its taxation 

3. To describe the concept of capital gains and their taxation 

4. To explain the incomes covered under the head of income from other sources 

5. To understand the taxation of incomes under the combine heads of incomes.  
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4.1 CCONCEPT OF INCOME FROM PROPERTY 

 

The income from property is the second head of income. The income from property 

generally includes rent derived by a person by giving the right to use a property for a 

definite period of time against a payment. The income from property is taxed according 

to the following rules and methods as described in the Income Tax Ordinance 2001.  

 

Income from Property: 

The rent received or receivable by a person for a tax year, other than rent exempt from 

tax under this Ordinance, shall be chargeable to tax in that year under the head “Income 

from Property”. 

 

4.1.1 Definition of Rent: [Section 15(2)] 
“Rent” means any amount received or receivable by the owner of land or a building as 

consideration for the use or occupation of, or the right to use or occupy, the land or 

building, and includes any forfeited deposit paid under a contract for the sale of land or a 

building. 

 

Where the rent received or receivable by a person is less than the fair market rent for the 

property, the person shall be treated as having derived the fair market rent for the period 

the property is let on rent in the tax year. 

 

Rent Chargeable to Tax includes: 

   Normal Rent (higher of actual or fair market rent) 

   Non adjustable amount in respect of building 

   Forfeited deposit 

 

Actual rent or Fair Market Rent, whichever is higher is taxable on accrual basis. The 

tax on property income is charged separately. The rent chargeable to tax is not clubbed 

with any other type of income and separate tax rates have been designed to calculate 

the tax on property income. Please remember, the tax on property income is not a 

subtitle of the property tax collected by the provincial governments in Pakistan. 

 

Exceptions under section 15 (Chargeable to tax under the head income from Other 

Sources): 

 Rent in respect of lease of building together with plant and machinery 

 Amount received for the provision of amenities, utilities and any other service 

connected with renting of the building. 

 

Example 1: 
Mr. Mubeen owns a house in Islamabad. He has given it on rent to Mr. Sheraz against a 

monthly rent of Rs. 50,000. He also received an Unadjustable advance of Rs. 600,000 

from Mr. Sheraz. During the year, Mr. Mubeen has also forfeited a deposit of Rs. 

100,000 from Mr. Aslam. Calculate rent chargeable to tax of Mr. Mubeen. 
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Solution: 

Mr. Mubeen 
NTN……… 

Status: Resident 
Tax year 2017 

 
Rent 50,000 x 12 600,000 

Unadjustable advance 600,000/10 60,000 

Forfeited deposit  100,000 

Rent chargeable to tax  760,000 

 

 

Non-Adjustable Amounts Received in respect of a building: (Section 16) 

Non adjustable amounts against the rent of a building received from a tenant in respect of 

rent payable by him shall be chargeable to tax under the head income from property in 

the tax year in which it was received and in the following nine tax years in equal 

proportion. Where the same is refunded to the tenant on or before the expiry of 10 years, 

no amount therefore shall be chargeable to tax in the year in which it is refunded subject 

to the following requirement:  

 

If the same property is lent out to the succeeding tenant, then any succeeding non 

adjustable amount received from the succeeding tenant as reduced by such portion of the 

earlier amount as was charged to tax shall be charged to tax in the year in which it was 

received and in the following nine tax years in equal proportion. 

 

4.1.2 Joint Ownership: (Section 66) 
Where any property is owned by two or more persons and their respective shares are 

defined and ascertainable, such persons shall not be treated as an AOP in respect of that 

property, and the share of each person is taxable in the hands of each co-owner 

separately.  

 

4.1.3 Tax Deduction at Source: (Section 155) 
Following prescribed persons shall deduct tax at source when making payment on 

account of rent of immoveable property: 

 Federal, provincial or local government 

 Company 

 Nonprofit organization 

 Diplomatic mission of a foreign state 

 

4.1.4 Taxation of Property Income:  
From the tax year 2016, the income from property of an individual and association of 

persons shall be taxed separately on gross basis from the other incomes and separate tax 

rates are applied. No deduction will be allowed from the rent chargeable to tax. However, 

in case of companies the deductions will be applied as mentioned in the section 15.  
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INCOME FROM PROPERTY 
 

The rate of tax to be paid under section 15, in the case of individual and association of 

persons, shall be as follows:- 

 
S.No. Gross amount of rent Rate of tax 

(1) (2) (3) 

1. Where the gross amount of rent does not 
exceed Rs.200,000. 

Nil 

2. Where the gross amount of rent exceeds 
Rs.200,000 but does not exceed 
Rs.600,000. 

5 per cent of the gross amount exceeding 
Rs.200,000. 

3. Where the gross amount of rent exceeds 
Rs.600,000 but does not exceed 
Rs.1,000,000. 

Rs.20,000 plus 10 per cent of the gross amount 
exceeding Rs.600,000. 

4. Where the gross amount of rent exceeds 
Rs.1,000,000 but does not exceed 
Rs.2,000,000. 

Rs.60,000 plus 15 per cent of the gross amount 
exceeding Rs.1,000,000. 

5. Where the gross amount of rent exceeds 
Rs.2,000,000. 

Rs.210,000 plus 20 per cent of the gross 
amount exceeding Rs.2,000,000”] 

 

Example 2: 
Mr. Junaid has provided the following details of his property income. 

Rent 30,000 P.M 

Unadjustable security 200,000 

Insurance premium paid 10,000 

Property tax paid 5000 

Rent collection expenses 7000 

Bank charges on property 6000 

Legal fees paid 5000 

Mr. Junaid has also incurred Rs. 100,000 on repair of property. 

 

Solution: 
Mr. Junaid 
NTN……… 

Status: Resident 
Tax year 2017 

 

Rent 30,000 x 12 360,000 

Unadjustable security 200,000 20,000 

Gross rent chargeable to tax  380,000 

 

Example 3: 
 Mr. Zaheer has provided the following details for income tax purposes. 

1. Basic salary 30,000 P.M 

2. Dearness allowance 3000 P.M 

3. Accommodation facility is provided to Mr. Zaheer by his employer. 
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4. Office car transferred to Mr. Zaheer as owner worth Rs. 300,000. He paid Rs. 

200,000 for it. 

5. Personal entertainment expenditure of Rs. 20,000 reimbursed by employer. 

6. Rent received from the tenant Rs. 250,000. 

7. He claims repair allowance and incurred expenses of Rs. 10,000 for rent collection. 

 Calculate the taxable income of Mr. Zaheer. 

 

Solution: 

Mr. Zaheer 
NTN……… 

Status: Resident 
Tax year 2017 

 
Sr.No Particulars Rs. Taxable 

income 

 Income from Salary 
Basic salary 
Dearness allowance  
Valuation of Accommodation: 
  Higher of (a-45% of basic salary 
                               OR 
                  (b-House rent allowance 
 
   Value of office car  
Personal entertainment expenses   100,00Personal entertainment expenses  = 20,000 
 Taxable salary income         678,000 
Tax on salary A 
=2000+5%×(678000-500000) 
=2000+5%×(178000) 
=2000+8900 
  Tax on property income: B 
 =5%×(250,000-200,000) 
=50,000×5%=2500 

 
30000×12 
3000×12 
 
45%×360,000=162000 
 
10,000 
 
(300,000-200,000) 

 
360000 
36000 
 
 
 
162,000 
 
100,000 
20000 
678000 
 
 
 
10900 
 
 
2500 

 Total tax=A+B  13400 
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4.2 INCOME FROM BUSINESS 
 

The third head under Income Tax Ordinance 2001 is the income from business. The 

profits a person derives from incurring in different business related transactions are 

classified under this head for taxation purposes. Generally, this chapter deals with 

specifying the rules and methods for calculation of taxable profits of businessmen and 

traders under the Income Tax Ordinance 2001.  

 

4.2.1 Definition of Business: [Section 2(9)] 
Business includes any trade, commerce, manufacture, profession, vocation or adventure 

or concern in the nature of trade, commerce, manufacture, profession or vocation, but 

does not include employment. 

 

4.2.2 Components of Business Income 
The following incomes of a person for a tax year shall be chargeable to tax under the 

head income from business: 

i. Profits and gains of any business carried on by a person 

ii. Income from the sale of goods or provision of services 

iii. Income from hire or lease of tangible moveable property 

iv. Management fee derived by a management company (including a modaraba 

management company) 

v. Fair Market Value (FMV) of any benefit derived by a person in the course of or by 

virtue of past, present of prospective business relationship 

vi. Profit on debt where the person’s business is to derive such income (e.g. banks and 

financial institutions) 

vii. Lease Rentals earned by a scheduled bank, investment bank, Development Finance 

Institution (DFI), modaraba or a leasing company 

 

4.2.3 Taxation of Business Income 
The income from business of a person is taxed by deducting expenses from the revenues 

earned by a business in a year. Only those revenues are included in the income of a 

business which are earned through normal business activities. Capital receipts are ignored 

while calculating the taxable income of a business. In the same manner, only those 

expenses are allowed to be deducted from the revenues of a business which are related to 

the current period. No capital expense is allowed for deduction.  

 

A list of expenses allowed for deduction is given below: 

 

Deductions permissible in arriving at the income chargeable to tax under the head 

Income from business: (Section 20) 

1. A deduction shall be allowed for expenditure incurred by the person exclusively for 

the purpose of business.  

 Explanation: These expenses include most of the items which appear in the profit 

and loss account of a business concern. A tentative list of these expenses includes;  

a. Repair and maintenance expenses 
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b. Cost of goods sold 

c. Insurance of the land and building of business 

d. Electricity and telephone bills 

e. Lighting and heating expenses 

f. Rent of building 

g. Salaries & wages of the employees 

h. Interest on loan 

i. Bad debts allowed 

j. Freight charges 

k. Other business related expenses 

  

2. Amortization or depreciation of intangible or tangible assets where they have a 

useful life of more than 1 year (Section 22, 23, 24), (Third Schedule) 

3. Pre-commencement expenditure at the rate of 20% on straight line basis (Section 

25), (Third Schedule) 

4. Scientific research expenditure (Section 26) 

5. Employee training facilities expenditure (Section 27) 

6. Profit on debt if related to Taxable Business Income (Section 28) 

7. Entertainment expenditure in the limits as prescribed (Rule 10 of Income Tax 

Rules, 2002) 

8. Bad Debts  (Section 29) 

 

Where a person has been allowed a tax deduction in respect of any expenditure and 

subsequently the person receives the amount of such expenditure as a reimbursement in 

cash or in kind, the amount so received shall be included in the person income chargeable 

to tax in the year in which it is received. (Section 70) 

 

Note: 

An important distinction here is required between capital expenditures and revenue 

expenditures.  

Capital expenditures provide benefit to a person for more than one year. Examples are 

buying a vehicle or a building. 

Revenue expenditures provide benefit for less than one year e.s electricity bills or repair 

expenses. 

Only revenue expenditures are allowed to be deducted from the revenues of a 

person to compute the taxable income. 

Capital receipts are those revenues earned through sale of goods or provision of services 

other than normal course of doing business. Examples include sale of old furniture or 

computer. 

Revenue receipts are those revenues earned through sale of goods or provision of 

services in the normal course of doing business. Examples include sale of goods.  

Only revenue receipts are included in the revenues of a person for the purpose of 

taxation. 
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Deductions inadmissible in arriving at the income chargeable to tax under the head 

Income from business:                                                                                   (Section 21) 

 

a. Any cess, rate, or tax paid or payable in Pakistan or foreign country on the profits 

of the business as a % or otherwise on the basis of such profits (Income tax charge, 

Workers Welfare Fund, Workers Profit Participation Fund) 

b. Any amount of tax deducted at source 

c. Entertainment expenditures in excess of limits provided in Rule 10 of Income Tax 

Rules, 2002 

d. Any fine or penalty for the violation of any law, rule or regulation 

e. Personal expenses of the tax payer 

f. Amount carried to reserve fund or capitalized in any way 

g. Any profit on debt, brokerage, commission, salary or other remuneration paid by an 

AOP to a member of the association 

h. Any payment of salary, rent, commission/brokerage, profit on debt, services and 

payments to non-residents made without tax deduction where a person is required 

to deduct tax 

i. Payments of business expenditure required to be paid through banking channel 

other than the following: 

i. Where salary of an employee does not exceed 15,000 per month 

 ii. Where aggregate of a single account head does not exceed 50,000 for the 

year 

 iii. Single payment up to 10,000 

 iv. Payment on account of freight, travel fare, postage, utility and other 

government dues. 

j. Payments to establish a business entity (e.g. company incorporation expenses). 

k. Contribution to unrecognized provident fund, unapproved pension fund, 

unapproved superannuation fund or unapproved gratuity fund unless the person has 

made effective arrangements to secure that tax is deducted from any payments 

made by the fund. 

 

Example 1: 

Mr. Salim is running a business. His details of income and expenses are listed below: 

1. Sales of goods  Rs. 700,000 

2. Sale of car Rs. 200,000 

3. Electricity bills paid Rs. 40,000 

4. Telephone bills paid  Rs. 10,000 

5. Salaries of Employees Rs. 90,000 paid through crossed cheque 

6. Insurance of building Rs. 20,000 

7. Rent of building Rs. 60,000 paid through banking channel 

8. Tax deducted at source  

9. Sum paid to unrecognized provident fund Rs. 20,000 

10. Accounting depreciation Rs. 30,000 

11. Tax depreciation Rs. 50,000 
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Calculate taxable business income of Mr. Salim. 

Solution: 

Mr. Salim 
NTN……… 

Status: Resident 
Tax year 2017 

 
Particulars Rs. Rs. 

Income 
            Sales of goods  
            Sale of car (Note 1) 
 
Expenses: 
 Electricity bills paid  
 Telephone bills paid  
 Salaries of employees  
 Insurance of building  
 Rent of building  
 Tax deducted at source (Note 2)   
 Payment to unrecognized provident fund (Note 3)  
 Accounting depreciation (Note 4)   
 Tax depreciation 
 Taxable profit 
            Tax payable  
= (430,000 -30,000) x 7% 
= 30,000 x 7% 
= 2100 

 
700,000 
 
 
 
40,000 
10,000 
90,000 
20,000 
60,000 
- 
- 
- 
50,000 

 
 
 
700,000 
 
 
 
 
 
 
 
 
 
270,000 
430,000 
 
 
 
2100 

 

Note: 

1. Sale of a car is a capital receipt therefore it is not included in the business income. 

2. Tax deducted at source is an inadmissible expense. 

3. Payment to unrecognized provident fund is an inadmissible expense. 

4. Accounting depreciation is not allowed as allowable deduction; However tax 

depreciation can be deducted from the business. 

 

Example 2: 
Mr. Johar is the owner of a departmental store. His details of incomes and expenses are 

listed below. 

Sales of merchandise  Rs. 50,000 P.M 

Sale of old furniture  Rs. 10,000 

Amount received from brother Rs. 70,000 

Repair expenses   Rs. 30,000 

Personal entertainment expenses Rs. 10,000 

Tax depreciation   Rs. 40,000 

Insurance premium paid  Rs. 15,000 

Cost of goods sold  Rs. 150,000 

Fine paid traffic law violation Rs. 2000 
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Sales tax paid   Rs. 35,000 

Salary of employee (4 months) Rs. 80,000 (Cash paid) 

 

Solution 2: 

Mr. Johar 
NTN……… 

Status: Resident 
Tax year 2017 

 
Particulars Rs. Rs. 

 
Income: 
 Sales of merchandise  
 Sale of old furniture (Note 1)  
 Amount received from brother (Note 2) 
  
Expenses: 
 Repair expenses  
 Personal entertainment expenses (Note 3)  
 Tax depreciation 
           Insurance premium paid  
 Cost of goods sold  
 Find paid (Note 4)  
 Sales tax paid (Note 5)  
 Salary of employee (Note 6)  235,000 
 Taxable profit / business income 
 
No tax is payable as the income is less than Rs. 400,000 

 
 
50,000 x 12 
- 
- 
 
 
30000 
- 
40,000 
15000 
150,000 
- 
- 
- 

 
 
 
 
600,000 
 
 
 
 
 
 
 
 
 
235,000 
365,000 
 
 

  

Note: 

1. Sale of old furniture is a capital receipts. So it is not included in the income of Mr. 

Johar. 

2. Amount received from brother is not a business income. 

3. Personal entertainment expenses are inadmissible 

4. Fine paid for violation of law is an inadmissible expense. 

5. Sales tax paid is not allowed as deduction from income. 

6. Salary of employees paid through cash is not allowed to be deducted from income. 

 

Business Assets: (Section 75-79) 
Disposal of an asset also includes the disposal of part of an asset. A person shall be 

treated to have disposed off the asset when the assets is sold, destroyed, exchanged, 

transferred, cancelled, lost, expired etc. Application of business asset to personal use shall 

also be treated as disposal. (Section 75). 

Cost of an asset purchased by a person shall include: (Section 76) 

a. Consideration paid including FMV of consideration given in kind 

b. Expenditure in acquiring and disposing off the asset 

c. Expenditure to alter or improve the asset. 
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Speculation Business: (Section 19) 

1) Where a person carries on a speculation business: 

 a) that business shall be treated as distinct and separate from any other business 

carried on by the person; 

 b) this Part shall apply separately to the speculation business and the other 

business of the person;  

 c) section 67 shall apply as if the profits and gains arising from a speculation 

business were a separate head of income; 

 d) any profits and gains arising from the speculation business for a tax year 

computed in accordance with this Part shall be included in the person’s 

income chargeable to tax under the head “Income from Business” for that 

year; and 

 (e) any loss of the person arising from the speculation business sustained for a 

tax year computed in accordance with this Part shall be dealt with under 

section 58. 

2) In this section, “speculation business” means any business in which a contract for 

the purchase and sale of any commodity (including stocks and shares) is 

periodically or ultimately settled otherwise than by the actual delivery or transfer of 

the commodity, but does not include a business in which — 

 a) a contract in respect of raw materials or merchandise is entered into by a 

person in the course of a manufacturing or mercantile business to guard 

against loss through future price fluctuations for the purpose of fulfilling the 

person’s other contracts for the actual delivery of the goods to be 

manufactured or merchandise to be sold; 

 b) a contract in respect of stocks and shares is entered into by a dealer or 

investor therein to guard against loss in the person’s holding of stocks and 

shares through price fluctuations; or 

 c) a contract is entered into by a member of a forward market or stock exchange 

in the course of any transaction in the nature of jobbing  arbitrage to guard 

against any loss which may arise in the ordinary course of the person’s 

business as such member. 

 

4.2.4 Special Topics in Business Income 
Two important topics have been discussed below with reference to the business income. 

These are; 

1. Depreciation and Amortization 

2.  Tax Accounting  

 

Depreciation & Amortization 
 

Tax Depreciation: (Section 22, 23) 
i. Depreciation shall be allowed in relation to depreciable assets used in relation to 

the person’s business.  
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Depreciable Asset: [Section 2(17) & 22] 

Depreciable asset means any tangible movable property, immovable property (other than 

unimproved land), or structural improvement to immovable property, owned by a person 

that: 

d. has a normal useful life exceeding one year; 

e. is likely to lose value as a result of normal wear and tear, or obsolescence; and 

f. is used wholly or partly by the person in deriving income from business chargeable 

to tax, 

 

ii. Depreciation rates are specified below: (Third Schedule) 

 
Description of Asset Rate of Depreciation 

Building 10% 

Furniture, plant and machinery, motor vehicles, ships, technical 
or professional books 

15% 

Computer hardware and aircrafts and aero engines 30% 

Ramp built to provide access to disabled persons not exceeding 
250,000 each 

100% 

 

iii. Depreciation shall be allowed on proportional basis if the asset was also used for 

the purpose other than deriving business income in a tax year. 

iv. Written Down Value (WDV) of the asset in the above case shall be computed on 

the basis that the asset has been solely used to derive business income. It means 

that depreciation allowed as well as disallowed shall be deducted from the cost of 

the asset in arriving at the WDV. In that case, the WDV of the asset shall be 

increased by the amount of depreciation disallowed on account of non business use 

at the time of disposal. 

v. Depreciation shall not be allowed in the year of disposal. 

vi. For computing gain on disposal of immoveable property, the consideration 

received shall be treated as the cost of the property if the consideration exceeds its 

cost (Gain on disposal shall be equal to the depreciation allowed) 

vii. For computing gain on disposal of a depreciable asset by way of export that has 

been previously used in Pakistan, the consideration received shall be treated as the 

cost of the asset (Gain on disposal shall be equal to the depreciation allowed) 

viii. Initial Allowance equal to 25% of the cost of the asset shall be allowed on eligible 

assets as defined below: 

a. Road transport vehicle plying for hire 

b. Building 

c. Plant and machinery not previously used in Pakistan 

d. Computer hardware 

e. Technical and professional books 

ix. First Year allowance in lieu of initial allowance equal to 90% of the cost of the 

asset shall be allowed in respect of plant & machinery installed by any industrial 

undertaking set up in specified rural areas and owned and managed by a company. 
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x. Accelerated Depreciation in lieu of initial allowance equal to 90% of the cost of the 

asset shall be allowed in respect of plant & machinery installed for generation of 

alternate energy by an industrial undertaking set up anywhere in Pakistan and 

owned and managed by a company. 

 

Summary of Depreciation Allowances 
 

No. Type of depreciation Rate of tax 
Conditions for 
depreciation 

Type of asset 

1. 
Initial allowances for 
depreciation 

25% 
Allowed only in the first 
year of operations on 
depreciable assets 

i. Plant and Machinery 
ii. Building 

2. 
First year allowance for 
depreciation 

90% 

Plant and machinery 
Installed in rural and 
under developed areas 
after July 1, 2008 

Plant and Machinery 

3. Normal allowance for 
depreciation 

Prescribed in 
the ordinance 

Depreciable asset must 
be owned by the person. 

Building, computers , 
furniture and fixtures etc 

4. 
Accelerated 
depreciation 

90% 
Allowed on alternate 
energy projects installed 
after July 1, 2009. 

Plant and Machinery 

 

2. Amortization: (Section 24) 
 

Intangible Asset: 
It means any patent, invention, design or model, secret formula or process, copyright, 

trade mark, scientific or technical knowledge, computer software, motion picture film, 

export quotas, franchise, licence, intellectual property], or other like property or right, 

contractual rights and any expenditure that provides an advantage or benefit for a period 

of more than one year (other than expenditure incurred to acquire a depreciable asset or 

unimproved land).  

 

i. Amortization shall be allowed for the cost of intangible assets that have been used 

for the purpose of deriving business income and that have a normal useful life of 

more than 1 year. 

ii. An intangible with a normal useful life of more than 10 years or having an 

unascertainable useful life, it shall be treated as having a normal useful life of 10 years. 

iii. Where intangible asset have been used partly for deriving business income, 

amortization deduction shall be allowed proportionately based on the number of 

days the intangible is used in deriving business income. 

iv. No amortization shall be allowed in the year in which the person disposes off an 

intangible. 

 

Tax Accounting: (Section 33-36) 

1. A company shall apply accrual basis of accounting for the purpose of determining 

income chargeable to tax under the head income from business. 
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2. The board may prescribe for any class of persons to account for income chargeable 

to tax based on accrual or cash basis accounting. 

3. Person accounting for income chargeable to tax on cash basis accounting under the 

head income from business shall record income when it is received and expense when 

it is paid. Person accounting for income chargeable to tax on accrual basis accounting 

under the head income from business shall record vice versa to cash basis. 

4. Person accounting for income chargeable to tax on accrual basis accounting, when 

allowed a deduction of expense, shall pay off such liability within 3 years of the 

end of tax year in which it was allowed as a deduction. If not paid within such 

specified time, tax deduction allowed earlier shall be reversed in the first year 

following the end of 3 years. 

5. Subsequent payment of such liability as mentioned above shall be allowed as a 

deduction for in the year of payment. 

6. The closing value for a person’s stock in trade shall be lower of cost and Net 

Realizable Value (NRV). 

7. Income on long term contracts accounted for on the basis of accrual accounting 

system shall be recorded based on the percentage of completion method. 

Computation is as follows: 

  Cost incurred before the end of a tax year 

  Total estimated cost at the commencement of the contract  

 

7. Profit on Debt: (See Note 2) (Section 28) 

 

i. If the debt is utilized for business purpose 

ii. Lease rentals of an asset to a financial institution, approved modaraba or leasing 

company or Special Purpose Vehicle (SPV) on behalf of an originator 

iii. Financial cost of securitization of receivables by an originator in respect of Special 

Purpose Vehicle. 

iv. Share of profit under musharika scheme to a bank 

v. Share of profit to a certificate holder under a musharika scheme approved by SECP 

and Religious Board under Modaraba Ordinance 

vi. On funds borrowed from a modaraba or participation term certificate holders 

vii. By a bank to a person maintaining PLS account or a deposit with the bank 

viii. SBP‟s share of profit by HBFC, National Development Leasing Corporation or 

Small and Medium Enterprises Bank on any investment or credit line provided by 

the SBP. 

 

8.  Entertainment Expenditures: (Rule 10 of Income Tax Rules, 2002) 

A deduction for entertainment expenditures shall be limited to the following expenditures 

directly related to the person’s business: 

                     

i. incurred outside Pakistan on entertainment in connection with business transactions 

ii. incurred in Pakistan for foreign customers and suppliers 

iii. incurred for customers and clients at the business premises 
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iv. incurred on entertainment at meetings of shareholders, agents, directors or 

employees 

v. incurred at the opening of branches. 

 

Definition of Profit on Debt: [Section 2(46) 

Profit on a debt whether payable or receivable, means 

a) any profit, yield, interest, discount, premium or other amount  owing under a debt, 

other than a return of capital; or 

b) any service fee or other charge in respect of a debt, including any fee or charge 

incurred in respect of a credit facility which has not been utilized; 

 

Example 3: 

Mr. Sohail has reported the following details of his income. 

1. Basic salary   Rs. 30,000 P.M 

2. Cost of living allowance provided with  Rs. 3000 P.M 

3. Mr. Sohail is conveyance facility for personal use. Cost of vehicle is Rs. 500,000. 

4. Reimbursement of medical expenditures of Rs. 40,000 under job contract. 

5. Rent received from property 20,000 P.M 

6. Rent collection charges Rs. 10,000, interest on mortgage Rs. 15,000. 

7. Sales of goods Rs. 300,000. Cost of goods was Rs. 160,000. 

8. Electricity bills 3000 and insurance Rs. 6000. 

 

 Calculate taxable income of Mr. Sohail. 

 

Solution: 

Mr. Sohail 
NTN……… 

Status: Resident 
Tax year 2017 

 
Particulars Rs. Rs. 

 
Income from Salary 
 Basic salary  
 Cost of living allowance  
            Value of conveyance facility  
 Reimbursement of medical expenses   
            Taxable salary income (A) 
Income from Property: 
 Rent received  
Less: Rent collection charges  
Less: Interest on mortgage   25,000 
 Rent chargeable to tax (B) (N-1) 
Income from Business: 
 Sales of goods   300,000 
Less: Cost of sales  
 Electricity bills  

 
 
30,000×12 
3000×12 
500,000 x 10% 
Not Taxable 
 
 
20,000 x 12 
10,000 
15,000 
 
 
 
160,000 
3000 

 
 
360,000 
36,000 
50,000 
- 
446,000 
 
240,000 
 
25000 
215,000 
 
300,000 
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 Insurance  
 169,000 
 Taxable business income (c)  
   
Total taxable income, (A) + (C)   792,000 
Income tax payable 
 = 2000 + 5% ×(577000 – 500,000) 
 = 2000 + 5%× (77,000) 
 = 2000 + 3850 
 = 5850 
Tax payable  

6000 
  

169,000 
131,000 
 
577000 
 
 
 
 
 
5850 

 

Note: 1 

Property income is separately taxable: 

=Property income =215000 

=5% ×(215000-200000) 

=5%× (15000) 

=750 

 

QUESTIONS 
 

1. What is meant by business under the Income Tax Ordinance 2001? What are the 

components of income from business?  

2. What are the various deductions allowed (admissible expenses) under the income 

from business? 

3. What are the different deductions not allowed (inadmissible expenses) under the 

income from business? 

4. What is a depreciable asset? Explain in detail the various types of depreciation as 

discussed in the Income Tax Ordinance 2001.  

5. What is meant by the term tax accounting? Explain in detail the rules regarding tax 

accounting under the Income Tax Ordinance 2001. 

6. Discuss in detail the following terms under the Income Tax Ordinance 2001: 

a. Speculation Business 

b. Capital Receipts 

c. Capital Expenditures 

d. Revenue Receipts 

e. Revenue Expenditures 
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4.3 INTORDUCTION TO CAPITAL GAINS 
 

The fourth head of income is capital gains. The capital gains refer to the profits derived 

by a person on selling a capital asset. The capital asset include shares of companies ( both 

public and private limited), paintings, antiques, old coins, jewellary, immoveable 

property. Generally, this chapter deals with the treatment of profits and losses arising on 

transactions executed in stock exchange. The following legal points explain the taxation 

treatment of capital gains: 

 

4.3.1 Capital Gains: (Section 37) 
 A gain arising on the disposal of a capital asset by a person in a tax year, other than a 

gain that is exempt from tax under this Ordinance, shall be chargeable to tax in that year 

under the head “Capital Gains”. 

 

4.3.2 Capital Asset: [Section 2(10) & 37(5)]  
Capital asset means property of any kind held by a person, whether or not connected with 

a business, but does not include — 

1. any stock-in-trade, consumable stores or raw materials held for the purpose of 

business;] 

2. any property with respect to which the person is entitled to a depreciation 

deduction under section 22 or amortization deduction under section 24;  

3. any movable property held for personal use by the person or any member of the 

person‘s family dependent on the person except 

i. A painting, sculpture, drawing or other work of art; 

 ii. jewellery; 

 iii. a rare manuscript, folio or book; 

 iv. a postage stamp or first day cover; 

v. a coin or medallion; or 

vi. an antique. 

 

Specified Capital Assets (Securities u/s 37A) includes: 

a. Shares of a public company 

b. Vouchers of PTCL 

c. Modaraba Certificate 

d. Redeemable capital 

e. Derivative product 

f. Debt securities 

 

4.3.3 Calculation of Capital Gain 
 The gain arising on the disposal of a capital asset by a person shall be computed in 

accordance with the following formula, namely: 

A – B 

A        is the consideration received by the person on disposal of the asset; and  

B        is the cost of the asset. 
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Where a capital asset has been held by a person for more than one year, the amount of 

any gain arising on disposal of the asset shall be computed in accordance with the 

following formula, namely: 

A x ¾ 

 

where A is the amount of the gain.   

 

4.3.4 Taxation of Capital Gain 

1. Where the capital asset is held for more than 1 year, other than those mentioned in 

section 37A, gain if any on their disposal shall be restricted to 75% (25% is 

exempt).  

2. Where a person sustains loss on disposal of any of the capital asset mentioned u/s 

37A, it shall be set off only against gain arising from any other security mentioned 

u/s 37A, and any unadjusted loss shall not be carried forward. 

3. Where the capital asset is transferred by way of: 

a. Gift, bequest or a will 

b. Succession, inheritance or devolution 

c. Distribution of assets on dissolution of an AOP 

d. Distribution of assets on liquidation of a company 

 No gain or loss shall arise where the recipient is a resident in Pakistan in the 

relevant tax year. The recipient shall be treated to have acquired the capital asset at 

the Fair Market Value at the time of such transfer. 

5. Any gain from the alienation of any share in a company, the assets of which 

comprise wholly or principally, directly or indirectly, of immoveable property or 

rights to explore natural resources in Pakistan shall be Pakistan source income. 

(Section 101) 

6. Any gain arising on the disposal of shares in a resident company shall be Pakistan 

source income. 

7. Capital gain arising on the sale of immoveable property is taxed as separate block 

of income at the following rates: 

 
Holding Period of Immovable Property Rate of Tax 

Upto five year 10% 

More than five year 0% 

 

8. Calculation of capital gain tax:( only for shares of public limited companies) 

 
Tax Year 2017 

Filer Non-Filer 

15% 20% 
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Example 1: 

Mr. Arshad owned 2000 shares of find glass (Pvt.) Ltd. He acquired those shares on June 

1, 2013 at the cost of Rs. 50 per share. On October 1, 2014, he disposed off all these 

shares at Rs. 70 per share. Compute his taxable capital gain.  

 

Solution: 

Mr. Arshad 
NTN……… 

Status: Resident 
Tax year 2017 

 
Consideration for sale of shares  
Less: Cost of the share  
Gain on sale of shares 
 40,000 
Taxable capital gain  
40000×3/4 
(As shares have been sold after one year of purchase, so only ¾ 
of the capital gain will be taxable.) 

70 x 2000 
50 x 2000 
 

140,000 
100,000 
40,000 
 
30,000 
 

  

Example 2: 

Mr. Hakim has presented following details of his income for tax year 2014: 

1) Sold inherited house within one year for Rs. 20,00,000. The fair market value of 

the house was Rs. 1700,000. 

2) Sold a painting for Rs. 100,000 acquired in 2012 for Rs. 70,000. 

3) Disposed off shares of Prisim (Pvt.) Ltd. within one year of purchased for Rs. 

50,000. Cost of the shares was Rs. 30,000. 

 

Solution: 

Mr. Hakim 
NTN……… 

Status: Resident 
Tax year 2017 

 

Consideration received for house  20,00,000 
Less: Fair market value of the house   17,00,000 
 Gain on disposal   300,000 
 Taxable gain = 300,000 (Sold within 1 year) 
 Tax payable = 300,000 x 10% = 30,000 
            (Separate tax rate is applicable) 
2) Consideration received for painting   100,000 
 Less: Cost of the painting   70,000 
 Capital gain   30,000 
 
                      Taxable capital gain  
 (As painting is sold after one year of purchase) 
Capital gain of Rs. 22,500 is included in normal taxable income for tax 
purposes. 

20,00,000 
17,00,000 
 
 
 
 
100000 
70000 
 

30,000 x 4

3

 
 
 

 
 
300000 
 
 
 
 
 
30000 
 
22500 
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3) Consideration received for shares   50,000 
 Less: Cost of the shares   30,000 
  Taxable Capital gain   20,000 

 
50000 
20000 

 
30000 

 

4.3.5 Treatment of Capital Loss: (Section 38) 
1) In computing the amount of a person chargeable to tax under the head “Capital 

Gains” for a tax year, a deduction shall be allowed for any loss on the disposal of a 

capital asset by the person in the year.  

2) No loss shall be deducted under this section on the disposal of a capital asset where 

a gain on the disposal of such asset would not be chargeable to tax.  

 3) The loss arising on the disposal of a capital asset by a person shall be computed in 

accordance with the following formula, namely:  

 

A – B 

Where: 

A is the cost of the asset; and  

B is the consideration received by the person on disposal of the asset. 

5) No loss shall be recognized under this Ordinance on the disposal of the following 

capital assets, namely:— 

(a) A painting, sculpture, drawing or other work of art; 

(b) jewellery; 

(c) a rare manuscript, folio or book; 

(d) a postage stamp or first day cover; 

(e) a coin or medallion; or 

(f) an antique. 

 

Note: 

Where a person sustains a loss on disposal of securities in a tax year, the loss shall be set 

off only against the gain of the person from any other securities chargeable to tax under 

this section and no loss shall be carried forward to the subsequent tax year. 

 

4.3.6 Exempted Capital Gains: 
1. Capital gain on disposal of the shares of a company in Export Processing Zone 

(EPZ) is exempt. (Clause 114 2
nd

 Schedule Part I). 

2. Any gain on transfer of a capital asset, being a membership right held by a member 

of an existing stock exchange, for acquisition of shares and trading or clearing 

rights acquired by such member in new corporatized stock exchange in the course 

of corporatization of an existing stock exchange. (Clause 110B, 2
nd

 Schedule) 

3. Any income chargeable under the head "capital gains", being income from the sale 

of shares of a public company set up in any Special Industrial Zone referred to in 

clause 
1
[(126)]of this Schedule, derived by a person for a period of five years from 

the date of commencement of its commercial production. (Clause 113, 2
nd

 

Schedule) 
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Example 3: 

Mr. Naseer has reported the following details of his income for the tax year 2017. 

1) Shares of Glass Ltd., a public company were sold within 6 months of purchase for 

Rs. 500,000. Cost of the shares was Rs. 400,000. 

2) Shares of Best Rice Ltd., a public company operating in a export processing zone, were 

sold within one year of purchase for Rs. 200,000. Cost of the shares was 150,000. 

3) 300 bonus shares of Pharma Ltd. a public company were sold for Rs. 50,000 after 1 

year. Face value of the shares was Rs. 10/ share. 

 

Solution: 

Mr. Naseer 
NTN……… 

Status: Resident 
Tax year 2017 

 
Particulars Rs. Rs. 

 
1) Consideration received for shares    
 Less: Cost of the shares    
  Taxable capital gain    
 Tax payable on capital gain = 100,000 x 15% = 15,000 
2) Consideration received for shares    
 Less: Cost of the shares    
  Capital gain    
 As the company is located in an export processing zone, so the 
gain on sale of its shared is exempt from tax. 
3) Consideration received for bonus shares    
 Less: Dividend (Face value of shares) 300 x 10  
  Capital gain    
       Tax on capital gain = 47,000 x 15% = 7050 

 
500,000 
400,000 
 
 
200,000 
150,000 
 
 
 
50,000 
3000 

 
 
100,000 
 
 
 
50,000 
 
 
 
 
47000 

 

Example 4: 
Mr. Qasim has reported the following details of his income for the tax year 2014: 

1) Basic salary    Rs. 30,000 P.M 

2) Conveyance allowance  Rs. 5000 P.M 

3) House rent allowance  Rs. 4000 P.M 

4) Loan from employer at 2% interest rate of Rs. 300,000 

5) Rent from property  20,000 P.M 

6) He claims repair allowance on property and interest expense Rs. 10,000 

7) Sales of goods of grocery store Rs. 100,000. Cost of the goods Rs. 40,000. 

 Salary of employee   Rs. 10,000. 

8) Disposed off shares of a private co. after one year of purchase for Rs. 100,000. 

Cost of the shares was Rs. 60,000. 

9) A capital loss on sale f Pvt. Co. shares was reported of Rs. 10,000. 

10) Shares of a public company were sold after 6 months of purchase but within one 

year for Rs. 200,000. Cost of the shares was Rs. 100,000. 
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Calculate taxable income of Mr. Qasim. 
 

Mr. Qasim 
NTN……… 

Status: Resident 
Tax year 2017 

 
Particulars Rs. Rs. 

Salary: 
Basic salary   
Conveyance allowance 
House rent allowance   
Loan from employer = 300,000 x 10% – 2%    
Total taxable salary income (A) 
Property Income: 
 Rent received  
Taxable property income (B) (N-1) 
Business Income: 
 Sales of goods   
 Less: Cost of goods  
 Less: Salary of employee 
 
Taxable business income (C) 
Capital Gains: 
 Consideration for sale for shares  
 Less:  Cost of shares  
   
            Capital gain  

  Taxable capital gain = 40,000 x 4

3

= 30,000  
 Less: Capital loss    
  Taxable capital gain (D) 
    
 Total taxable income (A) + (C) + (D)  
  (532,000 +50,000 + 20,000) 
Tax payable =2000 + 5%×(602000-500000) 
  =2000+5%×(102000)  
                        = 2000+5250 
                        =7250 

 
30,000 x 12 
5000 x 12 
4000 x 12 
800000×8 
 
20000×12 
 
 
40000 
10000 
 
 
100000 
60000 
40000 
 
 

 
360,000 
60,000 
48000 
64000 
532000 
 
240000 
240000 
 
100000 
 
50000 
 
50000 
 
 
 
 
 
 
30000 
10000 
20000 
 
602000 
 
 
 
 

 

Note-1 

Property income is separately taxable: 

Property income =240000 

5%×(240000-200000) 

5%×40000 

2000 

We treated to property income as a separate block of income  
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4.4 INCOME FROM OTHER SOURCES 
 

Income of every kind received by a person (taxable on receipt basis) in a tax year, if it is 

not included in any other head, other than income exempt from tax under the ordinance, 

shall be chargeable to tax in that year under the head Income from Other Sources 

including the following: 

1. Dividend (including face value of bonus shares i.e. dividend in specie at the time of 

disposal of bonus shares) 

2. Royalty 

3.  Profit on debt 

4. Ground rent 

5. Rent in respect of lease of building together with plant and machinery 

6. Amount received for the provision of amenities, utilities and any other service 

connected with renting of the building 

7. Prize bond, winnings from a raffle, lottery, prize on winning a quiz, prize offered 

by companies for promotion of sale or cross word puzzle  

8. Amount received as a loan, advance, deposit for issuance of shares, gift by a person 

otherwise than by banking channel other than advance payment for sale of goods or 

supply of services. 

9. Where a person fails to provide a reasonable explanation: 

i. For any amount credited in a person‟s books,  

 ii. For source of funds where a person has made an investment or is the owner 

of any money or valuable article, 

 iii. For any expenditure incurred or  

 iv. Where a person has concealed income or furnished inaccurate particulars of 

income including; 

 The suppression(concealment) of any production, sales or any amount 

chargeable to tax; or 

 The suppression (concealment) of any item of receipt liable to tax in 

whole or in par. 

10. The unexplained income shall be included in the person’s income chargeable to 

tax under the head income from other source to the extent it is not adequately 

explained. (Section111) 

a. Foreign exchange remitted from abroad through normal banking channels 

and got en-cashed in Pakistan rupee from a scheduled bank is immune and no 

question shall be asked. 

b. Section 111 shall not apply on encashment of Foreign Exchange Bearer 

Certificates (FEBC), US $ Certificates and Foreign currency bearer 

certificates. 

11. Where the declared cost of an asset is less than the reasonable cost of that asset, the 

commissioner may having regard to all the circumstances include the difference in 

the person’s income chargeable to tax under the head income from other source. 

(Section 111) 
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4.4.1 Deductions Allowed under Income from other Sources 
A deduction shall be allowed for any expenditure incurred in deriving income chargeable 

to tax under the head income from other source, such as the following: 

i. Zakat deducted in accordance with Zakat & Ushr Ordinance, 1980 from profit on 

debt 

ii. Rent of the building 

iii. Electricity, gas and telephone bills 

iv. Insurance premium paid 

v. Salaries and wages of the employees 

vi. Lighting and heating expenses 

vii. Travelling and entertainment expenses 

viii. Bad debts  

ix. Cost of goods or services 

x. Maintenance and repairs expenses 

xi. Interest expense on loan 

xii. Depreciation (including initial allowance) of plant and machinery against Rent in 

respect of lease of building together with plant and machinery. 

 

Example 1: 
Mr. Saeed has reported the following details of his income for the tax year 2014: 

1) Basic salary Rs. 350,000 P.A 

2) Orderly allowance  3000 P.M 

3) Higher education allowance  2000 P.M 

4) Employer paid salary of domestic servants Rs. 10,000 P.M 

5) Rent received   25,000 P.M 

6) Profit from departmental store  100,000 

7) Sale of shares of Pvt. Co within 1 year of purchase for 80,000 cost was 50,000. 

8) Lease rental of building together with plant Rs. 70,000 

9) Royalty received Rs. 20,000 

10) Grand rent received of Rs. 8000. 
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Solution: 

Mr. Saeed 
NTN……… 

Status: Resident 
Tax year 2017 

 
Particulars Rs. Taxable 

income 

Salary: 
 Basic salary    
 Orderly allowance    
 Higher education allowance    
 Salary of domestic servants   
Taxable salary income (A) 
Property Income 
 Rent received (B) (N-1) 
Business Income: 
Profit from department store (C) 
 
Capital Gains: 
 Sale of shares of Pvt. Co.  
 Less: Cost of shares  
 Taxable capital gain (D) 
Income from other Source: 
 Less rentals of building with plant    
 Royalty received (ignore withholding tax)   
 Good rent received    
 Taxable income from other sources (E) 
Total taxable income (A) + (C) + (D) + (E) 
Tax payable  
=14500+ 10%× (758000 – 750,000) 
=14500+10%×(8000) 
=14500+800 
=15300 

 
 
3000 x 12  
2000 x 12  
10,000 x12 
 
 
25,000x12 
 
 
 
 
80,000 
50,000 
30,000 
 
70,000 
20,000 
8,000 
 

  
350,000 
36,000 
24,000 
120,000 
530,000 
 
300,000 
 
100,000 
 
 
 
 
30,000 
 
 
 
 
98000 
758000 
 
 
 
 
15300 

    

Note 1:  

Property income is separately taxable: 

Property income =300,000 

=5%× (300000-200000) 

=5%× (100000) 

=5000 
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SUMMARY 
 

In this unit, we have studied the concept of income from property and its taxation under 

the tax rates provided in the Income Tax Ordinance 2001. The rent received or receivable 

is taxed separately from the other heads of incomes and separate tax rates are applied.  

 

In second part of this unit, the concept and components of income from business shave 

been explained in order to facilitate the calculation of taxable profits of a business. The 

relevant admissible and non-admissible expenses have been incorporated in this section 

and the concept of amortization and depreciation of assets with their taxation effects has 

also been highlighted.  

 

In the third section of the unit, the concept of capital assets and capital gains generated on 

them is explained with relevant taxation provisions. The numerical examples have been 

given in this section to help students to calculate the tax on capital gains on various 

capital assets.  

 

In the last section of this unit, the income from other sources has been explained and its 

different components/parts have been described with their taxation treatment. A 

comprehensive numerical has been provided at the end of the unit to summarize the 

discussion.  
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INTRODUCTION 

 

In the previous units, we have learned the procedures for the calculation of tax liability of 

a taxpayer. In this unit, we shall explore the possible ways to reduce the tax burden of a 

person. This reduction in tax burden can be through various tax credits announced by the 

govt. to facilitate taxpayers or through tax rebates designed to benefit certain segments of 

society. Similarly, various expenditures incurred by a taxpayer can be allowed as a 

deductible from the total income of a person to reduce his taxable income.   

 

OBJECTIVES 
 

After reading this unit you will be able 

1. To know the process of tax reduction in Pakistan 

2. To understand the various tax credits available in Pakistan 

3. To explain the working of deductable allowances 

4. To highlight the procedures for set-off and carry-forward of losses 

5. To find legal ways to reduce tax burden  
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5.1 SET-OFF AND CARRY-FORWARD OF LOSSES 
 

5.1.1 Losses under Income Tax 
Set Off Of Losses. (Section 56) 
1) Where a person sustains a loss for any tax year under any head of income, the 

person shall be entitled to have the amount of the loss set off against the person’s 

income, if any, chargeable to tax under any other head of income [except income 

under the head salary or income from property] for the year. 

2) Where a person sustains a loss under a head of income for a tax year that cannot be 

set off under sub-section (1), the person shall not be permitted to carry the loss 

forward to the next tax year. 

3) Where, [in a tax year,] a person sustains a loss under the head “Income from 

Business” and a loss under another head of income, the loss under the head 

“Income from Business shall be set off last. 

 

5.1.2 Set Off Of Losses of Companies Operating Hotels: (Section 56A) 
Where a company registered in Pakistan or Azad Jammu and Kashmir (AJ&K), operating 

hotels in Pakistan or AJ&K, sustains a loss in Pakistan or AJ&K for any tax year under 

the head “income from business” shall be entitled to have the amount of the loss set off 

against the company’s income in Pakistan or AJ&K, as the case may be, from the tax 

year 2007 onward. 

 

5.1.3 Set Off Of Business Loss Consequent To Amalgamation: (Section 57A) 
The assessed loss (excluding capital loss) for the tax year, other than brought forward and 

capital loss, of the amalgamating company or companies shall be set off against business 

profits and gains of the amalgamated company, and vice versa, in the year of 

amalgamation and where the loss is not adjusted against the profits and gains for the tax 

year the unadjusted loss shall be carried forward for adjustment up to a period of six tax 

years succeeding the year of amalgamation. 

 

Example 1: 
Calculate the taxable income of Mr. A from the following information. 

Taxable income from property Rs. 400,000 

Taxable salary income  Rs. 300,000 

Taxable capital gain   Rs. 60,000 

Capital loss      Rs. 40,000 
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Solution: 

Mr. A 
NTN……… 

Status: Resident 
Tax year 2017 

 
Particulars Rs. Rs. 

Taxable income from property    
Taxable salary income 
Taxable capital gain 
Less: Capital less (N-1) 
Total Taxable income 

 
 
60,000 
(40,000)  

400,000 
300,000 
 
20,000 
720,000 

 

Note 1: 
Capital loss can be adjusted against the capital gains only. 

 

Example 2:  

     Rs. 

Taxable income from other source 120,000 

Business loss   50,000 

Taxable salary   150,000 

 

Solution: 

NTN……… 
Status: Resident 

Tax year 2017 
 

Particulars Rs. Rs. 

Taxable income from other source  
Less: Business loss (N-1)  
Taxable salary 
Total taxable income 

120000 
50000 
 

 
70000 
150,000 
220,000 

 

Note 1: 
Business cube adjusted against only income from other sources. 

 

Example 3: 

    Rs. 

Taxable salary = 350,000 

Loss from other sources = 25,000 

Taxable business income = 170,000 

Capital loss  = 50,000 
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Solution: 

 
Particulars Rs. Rs. 

Taxable salary 
Taxable business income  
Less: Loss from other sources  (Note 1)  
Total taxable income 

 
170,000 
25000 

350,000 
 
145,000 
495000 

 

5.1.4 Carry Forward of Losses  
Carry Forward of Business Losses: (Section 57)      

1) Where a person sustains a loss for a tax year under the head “Income from 

Business” (other than a speculation loss) and the loss cannot be wholly set off 

under section 56, so much of the loss that has not been set off shall be carried 

forward to the following tax year and set off against the person’s income 

chargeable under the head “Income from Business” for that year. 

2) If a loss sustained by a person for a tax year under the head “Income from 

Business” is not wholly set off under sub-section (1), then the amount of the loss 

not set off shall be carried forward to the following tax year and applied as 

specified in sub-section (1) in that year, and so on, but no loss can be carried 

forward to more than six tax years immediately succeeding the tax year for which 

the loss was first computed. 

 2A) Where a loss relating to any assessment year commencing on or after 1
st
 day 

of July, 1995, and ending on the 30
th
 day of June 2001, is sustained by a 

banking company wholly owned by the Federal Government as on first day 

of June, 2002, which is approved by the State Bank of Pakistan for the 

purpose of this sub-section, the said loss shall be carried forward for a period 

of ten years.] 

3) Where a person has a loss carried forward under this section for more than one tax 

year, the loss of the earliest tax year shall be set off first. 

  

5.1.5 Carry Forward of Speculation Business Losses: (Section 58) 
1) Where a person sustains a loss for a tax year in respect of a speculation business 

carried on by the person (hereinafter referred to as a “speculation loss”), the loss 

shall be set off only against the income of the person from any other speculation 

business of the person chargeable to tax for that year. 

2) If a speculation loss sustained by a person for a tax year is not wholly set off under 

sub-section (1), then the amount of the loss not set off shall be carried forward to 

the following tax year and applied against the income of any speculation business 

of the person in that year and applied as specified in sub-section (1) in that year, 

and so on, but no speculation loss shall be carried forward to more than six tax 

years immediately succeeding the tax year for which the loss was first computed. 

3) Where a person has a loss carried forward under this section for more than one tax 

year, the loss of the earliest tax year shall be set off first. 
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5.1.6 Carry Forward of Capital Losses: (Section 59) 
1) Where a person sustains a loss for a tax year under the head “Capital Gains” 

(hereinafter referred to as a “capital loss”), the loss shall not be set off against the 

person’s income, if any, chargeable under any other head of income for the year, 

but shall be carried forward to the next tax year and set off against the capital gain, 

if any, chargeable under the head “Capital Gains” for that year. 

2) If a capital loss sustained by a person for a tax year under the head “Capital Gains” 

is not wholly set off under sub-section (1), then the amount of the loss not set off 

shall be carried forward to the following tax year, and so on, but no loss shall be 

carried forward to more than six tax years immediately succeeding the tax year for 

which the loss was first computed. 

3) Where a person has a loss carried forward under this section for more than one tax 

year, the loss of the earliest tax year shall be set off first. 

 

5.1.7 59A. Limitations on Set Off and Carry Forward Of Losses of AOPs: 

(Section 59A) 
In case of association of persons any loss shall be set off or carried forward and set off 

only against the income of the association. 

 

However this shall not entitle: 

a)  any member of an association of persons to set off any loss sustained by such 

association of persons, as the case may be, or have it carried forward and set off, 

against his income; or  

b)  any person who has succeeded, in such capacity, any other person carrying on any 

business or profession, otherwise than by inheritance, to carry forward and set off 

against his income, any loss sustained by such other person. 

 

Example 4:     

Taxable property income = 210,000 

Business speculation loss = 15,000 

Speculation business income = 60,000 

Loss under property = 30,000 
 

Solution: 
 

Particulars Rs. Rs. 

Taxable property income 
Less: Loss under property (N-1) 
Speculation business income 
Less: Speculation business loss (N-2) 
Total taxable income 

210,000 
30,000 
60000 
15000 

 
180,000 
 
45000 
225,000 

 

Note 1: 
Loss under property can only be adjusted against property income. 

 

Note 2: 

Speculation business loss can only be adjusted against speculation business income only. 
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Example 5: 

      Rs. 

Tax year 2010 = Business loss = 510,000 

Tax year 2011 = Business income = 200,000 

Tax year 2012 = Business income = 150,000 

   Tax salary = 100,000 

Tax year 2013 = Business income = 300,000 

   Taxable capital gain = 200,000 

Tax year 2014 = Business income = 100,000 

   Taxable salary = 120,000 

 

Solution: 

 
Particular 2010 2011 2012 2013 2014 

Business loss (N-1) (510,000) (510,000) (310,000) (160,000) - 

Business income - 200,000 150,000 300,000 100,000 

Taxable salary - - 100,000 - 120,000 

Taxable capital gain  - - - 200,000 - 

Taxable income (510,000) (310,000) 100,000 340,000 220,000 

 

Note 1: 

The business loss can be adjusted against business income. 

 

5.1.8 Foreign Losses: (Section 104) 
Foreign losses shall be carried forward only against foreign source income up to 6 years 

immediately succeeding the tax year for which the loss was computed. This is based on 

the premise that foreign source income chargeable under a head of income shall be 

treated as a separate head of income. 

 

5.1.9 Group Taxation: (Section 59AA) 
Holding companies and 100% owned subsidiaries locally incorporated under the 

Companies Ordinance, 1984 may opt to be taxed as a single fiscal unit for which 

consolidated group accounts shall be required for the computation of income and tax 

liability. Such option exercised by the group companies shall be irrevocable. Such relief 

shall not be available to losses prior to the formation of group. 

 

Inter-corporate dividend income within the group companies shall be exempt. 

 

5.1.10 Group Relief: (Section 59B) 
A subsidiary company may surrender its tax loss (excluding b/f loss and capital loss) in 

favor of its holding company or in favor of any subsidiary of its holding company. The 

holding company shall directly hold share capital of the subsidiary company as under; 

          
One of the company in group is public listed 55% or more 

None of the company in group is public listed 75% or more 
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The loss surrendered by the subsidiary company may be claimed by the holding or any 

subsidiary company in the tax year in which the loss has been surrendered and in the 

following 2 tax years subject to the following conditions; 

 

a. There is a continued ownership for 5 years of the share capital of the subsidiary 

company as mentioned above (reversal of availed relief shall take place if the 

equity interest falls below the minimum required in such 5 years) 

b. A trading company within the group shall not be entitled to avail group relief 

c. If a holding company is a private company, it shall get itself listed within 3 years 

from the year in which the loss is claimed 

d. Approval of Board of Directors  of both the companies (loss surrendering & loss 

claiming) is necessary  

e. Subsidiary company shall continue the same business during the specified period of 

3 years 

f. All the companies in the group comply with corporate governance requirements. 

i. The subsidiary company cannot surrender its assessed losses for more than 3 

tax years. Any unadjusted loss of subsidiary company after the specified 

period shall be carried forward by the subsidiary in the normal manner. (3 

consecutive tax years according to Circular 1 of 2007) 

 ii. Inter-corporate dividend income within the group companies shall be 

exempt. Loss claiming company may with the approval of BOD, transfer 

cash equal to the savings of tax in this respect. Such amount shall not be 

allowable tax expense nor be taxable income for both the companies. 

 iii. Transfer of shares between companies and shareholders in one direction, 

would not be taxable capital gain provided the transfer is to acquire share 

capital for the formation of a group and approval of SECP or SBP has been 

obtained in this respect. 

 



108 

5.2 DEDUCTABLE ALLOWANCES, TAX REBATES AND 

TAX CREDITS  
 

A taxpayer can reduce his taxable income and tax liability against some transactions and 

events as described in the Income Tax Ordinance 2001. This kind of discount in tax bill is 

classified in three broad categories: 

 

1. Deductable Allowances 

2. Tax Rebate 

3. Tax Credits 

 

5.2.1 Deductable Allowances 
These amounts are allowed as straight deduction from the taxable income of a 

person and include; 

1. Zakat paid under Zakat and Usher Ordinance  

2. Payment to workers welfare fund 

3. Amount donated to approve institutions under clause 61 of second schedule 

(subject to maximum deduction of 30% of taxable income in case of individual and 

20% in case of companies. A list of these institutions is given at the end of the 

chapter.) 

4. The amount of any profit or share in rent and share in appreciation for value of 

house paid by the individual in a tax year on a loan where the individual utilizes the 

loan for the construction of a new house or the acquisition of a house. (subject to a 

maximum limit of 50% of taxable income or Rs. 2 million whichever is lower.) 

5. Every individual shall be entitled to a deductible allowance in respect of tuition fee 

paid by the individual in a tax year provided that the taxable income of the 

individual is less than 15,00,000 rupees. 

 The amount of an individual‘s deductible allowance allowed under sub-section (1) 

for a tax year shall not exceed the lesser of: 

i. five per cent of the total tuition fee paid by the individual in the year; 

ii. twenty-five per cent of the person’s taxable income for the year; and 

iii. an amount computed by multiplying sixty thousand with number of children 

of the individual. 

 

5.2.2 Tax Rebate 
1. Senior Citizen Allowance to a person who is of 60 years of age or more on the 1

st
 day 

of a tax year and his taxable income does not exceed Rs. 1 million, shall be allowed a 

reduction equal to 50% of his tax liability. (Clause 1A, 2ndSchedule, Part III) 

2. A full time teacher or researcher of a recognized nonprofit educational or research 

institution including government training and research institutions shall be allowed a 

reduction of 40% of tax liability on taxable salary only. (Clause 2, 2ndSchedule, Part 

III) 

3. Through Finance Act 2014, a relief measure has been announced for disable 

persons who hold a valid National Database and Registration Authority 
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Computerized National Identity Card for Disable Persons. The tax liability of these 

disable persons will be reduced by fifty percent subject to the condition that their 

taxable income does not exceeds Rs. one million.  

 

5.2.2 Tax Credits: (Through Average Relief) 
 

5.2.4 Foreign Tax Credit: (Section 103) 
Where a resident person derives foreign source income which is taxable in Pakistan, the 

tax payer shall be allowed a tax credit in respect of foreign income tax paid by him as 

lower of the following:                                                                                                               

a. Foreign income tax paid 

b. Pakistan tax payable in respect of foreign source income at the average rate of tax. 

 

Foreign income tax is to be paid within 2 years after the end of tax year to which it 

relates. If not paid within 2 years, tax credit allowed earlier shall be treated as tax payable 

by the person. 

 

5.2.5 Charitable Donations  
In the form of any sum paid or property given by the person as a donation to the 

following: (Section 61) 

a. Board of education or university established under federal or provincial law 

b. Educational institution, hospital or relief fund established or run by the federal, 

provincial or local government 

 

Rebate on donations made in cash shall only be allowed if paid by a crossed cheque 

drawn on a bank. 

Tax credit shall be allowed at the average rate of tax on lower of the following: 

 Actual amount of donation or Fair Market Value  of the property given 

 30% of taxable income of individual or AOP (20% in case of a company) 

 

5.2.6 Contribution Paid to an Approved Pension Fund: (Section 63) 
An eligible person (an individual Pakistani holding valid NTN, CNIC or NICOP) 

deriving income chargeable to tax under the head salary or income from business shall be 

entitled to a tax credit on the average rate of tax in respect of contribution or premium 

paid to an approved pension fund. Tax credit shall be allowed on lower of the following: 

(Section 63) 
a. Actual amount of contribution or premium; or 

b. 20% of taxable income of the relevant tax year. Provided that an eligible person 

joining the pension fund at the age of 41 years or above shall be entitle to 

additional 2% for every year of age exceeding 40 years subject to the maximum of 

50% of the taxable income of the preceding year. 

 

5.2.7 Investment in Shares: (Section 62) 
A resident person other than a company shall be entitled to a tax credit at the average rate 

of tax in respect of purchase of the following shares:                                
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a. Shares of a public listed company as an original allottee 

b. Shares acquired from the privatization commission of Pakistan 

 

Amount eligible for tax credit shall be lower of the following; 

 Actual cost of the shares 

 Rs. 1,500,000 

 20% of the taxable income for the year 

 

Shares are required to be held for at least 36 months otherwise tax credit allowed earlier 

shall be reversed. 

 

5.2.8 Life Insurance Premium Paid: (Section 62) 
A resident person other than a company shall be entitled to a tax credit at the average rate 

of tax in respect of any life insurance premium paid on a policy to a life insurance 

company registered by the SECP under the Insurance Ordinance, 2000, provided the 

resident person is deriving income chargeable to tax under the head “salary” or “income 

from business”.                                                                                                  

 

Amount eligible for tax credit shall be lower of the following; 

 Total contribution of premium paid by the person 

 Rs. 1,500,000 

 20% of the taxable income for the year 

 

5.2.9 Health Insurance Premium Paid: (Section 62 A) 
1) A resident person being a filer other than a company shall be entitled to a tax credit 

for a tax year in respect of any health insurance premium or contribution paid to 

any insurance company registered by the Securities and Exchange Commission of 

Pakistan under the Insurance Ordinance, 2000, provided the resident person being a 

filer is deriving income chargeable to tax under the head “salary” or “income from 

business”. 

2) The amount of a person’s tax credit allowed under sub-section (1) for a tax year 

shall be computed according to the following formula, namely: 

(A/B) x C 
 Where: 

 A. is the amount of tax assessed to the person for the tax year before allowance 

of tax credit under this section; 

 B. is the person’s taxable income for the tax year; and 

 C. is the lesser of — 

  a) the total contribution or premium paid by the person referred to in sub-

section (1) in the year; 

  b) five per cent of the person’s taxable income for the year; and 

  c) 150,000 rupees.”] 
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Formula: 

Average Relief for the above mentioned tax credits are provided in the following manner: 

 

Gross tax payable / Taxable Income ˟ Amount eligible for average relief 

                    

5.2.10 Tax Credit for share from Association of Persons (AOP) 
The share of income received by an person is included in the taxable income only for 

application of higher tax rate. After calculation of tax, a tax credit is given for such share 

from AOP in the following manner; 

 

Gross tax payable / Taxable income including share from AOP *share from AOP 

Tax credits shall be applied in the following manner: 

 Deductable allowances 

 Foreign tax credit u/s 103 

 Tax credit/rebate on donations, investment, enlistment, etc, 

 Advance tax & tax deducted/collected at source 

 

SUMMARY OF TAX CREDITS 
 

No  Tax credited for Section               Condition Amount Allowed for 
Average Relief 

1 Foreign Income 103 i. Proof of foreign source 
income 

ii. Foreign income tax is to 
be paid within 2 years 

1. Foreign tax paid OR 
Average tax in Pakistan 
whichever is less 

2. Donation to educational 
institution hospital, 
NPO, Govt. relief fund 

61 i. Proof of donations 
ii. Recognized body 

Amount of donation  OR  
30 % of taxable income for 
individuals and 20% for 
companies whichever is 
lesser 

3. Investment in shares  62 i. Public company 
ii. Original alottee 
iii. Retained for 2 years 

Amount of investment OR  
20% of taxable income OR  
Rs. 15,00,000 
whichever is lesser 

4 life insurance premium 
paid 

62 i. Pakistani Citizen (CNIC) 
ii. Life insurance premium 

paid  

Amount of premium paid OR 
20% of taxable income OR 
Rs. 15,00,000 
whichever is lesser 

5 Health Insurance 
premium paid 

62 i. Pakistani Citizen (CNIC) 
ii. Health insurance 

premium paid 

Amount of premium paid OR 
Rs. 150,000 OR  
5% of taxable income 
whichever is lesser 

6 Contribution to 
approved pension fund  

63 i. Valid CNIC 
ii. Only one pension fund 

Amount of contribution OR 
20% of taxable income 
whichever is lesser. 
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Clause 61 of Part I of Second Schedule: 
Any amount paid as donation to the following institution, foundations, societies, 

boards, trusts and funds, namely:  

1. any Sports Board or institution recognised by the Federal Government for the 

purposes of promoting, controlling or regulating any sport or game; 

2. The Citizens Foundation;] 

3. Fund for Promotion of Science and Technology in Pakistan; 

4. Fund for Retarded and Handicapped Children; 

5. National Trust Fund for the Disabled; 

6. Fund for Development of Mazaar of Hazarat Burri Imam; 

7. Rabita-e-Islami's Project for printing copies of the Holy Quran; 

8. Fatimid Foundation, Karachi; 

9. Al-Shifa Trust; 

10. Society for the Promotion of Engineering Sciences and Technology in Pakistan; 

11. Pakistan Red Cresent Society. 

12. Citizens-Police Liaison Committee, Central Reporting Cell, Sindh Governor 

House, Karachi; 

13. ICIC Foundation;  

14. National Management Foundation; 

15. Endowment Fund of the institutions of the Agha Khan Development Network 

(Pakistan listed in Schedule 1 of the Accord and Protocol, dated November 13, 

1994, executed between the Government of the Islamic Republic of Pakistan and 

Agha Khan Development Network; 

16. Shaheed Zulfiqar Ali Bhutto Memorial Awards Society; 

17. Iqbal Memorial Fund; 

18. Cancer Research Foundation of Pakistan, Lahore;  

19. Shaukat Khanum Memorial Trust, Lahore;  

20. Christian Memorial Hospital, Sialkot; 

21. National Museums, National Libraries and Monuments or institutions declared to 

be National Heritage by the Federal Government; 

22. Mumtaz Bakhtawar Memorial Trust Hospital, Lahore; 

23. Kashmir Fund for Rehabilitation of Kashmir Refugees and Freedom Fighters; 

24. Institutions of the Agha Khan Development Network (Pakistan) listed in Schedule 1 of 

the Accord and Protocol, dated November 13, 1994, executed between the Government 

of the Islamic Republic of Pakistan and Agha Khan Development Network; 

25. Azad Kashmir President's Mujahid Fund, 1972 ;  

26. National Institute of Cardiovascular Diseases, (Pakistan) Karachi;  

27. Businessmen Hospital Trust, Lahore;  

28. Premier Trust Hospital, Mardan ;  

29. Faisal Shaheed Memorial Hospital Trust, Gujranwala;  

30. Khair-un-Nisa Hospital Foundation, Lahore;  

31. Sind and Balochistan Advocates' Benevolent Fund;  

32. Rashid Minhas Memorial Hospital Fund; 

33. Any relief [or] welfare fund established by the Federal Government; 

34. Mohatta Palace Gallery Trust;  
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35. Bagh-e-Quaid-e-Azam project, Karachi  

36. Any amount donated for Tameer-e-Karachi Fund  

 

Provided that the amount so donated shall not exceed: 

a)  in the case of an individual or association of persons, thirty per cent of the taxable 

income of the person for the year; and 

b)  in the case of a company, twenty] per cent of the taxable income of the person for 

the year 
 

Example 1: 
Mr. Imran a senior citizen has reported taxable income of Rs. 800,000 and gross tax payable 

of Rs. 22,500 for the tax year 2014. During the year he denoted Rs. 50,000 to a Govt. School 

and paid life insurance premium of Rs. 40,000. Calculate his net tax payable. 

 

Solution: 

Mr. Imran 
NTN……… 

Status: Resident 
Tax year 2017 

 

Particulars Rs. Rs. 
 
Gross tax    
Less: Tax rebate for senior citizen 50% 
Tax payable 
     
Amount eligible for average relief. 
Donation 50000 
Less of 50,000  
OR  
30% x 800,000=240000  
  
Life insurance premium  40,000  
  Lesser of 40,000  
OR  
10,00,000 
OR 
OR 20% x 800,000 
Amount eligible for average relief 
 
Average relief = Gross Tax / Taxable income x Amount eligible for 
average relief 
              

Tax payable 
Less: Average relief  
 
Net tax payable  

 
22500 
11250 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
22500 / 80000 x 

90,000 = 1265 

 
 
 
11250 
 
 
 
 
 
50000 
 
 
 
 
 
 
40,000 
90,000 
 
 
 
11,250 
(1265) 
 
9,985 
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Example 2: 
Mr. Karim has reported Rs. 950,000 as his taxable income with a gross tax liability  

of Rs. 37,500. During the year, he contributed Rs. 70,000 to an approved pension fund 

and Rs. 30,000 invested in shares of a company in IPO. 

Calculate his net tax payable for the tax year 2017. 

 

Solution: 

Mr. Karim 
NTN……… 

Status: Resident 
Tax year 2017 

 
Particulars Rs. Rs. 

Gross tax payable  
Less: Average relief (Note 1)  
 Net tax payable 

 37,500 
3,937 
33,552 

 

Note 1: 
     Amount eligible for average relief 

 Contribution to approved pension = 70,000 OR 20% x 950,000 

   Lesser of  =  70,000 OR 190,000 

      =  70,000 

 Investment in shares  =  30,000 = 30,000 OR 15,00,000 

       OR 50% x 950,000 

   Lesser of  =  30,000 OR 750,000 

       OR 475000 

      =  30,000 

   Total   =  30,000 + 70,000 = 100,000 

 Average relief  = IncomeTaxable

TaxGross

x Amount eligible for average relief 

     = 000,950

500,37

x 100,000 

     = 3,947 

 

Example 3: 

Mr. Luqman has reported the following details of his income. 

  Salary Rs. 500,000 

  Property income Rs. 100,000 

  Capital gains Rs. 50,000 

Share from association of person (AOP) Rs. 60,000 

Calculate his tax payable for the tax year 2017. 
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Solution: 

Mr. Luqman 
NTN……… 

Status: Resident 
Tax year 2017 

 
Particulars Rs. Rs. 

 
Salary    
Property income (taxable in separate block)  
Capital gains  
 
Total taxable income  
 
 
 
Add: Share from AOP for rate application =60,000 
 Taxable income (with AOP share)=710,000 
 
Gross tax payable  
=7000+10%×(710000-500000) 
=7000+10%×(210000) 
=7000+21000=28000 
              
Less: Tax credit for AOP share: 

 = share) AOP(with  Income Taxable

PayableTax  Gross

x Share from AOP 
 = 28000/710000x 60,000 =2366 
    Net tax payable   

  
500,000 
100,000 
50,000 
 
650,000 
 
 
 
 
 
 
 
 
28000 
 
 
 
 
 
(2366) 
25634 

 

Example 4: 
Mr. Rizwan has reported Rs. 700,000 as taxable income for the tax year 2014. He has 

also earned foreign source income of Rs. 100,000 and paid Rs. 5,000 as foreign tax on it. 

 Calculate the tax payable.  

Solution: 

Mr. Rizwan 
NTN……… 

Status: Resident 
Tax year 2017 

 
Particulars Rs. Rs. 

 
Taxable income 
Gross tax payable 
= [5% x (700,000 – 400,000)] + 2000 
= [5% x 300,000] + 2000 
= 15,000 + 2000 = 17,000 

 
 
 
 
 
17000 

 
700,000 
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Less: Foreign tax credit 
 

Lesser of 




















 tax Average- b

OR

5000paidtaxForeigna

 

= incomeforeign  including income Taxable

payable tax Gross

x Foreign income 

000,800

000,17

x 100,000 = 2125 
 
Net tax payable  

 
 
 
 
 
 
 
 
 
2125 

 
 
 
 
 
 
 
 
 
 
 
 
14875 

                                      

5.3 MINIMUM TAX AND FINAL TAX 
 

5.3.1 Minimum Tax 
Where in a tax year, the tax payable is less than 1% of the turnover or no tax is otherwise 

payable for any reason whatsoever including the following: (Section 113) 

i. Loss for the year 

ii. Exemption from tax 

iii. Application of credits/rebates 

iv. Claiming of allowances or deductions 

v. Set off of a loss of an earlier year; or 

vi. Adjustment of minimum turnover tax paid in earlier years 

 

By the following persons: 

 Resident company 

 Individual having turnover of 10 million or above 

 AOP having turnover of 10 million or above 

 

Their turnover for the tax year shall be treated as the income of the person chargeable to 

tax and such persons shall pay tax @ 1.25% of their turnover instead of actual tax 

liability. 

 

Provided that, the amount paid in excess of actual tax liability shall be carried forward for 

adjustment against tax liability for 5 tax years immediately succeeding the tax year for 

which the amount was paid. 

 

Not applicable 
i. Where a company has declared gross loss before set off of depreciation and other 

inadmissible expenses 

ii. In case of Modaraba and Non-profit organization 
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Turnover means: [Section 2(70A) & 113(3)]  
a. the gross sales or gross receipts, exclusive of Sales Tax and Federal Excise duty or 

any trade discounts shown on invoices, or bills, derived from the sale of goods, and 

also excluding any amount taken as deemed income and is assessed as final 

discharge  of the tax liability for which tax is already paid or payable; 

b. the gross fees for the rendering of services for giving benefits including 

commissions; except covered by final discharge of tax liability for which tax is 

separately paid or payable; 

c. the gross receipts from the execution of contracts; except covered by final 

discharge of tax liability for which tax is separately paid or payable; and 

d. the company‘s share of the amounts stated above of any association of persons of 

which the company is a member. 

 

5.3.2 Final Tax 
Retailers having Turnover Up to Rs. 5 Million: (Section 113A) 

Retailers having turnover up to Rs. 5 million may opt to pay tax @ 0.5% of their turnover 

as final tax. All persons selling goods to general public for consumption including 

manufacturers, dealers, and such like persons having turnover up to Rs. 5 million are 

entitled to avail benefit u/s 113A.  (Circular 19 of 2004) 

 

Retailers having Turnover Exceeding Rs. 5 Million: (Section 113B) 

Retailers having turnover exceeding Rs. 5 million shall pay final tax on his turnover as 

follows: 

 
Annual Turnover Rate of tax 

Exceeds 5 million but does not exceed 10 million 25,000 + 0.5% of the turnover exceeding 5 million 

Exceeds 10 million 50,000 + 0.75% of the turnover exceeding 10 million 

 

Turnover on which tax has been deducted at source @ 3.5% at the time of supply shall 

not be considered for the purpose of turnover under this section. 

 

Note: 

Retailer means a person (being an individual or AOP) selling goods to general public for 

the purpose of consumption. Retailers would not be entitled to claim any adjustment of 

withholding tax collected or deducted under any head during the year. 
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SUMMARY 
 

In this unit, we have studied various legal ways to reduce the tax burden of person. 

Firstly, we have explained the working of various losses and their adjustment with the 

taxable income to reduce the tax burden of a person. Similarly, the carry-forward of 

losses and their taxation treatments have been explained.  

 

In the second section, the tax credits, tax rebates and deductible allowances have been 

explained with numerical examples to the students to build a strong foundation for the 

calculation of tax of a person. Through these measures, the ultimate tax liability of a 

person is reduced by following certain procedural guidelines.  

 

In the last section of this unit, the concepts of minimum tax and turnover tax have been 

explained by citing the relevant sections from the income Tax Ordinance 2001. Through 

all this discussion, the purpose of this unit was to rationalize the tax liability of a person 

as promised by the various governments.  

 

 

QUESTIONS 
 

1. What is meant by the set-off and carry forward of losses? Explain the relevant legal 

provisions.  

2. Explain in detail the various tax credits available to a taxpayer under the Income 

Tax Ordinance 2001. 

3. Differentiate between deducible allowances and tax rebates with reference to the 

Income Tax Ordinance 2001.  

4. What is minimum tax? Also highlight the turnover tax with relevant legal 

provisions.  
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INTRODUCTION 

 

After understanding the calculation of taxable income in the previous units, we are now 

going to discuss the process of payment of tax calculated in the above said procedures. 

This unit will explain the concept of payment of tax voluntarily by the taxpayer himself 

or through the demand of CIR. Similarly, the concepts of withholding tax and advanced 

tax have also been discussed with the relevant numerical examples to explain their 

practical working in the whole income tax system. 

 

OBJECTIVES 
 

After reading this unit you will be able 

1. To know the process of payment of tax 

2. To understand the procedures involved in the payment of tax 

3. To explain the concept of withholding tax 

4. To elaborate the working of advance tax 

5. To explain the procedure of refund of tax 
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6.1 PAYMENT OF TAX 
 

6.1.1 Due Date For Payment of Tax: [Section 137]      
1) The tax payable by a taxpayer on the taxable income of the taxpayer including the 

tax payable under section 113 or  113A for a tax year shall be due on the due date 

for furnishing the taxpayer‘s return of income for that year. 

2) Where any tax is payable under an assessment order or an amended assessment 

order or any other order issued by the Commissioner under this Ordinance, a notice 

shall be served upon the taxpayer in the prescribed form specifying the amount 

payable and thereupon the sum so specified shall be paid within [thirty] days from 

the date of service of the notice. 

3) Nothing in sub-section (2) [or (4)] shall affect the operation of sub-section (1). 

4) Upon written application by a taxpayer, the Commissioner may, where good cause 

is shown, grant the taxpayer an extension of time for payment of tax due [under 

sub-section (2) or allow the taxpayer to pay such tax in installments of equal or 

varying amounts as the Commissioner may determine having regard to the 

circumstances of the case. 

5) Where a taxpayer is permitted to pay tax by installments and the taxpayer defaults 

in payment of any installments, the whole balance of the tax outstanding shall 

become immediately payable. 

6) The grant of an extension of time to pay tax due or the grant of permission to pay 

tax due by installments shall not preclude the liability for default surcharge arising 

under section 205 from the due date of the tax under sub-section (2). 

 

6.1.2 Methods of Payment of Income Tax 
The tax liability of a person is paid through any of the following methods; 

1. Withholding Tax/Tax deducted at source 

2. Advance Tax  

3. Tax Payment With The Return Of Income 

4. Late Payment Of Tax/On demand from FBR 

 

1. Withholding Tax/Tax Deducted at Source 

Withholding tax or tax deducted at source is a tax which is deducted at the time of 

making payment to a person as directed under Income Tax Ordinance 2001. This tax is 

also called retention tax or pay-as-you-earn (PAYE).  Governments use withholding tax 

as a means to combat tax evasion, and sometimes impose additional withholding tax 

requirements if the recipient has been delinquent in filing tax returns or in industries 

where tax evasion is perceived to be common.  

 

In Pakistan, it is introduced to collect the required income tax from the taxpayers leaving 

little chances of tax evasion. Remember, withholding tax or tax deducted at source is a 

component of income tax payable by a taxpayer. Government of Pakistan collects its 65% 

income tax through this tax. 

 

http://en.wikipedia.org/wiki/Tax_evasion
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An important point to note is that the tax deducted at source/withholding tax may 

be treated as; 

1.  Advance Tax against the total tax liability of the taxpayer at the end of the tax 

year. This amount of tax shall be adjusted against the total tax payable by the 

taxpayer at the time of filing of return. Any excess amount can be claimed as 

refund from the Federal Board of Revenue. 

2. Final Tax which is non-adjustable against the total tax liability of the taxpayer at 

the end of the tax year. However, the amount on which final tax is paid is not 

included in the taxable income for further taxation.  

 

6.1.3 Procedure for deduction and collection of withholding tax 

1. Who will deduct withholding tax? 

           Section 153 authorizes the following prescribe persons for deduction of 

withholding tax;  

 a) the Federal Government; 

 b)  a company; 

 c)  an association of persons constituted by, or under law; 

 d)  a non-profit organization; 

 e)  a foreign contractor or consultant; 

 f)  a consortium or joint venture; 

          g)  an exporter or an export house for the purpose of sub-section (2); 

 h)  an association of persons, having turnover of fifty million rupees or above in 

tax year 2007 or in any subsequent tax year; 

        i)   an individual, having turnover of fifty million rupees or above in the tax year 

2009 or in any subsequent year; or] 

  j)   a person registered under the Sales Tax Act, 1990; 

 

2.  Rates of Withholding Tax 

The rates for deduction or collection of tax at source/withholding tax are specified in the 

part –V of chapter X of the first Schedule of Income Tax.  

 

Examples: Rates for withholding tax/tax at source fir the tax year 2017-18. 

 
Section Nature of Payment/Transaction Tax Rate Status  

149 Salary Prescribed Rates As per slab Adjustable 

150 Dividend 15% filer 
20% non-filer 

Final Discharge 

151 Profit on Debt   
                  (exceeding Rs 500,000) 

10% filer 
17.5% non-filer 

Final Discharge 

153 (b) Sale of goods  Final (except public 
company & 
manufacturer 
company) 

   Companies 4% filer    7% non-filer 

   Other Persons 4.5% filer   7.75% non-filer 

153 (a) Rendering of services   
Minimum Tax   companies 8% filer    14% non-filer 

  Other persons 10% filer  17.5% non-filer 
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156 Prizes on prize bond or cross word 
puzzle 

15% filer 
25% non-filer 

Final Discharge 

231 A Cash withdrawal from bank 0.3% filer 
0.6% non-filer 

Adjustable 

154 (1) Exports proceeds realization          1%  Final Discharge 

233  Brokerage and Commission       12%filer    
     15% non-filer 

Final Discharge 

234 A Sale of Gas to CNG stations          4% filer  
        6% non-filer 

Final Discharge 

236 Mobile bills  and prepaid cards         12.5% Adjustable 

236B Purchase of domestic air tickets           5% Adjustable 

  

Filer: It means a person whose name appears in the active taxpayers list or who possess 

taxpayers card. 

Non-Filer means a person whose name does not appear in the active taxpayers list or 

who does not possess taxpayers card 

Adjustable: It means the withholding tax paid can be adjusted against the total tax 

liability of the tax payer at the end of the tax year. 

Final Discharge: It means the withholding tax paid cannot be adjusted against the total 

tax liability of the tax payer at the end of the tax year. 

 

Withholding Tax in the nature of Advance Tax: Tax Rates 2017-18 

 
No. Headings of advance tax Rate of tax 

1. Advance tax on purchase of international air ticket 16,000 Business Class 
12,000 First Class 

2. Advance tax  on purchase of immoveable property 
(exceeding Rs. 4 million) 

2% filer 
4% for non-filer 

3. Advance tax on sale or transfer of immovable property  1% filer 
2% non-filer 

4. Advance tax on function or gathering 5% of bill  

5. Advance tax on foreign produced TV plays and serials 100,000 per episode 

6. Advance tax on cable operators and other electronic media Rates specified in ordinance  

7. Advance tax on sale to retailer 0.5% filer 
1% filer 

8. Collection of advance tax by educational institution 5% of fee 

9 Advance tax on electricity bill exceeding Rs. 75,000 7.5% 

10 Advance tax on internet usage  14% of gross amount 

11 Advance tax collected on educational fees remitted abroad 5% of gross fee exceeding Rs. 
200,000 

 

3. Statement of Withholding Tax: (Section 165) 

1) Every person collecting tax under or deducting tax from a payment shall, furnish to 

the Commissioner a monthly statement in the prescribed form setting out 
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(a) the name, Computerized National Identity Card Number, National Tax 

Number and address of each person from whom tax has been collected  or to 

whom payments have been made from which tax has been deducted; 

(b) the total amount of payments made to a person from which tax has been 

deducted in each month      

(c) the total amount of tax collected from a or deducted from payments made to 

a person in each month; and         

(d) such other particulars as may be prescribed provided that every person as 

provided in sub-section (1) shall be required to file withholding statement 

even where no withholding tax is collected or deducted during the period. 

2) Every prescribed person collecting tax or deducting tax from payment shall furnish 

or e-file statements under sub-section (1) by the 15thday of the month following 

the month to which the withholding tax pertains. 

3 Board may prescribe a statement requiring any person to furnish information in 

respect of any transactions in the prescribed form and verified in the prescribed 

manner. 

4) A person required to furnish a statement under sub-section (1), may apply in 

writing, to the Commissioner for an extension of time to furnish the statement after 

the due date and the Commissioner if satisfied that a reasonable cause exists for 

non-furnishing of the statement by the due date may, by an order in writing, grant 

the applicant an extension of time to furnish the statement. 

 

4. Certificate Of Collection Or Deduction Of Tax: [Section 164]      

1) Every person collecting tax or deducting or collecting tax under shall, at the time of 

collection or deduction of the tax, furnish to the person from whom the tax has 

been collected or to whom the payment from which tax has been deducted has been 

made, copies of the challan of payment or any other equivalent document along 

with a certificate setting out the amount of tax collected or deducted and such other 

particulars as may be prescribed. 

2) A person required to furnish a return of taxable income for a tax year shall attach to 

the return copies of the challan of payment on the basis of which a certificate is 

provided to the person under this section in respect of tax collected or deducted in 

that year and such certificate shall be treated as sufficient evidence of the collection 

or deduction for the purposes of section 168. 

 

5. Payment of Tax Collected or Deducted: [Section 160]      

Any tax that has been collected or purported to be collected shall be paid to the 

Commissioner by the person making the collection or deduction within the time and in 

the manner as may be prescribed. 

 

6. Failure to Pay Tax Collected or Deducted: [Section 161]       

1)  Where a person 

(a) fails to collect tax as required or deduct tax from a payment  

(b) having collected tax fails to pay the tax to the Commissioner as required 

under section 160, or having collected tax under section 50 of the repealed 
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Ordinance pay to the credit of the Federal Government as required under 

sub-section (8) of section 50 of the repealed Ordinance, the person shall be 

personally liable to pay the amount of tax to the Commissioner [who may 

[pass an order to that effect and] proceed to recover the same. 

  1A)  No recovery under sub-section (1) shall be made unless the person 

referred to in sub-section (1) has been provided with an opportunity of 

being heard. 

  1B) Where at the time of recovery of tax under sub-section (1) it is 

established that the tax that was to be deducted from the payment made 

to a person or collected from a person has meanwhile been  paid by 

that person, no recovery shall be made from the person who had failed 

to collect or deduct the tax but the said person shall be liable to pay 

default surcharge  at the rate of eighteen percent (18%) per annum 

from the date he failed to collect or deduct the tax to the date the tax 

was paid. 

2) A person personally liable for an amount of tax under sub-section (1) as a result of 

failing to collect or deduct the tax shall be entitled to recover the tax from the 

person from whom the tax should have been collected or deducted. 

 

7. Recovery of Tax from the Person from whom Tax was not Collected or 

Deducted: [Section 162]      

1) Where a person fails to collect tax the Commissioner may pass an order to that 

effect and recover the amount not collected or deducted from the person from 

whom the tax should have been collected or to whom the payment was made. 

2) The recovery of tax under sub-section (1) does not absolve the person who failed to 

deduct tax from any other legal action in relation to the failure, or from a charge of 

[default surcharge]  or the  disallowance of a deduction for the expense to which 

the failure relates, as provided for under this Ordinance. 

 

8. Exemption Or Lower Rate Certificate: [Section 159]           

1) Where the Commissioner is satisfied that an amount                

a) exempt from tax under this Ordinance; or 

b) subject to tax at a rate lower than that specified in the First Schedule, the 

Commissioner shall, upon application in writing by the person, issue the 

person with an exemption or lower rate certificate. 

  1A) The Commissioner shall, upon application from a person whose 

income is not likely  to be chargeable to tax under  this Ordinance, 

issue exemption certificate for the profit on debt referred to in clause 

(c) of sub-section (1) of section 151. 

2) A person required to collect advance tax unless there is in force a certificate issued 

under sub-section (1) relating to the collection or deduction of such tax, in which 

case the person shall comply with the certificate.  

3) The Board may, from time to time, by notification in the official Gazette 

 a) amend the rates of withholding tax prescribed under this Ordinance; or 



127 

 b) exempt persons, class of persons, goods or class of goods from withholding 

tax under this Ordinance. 

 

9. Priority if Tax Collected or Deducted: [Section 166]         

Tax collected by a person or deducted from a payment shall be 

a) held by the person in trust for the [Federal] Government; and 

b) not subject to attachment in respect of any debt or liability of the person. 

 

10. Credit for Tax Collected or Deducted: [Section 168]        

1) For the purposes of this Ordinance – 

(a) the amount of any tax deducted from a payment shall be treated as income 

derived by the person to whom the payment was made; and 

(b) the amount of any tax collected under  or deducted shall be treated as tax 

paid by the person from whom the tax was collected or deducted. 

2) Subject to sub-sections (3) and (4), where an amount of tax has been collected from 

a person or deducted from a payment made to a person, the person shall be allowed 

a tax credit for that tax in computing the tax due by the person on the taxable 

income of the person for the tax year in which the tax was collected or deducted. 

3) No tax credit shall be allowed for any tax collected or deducted that is a final tax. 

4) A tax credit allowed under this section shall be applied in accordance with sub-

section (3) of section 4. 

5) A tax credit or part of a tax credit allowed under this section for a tax year that is 

not able to be credited under sub-section (3) of section 4 for the year shall be 

refunded to the taxpayer in accordance with section 170. 

6) No amount shall be deducted on account of service charges from the tax withheld 

or collected by any person under the provisions of this Ordinance. 

7) In case any amount is deducted on account of   service charges, by the person, the 

said person will be liable to pay the said amount to the Federal Government and all 

the provisions of this Ordinance shall apply in so far as they apply to the recovery 

of tax. 

 

11. Tax Collected or Deducted as a Final Tax: [Section 169]           

1) This section shall apply where – 

(a) the collection of advance tax is a final tax on the income to which it relates; 

or 

(b) the deduction of tax  is a final tax on the income from which it has been 

deducted. 

2) Where this section applies: 

 a) the income shall not be chargeable to tax under any head of income in 

computing the taxable income of the person; 

 b) no deduction shall be allowable under this Ordinance for any expenditure 

incurred in deriving the income; 

 c) the amount of the income shall not be reduced by: 

                    i) any deductible allowance or 

           ii) the set off of any loss; 
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 d) the tax deducted shall not be reduced by any tax credit allowed under this 

Ordinance; and 

e) There shall be no refund of the tax collected or deducted [unless the tax so 

collected or deducted is in excess of the amount for which the taxpayer is 

chargeable under this Ordinance. 

 

Example 1: 

Mr. Zohaib a non filer has reported taxable income of Rs. 800,000 with a tax liability of 

Rs. 22,500. During the year his withholding tax has been deducted on the following 

transactions. 

1. Tax deducted at source on salary of rs.3000. 

2. Dividend income received of Rs.10000. 

3. Cash withdrawal from bank of Rs.60000. 

4. Profit of rs.10,000 received on defense saving certificate. 

5. Withholding tax on telephone bill deducted of Rs.2500. 

 

Solution: 

Mr. Zohaib 
NTN……… 

Status: Resident 
Tax year 2017 

 
Particulars Rs. Rs. 

Tax payable 
Less: Adjustable withholding tax 
Tax deducted at source on salary  
Cash withdrawn withholding 
Withholding tax on telephone bill 
Dividend income (N-3) 10,000×5% 
Tax payable with return 

 
 
 
60,000×0.5% 
 
500 

22,500 
 
3000 
300 
2500 
 
16,200 

 

Notes: 

Non adjustable withholding tax/ final discharge. 

1. Dividend income=10,000×17.5%=1750 

2. Profit on defense saving certificate =10,000×10%=1000 

3. For non-filers rate is 17.5%. However 5% is adjustable. 

 

Example 2: 

Mr. Shahnawaz a filer has reported Rs.75000 as his tax liability for the tax year 2017. 

Following transactions were subject to withholding tax. 

1. Tax deducted at source from salary of rs.10,000 

2. Purchase of domestic air ticket of Rs.8000 

3. Commission received of Rs.15000 

4. Purchased a new car paying withholding tax rs.10,000 

5. Tax deducted on electricity bill of Rs.6000. 
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Solution: 

Mr. Shahnawaz 
NTN……… 

Status: Resident 
Tax year 2017 

 
Particular Rs. Rs. 

Tax liability 
Less: Adjustable withholding tax. 
Tax deducted at source on salary  
Purchases of domestic air ticket (5% of 8000) 
Withholding tax purchase of  car 
Tax payable with return 

 75000 
 
10,000 
400 
10,000 
54600 

 

Note: 

Non-adjustable withholding tax/find discharge: 

1. Withholding tax on commission=15000×12%=1800 

2. Withholding tax on electricity bill Rs. 6000 

 (Adjustable only in case of companies) 

  

6.2 ADVANCE TAX  
 

6.2.1 Advance Tax Paid by the Taxpayer: [Section 147]   
1) Subject to sub-section (2), every taxpayer whose income was charged to tax for the 

latest tax year under this Ordinance or latest assessment year under the repealed 

Ordinance other than  

(a) income chargeable to tax under sections 5, 6 an7;  

(b) income chargeable to tax under section 15; 

(c) income subject to deduction of tax at source under section 149; shall be liable 

to pay advance tax for the year in accordance with this section. 

2) This section does not apply to an individual where the individual’s latest assessed 

taxable income excluding income referred to in clauses (a), (b),  (c) ) of sub-section 

(1) is less than [ten]  hundred thousand] rupees. 

 

6.2.2 Advance Tax for Companies and AOPs 
(4)   Where the taxpayer is an association of persons or a company, the amount of 

advance tax due for a quarter shall be computed according to the following formula, 

namely:- 

(A x B/C) –D 

Where: 

A is the taxpayer‘s turnover for the quarter; 

B is the tax assessed to the taxpayer for the latest tax year; 

C is the taxpayer‘s turnover for the latest tax year; and 

D is the tax paid in the quarter for which a tax credit is allowed under section 168, other 

than tax deducted under section 155. 
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“(4A) Any taxpayer who is required to make payment of advance tax in accordance with 

sub-section (4), shall estimate the tax payable for the relevant tax year, at any time before 

the second installment is due. In case the tax payable is likely to be more than the amount 

that the taxpayer is required to pay under sub-section (4), the taxpayer shall furnish to the 

Commissioner on or before the due date of the second quarter an estimate of the amount 

of tax payable by the taxpayer and thereafter pay fifty per cent of such amount by the due 

date of the second quarter of the tax year after making adjustment for the amount (if any) 

already paid in terms of sub-section (4). The remaining fifty per cent of the estimate shall 

be paid after the second quarter in two equal installments payable by the due date of the 

third and fourth quarter of the tax year.”; 

 

6.2.3 Advance Tax for Individuals 
(4B) Where the taxpayer is an individual having latest assessed income of [ten]  hundred 

thousand rupees or more as determined under sub-section (2), the amount of advance tax 

due for a quarter shall be computed according to the following formula, namely: - 

 

(A/4) - B 

 

Where: 

A is the tax assessed to the taxpayer for the latest tax year or latest assessment year under 

the repealed Ordinance; and 

B is the tax paid in the quarter for which a tax credit is allowed under section 168, other 

than tax deducted under section 149 or 155.] 

 

Dates for the Payment of Advance Tax: 

5) Advance tax is payable by an individual to the Commissioner; 

 a) in respect of the September quarter, on or [before] the [15th day of 

September]; 

 b) in respect of the December quarter, on or before the [15th day day of 

December]; 

 c) in respect of the March quarter, on or before the [15th day of March]; and 

 d) in respect of the June quarter, on or before the [15th day of June]. 

  (5A) Advance tax shall be payable by an association of persons or a 

company to the Commissioner: 

  a)   in  respect of the September quarter, on or before the 25thday of 

September; 

  b) in respect of the December quarter, on or before the 25thday of 

December; 

  c) in respect of the March quarter, on or before the 25thday of March; and  

  d)    in respect of the June quarter, on or before the 15thday of June.] 

6) If any taxpayer who is required to make payment of advance tax under sub-section 

 1) estimates at any time before the last installment is due, that the tax payable 

by him for the relevant tax year is likely to be less than the amount he is 

required to pay under sub-section (1), the taxpayer may furnish to the 

Commissioner an estimate of the amount of the tax payable by him, and 
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thereafter pay such estimated amount, as reduced by the amount, if any, 

already paid under sub-section (1), in equal installments on  such dates as 

have not expired. 

  6A) where the taxpayer is a company or an association of persons, advance 

tax shall be payable by it in the absence of last assessed income or 

declared turnover also. The taxpayer shall estimate the amount of 

advance tax payable on the basis of quarterly turnover of the company 

or an association of persons, as the case may be, and thereafter pay 

such amount after, — 

   a) taking into account tax payable under section  113 as provided in 

sub-section (4AA); and 

   b) making adjustment for the amount (if any) already paid.] 

7) The provisions of this Ordinance shall apply to any advance tax due under this 

section as if the amount due were tax due under an assessment order. 

 Tax Credit: 

8) A taxpayer who has paid advance tax under this section for a tax year shall be 

allowed a tax credit for that tax in computing the tax due by the taxpayer on the 

taxable income of the taxpayer for that year 

 

Tax Payment with the Return of Income: 
At the end of a tax year, a person is required to file the income tax return by disclosing all 

income and the calculation of tax on it. This return is accompanied by the payment of tax 

calculated in the following manner; 

Gross income tax (taxable income * rate of income tax) XXX 

Less: Reductions in tax liability (Tax Reductions, Rebates and Credits); (XXX) 

Less: Advance tax already paid; and (XXX) 

Less: Adjustable tax collected or deducted at source. (XXX) 

Less: Refund due from FBR (XXX) 

Net Income tax payable with the return XXX 

                                                             

6.3 REFUNDS OF TAX 
 

6.3.1 Refunds: [Section 170]  
1) A taxpayer who has paid tax in excess of the amount which the taxpayer is properly 

chargeable under this Ordinance may apply to the Commissioner for a refund of the 

excess. 

 1A) Where any advance or loan, to which sub-clause (e) of clause (19) of section 

2 applies, is repaid by a taxpayer, he shall be entitled to a refund of the tax, if 

any, paid by him as a result of such advance or loan having been treated as 

dividend under the aforesaid provision. 

2) An application for a refund under sub-section (1) shall be – 

(a) made in the prescribed form;  

(b) verified in the prescribed manner; and 

(c) made within two years of the later of; 
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  i. the date on which the Commissioner has issued the assessment order to 

the taxpayer for the tax year to which the refund application relates;  or 

ii. the date on which the tax was paid 

3) Where the Commissioner is satisfied that tax has been overpaid, the Commissioner 

shall: 

 a) apply the excess in reduction of any other tax due from the taxpayer under 

this Ordinance;  

 b) apply the balance of the excess, if any, in reduction of any outstanding 

liability of the taxpayer to pay other taxes; and 

 c) refund the remainder, if any, to the taxpayer 

4) The Commissioner shall, within [sixty]  days of receipt of a refund application 

under sub-section (1), serve on the person applying for the refund an order in 

writing of the decision [after providing the taxpayer an opportunity of being heard]. 

 

6.3.2 Additional Payment for Delayed Refunds: [Section 171]      
1) Where a refund due to a taxpayer is not paid within three months of the date on 

which it becomes due, the Commissioner shall pay to the taxpayer a further amount 

by way of compensation at the rate of [KIBOR] per annum of the amount of the 

refund computed for the period commencing at the end of the three month period 

and ending on the date on which it was paid. 

2) For the purposes of this section, a refund shall be treated as having become due – 

a) in the case of a refund required to be made in consequence of an order on an 

appeal to the Commissioner (Appeals), an appeal to the Appellate Tribunal, a 

reference to the High Court or an appeal to the Supreme Court, on the date of 

receipt of such order by the Commissioner; [or] 

b) in the case of a refund required to be made as a consequence of a revision 

order under section [122A], on the date the refund order is made by the 

Commissioner; or 

c) in any other case, on the date the refund order is made. 
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SUMMARY 
 

In this unit we have discussed the concept of payment of tax. Under the Income Tax 

Ordinance 2001, a person can pay tax in three possible ways; with the submission of tax 

return, through withholding tax and through advance tax.  

 

The concept of withholding tax has been incorporated in the Income tax ordinance 2001 

to collect tax on certain payments through withholding agents. This tax is submitted to 

the FBR by the withholding agents on the behalf of taxpayers. 

 

Similarly, the concept of advance tax has been explained where a tax payer can his tax 

liability in advance and necessary adjustment is done at the end of the tax year. The 

advance tax has been designed to collect maximum revenue from the corporate sector.  

 

Lastly, the procedure for refund of over-paid taxes has been explained and necessary 

guidance has been provided to the taxpayers and the FBR to adjust the year-end refund 

amounts of taxpayers.  

 

QUESTIONS 
 

1. What is withholding tax? Explain the procedure for deduction and deposit of 

withholding tax. 

2. What is advance tax? Explain the procedural aspects of advance tax. 

3. Explain in detail the process of refund of tax under the Income Tax Ordinance 

2001.  
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INTRODUCTION 

 

After discussing the methods and procedures for the payment of income tax in Pakistan, 

this unit will focus on the enforcement aspects of the tax law. The first section deals with 

the recovery of tax from the persons who have not paid their income tax liabilities. The 

second section of this unit will highlight the legal rights of the persons for making an 

appeal to the appellate authorities under the Income Tax Ordinance 2001. The last section 

of this unit will prescribe the various penalties for non-compliance with the provisions of 

the tax law.  

 

OBJECTIVES 
 

After reading this unit you will be able 

1. To describe the methods of recovery of tax from various persons 

2. To highlight the procedural aspects of appeal filing in a court of law 

3. To discuss the various forms of appeals under the Income Tax Ordinance 2001 

4. To list down the various penalties for violation of the tax law 
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7.1 RECOVERY OF TAX 
 

7.1.1 Recovery of Tax Out of Property and Through Arrest of Taxpayer: 

[Section 138]      
1) For the purpose of recovering any tax due by a taxpayer, the Commissioner may 

serve upon the taxpayer a notice in the prescribed form requiring him to pay the 

said amount within such time as may be specified in the notice. 

2) If the amount referred to in the notice issued under sub -section (1) is not paid 

within the time specified therein or within the further time, if any, allowed by the 

Commissioner, the Commissioner may proceed to recover from the taxpayer the 

said amount by one or more of the following modes, namely:- 

a. attachment and sale of any movable or immovable property of the taxpayer; 

b. appointment of a receiver for the management of the movable or immovable 

property of the taxpayer; and 

c. arrest of the taxpayer and his detention in prison for a period not exceeding 

six months. 

3) For the purposes of recovery of tax under sub-section (2), the Commissioner shall 

have the same powers as a Civil Court has under the Code of Civil Procedure, 1908 

(Act V of 1908), for the purposes of the recovery of any amount due under a 

decree. 

 

7.1.2 Recovery of tax by District Officer (Revenue): [Section 138A]        
1) The Commissioner may forward to the District Officer (Revenue) of the district in 

which the taxpayer resides or carries on business or in which any property 

belonging to the taxpayer is situated, a certificate specifying the amount of any tax 

due from the taxpayer, and, on receipt of such certificate, the District Officer 

(Revenue) shall proceed to recover from the taxpayer the amount so specified as, it 

were an arrear of land revenue. 

2) Without prejudice to any other power of the District Officer (Revenue) in this 

behalf, he shall have the same powers as a Civil Court has under the Code of Civil 

Procedure, 1908 (Act V of 1908), for the purpose of the recovery of the amount 

due under a decree.] 

 

7.1.3 Estate in Bankruptcy: [Section 138B]      
1) If a taxpayer is declared bankrupt, the tax liability under this Ordinance shall pass 

on to the estate in bankruptcy. 

2) If tax liability is incurred by an estate in bankruptcy, the tax shall  be deemed to be 

a current expenditure in the operations of the estate in bankruptcy and shall be paid 

before the claims preferred by other creditors are settled.] 
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7.1.4 Collection of Tax in the Case of Private Companies and Associations of 

Persons: [Section 139]      
1) Where any tax payable by a private company (including a private company that has 

been wound up or gone into liquidation) in respect of any tax year cannot be 

recovered from the company, every person who was, at any time in that tax year – 

 a) a director of the company, other than an employed director; or 

 b) a shareholder in the company owning not less than ten per cent of the paid-up 

capital of the company; shall be jointly and severally liable for payment of 

the tax due by the company. 

2) Any director who pays tax under sub-section (1) shall be entitled to recover the tax 

paid from the company or a share of the tax from any other director. 

3) A shareholder who pays tax under sub-section (1) shall be entitled to recover the 

tax paid from the company or from any other shareholder to whom clause (b) of 

sub-section (1) applies in proportion to the shares owned by that other shareholder. 

 

7.1.5 Recovery of tax from persons holding money on behalf of a taxpayer: 

[Section 140]      
1) For the purpose of recovering any tax due by a taxpayer, the Commissioner may, 

by notice, in writing, require any person – 

a) owing or who may owe money to the taxpayer; or 

b) holding or who may hold money for, or on account of the taxpayer; 

c) holding or who may hold money on account of some other person for 

payment to the taxpayer; or 

d) having authority of some other person to pay money to the taxpayer; to pay 

to the Commissioner so much of the money as set out in the notice by the 

date set out in the notice. 

 

7.1.6 Liquidators: [Section 141]      
1) Every person (hereinafter referred to as a ― liquidator who is: 

 a) a liquidator of a company; 

 b) a receiver appointed by a Court or appointed out of Court; 

 c) a trustee for a bankrupt; or 

 d) a mortgagee in possession, shall, within fourteen days of being appointed or 

taking possession of an asset in Pakistan, whichever occurs first, give written 

notice thereof to the Commissioner. 

2) The Commissioner shall, within three months of being notified under sub-section 

(1), notify the liquidator in writing of the amount which appears to the 

Commissioner to be sufficient to provide for any tax which is or will become 

payable by the person whose assets are in the possession of the liquidator. 

3) A liquidator shall not, without leave of the Commissioner, part with any asset held 

as liquidator until the liquidator has been notified under sub-section (2). 

4) A liquidator: 

a. shall set aside, out of the proceeds of sale of any asset by the liquidator, the 

amount notified by the Commissioner under sub -section (2), or such lesser 

amount as is subsequently agreed to by the Commissioner;  
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b. shall be liable to the extent of the amount set aside for the tax of the person 

who owned the asset; and  

c. may pay any debt that has priority over the tax referred to in this section 

notwithstanding any provision of this section. 

5) A liquidator shall be personally liable to the extent of any amount required to be set 

aside under sub-section (4) for the tax referred to in sub-section (2) if, and to the 

extent that, the liquidator fails to comply with the requirements of this section. 

 

7.1.7 Recovery of Tax due by Non-Resident Member of an Association of 

Persons: [Section 142]  
1) The tax due by a non-resident member of an association of persons in respect of the 

member‘s share of the profits of the association shall be assessable in the name of 

the association or of any resident member of the association and may be recovered 

out of the assets of the association or from the resident member personally. 

2) A person making a payment under this section shall be treated as acting under the 

authority of the non-resident member and is hereby indemnified in respect of the 

payment against all proceedings, civil or criminal, and all processes, judicial or 

extra-judicial, notwithstanding any provisions to the contrary in any written law, 

contract or agreement. 

 

7.1.8 Non-Resident Ship Owner Or Charterer: [Section 143]      
1) Before the departure of a ship owned or chartered by a non-resident person from 

any port in Pakistan,   the master of the ship shall furnish to the Commissioner a 

return showing the gross amount specified in sub-section (1) of section 7 in respect 

of the ship. 

2) Where the master of a ship has furnished a return under sub-section (1), the 

Commissioner shall  after calling for such particulars, accounts or documents as he 

may require,] determine the amount of tax due under section 7 in respect of the ship 

and, as soon as possible, notify the master, in writing, of the amount payable. 

3) The master of a ship shall be liable for the tax notified under sub-section (2) and 

the provisions of this Ordinance shall apply to such tax as if it were tax due under 

an assessment order. 

 

7.1.9 Non-Resident Aircraft Owner or Charterer: [Section 144]      
1) A non-resident owner or charterer of an aircraft liable for tax under section 7, or an 

agent authorised by the non-resident person for this purpose, shall furnish to the 

Commissioner, within forty-five days from the last day of each quarter of the 

financial year, a return,  in respect of the quarter, showing the gross amount 

specified in sub-section (1) of section 7 of the non-resident person for the quarter.  

2) Where a return has been furnished under sub-section (1), the Commissioner shall 

after calling for such particulars, accounts or documents as he may require,] 

determine the amount of tax due under section 7 by the non-resident person for the 

quarter and notify the non-resident person, in writing, of the amount payable. 
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3) The non-resident person shall be liable to pay the tax notified under sub-section (2) 

within the time specified in the notice and the provisions of this Ordinance shall 

apply to such tax as if it were tax due under an assessment order. 

 

7.1.10 Assessment of Persons about to Leave Pakistan: [Section 145]           
1) Where any person is likely to leave Pakistan during the currency of tax year or 

shortly after its expiry with no intention of returning to Pakistan, he shall give to 

the Commissioner a notice to that effect not less than fifteen days before the 

probable date of his departure (hereinafter in this section referred to as the said 

date‘). 

2) The notice under sub-section (1) shall be accompanied by a return or returns of 

taxable income in respect of the period commencing from the end of the latest tax 

year for which an assessment has been or, where no such assessment has been 

made, a return has been made, as the case may be, and ending on the said date, or 

where no such assessment or return has been made, the tax year or tax  years 

comprising the period ending on the said date; and the period commencing from 

the end of the latest tax year to the said date shall, for the purposes of this section, 

be deemed to be a tax year (distinct and separate from any other tax year) in which 

the said date falls. 

3) The Commissioner may serve a notice on any person who, in his opinion, is likely 

to leave Pakistan during the current tax year or shortly after its expiry and has n o 

intention of returning to Pakistan, to furnish within such time as may be specified 

in such notice, a return or returns of taxable income for the tax year or tax years  

for which the taxpayer is required to furnish such return or returns under sub-

section (2). 

4) The taxable income shall be charged to tax at the rates applicable to the relevant tax 

year and all the provisions of this Ordinance shall, so far as may be, apply 

accordingly. 

 

7.1.11 Recovery of Tax from Persons Assessed in Azad Jammu & Kashmir: 

[Section 146]      
1) Where any person assessed to tax for any tax year under the law relating to income 

tax in the Azad Jammu and Kashmir has failed to pay the tax and the income tax 

authorities of the Azad Jammu and Kashmir cannot recover the tax because – 

(a) the person‘s residence is in Pakistan; or 

(b) the person has no movable or immovable property in the Azad Jammu and 

Kashmir, 

  The Deputy Commissioner in the Azad Jammu and Kashmir may forward a 

certificate of recovery to the Commissioner and, on receipt of such 

certificate, the Commissioner shall recover the tax referred to in the 

certificate in accordance with this Part. 

2) A certificate of recovery under sub-section (1) shall be in the prescribed form 

specifying: 

(a) the place of residence of the person in Pakistan; 
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(b) the description and location of movable or immovable property of the person 

in Pakistan; and 

(c) the amount of tax payable by the person. 

 

7.1.12 Initiation, Validity, Etc., of Recovery Proceedings: [Section 146A]        
1) Any proceedings for the recovery of tax under this Part may be initiated at any 

time. 

2) The Commissioner may, at any time, amend the certificate issued under section 

138A, or recall such certificate and issue fresh certificate, as he thinks fit. 

3) It shall not be open to a taxpayer to question before the District Officer (Revenue) 

the validity or correctness of any certificate issued under section 138A, or any such 

certificate as amended, or any fresh certificate issued, under sub-section (2). 

4) The several modes of recovery provided in this Part shall be deemed to be neither 

mutually exclusive nor affect in any way any other law for the time being in force 

relating to the recovery of debts due to the Government and the Commissioner may 

have recourse to any such mode of recovery notwithstanding that the tax due is 

being recovered from a taxpayer by any other mode. 

 

7.1.13 Tax Arrears Settlement Incentives Scheme: [Section 146B]            
1) Subject to provisions of this Ordinance, the Board may make scheme in respect of 

recovery of tax arrears or withholding taxes and waiver of default surcharge or 

penalty levied thereon.  

2) The Board may make rules under section 237 for implementation of such scheme. 
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7.2 APPEALS 
 

7.2.1 Appeal to the Commissioner (Appeals): [Section 127]       
1) Any person dissatisfied with any order passed by a Commissioner or an[Officer of 

Inland Revenue]under section 121, 122, 143, 144, [162,] 170, 182, [or 205], or an 

order under sub-section (1) of section 161 holding a person to be personally liable 

to pay an amount of tax, or an order under clause (f) of sub-section (3) of section 

172 [declaring] a person to be the representative of a non -resident person [or an 

order giving effect to any finding or directions in any order made under this Part by 

the Commissioner (Appeals), Appellate  Tribunal, High Court or Supreme Court], 

or an order under section 221 refusing to rectify the mistake, either in full or in 

part, as claimed by the taxpayer or an order having the effect of enhancing the 

assessment or reducing a refund or otherwise increasing the liability of the person[, 

except a provisional assessment order under section 122C,]   may prefer an appeal 

to the Commissioner (Appeals) against the order.] 

 

Explanation: 

Appealable Orders: Appeals can arise in connection with: 

 A best judgment assessment  (ex-parte assessment)  based on any available 

information or material to the best of the Taxation Officer’s / Commissioner’s 

judgment. 

 An amendment made to the taxpayer’s self-assessment or a further amendment 

made to an already amended assessment, where the Commissioner consider that 

such assessment is erroneous and prejudicial to the interest of revenue. 

 An amendment made to the taxpayer’s self assessment or a further amendment 

made to an already amended assessment, where the Commissioner, based on 

definite information acquired from an audit or otherwise, is satisfied that: 

 Any income chargeable to tax has escaped assessment; 

 -Total income has been: 

 Under assessed; 

 Assessed at too low a rate; 

 Subjected to excessive relief; or 

 Subjected to excessive refund; and 

 An amount relating to a “head of income” has been classified as an amount under 

another “head of income”; 

 An order holding an individual personally liable to pay  the amount of tax, which 

was required to be collected or deducted by him/her or having collected or 

deducted fails to pay the same as required by the law  

 An order declaring or treating a person as a representative of a non-resident person; 

 An order refusing to rectify the mistake, either in full or in part; 

 An order having the effect of enhancing the assessment or reducing a refund or 

otherwise increasing the tax liability; 

 Determination of amount of tax due on shipping and air transport income of  non-

resident; 

 An order refusing or curtailing the amount of refund of tax paid in excess; 
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 An order imposing the default surcharge; 

 An order imposing penalty for: 

 Failure to furnish a return or statement; 

 Non-payment of tax; 

 Concealment of income or furnishing inaccurate particulars of income; 

 Failure to maintain records; 

 Non-compliance with notice; 

 Making fake or misleading statement; 

 Failure to give notice of discontinuation of business; 

 Failure to give notice of appointment as liquidator; 

 Obstruction in discharge of functions of the Taxation Officer / Commissioner 

 

2) No appeal under sub-section (1), shall be made by a taxpayer against an order of 

assessment unless the taxpayer has paid the amount of tax due under sub-section 

(1) of section 137.] 

3) An appeal under sub-section (1) shall: 

 a) be in the prescribed form; 

 b) be verified in the prescribed manner;  

 c) state precisely the grounds upon which the appeal is made;  

 d) be accompanied by the prescribed fee specified in sub-section (4); and 

 e) be lodged with the Commissioner (Appeals) within the time set out in sub-

section (5) 

4) The prescribed fee shall be — 

 a) in the case of  an appeal against an assessment, [one thousand rupees] or 

 b) in any other case: 

  i) where the appellant is a company, one thousand rupees; or 

  ii) where the appellant is not a company, two hundred rupees. 

5) An appeal shall be referred to the Commissioner (Appeals) within thirty days of the 

following: 

a) where the appeal relates to any assessment or penalty, the date of service of 

the notice of demand relating to the said assessment or penalty, as the case 

may be; and 

b) in any other case, the date on which the order to be appealed against is 

served.] 

6) The Commissioner (Appeals) may, upon application in writing by the appellant, 

admit an appeal after the expiration of the period specified in sub-section (5) if the 

Commissioner (Appeals) is satisfied that the appellant was prevented by sufficient 

cause from lodging the appeal within that period. 

 

7.2.2 Procedure in Appeal: [Section 128]      
1) The Commissioner (Appeals) shall give notice of the day fixed for the hearing of 

the appeal to the appellant and to the Commissioner against whose order the appeal 

has been made. 

 1A) Where in a particular case, the Commissioner (Appeals) is of the opinion that 

the recovery of tax levied under this Ordinance, shall cause undue hardship 
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to the taxpayer, he, after affording opportunity of being heard to the 

Commissioner against whose order appeal has been made, may stay the 

recovery of such tax for a period not exceeding thirty days in aggregate. 

 1AA) The Commissioner (Appeals), after affording opportunity of being heard to 

the Commissioner against whose order appeal has been made, may stay the 

recovery of such tax for a further period of thirty days, provided that the 

order on appeal shall be passed within the said period of thirty days. 

2) The Commissioner (Appeals) may adjourn the hearing of the appeal from time to 

time. 

3) The Commissioner (Appeals) may, before the hearing of an appeal, allow an 

appellant to file any new ground of appeal not specified in the grounds of appeal 

already filed by the appellant where the Commissioner (Appeals) is satisfied that 

the omission of the ground from the form of the appeal was not willful or 

unreasonable. 

4) The Commissioner (Appeals) may, before disposing of an appeal, call for such 

particulars as the Commissioner (Appeals) may require respecting the matters 

arising in the appeal or cause further enquiry to be made by the Commissioner. 

5) The Commissioner (Appeals) shall not admit any documentary material or 

evidence which was not produced before the Commissioner unless the 

Commissioner (Appeals) is satisfied that the appellant was prevented by sufficient 

cause from producing such material or evidence before the Commissioner. 

 

7.2.3 Decision in Appeal: [Section 129]          
1) In disposing of an appeal lodged under section 127, the Commissioner (Appeals) 

may: 

         a) make an order to confirm, modify or annul the assessment order after 

examining such evidence as required by him respecting the matters arising in 

appeal or causing such further enquires to be made as he deems fit; or] 

 b) in any other case, make such order as the Commissioner (Appeals) thinks fit. 

2) The Commissioner (Appeals) shall not increase the amount of  any assessment 

order or decrease the amount of any refund unless the appellant has been given a 

reasonable opportunity of showing cause against such increase or decrease, as the 

case may be. 

3) Where, as the result of an appeal, any change is made in the assessment of an 

association of persons or a new assessment of an association of persons is ordered 

to be made, the Commissioner (Appeals) may authorise the Commissioner to 

amend accordingly any assessment order made on a member of the association and 

the time limit in sub-section (2) of section 122 shall not apply to the making such 

amended assessment. 

4) As soon as practicable after deciding an appeal, the Commissioner (Appeals) shall 

serve his order on the appellant and the Commissioner: 

 [Provided that such order shall be passed not later than one hundred and twenty 

days from the date of filing of appeal or within an extended period of sixty days, 

for reasons to be recorded in writing by the Commissioner (Appeals): 



146 

5) Where the Commissioner (Appeals) has not made an order on an appeal before the 

expiration of [four] months from the end of the month in which the appeal was 

lodged, the relief sought by the appellant  in the appeal shall be treated as having 

been given and all the provisions of this Ordinance shall have effect accordingly. 

6) For the purposes of sub-section (5), any period during which the hearing of an 

appeal is adjourned on the request of the appellant shall be excluded in the 

computation of the period of [four] months referred to in that sub-section. 

7) The provisions of sub-section (5) shall not apply unless a notice by the appellant 

stating that no order under sub-section (1) has been made is personally served by 

the appellant on the Commissioner (Appeals) not less than thirty days before the 

expiration of the period of [four] months. 

 

7.2.4 Appointment of the Appellate Tribunal: [Section 130]      
1) There shall be established an Appellate Tribunal to exercise the functions conferred 

on the Tribunal by this Ordinance. 

2) The Appellate Tribunal shall consist of a chairperson and such other judicial and 

accountant members as are appointed by the Federal Government having regard to 

the needs of the Tribunal. 

3) A person may be appointed as a judicial member of the Appellate Tribunal if the 

person: 

 a) has exercised the powers of a District Judge and is qualified to be a Judge of 

a High Court; or 

 b) is or has been an advocate of a High Court and is qualified to be a Judge of 

the High Court. 

4) A person may be appointed as an accountant member of an appellate tribunal if,— 

 a) he is an officer of Inland Revenue equivalent to the rank of Regional 

Commissioner; or 

 b) a Commissioner Inland Revenue or Commissioner Inland Revenue (Appeals) 

having at least five years experience as Commissioner or Collector.] 

5) The Federal Government shall appoint a member of the Appellate Tribunal as 

Chairperson of the Tribunal and, except in special circumstances, the person 

appointed should be a judicial member. 

6) The powers and functions of the Appellate Tribunal shall be exercised and 

discharged by Benches constituted from members of the Tribunal by the 

Chairperson of the Tribunal. 

7) Subject to sub-section (8), a Bench shall consist of not less than two members of 

the Appellate Tribunal and shall be constituted so as to contain an equal number of 

judicial and accountant members, or so that the number of members of one class 

does not exceed the number of members of the other lass by more than one. 

8) The Federal Government may direct that all or any of the powers of the Appellate 

Tribunal shall be exercised by: 

 a) any one member; or 

 b) more members than one, jointly or severally. 
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 8A) The [Chairperson]    may constitute as many benches consisting of a single 

member as he may deem necessary to hear such cases or class of cases as the 

Federal Government may by order in writing, specify.] 

 8AA) The [Chairperson]  or other member of the Appellate Tribunal authorized, in 

this behalf by the [Chairperson]  may, sitting singly, dispose of any case 

where the amount of tax or penalty involved does not exceed [one]  million 

rupees. 

9) Subject to sub-section (10), if the members of a Bench differ in opinion on any 

point, the point shall be decided according to the opinion of the majority.    

10) If the members of a Bench are equally divided on a point, they shall state the point 

on which they differ and the case shall be referred by the Chairperson for hearing 

on that point by one or more other members of the Appellate Tribunal, and the 

point shall be decided according to the opinion of the majority of the members of 

the Tribunal who have heard the case including those who first heard it. 

11) If there are an equal number of members of the Appellate Tribunal, the Federal 

Government may appoint an additional member for the purpose of deciding the 

case on which there is a difference of opinion. 

12) The Appellate Tribunal shall have the power to regulate its own procedure, and the 

procedure of Benches of the Tribunal in all matters arising out of the discharge of 

its functions including the places at which the Benches shall hold their sittings. 

 

Appeal to the Appellate Tribunal: [Section 131]      

1) Where the [taxpayer] or Commissioner objects to an order passed by the 

Commissioner (Appeals), the [taxpayer] or Commissioner may appeal to the 

Appellate Tribunal against such order. 

2) An appeal under sub-section (1) shall be – 

a. in the prescribed form; 

b. verified in the prescribed manner;  

c. accompanied [, except in case of an appeal preferred by the Commissioner,] 

by the prescribed fee specified in sub-section (3); and 

d.  preferred to the Appellate Tribunal within sixty days of the date of service of 

order of the Commissioner (Appeals) on the taxpayer or the Commissioner, 

as the case may be.] 

3) The prescribed fee shall be two thousand rupees.] 

4) The Appellate Tribunal may, upon application in writing, admit an appeal after the 

expiration of the period specified in clause (d) of sub-section (2) if it is satisfied 

that the person appealing was prevented by sufficient cause   from filing the appeal 

within that period. 

5) Tax shall, unless recovery thereof has been stayed by the Appellate Tribunal, be 

payable in accordance with the assessment made in the case. 

 

Disposal of appeals by the Appellate Tribunal: [Section 132]      

1) The Appellate Tribunal may, before disposing of an appeal, call for such particulars 

as it may require in respect of the matters arising on the appeal or cause further 

enquiry to be made by the Commissioner. 
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2) The Appellate Tribunal shall afford an opportunity of being heard to the parties to 

the appeal and, in case of default by any of the party on the date of hearing, the 

Tribunal may proceed ex parte to decide the appeal on the basis of the available 

record. 

 2A) The Appellate Tribunal shall decide the appeal within six months of its 

filing; 

3) Where the appeal relates to an assessment order, the Appellate Tribunal may, 

without prejudice to the powers specified in sub-section (2), make an order to – 

 a) affirm, modify or annul the assessment order; or 

 b) remand the case to the Commissioner or the Commissioner (Appeals) for 

making such enquiry or taking such action as the Tribunal may direct.] 

4) The Appellate Tribunal shall not increase the amount of any assessment or penalty 

or decrease the amount of any refund unless the taxpayer has been given a 

reasonable opportunity of showing cause against such increase or decrease, as the 

case may be. 

5) Where, as the result of an appeal, any change is made in the assessment of an 

association of persons or a new assessment of an association of persons is ordered 

to be made, the Appellate Tribunal may authorise the Commissioner to amend 

accordingly any assessment order made on a member of the association and the 

time limit in sub-section (2) of section 122 shall not apply to the making of such 

amended assessment. 

6) Where the appeal relates to a decision other than in respect of an assessment, the 

Appellate Tribunal may make an order to affirm, vary or annul the decision, and 

issue such consequential directions as the case may require. 

7) The Appellate Tribunal shall communicate its order to the taxpayer and the 

Commissioner. 

10) Save as provided in section 133, the decision of the Appellate Tribunal on an 

appeal shall be final. 

 

7.2.5 Reference to High Court: [Section 133]              
1) Within ninety days of the communication of the order of the Appellate Tribunal 

under sub-section (7) of section 132, the aggrieved person or the Commissioner 

may prefer an application, in the prescribed form along with a statement of the 

case, to the High Court, stating any question of law arising out of such order. 

2) The statement to the High Court referred to in sub-section (1), shall set out the 

facts, the determination of the Appellate Tribunal and the question of law which 

arises out of its order. 

3) Where, on an application made under sub-section (1), the High Court is satisfied 

that a question of law arises out of the order referred to in sub-section (1), it may 

proceed to hear the case. 

4) A reference to the High Court under this section shall be heard by a Bench of not 

less than two judges of the High Court and, in respect of the reference, the 

provisions of section 98 of the Code of Civil Procedure, 1908 (Act V of 1908), 

shall apply, so far as may be, notwithstanding anything contained in any other law 

for the time being in force. 
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5) The High Court upon hearing a reference under this section shall decide the 

question of law raised by the reference and pass judgment thereon specifying the 

grounds on which such judgment is based and the Tribunal‘s order shall stand 

modified accordingly. The Court shall send a copy of the judgment under the seal 

of the Court to the Appellate Tribunal. 

6) Notwithstanding that a reference has been made to the High Court, the tax shall be 

payable in accordance with the order of the Appellate Tribunal: 

 Provided that, if the amount of tax is reduced as a result of the judgment in the 

reference by the High Court and the amount of tax found refundable, the High 

Court may, on application   by the Commissioner within thirty days of the receipt 

of the judgment of the High Court that he wants to prefer petition for leave to 

appeal to the Supreme Court, make an order authorizing the Commissioner to 

postpone the refund until the disposal of the  appeal by the Supreme Court. 

7) Where recovery of tax has been stayed by the High Court by an order, such order 

shall cease to have effect on the expiration of a period of six months following the 

day on which it was made unless the appeal is decided or such order is withdrawn 

by the High Court earlier. 

9) An application under sub-section (1) by a person other than the Commissioner shall 

be accompanied by a fee of one hundred rupees.] 

 

7.2.6 Alternative Dispute Resolution: [Section 134A]      

1) An aggrieved person, in connection with any  matter pending before an Appellate 

Authority, may apply to Board for the appointment of a committee for the 

resolution of any hardship or dispute mentioned in detail in the application[except 

where prosecution proceedings have been initiated or where interpretation of 

question of law having effect on identical other cases. 

2) The Board after examination of the application of an aggrieved person, shall 

[within sixty days of receipt of such application in the Board] appoint a committee 

consisting of an officer of Inland Revenue and two persons from a [panel 

comprising] of Chartered or Cost Accountants, Advocates, Income Tax 

Practitioners or reputable taxpayers for the resolution of the hardship or dispute. 

3) The Committee constituted under sub-section (2) shall examine the issue and may 

if it deem necessary conduct inquiry seek expert opinion, direct any officer of the 

Inland Revenue or any other person to conduct an audit and shall make 

recommendations within ninety days of its constitution in respect of the resolution 

of the dispute. If the committee fails to make recommendations within the said 

period the Board shall dissolve the committee and constitute a new committee 

which shall decide the matter within a further period of ninety days. If after the 

expiry of that period the dispute is not resolved the matter shall be taken up by the 

appropriate forum for decision. 

4)  The Board may, on the recommendation of the committee, pass such order, as it 

may deem appropriate [within forty five days of the receipt of recommendations of 

the Committee. 

 4A) The Chairman Federal Board of Revenue may, on the application of an 

aggrieved person, for reasons to be recorded in writing, and on being 
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satisfied that there is an error in order or decision, pass such order as may be 

deemed just and equitable.] 

5) The aggrieved person may make the payment of income tax and other taxes as 

determined by the [Board] in its order under sub-section (4) and all decisions, 

orders and judgments made or passed shall stand modified to that extent and all 

proceedings under this Ordinance or the rules made there under by any authority 

shall abate: 

6) Provided that an order passed by the Board in the light of recommendations of the 

committee shall be submitted before that authority, tribunal or the court where the 

matter is subjudice for consideration and orders as deemed appropriate  

 Provided further that if the taxpayer is not satisfied with the said order, he may 

continue to pursue his remedy before the   relevant authority, tribunal or court as if 

no such order had been made by the Board.     

7) The Board may, by notification in the official Gazette, make rules for carrying out 

the purposes of this section. 
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Burden of Proof: [Section 136]      
In any appeal [by a taxpayer] under this Part, the burden shall be on the taxpayer to 

prove, on the balance of probabilities: 

a) in the case of an assessment order, the extent to which the order does not correctly 

reflect the taxpayer‘s tax liability for the tax year; or 

b) in the case of any other decision, that the decision is erroneous. 

 

Summary:  
 

No. Appeal to 
Appeal 

against the 
order of 

Section 
Appeal 

time 
Documents required 

Decision 
time 

Appeal 
fees 

1. 

Commissioner 
inland 
revenue 
(Appeals) 

Commissioner 
Inland 
Revenue  

127, 
128 and 
129 

30 days  
(with 
extension 
30 days) 

1.  Prescribed form.  
2. CIR order. 
3. Fees challan. 
4. Grounds of appeal. 
5.  Power of attorney.  

120 days  
(With 
extension 
60 days) 

Rs.R1000 
for  
Companies 
Rs.200 for 
individual 

2. 

Appellate 
Tribunal 
Inland 
Revenue 

Commissioner 
Inland 
Revenue 
(Appeals) 

131 and 
132 

60 days 

1.  Prescribed form.  
2.  Copy of CIR order. 
3.  Fees challan. 
4.  Grounds of appeal. 
5.  Power of attorney 

6 
months 

Rs.2000 

3. 
Reference to 
High court 

Tribunal 
Appellate 
Inland 
Revenue  

133 90 days 

1.  Prescribed form.  
2.  CIR – CIR (appeals) 
and tribunals orders. 
3. Fees challan 
4.  Grounds of appeal. 
5. Power of attorney 

--- Rs.100 

4. 
Reference to 
Supreme 
Court 

High court 
Article 
185(3) 

- 

1.  Prescribed form.  
2.  CIR – CIR (appeals) 
and tribunals orders. 
3.  Fees challan. 
4.  Grounds of appeal. 
5.  Power of attorney 

--- ---------- 

 

7.3 OFFENCES AND PENALTIES 
 

7.3.1 Offences and Penalties: (Section 182) 
1) Any person who commits any offence specified in column (2) of the Table below 

shall, in addition to and not in derogation of any punishment to which he may be 

liable under this Ordinance or any other law, be liable to the penalty mentioned 

against that offence in column (3) thereof 
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Section Offences Penalties Section of the 
Ordinance to 
which offence 
has reference 

(1) (2) (3) (4) 

1.  Where any person fails to 
furnish a return of income as 
required under section 114 
within the due date.] 

 A minimum penalty of Rs.20, 000/- and a 
maximum penalty of fifty percent of the tax 
payable has been provided for non-filing of 
return u/s 114 within the due date.  In cases 
where no tax is payable a penalty of Rs.20, 
000/- shall be levied for non filing of return. 
 
 [Explanation.— For the purposes of this entry, 
it is declared that the expression “tax payable” 
means tax chargeable on the taxable income 
on the basis of assessment made or treated to 
have been made under section 120, 121, 122 
or 122C.] 

114 [and 118] 

 1A. Where any person fails to furnish 
a statement as required under 
section 115, 165 or 165A within 
the due date.] 

Such person shall pay a penalty of Rs. 2500 
for each day of default subject to a minimum 
penalty of fifty thousand rupees. 
 

115, 165 and 
165A] 

1AA. Where any person fails to furnish 
wealth statement or wealth 
reconciliation statement. 

Such person shall pay a penalty of Rs. 100 for 
each day of default.  
 

114, 115 and 116] 

2. Any person who fails to issue 
cash memo or invoice or receipt 
when required under this 
Ordinance or the rules made 
thereunder. 

Such person shall pay a penalty of five 
thousand rupees or three per cent of the 
amount of the tax involved, whichever is 
higher. 
  

174 and Chapter 
VII of the Income 
Tax Rules. 

3. Any person who is required to 
apply for registration under this 
Ordinance but fails to make an 
application for registration. 

Such person shall pay a penalty of five 
thousand rupees. 
 

181 

4. Any person who fails to notify 
the changes of material nature in 
the particulars of registration.  

Such person shall pay a penalty of five 
thousand rupees.  

181 

5. Any person who fails to deposit 
the amount of tax due or any 
part thereof in the time or 
manner laid down under this 
Ordinance or rules made 
thereunder. 
 
 [Provided that if the person opts 
to pay the tax due on the basis 
of an order under section 129 on 
or before the due date given in 
the notice under sub-section (2) 
of section 137 issued in 
consequence of the said order, 
and does not file an appeal 
under section 131 the penalty 
payable shall be reduced by 
50%.] 

Such person shall pay a penalty of five per 
cent of the amount of the tax in default. 
 
For the second default an additional penalty of 
25% of the amount of tax in default. 
 
For the third and subsequent defaults an 
additional penalty of 50% of the amount of tax 
in default. 
  

137 
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6. Any person who repeats 
erroneous calculation in the 
return for more than one year 
whereby amount of tax less than 
the actual tax payable under this 
Ordinance is paid. 

Such person shall pay a penalty of five 
thousand rupees or three per cent of the 
amount of the tax involved, whichever is 
higher. 
 

137 

7. Any person who fails to maintain 
records required under this 
Ordinance or the rules made 
thereunder. 

Such person shall pay a penalty of ten 
thousand rupees or five per cent of the amount 
of tax on income whichever is higher. 
 

174 

8. Where a taxpayer who, without 
any reasonable cause, in non-
compliance with provisions of 
section 177— 

 177 

 (a) fails to produce the 
record  of documents 
on receipt  of first 
notice. 

Such person shall pay a penalty of [twenty-
five] thousand rupees; 

 

 (b)  fails to produce the 
record  or documents 
on receipt  of 
second notice; and  

such person shall pay a penalty of fifty]  
thousand rupees; and  

 

 (c) Fails to produce the 
 record  or documents 
on  receipt of third notice. 

such person shall pay a penalty of [one 
hundred]  thousand rupees. 

 

9. Any person who fails to furnish 
the information required or to 
comply with any other term of 
the notice served under section 
176. 

Such person shall pay a penalty of [twenty-
five] thousand rupees for the first default and 
[fifty] thousand rupees for each subsequent 
default. 
 

176 

10. Any person who—   

 (a) makes a false or 
 misleading statement to 
 an Inland Revenue 
 Authority either in 
 writing or orally or 
 electronically including a 
 statement in an 
 application, certificate, 
 declaration, notification, 
 return, objection or other 
 document including 
books  of accounts made, 
 prepared, given, filed or 
 furnished under this 
 Ordinance; 
  

Such person shall pay a penalty of twenty five 
thousand rupees or 100% of the amount of tax 
shortfall whichever is higher: 
 
Provided that in case of an assessment order 
deemed under section 120, no penalty shall be 
imposed to the extent of the tax shortfall 
occurring as a result of the taxpayer taking a 
reasonably arguable position on the 
application of this Ordinance to the taxpayers’ 
position. 

114, 115, 116, 174, 
176, 177 and 
general 

 (b) furnishes or files a false 
or mis-leading 
information or document 
or statement to  an 
Income Tax Authority 
either in writing or orally 
or electronically; 

  

 (c)  omits from a statement   
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 made or information 
 furnished to an Income 
 Tax Authority any matter 
 or  thing without 
 which the 
 statement  or the 
 information is  false or 
 misleading  in a 
material  particular. 

11. Any person who denies or 
obstructs the access of the 
Commissioner or any officer 
authorized by the Commissioner to 
the premises, place, accounts, 
documents, computers or stocks. 

Such person shall pay a penalty of twenty five 
thousand rupees or one hundred per cent of 
the amount of tax involved, whichever, is 
higher. 

175 and 177 

12. Where a person has concealed 
income or furnished inaccurate 
particulars of such income, 
including but not limited to the 
suppression of any income or 
amount chargeable to tax, the 
claiming of any deduction for any 
expenditure not actually incurred 
or any act referred to in sub-
section (1) of section 111, in the 
course of any proceeding under 
this Ordinance before any 
Income Tax authority or the 
appellate tribunal. 

Such person shall pay a penalty of twenty five 
thousand rupees or an amount equal to the tax 
which the person sought to evade whichever is 
higher. However, no penalty shall be payable 
on mere disallowance of a claim of exemption 
from tax of any income or amount declared by 
a person or mere disallowance of any 
expenditure declared by a person to  be 
deductible, unless it is proved that the person 
made the claim knowing it to be wrong. 
 

20, 111 and 
General 

13. Any person who obstructs any 
Income Tax Authority in the 
performance of his official duties. 

Such person shall pay a penalty of twenty five 
thousand rupees. 

209, 210 and 
General. 

14. Any person who contravenes 
any of the provision of this 
Ordinance for which no penalty 
has, specifically, been provided 
in this section. 

Such person shall pay a penalty of five 
thousand rupees or three per cent of the 
amount of tax involved, which-ever is higher.  
 

General. 

15. Any person who fails to collect or 
deduct tax as required under any 
provision of this Ordinance or 
fails to pay the tax collected or 
deducted as required under 
section 160. 

Such person shall pay a penalty of twenty five 
thousand rupees or the 10% of the amount of 
tax which-ever is higher. 

148, 149, 150, 151, 
152, 153, 153A, 
154, 155, 156, 
156A, 156B, 158, 
160, 231A, 231B, 
233, 233A, 234, 
234A, 235, 236, 
236A, 

 16. Any person who fails to display 
his NTN at the place of business 
as required under this Ordinance 
or the rules made there under. 

Such person shall pay a penalty of five 
thousand rupees. 

181C] 

                    

2) The penalties specified under sub-section (1) shall be applied in a consistent 

manner and no penalty shall be payable unless an order in writing is passed by the 

Commissioner, Commissioner (Appeals) or the Appellate Tribunal after providing 

an opportunity of being heard to the person concerned  
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 [Provided that where the taxpayer admits his default he may voluntarily pay the 

amount of penalty due under this section.] 

3) Where a Commissioner (Appeals) or the Appellate Tribunal makes an order under 

sub-section (2), the Commissioner (Appeals) or the Appellate Tribunal, as the case 

may be, shall immediately serve a copy of the order on the Commissioner and 

thereupon all the provision of this Ordinance relating to the recovery of penalty 

shall apply as if the order was made by the Commissioner. 

4) Where in consequence of any order under this Ordinance, the amount of tax in 

respect of which any penalty payable under sub-section (1) is reduced, the amount 

of penalty shall be reduced accordingly.] 

 

183. Exemption from Penalty and Default Surcharge: The Federal Government may, 

be notification in the official Gazette, or the Board by an order published in the official 

Gazette for reasons to be recorded in writing, exempt any person or class of persons from 

payment of the whole or part of the penalty and default surcharge payable under this 

Ordinance subject to such conditions and 

 

7.3.2 Offences and Prosecutions ` 
Prosecution for Non-Compliance with Certain Statutory Obligations: (Section 191) 
1) Any person who, without reasonable excuse, fails to — 

 a) comply with a notice under sub-section (3) of section 114 or sub-section (1) 

of section 116;] 

 b) pay advance tax as required under section 147; 

 c) comply with the obligation to collect or deduct tax and pay the tax to the 

Commissioner; 

 d) comply with a notice served under section 140 or 176;  

 e) comply with the requirements of section 141; or 

 f ) provide reasonable facilities and assistance as required under sub-section (3) 

of section 175, 

 g) fails to furnish the return of income without any reasonable excuse in 

response to a notice issued by the CIR.  

 Shall commit an offence punishable on conviction with a fine or imprisonment for 

a term not exceeding one year, or both. 

2) If a person convicted of an offence under clause (a) of sub-section (1) fails, without 

reasonable excuse, to furnish the return of income or wealth statement to which the 

offence relates within the period specified by the Court, the person shall commit a 

further offence punishable on conviction with a fine [not exceeding fifty thousand 

rupees] or imprisonment for a term not exceeding two years, or both. 

 

Prosecution for False Statement in Verification: (Section 192.) 
Any person who makes a statement in any verification in any return or other document 

furnished under this Ordinance which is false and which the person knows or believes to 

be false, or does not believe to be true, the person shall commit an offence punishable on 

conviction with a fine [upto hundred thousand rupees] or imprisonment for a term not 

exceeding three years, or both. 
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Prosecution for Concealment of Income: (Section 192A) 

1) Where, in the course of any proceedings under this Ordinance, any person has 

either in the said proceedings or in any earlier proceedings concealed income or 

furnished inaccurate particulars of such income and revenue impact of such 

concealment or furnishing of inaccurate particulars of such income is five hundred 

thousand rupees or more shall commit an offence punishable on conviction with 

imprisonment upto two years or with fine or both. 

2) For the purposes of sub-section (1), concealment of income or the furnishing of 

inaccurate particulars of income shall include 

 a) the suppression of any income or amount chargeable to tax; 

 b) the claiming of any deduction for any expenditure not actually incurred; or 

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

 

Prosecution for Failure to Maintain Records: (Section 193) 

A person who fails to maintain records as required under this Ordinance shall commit an 

offence punishable on conviction with: 

a) where the failure was deliberate, a fine [not exceeding fifty thousand rupees] or 

imprisonment for a term not exceeding two years, or both; or 

b) in any other case, a fine [not exceeding fifty thousand rupees]. 

 

Prosecution for Improper Use of National Tax Number [Certificate]: (Section 194) 

A person who knowingly or recklessly uses a false National Tax Number [Certificate] 

including the National Tax Number [Certificate] of another person on a return or other 

document prescribed or used for the purposes of this Ordinance shall commit an offence 

punishable with a fine [not exceeding fifty thousand rupees] or imprisonment for a term 

not exceeding two years, or both. 

 

Prosecution for Making False or Misleading Statements: (Section 195) 

1) A person who: 

 a) makes a statement to [an income tax authority] that is false or misleading in a 

material particular; or 

 b) omits from a statement made to [an income tax authority] any matter or thing 

without which the statement is misleading in a material particular, shall 

commit an offence punishable on conviction – 

  i) where the statement or omission was made knowingly or recklessly, 

with a fine or imprisonment for a term not exceeding two years, or 

both; or 

  ii) in any other case, with a fine. 

2) A person shall not commit an offence under sub-section (1) if the person did not 

know and could not reasonably be expected to have known that the statement to 

which the prosecution relates was false or misleading. 

3) Sub-section (3) of section 187 shall apply in determining whether a person has 

made a statement to [an income tax authority]. 
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Prosecution for Obstructing [An Income Tax Authority: (Section 196) 

A person who obstructs [an income tax authority] in discharge of functions under this 

Ordinance shall commit an offence punishable on conviction with a fine or imprisonment 

for a term not exceeding one year, or both. 

 

Prosecution for disposal of property to prevent attachment: (Section 197) 
Where the owner of any property, or a person acting on the owner’s behalf or claiming 

under the owner, sells, mortgages, charges, leases or otherwise deals with the property 

after the receipt of a notice from the Commissioner with a view to preventing the 

Commissioner from attaching it, shall commit an offence punishable on conviction with a 

fine [upto hundred thousand rupees] or imprisonment for a term not exceeding three 

years, or both. 

 

Prosecution for unauthorized disclosure of information by a public servant: (Section 

198) 

A person who discloses any particulars in contravention of section 216 shall commit an 

offence punishable on conviction with a fine [of not less than five hundred thousand 

rupees] or imprisonment for a term not exceeding [one year], or both. 

 

Prosecution for Abetment: (Section 199) 

Where a person [knowingly and wilfully] aids, abets, assists, incites or induces another 

person to commit an offence under this Ordinance, the first-mentioned person shall 

commit an offence punishable on conviction with a fine or imprisonment for a term not 

exceeding three years, or both. 

 

Offences by Companies and Associations of Persons: (Section 200) 
1) Where an offence under this Part is committed by a company, every person who, at 

the time the offence was committed, was – 

 a) the principal officer, a director, general manager, company secretary or other 

similar officer of the company; or 

 b) acting or purporting to act in that capacity,  

Shall be, notwithstanding anything contained in any other law, guilty of the offence and 

all the provisions of this Ordinance shall apply accordingly. 

2) Where an offence under this Part is committed by an association of persons, every 

person who, at the time the offence was committed, was a member of the 

association shall be, notwithstanding anything contained in any other law, guilty of 

the offence and all the provisions of this Ordinance shall apply accordingly. 

3) Sub-sections (1) and (2) shall not apply to a person where – 

 a) the offence was committed without the person’s consent or knowledge; and 

 b) the person has exercised all diligence to prevent the commission of the 

offence as ought to have been exercised having regard to the nature of the 

person’s functions and all the circumstances. 
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Institution of Prosecution Proceedings without Prejudice to Other Action:  

(Section 201) 
Notwithstanding anything contained in any law for the time being in force, a prosecution 

for an offence against this Ordinance may be instituted without prejudice to any other 

liability incurred by any person under this Ordinance. 

 

202. Power to compound offences: (Section 202) 
Notwithstanding any provisions of this Ordinance, where any person has committed any 

offence, the [Chief Commissioner] may, with the prior approval of the Board, either 

before or after the institution of proceedings, compound such offence subject to payment 

of tax due along with [default surcharge] and penalty as is determined under the 

provisions of this Ordinance.] 

 

Trial by Special Judge: (Section 203) 
1) The Federal Government may, by notification in the official Gazette, appoint as 

many Special Judges as it may consider necessary, and where it appoints more than 

one Special Judge, it shall specify in the notification the territorial limits within 

which each of them shall exercise jurisdiction.]   

 1A) A Special Judge shall be a person who is or has been a Sessions Judge and 

shall, on appointment, have the jurisdiction to try exclusively an offence 

punishable under this Part other than an offence referred to in section 198.]  

 1B) The provisions of the Code of Criminal Procedure, 1898 (Act V of 1898), 

except those of Chapter XXXVIII, thereof shall apply to the proceedings of 

the court of a Special Judge and, for the purposes of the said provisions, the 

court of Special Judge shall be deemed to be a Court of Sessions trying cases, 

and a person conducting prosecution before the court of a Special Judge shall 

be deemed to be a Public Prosecutor.] 

2) A Special Judge shall take cognisance of, and have jurisdiction to try, an offence 

triable under sub-section (1) only upon a complaint in writing made by the 

Commissioner. 

3) The Federal Government may, by order in writing, direct the transfer, at any stage 

of the trial, of any case from the court of one Special Judge to the court of another 

Special Judge for disposal, whenever it appears to the Federal Government that 

such transfer shall promote the ends of justice or tend to the general convenience of 

parties or witnesses. 

4) In respect of a case transferred to a Special Judge by virtue of sub-section (1) or 

under sub-section (3), such Judge shall not, by reason of the said transfer, be bound 

to recall and record again any witness who has given evidence in the case before 

the transfer and may act on the evidence already recorded by or produced before 

the court which tried the case before the transfer.] 

 

Appeal against the Order of a Special Judge: (Section 203A) 

An appeal against the order of a Special Judge shall lie to the respective High Court of a 

Province within thirty days of the passing of the order and it shall be heard as an appeal 
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under the Code of Criminal Procedure 1898 (Act V of 1898) by a single Judge of the 

High Court.] 

 

Power to Tender Immunity from Prosecution: (Section 204) 

1) The Federal Government may, for the purpose of obtaining the evidence of any 

person appearing to have been directly or indirectly concerned in, or privy to the 

concealment of income or to the evasion of tax, tender to such person immunity 

from prosecution for any offence under this Ordinance or under the Pakistan Penal 

Code (Act XLV of 1860), or under any other Federal Law on condition of the 

person making full and true disclosure of the whole circumstances relating to the 

concealment of income or evasion of tax. 

2) A tender of immunity made to, and accepted by, the person concerned shall render 

the person immune from prosecution for any offence in respect of which the tender 

was made and to the extent specified in the immunity. 

3) If it appears to the Federal Government that any person to whom immunity has 

been tendered under this section has not complied with the conditions on which the 

tender was made or is concealing anything or giving false evidence, the Federal 

Government may withdraw the immunity, and any such person may be tried for the 

offence in respect of which the tender of immunity was made or for any other 

offence of which the person appears to have been guilty in connection with the 

same matter. 
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The federal govt. has power to announce special scheme to encourage people to pay 

taxes and their past offences related to the income taxes will be cleared. The FBR’s 

advertisement asking non-filer of tax return to pay their tax and submit their tax 

return and their penalties and prosecution shall be waived-off. 
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SUMMARY 
 

This unit has discussed the various methods to be followed by the Income Tax 

Authorities for recovering the due amount of tax from different persons. The recovery of 

tax is made after giving a reasonable opportunity of being heard to the concerned person. 

However, the concerned person or taxpayer has right to appeal in the court for resolving 

the tax dispute with the FBR. The Appellate Tribunal Inland Revenue is a special court 

for dealing with the tax cases. Lastly, in this unit various penalties have been described as 

per the Income Tax Ordinance 2001 for dealing with various levels of violations of the 

tax laws.  
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INTRODUCTION 

 

This unit deals with the sales tax law in Pakistan which is covered under the Sales Tax 

Act 1990. The sales tax is a tax on the consumption of various products and services and 

is collected from the general public in indirect way through addition in the retail price of 

the products. The sales tax is largest source of revenue in Pakistan and administrated by 

the Federal Board of Revenue (FBR). This unit will describe the basic concepts of sales 

tax, calculation method of sales tax, recovery and refund cases and return filing under the 

Sales Tax Act 1990.  

 

OBJECTIVES 
 

After reading this unit you will be able 

1. To describe the various definitions under the sales tax act 1990 

2. To build understanding of sales tax calculation 

3. To highlight the return filing and record keeping system under the Sales Tax Act 

1990 

4. To discuss the recovery and refund mechanism under the Sales Tax Act 1990 

5. To list down various penalties under the Sales Tax Act 1990 
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8.1 SALES TAX ACT 1990 
 

8.1.1 Basic Concepts of Sales Tax 
The sales tax is a tax levied by the Federal Government under the Sales Tax Act, 1990, 

on sale and supply of goods and services and on the goods imported into Pakistan. Sales 

tax is levied on the consumption of goods and services. In a typical business, value chain 

following persons plays their role to bring a product to the general consumer. The system 

of charging sales tax in Pakistan is a generalized one where manufacturer of a product 

pays the sales tax to the FBR and recovers it from the consumers by including it in the 

retail price of the product. The law that deals with the sales tax in Pakistan is the Sales 

Tax Act 1990 imposed by the Federal Govt. Following are some of the important 

concepts of the sales tax in Pakistan in the light of the provisions of the Sales Tax Act 

1990: 

 

8.1.2 Various terms used in sales tax 
1. Manufacturer or Producer: Section 2(17) 

Manufacturer or Producer means a person who engages, whether exclusively or not, in 

the production or manufacture of goods whether or not the raw material of which the 

goods are produced or manufactured are owned by him; and shall include – – 

a) a person who by any process or operation assembles, mixes, cuts, dilutes, bottles, 

packages, repackages or prepares goods by any other manner; 

b) an assignee or trustee in bankruptcy, liquidator, executor, or curator or any 

manufacturer or producer and any person who disposes of his assets in any 

fiduciary capacity; and 

c) any person, firm or company which owns, holds, claims or uses any patent, 

proprietary, or other right to goods being manufactured, whether in his or its name, 

or on his or its behalf, as the case may be, whether or not such person, firm or 

company sells, distributes, consigns or otherwise disposes of the goods. 

 

2. Distributor: Section 2(7) 
Distributor means a person appointed by a manufacturer, importer or any other person for 

a specified area to purchase goods from him for further supply and includes a person who 

in addition to being a distributor is also engaged in supply of goods as a wholesaler or a 

retailer. 

 

3. Wholesaler: Section 2(47) 

Wholesaler  includes a dealer and means any person who carries on, whether regularly or 

otherwise, the business of buying and selling goods by wholesale or of supplying or 

distributing goods, directly or indirectly, by wholesale for cash or deferred payment or 

for commission or other valuable consideration or stores such goods belonging to others 

as an agent for the purpose of sale; and includes a person supplying taxable goods to a 

person who deducts income tax at source under the Income Tax Ordinance, 2001 
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4. Retailer: Section 2(28) 

Retailer means a person supplying goods to general public for the purpose of 

consumption    provided that any person, who combines the business of import and retail 

or manufacture or production with retail, shall notify and advertise wholesale prices and 

retail prices separately, and declare the address of retail outlets, and his total turnover per 

annum shall be taken into account for the purposes of registration under section 14. 

 

Sales tax is charged on a taxable good or service after considering its nature. To 

understand nature of sales, Sales Tax Act 1990 has provided the concept of supply, 

taxable supply, zero-rated supply, and exempt supply. 

 

8.1.3 Concept of Supplies 
1.  Supply: Section 2(33) 

Supply  means a sale or other transfer of the right to dispose of goods as owner, including 

such sale or transfer under a hire purchase agreement, and also includes – – 

a) putting to private, business or non-business use of goods produced or manufactured 

in the course of taxable activity for purposes other than those of making a taxable 

supply; 

b) auction or disposal of goods to satisfy a debt owed by a person; and  

c) possession of taxable goods held immediately before a person ceases to be a 

registered person: 

Provided that the Federal Government, may  by notification in the official Gazette, 

specify such other transactions which shall or shall not constitute supply. 

2. Taxable Supply: Section 2(41) 

Taxable supply means a supply of taxable goods made by an importer, manufacturer, 

wholesaler (including dealer), distributor or retailer other than a supply of goods which is 

exempt under section 13 and includes a supply of goods chargeable to tax at the rate of 

zero per cent under section 4. 

3.  Exempt Supply: Section 2(11)   

Exempt supply means a supply which is exempt from tax under section 13. 

4.  Zero-Rated Supply: Section 2(48)   

Zero-rated supply means a taxable supply which is charged to tax at the rate of zero per 

cent under section 4. 

 

It is different from exempt supply in the sense that in case of exemption no sales tax is 

leviable whereas zero rated goods are chargeable to sales tax but at the rate of zero 

percent. Added benefit of zero- rated supplies is that input adjustment/refund of sales tax 

paid on inputs is admissible 

 

Sales tax is charged on the retail price of a product and collected from a 

manufacturer or importer. However, the manufacturer or importer is allowed to 

include the amount of sales tax in the price of the product and recover it from the 

consumer. The process of collection of sales tax from the manufacturer or importer 

requires understanding taxable activity, manufacture, retail price, input tax and 

output tax. 
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1. Taxable Activity: Section 2(35) 
Taxable activity means any economic activity carried on by a person whether or not for 

profit, and includes: 

a)  an activity carried on in the form of a business, trade or manufacture; 

b)  an activity that involves the supply of goods, the rendering or providing of services, 

or both to another person; 

c)  a one-off adventure or concern in the nature of a trade; and 

d)  anything done or undertaken during the commencement or termination of the 

economic activity, but does not include: 

 a)  the activities of an employee providing services in that capacity to an 

employer; 

 b)  an activity carried on by an individual as a private recreational pursuit or 

hobby; and 

 c)  an activity carried on by a person other than an individual which, if carried 

on by an individual, would fall within sub-clause (b). 

 

2. Manufacture or Produce includes: Section 2(17)           

a) any process in which an article singly or in combination with other articles, 

materials, components, is either converted into another distinct article or product or 

is so changed, transformed or reshaped that it becomes capable of being put to use 

differently or distinctly and includes any process incidental or ancillary to the 

completion of a manufactured product; 

b) process of printing, publishing, lithography and engraving; and 

c) process and operations of assembling, mixing, cutting, diluting, bottling, 

packaging, repacking or preparation of goods in any other manner. 

 

3. Retail Price: Section 2(27)           

Retail price with reference to the Third Schedule, means the price fixed by the 

manufacturer inclusive of all duties, charges and taxes (other than sales tax ) at which any 

particular brand or variety of any article should be sold to the general body of consumers 

or, if more than one such price is so fixed for the same brand or variety, the highest of 

such price.  

 

Provided that the Board may through a general order specify zones or areas for the 

purpose of determination of highest retail price for any brand or variety of goods 

 

4. Output Tax, in relation to a registered person, means: Section 2(20)           

a)  tax levied under this Act on a supply of goods, made by the person; 

b)  tax levied under the Federal Excise Act, 2005 in sales tax mode as a duty of excise 

on the manufacture or production of the goods, or the rendering or providing of the 

services, by the person; 

c)        provincial sales tax levied on services rendered or provided by the person. 

 

Note: It is the sales tax charged and levied on the sale or supply of goods or services on 

which sales tax is leviable. 
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5. Input tax, in relation to a registered person, means: Section 2(14) 

a)  tax levied under this Act on supply of goods to the person 

b)  tax levied under this Act on the import of goods by the person; 

c)  in relation to goods or services acquired by the person, tax levied under the Federal 

Excise Act, 2005 in sales tax mode as a duty of excise on the manufacture or 

production of the goods, or the rendering or providing of the services; 

d)  Provincial sales tax levied on services rendered or provided to the person; and 

e)  levied under the Sales Tax Act, 1990 as adapted in the State of Azad Jammu and 

Kashmir, on the supply of goods received by the person. 

 

Note: 

Input tax is the tax paid by registered person on the taxable goods and services 

purchased or acquired by him. This includes the sales tax paid on imports. 

 

Input Tax Adjustment: 

Input tax adjustment is the deduction of input tax from output tax to arrive at the net 

amount of sales tax payable by the taxpayer. 

 

Active Taxpayer: 

It means a registered person who does not fall in any of the following categories, namely: 

a) who is blacklisted or whose registration is suspended or is blocked in terms of 

section 21;  

b)  who fails to file the return under section 26 by the due date for two consecutive tax 

periods;  

c)  who fails to file an Income Tax return under section 114 or statement under section 

115, of the Income Tax Ordinance, 2001(XLlX of 2001), by the due date; and  

d)  who fails to file two consecutive monthly or an annual withholding tax statement 

under section 165 of the Income Tax Ordinance, 20001. 

 

8.1.4 Other Useful Concepts under Sales Tax Act 1990: 
Authorized Representative: 

A person authorized by a taxpayer to represent him or appear on his behalf before the 

Appellate Tribunal or any other adjudicating authority.  

Commercial Importer: 

An importer who imports taxable goods for further supply in same state. 

Composite Invoice: 

An invoice which shows the sale of taxable as well as exempt goods.  

Due Tax: 

It is the amount of net tax payable by a registered person along with the return.  

Goods: 

Goods include every kind of movable property other than actionable claims, money, 

stocks, shares and securities.  

Invoice:  

Under section 23 of the Act a registered person making a taxable supply has to issue a 

serially numbered tax invoice at the time of supply of goods. 
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Services: 

Sales tax is also leviable on rendering of certain services such as hotels, marriage halls, 

clubs, caterers, advertisements, custom agents, ship chandlers, stevedores, courier 

services, beauty parlors, beauty clinics and slimming clinics. .  

Tax Period: 

Tax period means a period of one month or such other period as the Federal Government 

in the Official Gazette may specify.  

Taxable Goods: 

Taxable Goods means all goods other than those which have been exempted from sales 

tax under section 13 of the Sales Tax Act 1990.  

Value of Supply: 

It is the value of goods or services determined to arrive at the amount of tax due.  

Value of Imported Goods: 

Value for the purpose of sales tax on imported goods means the value determined under 

section 25 or section 25-B of the Customs Act 1969, including the amount of customs 

duties and central excise duty levied thereon. 

 

8.2 REGISTRATION (Section 14 to 21) 

 

8.2.1 Who is To Be Registered? 
1) Every person engaged in making taxable supplies in Pakistan, including zero-rated 

supplies, in the course or furtherance of any taxable activity carried on by him, 

falling in any of the following categories, if not already registered, is required to be 

registered under this Act, namely:- 

 a) a manufacturer who is not running a cottage industry; 

 b) a retailer who is liable to pay sales tax under the Act or rules made there 

under, excluding such retailer required to pay sales tax through his  

electricity  bill  under  sub-section (9)  of section 3; 

 c) an importer; 

 d) an exporter who intends to obtain sales tax refund against his zero-rated 

supplies; 

 e) a wholesaler, dealer or distributor; and 

 f) a person who is required, under any other Federal law or Provincial law, to 

be registered for the purpose of any duty or tax collected or paid as if it were 

a levy of sales tax to be collected under the Act;  

2) Persons not engaged in making of taxable supplies in Pakistan, if required to be 

registered for making imports or exports, or under any provisions of the Act, or any 

other Federal law, may apply for registration.  

3)  The registration under this Act shall be regulated in such manner as the Board may, 

by notification in the official Gazette, prescribe. 

 

8.2.2 Procedure of Registration 
1. The application may be submitted electronically on Form STR-1 as well as either 

through post or courier services to Central Registration Office (CRO). Application 

can also be sent to Local Registration Office (LRO) in the form of hard copy. The 
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LRO after proper scrutiny of documents and necessary editing of the application 

and particulars, electronically forwards the application to CRO.  

2. All the columns of the Forms have to be duly filled in as per instructions given 

with the Form.  

3. After verification, the Central Registration Office will issue a Registration 

Certificate bearing registration number and mail the same to the Registered Person, 

on a prescribed Form (STR-5). 

 

Office (CRO) normally verifies the contents from the data available with it, but has an 

authority to get an enquiry conducted through Local Registration Office, to verify 

contents of declaration by a person. The CRO may reject the application within fifteen 

days from the date, the complete application is received in CRO under intimation to the 

applicant, specifying the reasons for such rejection. 

 

8.2.3 Where A Person is To Be Registered? 
1. A corporate person (listed/ unlisted public company, private limited company) has 

to be registered under the Collectorate where the registered office of the businesss 

is located.  

2. A non-corporate person is to be registered under the collectorate, where the 

business is actually carried on.  

3. In case of non-corporate person having single manufacturing unit and the same is 

located in a different place than the business premises, in the Collectorate having 

jurisdiction over the manufacturing unit. A corporate person has the option of 

transferring his registration to the place of business. 

 

Information to Be Furnished For Registration: 

i. Complete business name  

ii. Business nature, main / activity or service;  

iii. Complete address of Head Office and all business units,godowns,outlets 

mentioning, phone, fax, e-mail, electricity, gas consumer no. etc.  

iv. All Bank account numbers, with name and address.  

v. NTN (National Tax Number)  

vi. NIC (National Identity Card Number) of the owner, partners or directors of the 

business (passport number in case of foreigner).  

vii. In case of a company, registration number and date of incorporation.  

viii. Every director / member of AOP has to fill in STR – 1 (A) Form.  

ix. Date of commencement of business and initial capital employed.  

x. The mode of maintenances of business records should also be mentioned. 

 

Change in Particulars of Registration  
In case there is a change in the name address, or other particulars as stated in the 

registration certificate, the registered person shall notify the change in the prescribed 

form STR-2 to the CRO within fourteen days of such change. The change in the business 

category shall be allowed after LRO has verified the manufacturing facility and 
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confirmed the status as industrial consumer of the electricity and gas distribution 

companies.  

 

Transfer of Registration  
In case a registered person intends to shift his business activity from the jurisdiction of 

one collectorate, to another collectorate, or as the case may be to an RTO or LTU, or he 

has any other valid reason for such transfer, he shall apply to the CRO for transfer of his 

registration, along with form STR-2. The CRO may subject to such conditions, 

limitations or restrictions as it may deem fit to impose, by an order, transfer the 

registration of a registered person from the jurisdiction of one collectorate, to another 

collectorate, or as the case may be to the LTU or RTO. The return for the tax period in 

which the registration is transferred shall be filed in the collectorate from where the 

registration is transferred.  

 

Revised Registration Certificate  
In case of multiple registrations, the registered person shall apply on Form STR-1 for 

single registration to the CRO which after ascertaining tax liabilities from concerned 

Collectorate shall issue revised registration certificate in which previous registration 

number shall be merged. 

 

Deregistration  
A registered person can be deregistered  

1. who ceases to carry on the business, or  

2. whose supplies become exempt from sales tax, or  

3. whose turnover becomes less than the threshold level can apply for cancellation of 

the registration. 

 

Active Taxpayer 
It means a registered person who does not fall in any of the following categories, 

namely:- 

a) who is blacklisted or whose registration is suspended or is blocked in terms of 

section 21;  

b)  who fails to file the return under section 26 by the due date for two consecutive tax 

periods;  

c)  who fails to file an Income Tax return under section 114 or statement under section 

115, of the Income Tax Ordinance, 2001(XLlX of 2001), by the due date; and  

d)  who fails to file two consecutive monthly or an annual withholding tax statement 

under section 165 of the Income Tax Ordinance, 20001. 

 

Active Taxpayers List 
The  FBR  shall  have  the power to maintain active taxpayers list in the manner as may 

be prescribed by rules and such rules may provide for the restrictions and limitations to 

be imposed on a person who ceases to be an active taxpayer. 
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Prize Schemes to Promote Tax Culture 
The Board may prescribe  prize  schemes  to  encourage  the  general  public  to  make 

purchases only from registered persons issuing tax invoices.”;  

 

8.2.4 Reward to Whistleblowers 
1) The Board may sanction reward to whistleblowers in cases of concealment or 

evasion of tax, tax fraud, corruption or misconduct providing credible information 

leading to such detection of tax fraud;  

2) The Board may, by notification in the official Gazette, prescribe the procedure in 

this behalf and also specify the apportionment of reward sanctioned under this 

section for whistleblowers; 

3) The claim for reward by the whistleblower shall be rejected if- 

 a) the information provided is of no value; 

 b) the Board already had the information; 

 c) the information was available in public records; or 

 d) no collection of taxes is made from the information provided from which the 

Board can pay the reward;  

4) For the purpose of this section, “whistleblower” means a person who reports 

concealment or evasion of sales tax and tax fraud leading to detection or collection 

of taxes, fraud, corruption or misconduct, to the competent authority having power 

to take action against the person or a sales tax authority committing fraud, 

corruption, misconduct, or involved in concealment or evasion of taxees. 

 

8.3 SALES TAX RECORDS & RETURNS (Section 22 to 29) 

 

8.3.1 Sales Tax Records 
A registered person must keep a record of all the goods and services supplied, purchased 

or imported in the course of business.  

 

Sales Tax Invoice 
In terms of section 23 of the Sales Tax Act, 1990 a registered person must provide a sales 

tax invoice for all taxable supplies. The tax invoice should contain the following 

information; 

i. a serial number  

ii. name, address & registration number of the supplier;  

iii. name, address & registration number of the buyer;  

iv. date of issue of invoice;  

v. description / quantity of goods;  

vi. value, exclusive of tax;  

vii. amount of sales tax; and  

viii. the rate of discount, if offered;  

ix. value inclusive of tax. 
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Composite Invoice 
If more than one type of goods or services such as zero rated, exempt and taxable is 

included in the invoice, it must show the quantity, the amount payable, the rate of sales 

tax and the amount of tax for each type.  

 

Record of Sales 
The record of sales should indicate the following details of goods supplied or services 

rendered: 

i. description;  

ii. quantity;  

iii. value;  

iv. name and address of the customer, and  

v. amount of tax charged. 

 

At the end of each month, a registered person must add up the sales tax shown in these 

records, and transfer the total to sales tax account as output tax.  

 

Record of Purchases and Imports 
The record of purchases and imports should indicate the following details of goods 

purchased or received or services hired: 

i. description;  

ii. quantity;  

iii. value;  

iv. name, address and registration number of the supplier,  

v. amount of tax paid on purchases 

 

Record of Payments/Receipts 
All payments or receipts of amount of sales tax on purchases or supplies above Rs. 

50,000 (except utility bills) should be made through bank instruments indicating specified 

bank accounts of both the persons i.e., sellers and purchasers. It is recommended that 

records/ photocopies of all bank instruments through which payments of sales tax are 

made or received must be kept along with bank statements for the purpose of compliance 

of section 73 of the Act and to avoid audit complications. 

 

Other Records 
A registered person should also keep record of  

 Zero-rated and exempt supplies,  

 Record of invoices, credit notes, debit notes, bank statements, inventory records,  

 Utility bills, salary and labor bills, rental agreements, sale purchase agreements and 

lease agreements. 

 

8.3.2 Retention of Record and Documents 
A registered person is required to maintain a record and documents for a period of six 

years after the end of the tax period to which such record and documents relate. 
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Access to Record, Documents 
1) A person who is required to maintain any record or documents under this Act or 

any other law] shall, as and when required by Commissioner produce record or 

documents which are in his possession or control or in the possession or control of 

his agent; and where such record or documents have been kept on electronic data, 

he shall allow access to [the officer of Inland Revenue authorized by the 

Commissioner] and use of any machine on which such data is kept. 

2) The officer of Inland Revenue authorized by the Commissioner, on the basis of the 

record, obtained under sub-section (1), may, once in a year, conduct audit: 

 

Electronic Invoicing Between Buyers and Sellers 
A procedure has been devised for the registered persons who opt for electronic 

transmission of sales tax invoices. Every registered person who wishes to use electronic 

invoicing system shall seek prior authorization in writing, from the concerned collector, 

before issuing electronic invoices. The registered person shall issue an electronic sale tax 

invoice for every taxable supply made by him, containing such information as required 

under section 23 of the Act.  

 

Retention Period for Records 
The registered person shall retain the record and documents for a period of five years on 

electronic media,. A sales tax invoice may be generated and transmitted electronically 

where the authenticity of the origin and integrity of the invoice data are guaranteed by 

means of either an advanced electronic signature or electronic data interchange or by any 

other means approved by the collector. The registered person shall simultaneously 

transmit a copy of all such electronically issued invoices to the Collector of Sales Tax. 

Same shall apply to the buyer who receives electronic invoices from the registered 

supplier. 

 

Debit/Credit Notes 
Debit or credit note may be issued to reduce or increase the amount of sales tax payable 

on a supply if the amount originally charged has changed because of return of goods or 

for some other valid reason. 

 

8.3.3 Sales Tax Returns: (Section 26 to 29) 
A Sales Tax return is the taxpayer’s document of declaration through which taxpayer not 

only furnishes the details of transactions during a tax period but also deposits his Sales 

Tax liability. On the return form, the taxpayer declares for a particular tax period and 

respective input tax and output tax, at prescribed rate of Sale Tax. In case input tax 

exceeds output tax, the amount of refund claimed or excess input tax is also declared in 

the return. 
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8.3.4 Categories of Sales Tax Return  
1. Monthly Return: 

 Under the standard procedure a registered person is required to file monthly return 

by the 15
th
 day of the month following the period in which the supplies were made, 

in the designated branches of National Bank of Pakistan. In case of certain 

categories as mentioned below procedure has been devised to file return on 

monthly and quarterly basis.  

2. Quarterly Return:  

 The taxpayers falling exclusively in the category of commercial importer, i.e the 

importer who imports taxable goods for business activity other than industrial use 

of such goods or manufacturing by himself, is required to file the return on 

quarterly basis.  

3. Annual Return: 

 A private or public Ltd Company is to file annual Sales Tax return, for a financial 

year by the 30
th
 September of the following financial year.  

4. Final Return: 

 If a person applies for de-registration in terms of section 21, he shall before such 

de-registration, furnish a final return to the commissioner in the specified form in 

such manner and at such time as directed by the commissioner. 

5. Special Returns:  

 A person registered under this Act shall furnish special return within such date and 

in such form indicating information such as quantity manufactured or produced, 

purchases made, goods supplied or payment of arrears made, etc, for such period as 

the Board may, by a notification in official gazette. 

 

Electronic Filing:  
Facility of Electronic filing of Sales Tax return has also been made available to the 

following categories of registered persons: 

a. the registered persons falling in the jurisdiction of the Large Taxpayers Units, 

Karachi and, Lahore.  

b. the private and public Ltd companies registered in any Collectorate of Sales Tax.  

c. other taxpayers who may like to opt for electronic filing of sales tax returns 

     

Record of Electronic Return 
The electronic sales tax return and its relevant attachments, if any, shall be kept in 

electronic record of the registered person and shall be produced to the officer- in- charge 

on demand along with the supportive documents. If the delay is beyond 15 days, a 

penalty of Rs.5000/= is payable. 

 

Penalties for Late Return Filing  
If a return is not filed within 15 days after the end of the relevant tax period, a registered 

person will be liable to a penalty besides additional tax at the rate of Rs 100/- per day. If 

the delay is beyond 15 days, a penalty of Rs. Five Thousand is payable. If full amount 

due is not paid, any outstanding balance will also attract additional tax and a penalty. If a 

registered person fails to deposit the correct amount of tax for two consecutive months 
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he/she will be deemed to have committed a tax fraud for which the penalty is Rs. 10,000 

or five percent of the amount of tax involved, whichever is higher, besides prosecution. 

 

8.4 SALES TAX REFUNDS (Section 66 & 67) 

 

If the input tax paid by a registered person on taxable purchases made during a tax period 

exceeds the output tax on account of zero rated local supplies or export made during that 

tax period, the excess amount of input tax shall be refunded to the registered person not 

later than forty five days of filing of refund claim in such manner and subject to such 

conditions as the board may, by a notification in the official Gazette specify. 

 

8.4.1 Who can claim refund?  
Refund of sales tax paid as input tax can be claimed by the following registered persons 

in the respective situations: 

1. Registered manufacturer-cum-exporters and commercial exporters who zero rate all 

or part of their supplies under section 4 of the Act;  

2. registered persons who acquire tax paid inputs for use thereof in the manufacture of 

goods chargeable to sales tax at the rate of zero percent under the Act or a 

notification issued there-under  

3. Registered persons claiming refund of the excess amount of input tax which could 

not be consumed within three months; 

4.  Registered persons who acquire tax paid inputs used in the export of goods , local 

supply of which is exempt under the Act or any notification issued there-under.  

5. Refund can also be claimed if an amount of sales tax is paid inadvertently or by 

mistake. may also be  

6. Refund may also be claimed if an amount is paid on demand of the department, but 

subsequently the demand is set aside by any competent authority, Tribunal or 

Court. 

 

8.4.2 Filing of Refund Claim 
Monthly sales tax return filed by a claimant shall be treated as a refund claim once all the 

supportive documents including the requisite data in the format or software has been 

received. No refund claim shall be entertained if the claimant fails to furnish the claim on 

the prescribed software along with the supportive documents within sixty days of the 

filing of return.  

 

8.4.3 Required Supportive Documents for Refund Claim 
The refund claimant shall submit to the Refund Division of the concerned Collectorate, 

RTO or Large Taxpayer unit , as the case may be, the refund claim in computer diskette 

in the prescribed format or software along-with the following documents, namely:- 

a. Input tax invoices or as the case may be, goods declaration for import in respect of 

which refund is being claimed;  

b. output tax invoices and summary of invoices for local zero rated goods.  
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c. goods declaration for export (quadruplicate copy) indicating Mate Receipt number 

with date or airway bill or railway receipt or postal receipt besides the examination 

report endorsed on the reverse side thereof by the customs officers; in case of 

claims by persons other than manufacturer-cum-exporter of goods zero-rated in a 

notification issued under section 4 of the Act. 

d. copy of House and Master bill of lading and airway bill or as the case may be, 

railway receipt in token or verification of the goods taken out of Pakistan; and  

e. statement of the tax paid inputs, in respect of which refund is claimed by the 

claimants other than the manufacturers of the goods zero-rated for supplies. 

 

In addition to the documents specified above, a commercial exporter shall submit bank  

credit advice issued by the concerned bank and copy of the duty drawback order, if issued 

by the customs authorities.  

 

Where the refund claim is filed under section 66 of the Act, the claimant shall submit an 

application for refund indicating his name, address, registration number, the amount of 

sales tax refund claimed and reasons for seeking such refund along-with following 

documents, namely: 

a. input tax invoices in respect of which refund is claimed;  

b. proof of payment of input tax  

c. claimed as refund; and copy of the relevant order on the basis of which refund is 

claimed. 

The refund claimed under section 66 of the Act shall be sanctioned after verifying that no 

adjustment or refund of input tax has been claimed earlier and that the goods have been 

duly accounted for in the inventory records and the invoices claimed are validated by the 

CREST (Computerised Risk – Based Evaluation of Sales Tax) System.  

 

8.4.4 Refund of Amount Overpaid 
If a registered person has over paid sales tax because of error, he/she may request a 

refund of the overpaid amount from the tax authorities within one year after the payment 

is made or after the decision or order causing the refund is announced from the end of the 

period for which a claim is made. 
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8.5 APPEAL FILING (Section 45 to 47 A) 
 

In situations which involve contravention on the part of the registered person with respect 

to assessment of tax, recovery of amount erroneously refunded, charging of default 

surcharge, imposition of penalty and any other contravention under the Sales Tax Act, the 

sales tax officers are vested with the powers and jurisdiction to adjudicate such cases 

after issuing the proper show cause notice and providing opportunity of hearing to the 

taxpayer. 

  

8.5.1 Jurisdiction and Monetary Competence: 
For the purpose of adjudication, the jurisdiction of respective adjudicating officers is 

fixed according to the amount of tax involved or amount erroneously refunded as 

following: 

 
Additional Collector                                      Unlimited 

Deputy Collector                                            Above Rs.1 million And below Rs.2.5 million 

Assistant Collector                                        Above Rs.10000 and  below Rs.1 million 

Superintendent                                              Below Rs.10000 

 

8.5.2 Requirement of Show Cause Notices for Adjudication 
When the tax is not levied, short levied or erroneously refunded by reason of some 

collusion or some deliberate act, the person liable to pay the tax or refund shall be served 

with a notice within five years of the relevant date, requiring him to show cause for 

payment of amount specified in the notice. When the recovery of tax or refund is 

necessitated due to any inadvertence, error or misconstruction, the person liable to make 

the payment shall be served with show cause notice within three years of the relevant 

date. The expression relevant date means the time when the tax was due to be paid , and 

in case where tax has been erroneously refunded, the date of its refund. 

 

8.5.3 Appeal to the Collector Appeals 
An appeal can be field with the Collector (Appeals) against the order-in-original passed 

by the Additional Collector, Deputy Collector, Assistant Collector and Superintendent.  

 

Limitation of Time: 

An appeal before the collector (Appeals), has to be filed within thirty days of the receipt 

of decision or order passed by the Additional Collector, Deputy Collector, Assistant 

Collector or Superintendent.  

 

Condonation of Delay: 

An appeal preferred after the expiry of thirty days may be admitted by the Collector 

(Appeals) if he is satisfied that the appellant has sufficient cause for not preferring the 

appeal within the specified period.  
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Format of Appeal:  

No specific format for appeal has been prescribed under the law.It is however advisable 

that Memo of appeal should be accompanied by supporting documents such as show 

cause notice issued to the appellant by the adjudicating officer at the original stage, order-

in-original passed by the adjudicating authority and the documentary evidential material 

in support of the appellant.  

 

Requirement of Partial Payment of Principal Amount: 

Any person desirous of, preferring an appeal against any decision or order relating to any 

tax demand or any penalty imposed under the Sales Tax Act, shall, before preferring the 

appeal deposit 15% of the principal amount of tax under such decision or order.  

 

Grant of Stay by the Collector: 

Once the appellant has deposited 15% of the principal amount of tax, recovery of 

remaining amount of tax due shall be stayed for a period not exceeding six months 

following the day on which the 15% amount of principal tax was deposited, unless the 

case is finally decided earlier.  

 

Waiver of Prior Deposit of Tax: 

In any case, where Collector (Appeals) is satisfied that the deposit of tax as aforesaid, is 

likely to cause undue hardship to the appellant, he may dispense with such deposit, 

subject to such conditions or restrictions, he may deem fit to impose.  

 

How the Appeal is Settled: 

The Collector of Sales Tax (Appeals) may, after giving both parties to the appeal an 

opportunity of being heard, pass such order as be thinks fit, confirming, varying, altering, 

setting aside or annulling the decision or order appealed against. 

 

8.5.4 Appeal to the Appellate Tribunal 
An appeal can be filed against the order of the Collector (Appeals) before the Appellate 

Tribunal.  

 

Limitation and Computation of Time:  

The limitation for preferring an appeal against any order or decision of an officer of Sales 

Tax under the Act is 60 days from the date of receipt of such order or decision. The day 

on which the order is passed and the period upto issue and receipt of the order is to be 

excluded in computing the period of limitation of 60 days.  

 

Condonation of Delay: 

The Appellate Tribunal has been empowered to condone the delay in filing the appeal, if 

it is satisfied that the appellant had sufficient cause for not filing the appeal within time.  
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Payment of Appeal Fee: 

For filing appeal a fee of Rs. 1000 has to be deposited in the government Treasury (or in 

any designated branch of the National Bank of Pakistan) under the head “B02341-Sales 

Tax”.  

 

Reference to the High Court 

The person aggrieved by the order of Appellate Tribunal may prefer an application to the 

High Court.  

 

Limitation of Time: 

The reference has to be filed within ninety days of the communication of the order of the 

Appellate Tribunal.  

 

Issues on which Reference can be Filed: 

Reference to the High Court can be filed if a question of law arises out of the Appellate 

Tribunal’s order, against which application is being preferred.  

 

Grant of Stay by the High Court 
Notwithstanding that a reference has been made to the High Court, the tax shall be 

payable in accordance with the order of the Appellate Tribunal. However, where a 

recovery of tax has been stayed by the High Court by an order, such order shall cease to 

have effect on the expiration of a period of six months following the day on which it is 

made unless the reference is decided, or such order is withdrawn, by the High Court, 

earlier.  

 

Number of Copies of application: 

The application must be made in triplicate.  

Application Fee:-  

The application must be accompanied with a payment challan showing deposit of Rs. 100 

in the treasury, or National Bank of Pakistan or State Bank of Pakistan.  

 

Leave to Appeal to the Supreme Court: 

Against the order of the High Court a leave to appeal can be sought from the Supreme 

Court of Pakistan.  

 

Alternative Dispute Resolution: (Section 47A) 
1. With a purpose to reduce the volume of long pending disputes between the 

department and the taxpayers the government has devised an alternative 

arrangement whereby disputes may be settled between the parties out of court. This 

arrangement has been provided for in section 47- A of the Sales Tax Act, 1990, 

whereby taxpayers can apply to the Board for constitution of Alternative Dispute 

Resolution Committee.  

2. Only those cases can be requested for alternative dispute resolution which are 

pending at some appellate forum. The committee comprises one chairman and two 
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members. The chairman and one member of the committee are from the private 

sector whereas the second member is to be a Collector or an Additional Collector. 

3. The applicant taxpayer is to submit the application to the Board in four copies, i.e, 

one copy for each of the official on the panel of the committee and the remaining 

for the record. The application should contain facts and arguments on the case and 

supporting references such as copies of show cause notice, order- in –original, 

order- in- appeal and citations and authorities to be quoted, if any. 

4. The Board, after scrutinizing the application , constitutes the committee. The 

committee after affording the hearing opportunity to both the parties concludes its 

report of recommendations and forwards the same to the Board. The Board may on 

the recommendation of the committee, pass such order as it deems appropriate.  

5. In case the matter is already sub-judice before any authority, or tribunal or court, an 

agreement made between the registered person and the Board in the light of 

recommendations of the committee shall be submitted before that authority, 

tribunal or the court for consideration and orders as deemed appropriate. 

 

Taxpayer’s Authorized Representatives: 

A taxpayer can authorize the following persons to represent the taxpayer before the 

adjudicating authority and the Appellate Tribunal: 

i. A full time employer of the taxpayer, holding at least a bachelor degree.  

ii. A practicing lawyer  

iii. A person holding a bachelor or Masters degree in Commerce.  

iv. A retired officer of Sales Tax, Customs or Federal Excise department who has put 

in at least 10 years of satisfactory service not lower than post of an Assistant 

collector.  

v. An accountant. 

 

Who cannot be Authorized? 

i. A person who has been convicted of criminal proceedings.  

ii. A person compulsorily dismissed or retired from service.  

iii. A person who is undischarged insolvent. 

 

On receipt of complaint for misconduct against an authorized representative, the 

adjudicating authority, Appellate Tribunal or the Board may disqualify him from 

representing the taxpayer. 

 

How to Appoint an Authorized Representative:-  
In order to appoint his authorized representative, a taxpayer shall issue a letter of 

authorization, duly signed by the proprietor, partner or director of the company or, 

business concern, which shall be submitted by the authorized representative before the 

adjudicating authority or Appellate Tribunal.  
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8.6 RECOVERY OF SALES TAX (Section 48) 
 

8.6.1 Initiation of Recovery 
Once an amount of government dues is adjudged against the taxpayer, on expiry of thirty 

days from the date of such judgment, the referring authority i.e, an officer not below the 

rank of an Assistant Collector, desiring to recover government dues may deduct the 

amount from any money owing to the person from whom such amount is recoverable and 

which may be at the disposal or in the control of such officer. In case the government 

dues are not fully recovered by way of aforesaid manner, the referring authority may: 

a. serve a notice to the Sales Tax, Customs, Federal Excise and Income Tax officers 

to deduct the Government dues from any money owing to the defaulter which may 

be under their control; and a copy of such notice shall be endorsed to the defaulter;  

b. require by notice in writing, any person or organization who holds, or may 

subsequently hold, any money for or on account of the defaulter, to pay to such 

officer the amount specified in the notice 

c. require, by notice in writing, the customs officers to stop the clearance of any 

goods imported by the defaulter; and  

d. attach the bank accounts of the defaulter. 

 

Either before or after the initiation of recovery proceedings, the Collector may, if so 

requested by the person concerned, recover the dues in such installments as he may deem 

proper. In case a registered person pays the amount of tax less than the due tax as 

indicated in his return, the referring authority may directly proceed to recover the short-

paid amount by attachment of the bank accounts of the defaulter or through stoppage of 

clearances from the business premises, , after serving a notice for payment of the short-

paid amount in three days. 

 

8.6.2 Stoppage of clearances and sealing of business premises: 
a. In case the government dues are not recovered in the aforesaid manner, the 

referring authority shall serve upon the defaulter a notice, informing him that 

removal of any goods from his business premises shall be stopped with effect from 

the date specified in the notice till such time the dues are paid or recovered in full:  

 Provided that if the government dues still remain unpaid, the referring authority 

shall seal the business premises of the defaulter till such time the dues are paid or 

recovered in full.  

b. If the referring authority is satisfied that the defaulter is likely to conceal, remove 

or dispose of the whole or any part of such of his movable or immovable property, 

as shall be liable to attachment in the process of recovery, and that the realization 

of government dues in consequence be delayed or obstructed, he may at any time 

after the issuance of the notice direct, for reasons to be recorded in writing, 

execution of the notice by ignoring the specified time limit.  

c. The referring authority may, if he deems fit, publish such recovery notice, in one or 

more newspapers circulated in the district of normal residence of the defaulter. 
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Demand Note 
In the event of failure of aforesaid recovery measures taken by the referring authority ,the 

referring authority, shall issue a demand note, to the Recovery Officer, specifying therein 

the details of Government dues meant for recovery and shall also certify that the 

formalities under clauses (a), (b), (c), (ca), (d) and (f) of sub-section (1) of section 48 of 

the Act have been completed and there exists no bar or stay order against the proposed 

recovery.  

 

Attachment and Sale of Property 
The Recovery Officer, on receipt of the demand note, shall serve upon the defaulter a 

notice and his movable and immovable property shall stand attached and subsequently 

shall be sold if the recovery is not otherwise effected.  

 

8.6.3 Sales Tax Audit 
All registered/enrolled taxpayers are liable to audit by authorized sales tax auditors at 

least once in a year.  The Board may appoint as many special audit panels as may be 

necessary, comprising two or more members from the following: 

a) an officer or officers of Inland Revenue; 

b) a firm  of  chartered  accountants  as  defined  under  the Chartered Accountants 

Ordinance, 1961 (X of 1961);  

c) a firm of cost and management accountants as defined under the Cost and 

Management Accountants Act, 1966 (XIV of 1966); or  

d) any other person as directed by the Board, to conduct audit of a registered person or 

persons, including audit of refund claims and forensic audit and the scope of such 

audit shall be determined by the Board or the Commissioner Inland Revenue on a 

case-to-case basis. In addition, the Board may, where it considers appropriate, also 

get such audit conducted jointly with similar  audits  being  conducted  by  

provincial administrations of sales tax on services. 

 

Advanced Audit Notice  
The local Sales Tax Office informs the registered person about a proposed visit of the 

auditor in advance. The advance notice includes:  

 details of the record required to be audited;  

 the period to be covered;  

 starting date for the audit; and  

 name of the auditors.  

 

Sometimes however, audit may be conducted without advance notice. In such an event, 

the auditors will identify themselves, and show their authority for the visit. If there are 

any doubts about the veracity of the audit or the auditors, a registered person may contact 

the Collector of the local Sales Tax Office to confirm the information given by the 

auditors.  

A registered person is required to cooperate with the auditors and give all business 

records to them. This includes:  

i. sale and purchase invoices 
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ii. sale and purchase ledgers or records  

iii. credit notes and debit notes  

iv. record of daily aggregate sales (if applicable), etc.  

v. inventory records  

vi. Import documents  

vii. Bank statements 

 

Audit Observation 
On completion of audit, the auditors will give a copy of an audit observation pointing out 

any contraventions of the Act or Rules. The registered person has the right to present his 

point of view on these observations within fifteen days of the receipt of such 

observations.  

 

Audit Report 
In case the reply from the registered person is not received within 15 days or the 

Assistant Collector Audit is not satisfied with the reply, he/she issues an audit report 

specifying the violations of the Act or rules committed by the registered person along 

with the amount of tax or charge payable by the registered person.  

 

Concessions  
If a registered person deposits the amount of tax short paid or evaded along with 

additional tax before he/she receives a notice for audit, penalty shall not be payable. 

However, if the same is done any time during the audit or before issuance of audit report, 

he/she would have to pay 25 percent of the penalty payable under section 33 of the Act. 

In case it is done after the show cause notice is issued, he/she would have to pay the full 

amount of penalty under section 33 of the Act. 

 

8.7 OFFENCES AND PENALTIES (Section 33 to 40) 

 

8.7.1 Categories of offences and penalties 
Offences and Penalties: 

Whoever commits any offence described in column (1) of the Table below shall, in 

addition to and not in derogation of any punishment to which he may be liable under any 

other law, be liable to the penalty mentioned against that offence in column (2) thereof- 

 
Offences Penalties Section of the 

Act to which 
offence has 
reference 

(1) (2) (3) 

1. Where any person fails to 
furnish a return within the 
due date. 

Such person shall pay a penalty of five thousand rupees: 
Provided that in case a person files a return within fifteen 
days of the due date, he shall pay a penalty of one hundred 
rupees for each day of default. 

26 

2.  Any person who fails to 
issue an invoice when 

Such person shall pay a penalty of five thousand rupees or 
three per cent of the amount of the tax involved, whichever is 

23 
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required under this Act. higher. 

3. Any person who un-
authorizedly issues an 
invoice in which an 
amount of tax is specified. 

Such person shall pay a penalty of ten thousand rupees or 
five per cent of the amount of the tax involved, whichever is 
higher. 
 

3 , 7 and 23 

4.  Any person who fails to 
notify the changes of 
material nature in the 
particulars of registration 
of taxable activity. 

Such person shall pay a penalty of five thousand rupees. 14 

5.  Any person who fails to 
deposit the amount of tax 
due or any part thereof in 
the time or manner laid 
down under this Act or 
rules or orders made there 
under. 

Such person shall pay a penalty of ten thousand rupees or 
five per cent of the amount of the tax involved, whichever is 
higher: 
Provided that, if the amount of tax or any part thereof is paid 
within fifteen days from the due date, the defaulter shall pay 
a penalty of five hundred rupees for each day of default: 
Provided further that no penalty shall be imposed when any 
miscalculation is made for the first time during a year: 
Provided further that if the amount of tax due is not paid even 
after the expiry of a period of sixty days of issuance of the 
notice for such payments by an officer of Inland Revenue, not 
below the rank of Assistant Commissioner Inland Revenue], 
the defaulter shall, further be liable, upon conviction by a 
Special Judge, to imprisonment for a term which may extend 
to three years, or with fine which may extend to amount 
equal to the amount of tax involved, or with both. 

3, 6, 7 and 48  

6.  Any person who repeats 
erroneous calculation in 
the return during a year 
whereby amount of tax 
less than the actual tax 
due is paid. 

Such person shall pay a penalty of five thousand rupees or 
three per cent of the amount of the tax involved, whichever is 
higher. 
 

7 and 26 

7.  Any person who is 
required to apply for 
registration under this Act 
fails to make an 
application for registration 
before making taxable 
supplies. 

Such person shall pay a penalty of ten thousand rupees or 
five per cent of the amount of tax involved, whichever is 
higher: 
Provided that such person who is required to get himself 
registered under this Act, fails to get registered within sixty 
days of the commencement of taxable activity, he shall, 
further be liable, upon conviction by a Special Judge, to 
imprisonment for a term which may extend to three years, or 
with fine which may extend to an amount equal to the amount 
of tax involved, or with both. 
 

14 

8.  Any person who fails to 
maintain records required 
under this Act or the rules 
made there under. 

Such person shall pay a penalty of ten thousand rupees or 
five per cent of the amount of tax involved, whichever is 
higher. 

22 and 24 

9.  Where a registered person 
who, without any 
reasonable cause, in non 
compliance with the 
provisions of section 25, – 
– 

(a)  fails to produce the record 
on receipt of first notice; 

such person shall pay a penalty of five thousand rupees; 
 
such person shall pay a penalty of ten thousand rupees; and 
 
such person shall pay a penalty of fifty thousand rupees. 
 

25 
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(b)  fails to produce the record 

on receipt of second 
notice; and 

(c)  fails to produce the record 
on receipt of third notice.  

10.  Any person who fails to 
furnish the information 
required by the Board 
through a notification 
issued under sub-section 
(5) of section 26. 

Such person shall pay a penalty of ten thousand rupees. 
 

26 

11.  Any person who, – – 
(a)  submits a false or forged 

document to any officer of 
[ Inland revenue]; or 

(b)  destroys, alters, mutilates 
or falsifies the records 
including a sales tax 
invoice; or 

(c)  Knowingly or fraudulently 
makes false statement, 
false declaration, false 
representation, false 
personification, gives any 
false information or issues 
or uses a document which 
is forged or false. 

Such person shall pay a penalty of twenty five thousand 
rupees or one hundred per cent of the amount of tax 
involved, whichever is higher. He shall, further be liable, upon 
conviction by a Special Judge, to imprisonment for a term 
which may extend to three years, or with fine which may 
extend to an amount equal to the amount of tax involved, or 
with both. 
 
 
 

2(37) and 
General 

12.  Any person who denies or 
obstructs the access of an 
authorized officer to the 
business premises, 
registered office or to any 
other place where records 
are kept, or otherwise 
refuses access to the 
stocks, accounts or 
records or fails to present 
the same when required 
under section 25, 38 [38A 
or 40B]. 

Such person shall pay a penalty of twenty five thousand 
rupees or one hundred per cent of the amount of tax 
involved, whichever is higher. He shall, further be liable, upon 
conviction by a Special Judge, to imprisonment for a term 
which may extend to five years, or with fine which may 
extend to an amount equal to the loss of tax involved, or with 
both. 

25, 38 , [38A and 
40B] 
 
 

13.  Any person who commits, 
causes to commit or 
attempts to commit the tax 
fraud, or abets or connives 
in commissioning of tax 
fraud. 

 

Such person shall pay a penalty of twenty five thousand 
rupees or one hundred per cent of the amount of tax 
involved, whichever is higher. He shall, further be liable, upon 
conviction by a Special Judge, to imprisonment for a term 
which may extend to five years, or with fine which may 
extend to an amount equal to the loss of tax involved, or with 
both. 

2(37) 

14.  Where any person violates 
any embargo placed on 
removal of goods in 
connection with recovery 
of tax.  

 
 

Such person shall pay a penalty of twenty five thousand 
rupees or ten per cent of the amount of the tax involved, 
whichever is higher. He shall, further be liable, upon 
conviction by a Special Judge, to imprisonment for a term 
which may extend to one year, or with fine which may extend 
to amount equal to the amount of tax involved, or with both. 

48 
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15.  Any person who obstructs 
the authorized officer in 
the performance of his 
official duties. 

Such person shall pay a penalty of twenty five thousand 
rupees or one hundred per cent of the amount of tax 
involved, whichever is higher. 

31 and General 

16.  Any person who fails to 
make payment in the 
manner prescribed under 
section 73 of this Act.  

Such person shall pay a penalty of five thousand rupees or 
three per cent of the amount of tax involved, whichever is 
higher. 

73 

17.  Any person who fails to 
fulfil any of the conditions, 
limitations or restrictions 
prescribed in a Notification 
issued under any of the 
provisions of this Act. 

Such person shall pay a penalty of five thousand rupees or 
three per cent of the amount of tax involved, whichever is 
higher. 
 

71 and General 

18.  Where any officer of 
[Inland Revenue] 
authorized to act under 
this Act, acts or omits or 
attempts to act or omit in a 
manner causing loss to the 
sales tax revenue or 
otherwise abets or 
connives in any such act. 

Such officer of [Inland Revenue] shall be liable, upon 
conviction by a Special Judge, to imprisonment for a term 
which may extend to three years, or with fine which may 
extend to amount equal to the amount of tax involved, or with 
both. 

General 

19. Any person who 
contravenes any of the 
provision of this Act for 
which no penalty has, 
specifically, been provided 
in this section. 

Such person shall pay a penalty of five thousand rupees or 
three per cent of the amount of tax involved, whichever is 
higher. ] 

General.] 

 [ 20. *** ]    

 [21]. Where any person repeats 
an offence for which a 
penalty is provided under 
this Act  

Such person shall pay twice the amount of penalty provided 
under the Act for the said offence  

General. 

22. Any person who,- 
(a)  knowingly and without 

lawful authority gains 
access to or attempts to 
gain access to the 
computerized system; or 

(b) unauthorizedly uses or 
discloses or publishes or 
otherwise disseminates 
information obtained from 
the computerized system; 
or 

(c) falsifies any record or 
information stored in the 
computerized system; or 

(d) knowingly or dishonestly 
damages or impairs the 
computerized system; or 

(e) knowingly or dishonestly 
damages or impairs any 
duplicate tape or disc or 

Such person shall pay a penalty of twenty-five thousand 
rupees or one hundred per cent of the amount of tax 
involved, whichever is higher. He shall, further be liable, upon 
conviction by the Special Judge, to imprisonment for a term 
which may extend to one year, or with fine which may extend 
to an amount equal to the loss of tax involved, or with both. 

50A] 
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other medium on which 
any information obtained 
from the computerized 
system is kept or stored; 
or 

(f)  unauthorizedly uses 
unique user identifier of 
any other registered user 
to authenticate a 
transmission of information 
to the computerized 
system; or 

(g)  fails to comply with or 
contravenes any of the 
conditions prescribed for 
security of unique user 
identifier. 

 

8.8 CALCULATION OF SALES TAX  
        

8.8.1 Steps Involved in Calculation of Sales Tax  
The sales tax is calculated in a different method as compared to the income tax. The 

exercise of calculation of sales tax involves many steps. The first step is the recording of 

transaction in the accounting records. After this, the sales tax is calculated by considering 

the three factors in a transaction. These three factors are: value of supply, sales tax rate 

and time of supply.  

 

FIRST STEP 
1. Value of Supply 

 For sales tax purposes, ‘value’ means the value on which amount of sales tax is 

calculated. In case of local supply, the value is the amount paid for the goods or 

services including all the federal and provincial taxes but excluding the amount of 

sales tax. Normal trade discounts are allowed under sales tax law. For imported 

goods the value means the value determined under the Customs Act, 1969 

including the amount of customs duty and federal excise duty. The value of supply 

of goods as listed in the Third Schedule of the Sales tax Act 1990 is based on the 

retail price printed on the product. The goods include fruit and vegetable juices, ice 

cream, aerated water and beverages and cigarettes.  

2.  Sales Tax Rates 

 The general rate of sales tax (GST) is 17% and some other rates have also been 

provided in the schedules of the Sales Tax Act 1990 for calculation of sales tax. On 

the sales to goods to the unregistered person, the sales tax rate is 19%.   

3.  Time of Supply 

 Sales tax is chargeable at the time of supply of goods or services. The time of 

supply means the time of delivery of goods by the supplier.  
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SECOND STEP 
The second step is to make adjustment by categorizing the sales tax on sales and 

purchases. This second step involves the input tax and output tax which are explained 

below: 

1. Input Tax and Output Tax: 

 An important feature of the sales tax is the adjustment of input tax paid on 

purchases and imports, meaning thereby that a registered person has to pay sales 

tax only on his value addition.  

2.   Output Tax  

 It is the total amount of sales tax charged at current rate of sales tax on taxable 

sales made during the month i.e. total sales excluding exempt and zero-rated 

supplies.  

3.  Input Tax:  

 It is the amount paid by the registered person on business purchases and imports. 

He/she can claim a deduction for the sales tax paid as input tax if used in the 

manufacture of taxable supplies.  

4.  Tax Due:  

 For a particular tax period it will be the output tax minus input tax during that tax 

period.  

 

An Example  
For example if a registered person has bought goods that cost Rs 100 and he/she is 

charged Rs 15 as sales tax (input tax) at the rate of 15% his total purchase price becomes 

Rs 115. If he/she sells the goods for Rs 200 and charges Rs 30 @ 15%(as output tax) his 

total sale price becomes Rs 230.  

Output tax (15% of 200)  = Rs. 30  

Less: Input tax (15% of 100) = Rs. 15  

Tax due (Rs. 30 minus Rs. 15) = Rs. 15  

 

Adjustable Input Tax  
In a particular tax period, a registered person can adjust input tax paid on goods and 

services purchased from local market, imported from abroad and goods purchased in 

auction during that tax period. He/she can also claim input tax paid in the immediate 

twelve preceding tax periods by mentioning the reasons for not claiming it earlier on the 

sales tax return.  

 

Extent of Adjustment of Input Tax 
In relation to tax period, a registered person shall not be allowed to adjust input tax in 

excess of ninety percent of the output tax for that tax period. The adjustment or refund of 

remaining input tax shall be made on yearly basis in the second month following the end 

of the financial year of the registered person.  

 

Input Tax Adjustment on Fixed Assets 
The tax charged on acquisition of fixed assets shall be adjustable against the output tax in 

twelve equal monthly installments after the start of production of a new unit.  
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Non-Adjustable Input Tax  
Input tax cannot be adjusted on purchases of goods and services that are not used in 

making of taxable supplies. Input tax is also not adjustable on the following goods, if 

acquired other than as stock-in-trade:  

 Vehicles falling in chapter 87 of the First Schedule to the Customs Act, 1969.  

 Food, beverage, garments, fabrics etc and consumption on entertainment:  

 Gifts  

 

A tax credit cannot be claimed unless the registered person holds a valid tax invoice or 

bill of entry or treasury challan Form in case of goods purchased in auction. Input tax 

credit cannot be claimed also if payment of the amount of sales tax is not made or 

received through banking channel as prescribed in section 73 of the Act.  
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SUMMARY 
 

This unit has discussed the various concepts under the Sales Tax Act 1990 and presented 

a brief overview of the requirements for a business firm to comply with the law. The 

registration of the business entities with FBR and the record keeping requirements are 

highlighted. After that, the concepts of return filing and recovery of sales tax have been 

described as the Sales Tax Act 1990. Lastly, the appeal filing mechanism and various 

penalties have been described for violation of the provisions of the Sales tax Act 1990. 

The practical questions on the calculation sales tax are presented in the next unit.  
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INTRODUCTION 

 

This unit will explain the calculation of income tax of salaried individual and non salaried 

individual. Practical questions on association of persons will be explained. Practical 

questions on Taxation of companies will be explained to clarify the methods for taxation 

of companies. Practical calculation of sales tax will also be elaborated. 

 

OBJECTIVES 
 

After reading this unit you will be able 

1. To calculate income tax liability 

2. To calculate taxation of salaried and non-salaried individuals 

3. To calculate sales tax 

4. To know the taxation of companies and AOP 
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9.1 PRACTICAL QUESTIONS ON INCOME TAX 

 

9.1.1 Taxation of Salaried Individuals 
 

Q.1 Mr. Jamshaid has reported following income for the tax year 2017. 

 1) Basic salary   Rs.45000 P.M 

 2) Project Allowance                  Rs.6000 P.M 

 3) Utilities Allowance                 Rs.5000 P.M 

 4)  Conveyance Facility has been provided to him for personal use. Cost of the 

vehicle  

        Is Rs.1000000 

 5) Bonus shares received free of cost worth Rs.30000  

6)  Rent received from property 20000 P.M 

7)  Expenses on property claimed;  

       Insurance of building 25000 

       Repair allowance of Rs.50000 

8)  Income from fish farming Rs.100000 

9)  Sale of shares of private company after 2 years of purchase for 150000. Cost was 

Rs.80000 

10)  Dividend received of Rs.10000 

11)  Adjustable withholding tax paid during the year Rs.12000 

12)  He paid life insurance premium of Rs.15000 

        Calculate his taxable income and tax payable. 

 

Solution: 

Mr. Jamshaid 
NTN……. 

Status: Resident 
Tax Year: 2017 

Calculation of Tax 
 

Sr. No Particulars Rs. Rs. 

 Salary: u/s 12: 
 Basic salary                       Rs.45000 P.M 
  Project Allowance           Rs.6000 P.M 
Utilities Allowance   Rs.5000P.M 
Conveyance facility for personal use: 
Cost of vehicle ×10% 
Bonus shares received (N-1) 
Taxable salary income (A) 
Income from property u/s 15 
Rent received                   20000 P.M 
Income from property (B) 
Income from business u/s 18 
Income from fish forming    Rs.100000 
Taxable business income (C) 
Capital Gain u/s 37 
Sale of shares of pvt. company       =150000 

 
45000×12 
6000×12 
5000×12 
10,00,000×10% 
 
 
 
240000 
 
 
 
 
 
 
 

 
540,000 
72000 
60000 
 
100,000 
30000 
802000 
 
 
240000 
 
100000 
100000 
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Less: cost of shares                          = 80000 
           Capital gain                           = 70000 
Taxable income gain                       70000×3/4     
(only ¾ of capital gain is taxable as shares are after 2 years of 
purchase) 
Total capital gain (D) 
Total taxable income (A)+(C)+(D) 
Gross tax =Rs.17500+10%×(954500-750000) 
                 =Rs.17500+10% of 204500 
                 =Rs.17500+20450 
Note:1 
Dividend received is taxed separately and treated as final tax  
10000×12.5% = 1250 
Note:2 
Bonus shares received are additional benefit therefore the full 
amount is added in taxable income. 
Less: Tax credit for life insurance premium 
 =gross tax/taxable income× amount entitled for average 
=37950/954500×15000 
Net tax payable 
Less: adjustable withholding tax  
Tax payable with returns 
Note:3 
Income from property is taxed separately  and treated as final 
tax  
Income from property     Rs.240000 
5%×(240000-200000) 
5%×40000 
2000 

 
52500 

 
 
 
 
 
52500 
954500 
 
37950 
 
 
 
 
 
 
 
 
 
596 
38546 
12000 
26546 
 

 

Q.2 Mr. Naseem has reported following income for the tax year 2017 

1. Basic salary   Rs.20000 P.M 

2. Cost of living allowance Rs.3000 P.M 

3. House rent allowance Rs.4000 P.M 

4. conveyance allowance Rs.3000 P.M 

5. loan from employer of Rs.700000 at 3% interest rate 

6. Amount received for children education from employer 30000. 

7. Rent received from property 15000  

8. Expenses on property claimed; repair of building 25000 rent collection 

charges of Rs.50000 

9. Profit from departmental store Rs.100000 

10. Sale of shares of private company within 1 year of purchase for 90000. Cost 

was Rs.20000 

11. Royalty received of Rs.10000 

12. Adjustable withholding tax paid during the year Rs.6000 

13. He donated to a hospital a sum of Rs.15000 

 Calculate his taxable income and tax payable 
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Solution 

Mr. Naseem 
NTN: 

Status: Resident 
Tax Year: 2017 

Calculation of tax 
Sr. No Particulars Rs. Rs. 

 Salary: u/s 12 
Basic Salary  Rs.20000 P.M 
Cost of living allowance Rs.3000 P.M 
House rent allowance Rs.4000 P.M 
Conveyance allowance Rs.3000 P.M 
Loan from employer Rs.700000 at 3% 
(Amount of loan× Benchmark rate-Interest rate) 
=700000×(10%-3%)=700000×7% 
Amount received for children education 
Taxable salary(A) 
Income From property u/s 15 
Rent received = 150000 P.M 
Taxable income from property (B) 
Income from Business: u/s 18 
Profit from departmental store  
Taxable business income (C) 
Capital gains: u/s 37 
Sales of shares of Pvt. company within 1 year = 90000 
Less: cost of share= 20000 
Capital gain 70000 
Taxable capital gain (D) 
Income from other sources: u/s 39 
Royalty received  
Taxable income from other sources(E) 
Total taxable income 
Gross Tax5%×(750000-619000) 
5% of 131000 
Less tax credit for duration to hospital 
=(Gross tax/Taxable income)×amount entitled for average 
=(6550/619000)×15000 
Net Tax payable 
Less adjustable withholding tax paid  
Tax payable with return 

 
20000×12 
3000×12 
4000×12 
3000×12 
 
 
49000 
 
 
 
15000×12 
 
 
 
 
 

 
240000 
36000 
48000 
36000 
 
 
49000 
30000 
439000 
 
180000 
180000 
 
100000 
100000 
 
 
 
 
70000 
 
 
10000 
10000 
619000 
 
6550 
 
159 
6391 
(6000) 
391 

 

Note 1:  

Amount Entitled for Average relief: 

30% of Taxable income = 30% × 763200 = 228960 

Lower of   (OR            OR                     OR 

             Rs.15000    = 15000            =15000 
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Note 2: 

Property income is separately taxable: 

 

Property income =180000 

180000 ×0% 

We treated to property income as a separate block of income beside that it is less than 

200000 so taxes is Nil for that 

 

Q.3 Mr. Salman, a Government servant, has reported following income for the tax 

year 2017 

1. Basic salary   20000-2000-50000 

2. Computer allowance Rs.3000 P.M 

3. Medical allowance Rs.4000 P.M 

4. Entertainment allowance Rs.3000 P.M 

5. Accommodation facility is provided to Mr. salman 

6. Salary of domestic servants paid by employer Rs.45000 

7. rent received from property 15000P.M 

8. Expenses on property claimed;  

 Interest on loan for property is Rs.35000 

 Local property tax Rs.30000 

9. Profit from departmental store Rs.100000 

10. Sale of immoveable property within 1 year of purchase for 4500000. Cost 

was Rs.3500000 

11. Ground rent received of Rs.13000 

12. Adjustable withholding tax paid during the year Rs.16000 

13. He contributed to pension fund a sum of Rs.15000 

  Calculate his taxable income and tax payable 

 

Solution: 

Mr. Salman 
NTN: 

Status: Resident 
Tax Year: 2017 

Calculation of tax 
 

Sr. No Particulars Rs. Rs. 

  
Salary: u/s 12 
Basic Salary  Rs.20000 P.M 
Computer allowance Rs.3000 P.M 
Medical  allowance Rs.4000 P.M= 4000×12 
Less: exempt up to 10 % of basic salary=240000×10%  
Entertainment allowance Rs.3000 P.M 
Accommodation facility 
(45% of basic salary=45% × 240000) 
Salary of domestic servants received  

 
 
20000×12 
3000×12 
48000 
 
24000 
3000×12 
108000 
 

 
 
240000 
36000 
 
 
24000 
36000 
108000 
45000 



200 

Taxable salary(A) 
Income From property: u/s 15 
Rent received = 25000 P.M 
Taxable income from property (B) 
Income from Business: u/s 18 
Taxable business income (C) 
Capital gains: u/s 37 
Taxable capital gain (D) 
Income from other sources: u/s 39 
Ground rent received(E) 
Total taxable income 
Gross tax=5%×(478000-400000) 
=5%× 78000 
Less tax credit for contribution to pension fund 
=(Gross tax/Taxable income)×amount entitled for average 
=(3900/478000)×15000 
Net Tax payable 
Less adjustable withholding tax paid  
Tax payable with return (refund) 

 
 
25000×12 
 
 
 
 
 
 
 
 
 

465000 
 
300000 
300000 
 
0 
 
0 
 
13000 
478000 
 
3900 
 
 
(122) 
3778 
(16000) 
(12222) 

 

Note 1:  

Amount Entitled for Average relief: 

    Lower of  (1)           Rs.15000          = 15000                =15000        

                                         OR                     OR                     OR 

                    (2)            2% of taxable income=2% of 478000=9560 

 

Note 2: 

Property income is separately taxable: 

Property income Rs.235000 

5% of (300000-200000) 

5% ×100000 =5000 

We treated income from property is treated in separate block of income according to tax 

rule 

 

Note3: 

Gain on sale of immovable property is separately taxable: 

Sale price =4500000 

Less purchase price 3500000 

Capital gain 1000000 

Tax on capital gain=1000000×10% 

                                 =100000 

(10% is tax rate for sale of property within 1 year of purchase) 

 

 

 

Q.4 Mr. Sajid has reported following income for the tax year 2017 
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Solution:  

Mr. Sajid 
NTN: 

Status: Resident 
Tax Year: 2017 

Calculation of tax 
 

Sr. No Particulars Rs. Rs. 

 Salary: u/s 12 
Basic Salary  Rs.50000 P.M 
House rent  allowance Rs.3000 P.M 
project allowance Rs.4000 P.M 
Entertainment expenses reimbursed Rs.35000 P.M (N-1) 
Conveyance facility for personal & official use. 
(cost of vehicles ×5%=600000×5% 
=30000) 
Leave fair assistance. 
Taxable salary(A) 
Income From property: u/s 15 
Rent received = 25000 P.M 
Taxable income from property (B) 
Income from Business: u/s 18 
Sale of homemade bags 
less: related expenses 
Taxable business income (C) 
Capital gains: u/s 37 
Sale of  painting =400000(within 1 year) 
Less: cost of painting=50000 
Capital gain=350000 
Taxable capital gain (D) 
Income from other sources: u/s 39 
Annuity Received(E) 
Total taxable income 
Gross tax=17500+10% 
(1222000-750000) 
=17500+10% of 472000 
=17500+47200 
=64700 
Less tax credit for donation 
=(Gross tax/Taxable income)×amount entitled for average 
=(64700/1222000)×40000 
=2118 
Net Tax payable 

 
50000×12 
3000×12 
4000×12 
 
 
 
 
 
 
 
 
25000×12 
 
 
130000 
(30000) 

 
600000 
36000 
48000 
 
 
 
 
30000 
45000 
759000 
 
300000 
300000 
 
 
100000 
100000 
 
 
 
 
350000 
 
13000 
1222000 
 
 
 
64700 
 
 
 
(2118) 
62582 

Note 1:  

Amount Entitled for Average relief: 

Lower of (1)                     Rs.40000          = 40000                =40000        

                                                 OR                    OR                       OR 

  (2)                     30% of taxable income=30% of 1222000=366600 
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Note 2: 

Property income is separately taxable: 

Property income Rs.300000 

5% × (300000-200000) 

5% ×100000 =5000 

We treated income from property is treated in separate block of income according to tax 

rule 

 

Note 3: 

Gain on sale of immovable property is separately taxable: 

Sale price =500000 

Less purchase price 300000 

Capital gain 200000 

Tax on capital gain=200000×15% 

                   =30000 

(Tax rate is 15% as shares are sold within 1 year of purchase) 

 

Q.5    Mr. Naeem manager of Abacus Ltd. has reported following income for the tax 

year 2017                             

1. Basic salary Rs.35000 P.M 

2. Dearness allowance Rs.6000 P.M 

3. Conveyance allowance Rs.5000 P.M 

4. amount received from employer for purchasing A.C Rs.50000  

5. Medical expenses of Rs.15000 reimbursed by employer. 

6. Leave encashment Rs.25000. 

7. Rent received from property 10000 P.M. 

8. Unadjustable advance received from the tenant Rs.200000. 

9. Sale of shares of public company after one year but within 2 years of 

purchase for 300000 and Cost was Rs.100000 

10. Fees received on conducting a technical workshop Rs.120000. 

11. Adjustable withholding tax paid during the year Rs.20000 

12. Lease rentals received on sub-lease of building Rs.90000. 

13. He received share from AOP of Rs.60000. 

 Calculate his taxable income and tax payable 

 

Solution 

Mr. Naeem 
NTN: 

Status: Resident 
Tax Year: 2017 

Calculation of tax 
 

Sr. No Particulars Rs. Rs. 

 Salary: u/s 12 
Basic Salary  Rs.35000 P.M 
Dearness allowance Rs.6000 P.M 

 
35000×12 
6000×12 

 
600000 
72000 
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Conveyance allowance Rs.5000 P.M 
Medical expenses reimbursed by employer=15000 
Amount received for purchasing A.C 
Leave encashment 
Taxable salary(A) 
Income From property: u/s 15 
Rent received = 10000 P.M 
Unadjustable advance received =200000 
Taxable income from property (B) 
 
Income from other sources: u/s 39 
Fees for conducting workshop 
Lease rentals from building  
Taxable income from other sources(E) 
Total taxable income 
Add: share from AOP 
Taxable income for rate purpose 
Gross Tax 
17500+10%(1077000-750000) 
=17500+10% of 327000 
=17500+32700 
Less tax credit for share from AOP 
=(Gross tax/Taxable income)×amount entitled for average 
=(50200/1077000)×40000 
Net Tax payable 
Less adjustable withholding tax paid  
Tax payable with return 

5000×12 
 
- 
 
 
 
 
10000×12 
 
200000/10 

60000 
 
- 
50000 
25000 
807000 
 
120000 
 
20000 
140000 
 
120000 
90000 
210000 
1017000 
60000 
1077000 
 
 
 
50200 
 
(2797) 
47471 
(20000) 
27471 

 

Note 1:  

Property income is separately taxable: 

Property income =140000 

140000×0%=0 

We treated to property income as a separate block of income beside that it is less than 

200000 so tax is Nil for that. 

Note 2:  

Tax on sale of shares of public company 

Sale price =300000 

Less: Purchase price=100000 

Capital gain =200000 

Tax on capital gain =200000×12.5% 

                                =25000 

(12.5% is tax rate on capital gain on share of public company sold in 2
nd

 year of 

purchase) 
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9.1.2 Taxation of Non-Salaried Individuals 

Q.1 MR. Sabhi has reported the following record for calculation of income tax for 

the year 2017.                          

1. Rent Received Rs.40000 P.M 

2. Unadjustable advances received Rs.500000  

3. Deduction claimed  

 Repair & Maintenance Rs.50000 

 Legal charges Rs.5000 P.A 

 Rent collection charges Rs.40000 

4. Income from business is reported as follows: 

5. Sales=Rs.900000 

6. Cost of sales=Rs.300000 

7. Utilities expenses=Rs.15000 

8. Salaries expenses=Rs.50000 

9. Sale of old painting for Rs.100000.it was purchased for Rs.20000 

10. Capital gain have been reported on following transactions: 

11. Shares of X Ltd=Rs.70000 (within 1 year of purchase) 

12. Shares of Y Pvt Ltd =Rs.60000 (within 1 year of purchase) Agriculture 

income received Rs.70000 

13. Income for performance of contract for a company=Rs.90000  

14. Amount paid to worker welfare fund=Rs.10000 

15. Adjustable withholding tax paid=Rs.8000 

 

Solution 

Mr. Sabhi 
NTN: 

Status: Resident 
Tax Year: 2017 

Calculation of tax 
 

Sr. No Particulars 
 

Rs. Rs. 

 Income from property U/s 15: 
Rent received Rs.40000 P.M 
Unadjustable advance received Rs.500000 
 Taxable income from property (N) 
 
Income from Business u/s 18: 
Sales =Rs.900000 
Less: cost of sales =Rs.300000 
Less: salaries =Rs.50000 
Less: utilities=Rs.15000 
Taxable income from business 
Capital gain u/s 37: 
capital gain on shares of pvt Ltd 
capital gain on sale of old painting (within 1 year) (N) 
Taxable capital gain 
Income from other sources u/s 39: 

 
40000×12 
500000/10 
 
 
 
 
 
 
 
 
 
 
100000-20000 
 
 

 
480000 
50000 
530000 
 
 
 
 
 
 
535000 
 
60000 
80000 
140000 
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Agriculture income Rs.70000 
Income from contract Rs.90000 
Taxable income from other sources 
 
Total taxable income 
Less: payment to worker welfare fund 
Taxable income for rate purpose 
Gross tax=14500+10%×(815000-750000) 
=14500+10% of 65000 
=14500+6500 
=21000 
Less: adjustable withholding tax paid 
 Net tax payable with return 

Exempt 
 

- 
90000 
90000 
 
825000 
(10000) 
815000 
 
 
 
21000 
(8000) 
13000 

 

Note 1:  

Tax on sale of shares of X Ltd: 

Capital gain=70000 (within 1 year) 

Tax=70000×15%=10500 

 

Note 2:  

Property income is separately taxable: 

Property income =443200 

=5% ×(530000-200000) 

=5% of (330000) 

=16500 

We treated to property income as a separate block of income beside that it is less than 

200000 so tax is Nil for that 

 

Q.2 Mr. Junaid has reported the following record for calculation of income tax for 

the year 2017.                          

1. Rent Received Rs.60000 P.M 

2. Unadjustable advances received Rs.200000  

3. Deduction claimed  

 Repair & Maintenance Rs.40000 

    Load tax/property tax paid Rs.15000 

    Rent collection charges Rs.35000 

4. Income from business is reported as follows: 

5. Sales=Rs.1000000 

6. Cost of sales=Rs.400000 

7. interest expenses=Rs.20000 

8. Disposal of old car=Rs.200000 

9. Capital gain.(losses 
 Share of Co. Sale Prices Purchase Price Capital Gain Holding Period 
 X Ltd  300000 210000 90000 within 1 year 
 Z Pvt Ltd 100000 120000 (20000) within 1 year 
 J Ltd  400000 230000 170000 after 3 years 

10. Shares from AOP received Rs.90000                                                                                                                                                                   

11. Commission received from a friend Rs.15000 
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12. Zakat paid =Rs.10000  

13. Tax credit claimed for insurance premium paid=Rs.25000 

14. Advance tax paid =Rs.12000 

15. Income tax refund due from last year of Rs.11000 

16. Mr. Junaid has been selected for audit for tax year 2017 

 

Solution 

Mr. Junaid 
NTN: 

Status: Resident 
Tax Year: 2017 

Calculation of tax 
 

Sr. No Particulars 
 

Rs. Rs. 

 Income from property U/s 15: 
Rent received Rs.60000 P.M 
Unadjustable advance received Rs.200000 
Taxable income from property (N) 
 
Income from Business u/s 18: 
Sales =Rs.1000000 
Less: cost of sales =Rs.400000 
Less: interest expenses =Rs.20000 
Taxable income from business 
 
Capital gain u/s 37: 
capital loss on sale of 2 pvt Ltd (20000) 
Taxable capital gain 
Income from other sources u/s 39: 
Commission received from friend Rs.15000 
Taxable income from other sources 
Total income 
Less: zakat paid 
Taxable income 
Add: share from AOP 
Taxable income for rate purpose 
Gross tax=2000+5%×(675000-500000) 
=2000+5% of 175000 
=2000+8750 
=10750 
Less: credit for share from AOP 
=gross tax/taxable income for rate purpose× share from 
AOP 
=10750/675000×90000=1433 
 
Net tax payable  
Less: Tax credit for insurance premium paid  
=net tax payable/taxable income× amount entitled for 
average relief (N) 
=9317/585000×25000=398       
 

 
60000×12 
200000/10 
 
 
 
 
 
 
 

 
720000 
20000 
740000 
 
 
 
 
 
580000 
 
 
- 
- 
 
15000 
15000 
595000 
(10000) 
585000 
90000 
675000 
 
 
 
10750 
 
 
 
(1433) 
 
 
9317 
 
 
(398) 
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Tax payable 
Less: advance tax paid 
Less: tax refund due 
Tax payable with return 

8919 
(12000) 
(11000) 
(14081) 

 

Note 1:  

Amount entitled for average relief: 

Lower of (25000         =25000              =25000 

                  OR                 OR                  OR 

                    20% of taxable income=585000×20%=117000 

Note 2:  

Property income is separately taxable: 

Property income =740000 

=20000+10% × (740000-600000) 

=20000+10% ×(140000) 

=20000+14000 

=34000 

We treated to property income as a separate block of income beside that it is less than 

200000 so tax is Nil for that 

 

Note 3: 

Tax on capital gain: 
X Ltd: 90000×15%=13500 (holidays period < 1 year) 

J Ltd:  170000×7.5%=12750 (holidays period > 3 years) 

Note 4: 

The selection of MR. Junaid for audit will required him to produce documentary proof of 

his income and expenses. 

 

Q.3 Mr. Raheem has reported the following transaction for the tax year 2017.                          

1. Rent Received Rs.30000 P.M 

2. Deduction claimed on property income 

 Unpaid rent Rs.10000 P.A 

3. Income from fruit selling business Rs.200000 

4. Income from Sale of juices Rs.100000 

5. Ground rent received=Rs.30000 

6. Royalty income received=Rs.60000 

7. Capital gain on sale of shares of a pvt Ltd of Rs.70000.The holiday period is 

6 months 

8. Donation to a govt. school of Rs.15000 

9. Share of income received from AOP Rs.90000  

10. Mr. Raheem is a senior citizen tax rebate 
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Solution 

Mr. Raheem 
NTN: 

Status: Resident 
Tax Year: 2017 

Calculation of tax 
 

Sr. 
No 

Particulars Rs. Rs. 

 Income from property U/s 15: 
Rent received Rs.30000 P.M 
Taxable income from property (N) 
 
Income from Business u/s 18: 
Income from fruit selling business 
Income from sale of juices 
Taxable income from business 
 
Capital gain u/s 37: 
Capital gain on sale of shares of A pvt Ltd 
Taxable capital gain 
 
Income from other sources u/s 39: 
Ground rent received Rs.30000 P.A 
Royalty income received Rs.60000 P.A 
Taxable income from other sources 
Total taxable income 
 
Add: Share of AOP 
Taxable income for rate purpose 
Gross tax=2000+5% of (550000-500000) 
=2000+5% of 50000 
=2000+2500 
=4500 
Less: Tax credit for share of AOP 
=gross tax/taxable income for rate purpose× share of AOP 
=4500/550000×90000=736 
Less: Tax credit for donation to govt school 
=Tax payable/taxable income× amount entitled for relief (N) 
=3764/460000×15000 
=122 
Tax payable 
Less: senior citizen tax payable 50%  
Tax payable with return 

 
30000×12 
 
 
 
200000 
100000 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
360000 
360000 
 
 
 
300000 
 
 
70000 
70000 
 
 
 
30000 
60000 
 
90000 
460000 
 
90000 
550000 
 
 
4500 
 
 
 
(736) 
 
 
(122) 
3642 
(1821) 
1821 

 

Note 1:  

Amount entitled for average relief: 

Maximum allowed 

30% of taxable income 

30% of 460000 

138000 

So 15000 is within limit 
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Note 2:  

Property income is separately taxable: 

Property income =360000 

=5% of (360000-200000) 

=5% of (160000) 

=8000 

 

Q.4 Mr. Subhan has reported the following transactions for the tax year 2017.                          

1. Salary Received Rs.250000 P.A 

2. Rent Received Rs.25000 P.M 

3. Unadjustable advances received Rs.100000  

4. Deduction of Repairs allowance & Rent collection charges have been 

claimed. 

5. Income from books selling business Rs.350000 P.A 

6. Expenses claimed on business income: (a) Depreciation=Rs.10000 (b) 

Insurance=Rs.6000 (c) cost of sales=Rs.80000  (d) salaries=Rs.20000 

7. Capital gains/losses details: 
 Share of Co. Sale Prices Purchase Price Capital Gain Holding Period 
 P Ltd  100000 500000 5 1 Month 
 R Pvt Ltd 70000 100000 (30000) 1 Month 

8. Income from past agent relationship Rs.70000  

9. Share from AOP=Rs.70000  

10. Contribution to recognized pension fund=Rs.20000 

11. Mr. Subhan is a full-time teacher in a HEC recognized university 

 

Solution 

Mr. Subhan 
NTN: 

Status: Resident 
Tax Year: 2017 

Calculation of tax 
 

Sr. No Particulars Rs. Rs. 

 Income from salary U/s 12: 
Salary received  
 
Income from property U/s 15: 
 
Rent received Rs.25000 P.M 
Unadjustable advance received Rs.100000 
Taxable income from property (N) 
 
Income from Business u/s 18: 
Income from book selling business 
 
Less: expenses on business: 
Depreciation 
Insurance 

 
 
 
 
 
25000×12 
100000/10 
 
 
 
 
 
10000 
6000 
80000 

 
250000 
 
 
 
300000 
10000 
310000 
 
 
350000 
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Cost of sales 
Salaries 
Taxable income from business 
 
Capital gain u/s 37: 
capital loss on sale on share of R pvt Ltd (30000) (N) 
Taxable capital gain 
Income from other sources u/s 37: 
Income from past agent relationship 
Taxable income from other sources 
Total taxable income 
 
Add: share from AOP 
Taxable income for rate purpose 
Gross tax=2000+5%(623600-500000) 
=2000+5% of 123600 
=2000+6180 
=8180 
 
Less: Tax credit for share from AOP 
=gross tax/taxable income for rate purpose× share from AOP 
=8180/623600×70000=918 
Net tax payable  
 
Less: Tax credit for contribution to recognized pension fund 
=Net tax payable/taxable income× amount entitled for average 
relief (N) 
=7262/5536000×20000=262      
 Tax payable 
Less: Tax rebate as full-time teacher (40%) 
Tax payable with return 

20000 
 
 
 
 
- 
 
- 
 
 
 

(116000) 
 
234000 
 
 
- 
 
- 
 
70000 
70000 
553600 
 
70000 
623600 
 
 
 
8180 
 
 
(918) 
7262 
 
 
 
 
(262) 
7000 
(2800) 
4200 

 

Note 1:  

Amount entitled for average relief: 

Lower of (20000         =20000              =20000 

                   OR                 OR                  OR 

                    20% of taxable income=553600×20%=110720 

Note 2:  

Property income is separately taxable: 

Property income =229400 

=5% of (310000-200000) 

=5% of (110000) 

=5500 

We treated to property income as a separate block of income  

 

Note 3: 

Tax on capital gain: 
P Ltd: 50000×15%=2250 (holidays period < 1 year) 
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Note 4: 

The capital loss on shares of R pvt Ltd cannot be adjusted as there is no capital gain given 

in question. 

 

9.2 PRACTICAL QUESTIONS ON ASSOCIATION OF 

PERSONS 
 

Q.1 Compute the tax liability of a registered firm XY where X & Y equal partners 

are working. 

 
Expenses Rs. Revenues Rs. 

 
Purchases 
 
Wages to workers 
 
Maintenance 
 
Personal expenses X 
 
Personal expenses Y 
 
Commission X 
 
Commission Y 
 
Depreciation  
 
Salaries 
 
Net Profit 

 
180,000 

 
20,000 

 
10,000 

 
4000 

 
5000 

 
10,000 

 
9000 

 
12,000 

 
50,000 

 
515,000 

 
Sales 

 
Interest on bank Deposits 

 
800,000 

 
15,000 

 815,000  815,000 

 

Additional information: 

1. Tax depreciation is of Rs. 20,000 

2. The travelling expenses of Rs. 12000 have not been recorded. 

3. The salaries include salary of X of Rs. 20000 & salary of Y of Rs. 22000. 

4. The maintenance expenses include a payment of Rs. 3000 to Mr. X. 
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Solution 

M/S XY 
IYTN 

Status: Resident 
Tax year 2017 

 
Sr. No Particulars Rs. Rs. 

 Net profit as per profit & loss A/C 
Add: Inadmissible expenses: 
Personal expenses X 
Personal expenses Y 
Commission X 
Commission Y 
Accounting depreciation 
Salary to X 
Salary to Y 
Payment to Mr. X 
Less: Admissible expenses: 
Tax depreciation 
Travelling expenses 
Less: Interest on bank deposit (Note-1) 
Taxable Profit 
Tax payable on taxable profit 
7000+10% (553000-500,000) 
(7000+(10% × 53000) 
(7000+5300) 
(Note-1) Interest received on bank deposits is 
respectively taxed & included in Final Tax Regime 
(FTR) 

 
 
4000 
5000 
10000 
9000 
12000 
20000 
22000 
3000 
 
20000 
12000 
 
 
 
 
 
 
 
 

515000 
 
 
 
 
 
 
 
 
85000 
 
 
(32000) 
(15000) 
553000 
 
 
 
12300 

 

 

Q.2 Calculate the tax liability of a registered firm ABC where three partners A, B 

& C are working on equal profit & loss sharing basis: 

 
Expenses Rs. Revenues Rs. 

 
Purchases 
 
Wages to labour 
 
Rent  
 
Interest paid to A 
 
Commission paid to B 
 
Commission paid to C 
 
Salary paid to A 
 
Salary paid to C 
 
Utilities expenses 

 
312,000 
 
50,000 
 
40,000 
 
10,000 
 
15000 
 
10000 
 
12000 
 
14000 
 
10000 

 
Sales  
 
Sales tax refund 
 
Interest on saving 
certificate 

 
15,00,000 
 
100,000 
 
12000 
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Sundry expenses 
 
Depreciation 
 
Net profit 
 

 
15000 
 
40,000 
 
10,084,000 

  
16,12,000 
 

  
16,12,000 

 

Additional Information: 

1. Tax depreciation amounts to Rs. 52000 

2. Legal expenses of Rs.15000 have not been recorded. 

3. The sundry expenses include a payment of Rs. 5000 as school fees for children of 

A & B. 

4. The salary paid to partner B has been recorded for Rs.11000. 

 

Solution  

M/S ABC 
NTN………… 

Status: Resident 
Tax year: 2017 

Sr. No Particulars Rs. Rs. 

 Net profit as per Profit & Loss A/C 
Add: Inadmissible expenses: 
Interest paid to Mr. A 
Commission paid to Mr. B 
Commission paid to Mr. C 
Salary paid to Mr. A 
Salary paid to Mr. C 
Accounting depreciation 
School fees of children of Mr. A & B 
Less: Admissible expenses: 
Tax depreciation 
Legal expenses 
Less: Sales tax refund (Note-1) 
Less: Interest on saving certificates (Note-2) 
Taxable profit 
Tax on taxable profit 
=32000+15%(1011000-750000) 
=32000+15%(261000) 
=32000+39150=71150 
(Note-1) Sales tax refund is not a regular income of 
business. 
(Note-2) Tax on interest on saving certificates is covered 
under FTR & treated separately. 

 
 
10,000 
15000 
10,000 
12000 
14000 
40,000 
5000 
 
52000 
15000 
 
 
 
 
 
 
 
 
 
 

10,84,000 
 
 
 
 
 
 
 
106,000 
 
 
(67000) 
100,000 
12000 
 
1011,000 
 
 
71150 
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Q.3 Compute the income tax liability of a registered firm AA Brothers being run 

by two partners Ahmad& Ali for the tax year 2016-17 

 
Expenses Rs. Revenues Rs. 

 
Utilities expenses 
 
Personal expenses Ahmad 
 
Salary to Ali 
 
Interest paid to Ali 
 
Commission to Ahmad 
 
Printing expenses 
 
Depreciation 
 
Bad debts 
 
Salaries- Staff 
 
Net profit 
 

 
10,000 
 
1000 
 
11000 
 
12000 
 
15000 
 
10000 
 
18000 
 
10000 
 
40000 
 
668000 

 
Gross profit 
 
Income from property 
 
Capital gain on public Co. Shares 

 
650,000 
 
109,000 
 
50,000 

 800,000 800,000  

 

Additional information: 

1. Tax depreciation amounts to Rs.25000. 

2. Bad debits of Rs.3000 are not approved by CIR. 

3. Printing expenses include Rs.4000 paid as sales Tax. 

4. The staff salaries include Rs.15000 paid as salary to Ahmad 

 

Solution 

M/S AA Brothers 
NTN…………………….. 

Status: Resident 
Tax year:2017 

Sr. No Particulars Rs. Rs. 

 Net profit as per profit & loss A/C 
Add: Inadmissible expenses 
Personal expenses of Mr. Ahmad 
Salary to Mr. Ali 
Interest paid to Mr. Ahmad 
Commission paid to Mr. Ahmad 
Accounting depreciation 
Bad debts (not approved by CIR) 
Sales tax paid 
Salary to Mr. Ahmad 
Less: Admissible expenses: 
Tax depreciation 
Less: Capital gain on shares of Public (N-1) 

 
 
6000 
11000 
12000 
15000 
18000 
3000 
4000 
15000 
 
25000 
 

668,000 
 
 
 
 
 
 
 
 
84000 
 
(25000) 
(50000) 
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Taxable profit 
Tax on taxable profit 
7000+10%(677000-500000) 
7000+10%(177000) 
7000+17700=24700 
(N-1) Tax on capital gain on shares of public company is 
covered under FTR & Taxed separately  

 
 
 
 
 
 
 

677,000 
 
 
 
 
 
24700 

 

Q.4 Calculate the income tax liability of a registered partnership firm that consists 

of T. w partners J & S equally sharing profit & losses. 

 
Expenses Rs. Revenues Rs. 

Purchases 
Salaries to staff 
Rent 
Depreciation 
Provision for bad debts 
Legal expenses 
Commission-J 
Commission-S 
Salary-J 
Salary-S 
Net profit 

180,000 
50,000 
10,000 
12000 
6000 
3000 
5000 
4000 
3000 
12000 
474,000 

Sales (Net of returns) 
Grant from SMEDA 
Income Tax refunds 
Dividend received 

650,000 
100,000 
10,000 
9000 

 769,000  769,000 

 

Additional Information: 

1. Tax depreciation is of Rs.20000 

2. Entertainment expenses of Rs.10000 have not been recorded. 

3. During the year, J took a loan of Rs.30000 from firm. 

4. The income tax refund is related to previous year. 

 

Solution 

M/S JS 
NTN…………. 

Status: Resident 
Tax year 2017 

 
Sr. No Particulars Rs. Rs. 

 Net profit as per profit & loss A/C 
Add: Inadmissible expenses: 
Commission to Mr. J 
Commission to Mr. S 
Salary to Mr. J 
Salary to Mr. S 
Accounting depreciation 
Less: Admissible expenses: 
Tax depreciation 
Entertainment expenses (Not recorded) 
Less: Grant from SMEDA (N-1) 
Less: Income tax refund (N-2) 
Less: Dividend received (N-3) 

 
 
5000 
4000 
13000 
12000 
12000 
 
20000 
10000 
 
 
 

474,000 
 
 
 
 
 
46000 
 
 
(30000) 
 
100,000 
10,000 
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Taxable profit 
No Tax is payable as the  taxable profit is below Rs.400000. 
(N-1) Grant firm SMEDA is not a regular business income. 
(N-2) Income tax refund of last year is not a business income. 
(N-3) Dividend received is taxed under FTR. 

 
 
 
 
 

9000 
371000 
 
 
 

 

Q.5 Compute the income tax liability of a registered partnership firm PQ being 

run by P & Q two equal partners, for the year 2016-17 

 
Expenses Rs. Revenues Rs. 

Purchases 
Salaries to staff 
Personal expenses P 
Personal expenses Q 
Interest paid to P 
Commission to Q 
Depreciation 
Bad debts 
Entertainment expenses 
Net profit 

170,000 
40,000 
10,000 
8000 
7000 
9000 
14000 
10000 
26000 
 
516,000 

Sales 
Sale of old machine 
Dividend received 
Prize on prize bond 

750,000 
30,000 
10,000 
20,000 

 810,000  810,000 

 

Additional Information: 

1. Tax depreciation amounts to Rs.19000 

2. The CIR has allowed bad debts of only 6000 

3. The utilities expenses of Rs.13000 have not been recorded. 

4. The entertainment expenses include Rs.10000 as personal expenses of Mr. Q. 

 

Solution 

M/S PQ 
NTN……………. 

Status: Resident 
Tax year 2017 

 

Sr. No Particulars Rs. Rs. 

 Net profit as per profit & loss A/C 
Add: Inadmissible expenses: 
Personal expenses to Mr. P 
Personal expenses Mr. Q 
Interest paid to Mr. Q 
Commission paid to Mr. Q 
Accounting depreciation 
Bad debts (not allowed by CIR) 
Personal expenses of Mr. Q 
 
Less: Admissible expenses: 
Tax depreciation 

 
 
 
10,000 
8000 
7000 
9000 
14000 
4000 
10,000 
 
19000 

 
516,000 
 
 
 
 
 
 
 
62000 
 
 



217 

Utilities expenses 
Less: Dividend received (N-1) 
Less: prize on prize bonds (N-2) 
Taxable profit 
Tax on taxable profit 
=7000+10%(516000-500000) 
=7000+10%(16000) 
=7000+1600=8600 
(N-1) Dividend received is separately taxed under 
FTR. 
(N-2) Prize on prize bonds is separately taxed 
under FTR. 

13000 
 
 
 
 
 
 
 
 
 

 
(32000) 
(10,000) 
(20000) 
516,000 
 
 
8600 
 
 

 

9.3 PRACTICAL QUESTIONS ON TAXATION OF 

COMPANIES 
 

Q.1 The following is profit and loss account od star Ltd. For the year ended June 

30
th

, 2016. Calculate its tax liability after considering the notes given at the 

end. 

 
Expenses RS. Revenue RS. 

 
Purchases 
 
Wages 
 
Fuel charges 
 
Depreciation 
 
Donation 
 
Maintenance 
 
Sales tax paid 
 
Bad debts 
 
Net profit 

 
450,000 
 
120,000 
 
30,000 
 
70,000 
 
10,000 
 
12,000 
 
11,000 
 
25,000 
 
622,000 

 
Sales 
 
Sale of old car 

 
12,00,000 
 
150,000 

 13,50,000  13,50,000 

 

Additional information: 

1. Tax depreciation amounts to RS. 95,000. 

2. Bad debts allowed by CIR are of RS. 10,000. 

3. Purchases include RS. 25,000 incurred on buying new computer. 

4. The corporate income tax rate is 30% & alternate corporate tax is 17%. 
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Solution:  

Star Ltd 
NTN…………….. 
Status: Resident 

Tax year:2017 
 

Sr. No Particulars Rs. Rs. 

 Net profit as per profit & Loss A/C 
Add: Inadmissible expenses: 
Sales tax paid. 
Bad debts (not allowed). 
Purchases of new computer. 
Accounting depreciation. 
Donation (Not allowed). 
Less: Admissible expenses: 
Tax depreciation 
Bad debts allowed. 
Taxable profit 
Higher (Tax on taxable profit 30% (A) 
Of                          OR 
              (Tax on accounting profit 17% (B) 
                              OR 
             (1.25% of sales. (C) 
Tax payable with return 

 
 
11000 
25000 
25000 
70,000 
10,000 
 
95,000 
10,000 
 
658,000×30% 
622,000×17% 
 
1200,000×1.25% 

622,000 
 
 
 
 
 
141,000 
 
 
(105000) 
658,000 
197400 
105740 
 
15000 
 
197400 

 

Q.2 Prepare the tax records of the Z Ltd from the following data: 

 
Expenses Rs. Revenues Rs. 

Purchases 
Carriage inward 
Wages 
Salaries 
Challan paid for law vibration. 
Rent 
Depreciation 
Phone bills paid 
Other expenses 
Net profit 

250,000 
10,000 
50,000 
70,000 
5000 
 
40,000 
50,000 
7000 
6000 
452,000 

Sales (net of returns) 
Interest on saving 
certificates 
Sales of old painting 

900,000 
 
10,000 
 
40,000 

 950,000  950,000 

 

Additional Information: 

1. Tax depreciation is of Rs. 65,000. 

2. Rent includes a payment pf Rs. 5000 to the officer of building control authority. 

3. Other expenses include a payment of Rs. 3000 to a charity organization. 

4. The company claims tax credit for enlistment on Karachi stock exchange. 

5. The corporate income tax rate is 30% & alternate corporate tax rate is 17%. 
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Solution 

Z Ltd 
NTN………………… 

Status: Resident 
Tax year: 2017 

 
Sr. No Particulars Rs. Rs. 

 
 

Net profit as per profit & loss A/C 
Add: Inadmissible expenses: 
Challan paid for law violation. 
Accounting depreciation  
Payment to officer of building control. 
Payment to charity organization 
Less: Admissible expenses: 
Tax depreciation. 
Less: Interest on saving certificate (N-1) 
Taxable profit 
 
Higher (A. Tax on taxable profit 30% 
Of    (B.  Alternate corporate tax 17% 
             (C.  1.25% of sales) 
 
 
Less: Tax credit for enlistment on stock exchange. (N-2) 
Net tax payable with return 
(N-1) Interest on saving certificate is taxed as separate block 
of income. 
(N-2) Tax credit on enlistment at a stock exchange is 
calculated at 20% 

 
 
5000 
50,000 
5000 
 
3000 
 
65000 
10000 
 
440,000×30% 
452,000×17% 
900,000×1.25% 
 
 
132000×20% 

452,000 
 
 
 
 
 
63000 
 
(65000) 
(10000) 
440,000 
132,000 
76,840 
11,250 
132.000 
 
(26400) 
105600 
 
 
 

 

Q.3 Calculate the tax liability of M.Y Ltd from the following records: 

 
Expenses Rs. Revenues Rs. 

Cost of goods sold 
Travelling 
Legal fee 
Zakat fee 
Rent 
Withholding tax paid 
Net profit 

510,000 
15,000 
10,000 
5000 
16000 
11000 
572,000 

Sales 
Dividend received 
Capital gain on sale of 
shares of public company 

11,00,000 
14000 
 
25000 

 11,39,000  11,39,000 

 

Additional information: 

1. Tax depreciation amounts to Rs.35000. 

2. Cost of goods sold include a payment of Rs.12000 to an advertising agency for last 

year advertisement. 

3. Travelling expenses of Rs.5000 are recorded without invoices proof. 

4. Legal fee includes a payment of Rs.3000 to the settlement of a case. 

5. The corporate income tax rate is 30% & alternate corporate tax rate is 17%. 
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Solution: 

MR Y Ltd 
NTN………….. 

Status: Resident 
Tax year 2017 

 
 
Sr. No 

 
Particulars 

 
Rs. 

 
Rs. 

 Net profit as per profit & loss 
Add: Inadmissible expenses: 
Zakat paid 
Withholding tax paid 
Payment for last year advertising 
Travelling expenses without invoices 
Less: Admissible expenses: 
Tax depreciation 
Less: Dividend received (N-1) 
Taxable profit 
Higher (Tax on taxable profit 30% (A) 
   Of                   OR 
             (Alternate corporate tax 17% (B) 
                          OR 
            (1.25% of sales  C) 
Tax payable with return 
(N-1) Dividend received is taxed separately & not 
include in normal income. 

 
 
55000 
11000 
12000 
5000 
 
35000 
14000 
 
166800 
 
97240 
 
13750 

572,000 
 
 
 
 
33000 
 
(35000) 
(14000) 
556,000 
 
 
 
 
 
166800 
 
 

 

Q.4 Calculate the tax payable of Y Ltd. From the following records for the tax 

year 2016-2017. 

 
Expenses Rs. Revenue Rs. 

Salaries 
Contribution to provident fund 
Auditor’s fee 
Insurance premium 
Depreciation 
Advertising 
Rent 
Excise Duty paid  
Net Profit 
 

40,000 
12000 
13000 
10000 
8000 
7000 
18000 
10000 
657,000 

Gross profit 
Prize on prize bond 
Govt. grant received 

750,000 
15000 
10000 

 775,000  775,000 

 

Additional information: 

1. Tax depreciation amounts to Rs.17000. 

2. The provident fund is recognized by the Federal Board of Revenue. 

3. The wages paid to workers of Rs.19000 have not been recorded. 

4. Salaries include a payment of Rs.4000 to a mosque. 

5. The corporate tax rate is 30% & alternate tax rate is 17%. 
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Solution: 

Y Ltd 
NTN…………… 

Status: Resident 
Tax year: 2017 

 
Sr. No Particulars Rs. Rs. 

 Net Profit as per profit & loss A/c 
Add: Inadmissible expenses: 
Excise duty paid. 
Payment to mosque. 
Accounting depreciation. 
Less: Admissible expenses: 
Tax depreciation. 
Wages to workers not recognized. 
Less: Prize on prize bond (N-1) 
Less: Govt. Grant received (N-2) 
Taxable profit 
Higher (Tax on taxable profit 30% (A) 
Of                     OR 
             (Alternate corporate tax (B) 
                         OR              
             (1.25% of sales (C) 
Tax payable with return 
(N-1) Prize on prize bond is taxed separately in FTR 
(N-2) Govt. grant recognized is not the regular business income 

 
 
10,000 
4000 
8000 
 
17000 
19000 
 
 
 
618000×30% 
 
657000×17% 
  
- 

657,000 
 
 
 
22000 
 
 
(36000) 
(15000) 
(10000) 
618,000 
185400 
 
 
111690 
   - 
185400 
 

 

Q.5 Compute the tax liability of X (PVT) Ltd. From the following records for the 

tax year 2016-2017. 

 
Expenses Rs. Revenues Rs. 

purchases 
Wages 
Sundry expenses. 
Provision for the bad debts. 
 
Depreciation 
Research expenses. 
Entertainment expenses. 
Net profit 

300,000 
40,000 
5000 
10,000 
 
15000 
16000 
24000 
500,000 

Sales 
Interest on debentures 

900,000 
10,000 
 

 910,000  910,000 

 

Additional Information: 

1. The tax depreciation amounts to Rs.22000. 

2. The sundry expenses include a payment of Rs.3000 for federal excise duty (FED). 

3. The research expenses of Rs.4000 do not meet the criteria prescribed by income tax 

ordinance 2001. 

4. The entertainment expenses of Rs.14000 are not allowed by CIR. 

5. The corporate income tax rate is 30% & the alternate tax rate is 17%. 
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Solution: 

X (PVT) Ltd 
NTN…………. 

Status: Resident 
Tax year: 2017 

 
Sr. No Particulars Rs. Rs. 

 Net profit as per profit& Loss A/C 
Add: Inadmissible expenses: 
Payment for Federal excise duty. 
Research expenses (not recognized) 
Entertainment expenses not allowed by CIR. 
Accounting depreciation. 
Less: Admissible expense: 
Tax depreciation. 
 
Less: Interest on debentures (N-1) 
Taxable profit 
 
Higher (Tax on taxable profit 30% (A) 
Of                      OR 
            (Tax on accounting profit 17% (B) 
                           OR 
            (1.25% of sales (C) 
 
Tax payable with return 
(N-1) Interest received on debentures is taxed separately under 
FTR. 

 
 
3000 
4000 
14000 
15000 
 
 
22000 
 
 
 
504,000×30% 
 
500,000×17% 
 
900,000×1.25% 

500,000 
 
 
 
 
 
36000 
 
(22000) 
 
(10,000) 
504,000 
151200 
 
85000 
 
11250 
 
151200 
 

 

9.4 PRACTICAL QUESTIONS ON SALES TAX 
 

Q.1 Z Ltd, a manufactures, has reported the following transactions for the month 

of October 2015 for calculation of sales tax: 

1) Supplier to registered person = Rs, 10,00,000 

2) Supplies to non-registered person Rs. 400,000 

3) Purchases from registered person = Rs. 300,000 

4) Purchases from non-registered person = Rs. 100,000 

5) Imports = Rs. 150,000 

6) Water charges paid = Rs. 50,000 

7) Sales tax paid on electricity bills = Rs. 14,000 

8) Sales Tax refund due from last year = Rs.4000 
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Solution: 

 
Sr. No Particulars Rs. Rs. 

 Output Tax: 
Supplies to registered person = RS.10,00,000 
Supplies to non registered person= Rs.400,000 
 
Less: Input tax: 
Purchases from registered person = Rs. 300,000 
Purchases from non-registered person Rs. 100,000 
Imports = Rs. 150,000 
 
 
Sales Tax payable (Output tax – Input tax) 
[Input tax allowed = 90% of output tax: Maximum] 
 
Less: Sales tax paid on electricity bill 
Less: Sales tax refund due 
Net Sales Tax payable 
Note 1: Water charges are not subject to sales tax 
Note 2: Purchases from non-registered person are not subject 
to sales tax. 

 
10,00,000×17% 
400,000×19% 
 
 
300,000×17% 
Note-2 
15000×17% 
 
 
246000-76,500 
 

 
170,000 
76000 

246,000 

 
51,000 
 
25,500 

76500 

 
 

169,500 

 
14000 
4000 

151,500 
 

 

Q.2 CONPLAX LTD, a registered manufactures, has reported the following 

transactions for the month of February 2016 for calculation of sides tax: 

1) Taxable supplies to registered persons = Rs.650, 000. 

2) Taxable supplies to registered wholesalers = Rs.110, 000. 

3) Zero-rated supplies = Rs.80, 000. 

4) Supplies donated = Rs.20, 000. 

5) Taxable purchase from registered persons = Rs.190, 000. 

6) Purchase from non-registered persons= Rs.30, 000. 

7) Purchase of plant & Machinery = Rs.450, 000. 

8) Import of raw materials = Rs.50, 000. 

9) Sales tax debit = Rs.10, 000. 
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Solution: 

CONPAX LTD. 
STRN_______ 

Tax Period: February 
Tax Year: 2016 

 
Sr. No. Particulars Rs. Rs. 

 Output Tax: 
Taxable Supplies: 
Taxable supplies to registered persons = Rs.650,000 
=  
Taxable supplies to registered wholesales = 
Rs.110,000 
                                                    Total 760,000 
Zero-Rated Supplies: 
Zero-rated supplies = Rs.80,000 
Exempt Supplies: 
Supplies donated = Rs.20,000 
Total output tax 
Input tax: 
 
Taxable, purchase from registered person 
Purchases from non- registered person 
Import of raw material 
Purchase of plant & Machinery = 
Total Input tax 
 
Input Tax Apportionment 
Input tax/Total Supplies Relevant Supplies 
(1) Taxable Supplies = 
117,300/860,000×760,000 = 103,660 
Can be adjusted against output tax. 
(2) Zero-Rated Supplies 
117,300/860,000×80,000 = 10,911 Claimed as 
refund fund from FBR 
(3) Exempt supplies 117,300/860,000×20,000 = 
2729 
Not allowed to deduct. 
Gross sales Tax payable = (129,200 – 103,660 = 
25,540) 
Net sales Tax payable = 25,540 
Add: Sales tax debit = 10,000 
Sales tax payable       =35,540 

650,000×17% 
 
 
 
110,000×17% 
 
 
 
80,000×0% 
 
- 
 
 
 
190,000×17% 
30000 
50000×17% 
450,000×17% 

=110,500 
 
 
 
18,700 
 
 
 
0 
 
- 

129,200 

 
 
32,300 
 
- 
8500 
76500 

117,300 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
35,540 

 

Q.3 BOTEX Ltd a registered  manufactured manufacturer, has  reported the 

following transactions for the month of January 20-16 for calculation of sales 

tax: 

1) Supplies to registered person at discount (7%) = Rs.450,000 ( Normal 

discount) 

2) Supplies to a government school as donation = Rs.16,000. 

3) Export supplies = Rs. 50,000. 

4) Supplies to a non-registered person = Rs.200,000. 
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5) Purchases from registered person = Rs.110,000. 

6) Purchases from non-registered person = Rs.60, 000. 

7) Import of raw materials = Rs. 70, 000. 

8) Sales tax paid on phone bills = Rs. 7000. 

9) Sales for refund due = Rs. 4000 

 

Solution: 

BOTEX LTD. 
STRN______ 

Status: Manufacturer 
Tax Period = January 2016 

 
Sr. No Particulars Rs. Rs. 

 Output tax: 
Supplies to registered persons at 7% discount = 450,000 
Supplies to non-registered person = 200,000 
Supplies to a govt. school = Rs. 16,000 
Export supplies = 50,000  
Total output tax 
Less Input tax: 
Purchases from registered person = Rs. 110,000 
Purchases from non- registered person = Rs. 60,000. 
Import of raw material = Rs. 70,000 
Total Input tax 
 
Apportionment of Input tax: 
Input tax/Total supplies × Relevant supplies 
(1) Taxable supplies = 30,600/716,000 ×650,000 = 
27,780. 
Can be adjusted 
(2) Exempt supplies = 30,600/716,000×16,000 = 684 
Not allowed to claimed 
(3) Zero-rated supplies = 30,600/716,000 ×16,000 = 
2136/30,600. 
Claimed as refund from FBR 
Gross, sales tax payable = Output tax – Input tax on taxable 
supplies) = 114,500 – 27,780 
Less: Sales tax paid on phone on phone bills 
 
Less: Sales tax refund due  
Net sales tax payable 

 
450,000×17% 
200,000×19% 
-- 
50000×0% 
 
 
110,000×17% 
-- 
70,000×17% 
 
 

 
76500 
38000 
-- 
0 
 

114,500 

18,700 
-- 
11900 

30,600 

 
 
 
 
 
 
 
 
 
 
 
86,720 
 
7000 
 
4000 

75,720 

 
 

 

Q.4 NEW Ltd a registered manufacturer, has reported the following transactions 

for the month of December for the calculation of sales tax: 

1) Supplies to registered person = Rs. 12,00,000. 

2) Supplies to an NGO = Rs. 100,000. 

3) Supplies to non-registered persons on discount (5%) = Rs.80, 000. 

4) Supplies to registered government supplies = Rs. 100,000. 
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5) Purchases from registered persons = Rs. 500,000. 

6) Imports of raw materials = Rs. 40,000. 

7) Purchases from non-registered persons on discount (10%) = Rs.50,000 

(Normal discount) 

8) Sales tax refund due = Rs. 10,000. 

 

Solutions: 

New LTD 
STRN______ 

Status: Manufacturer 
Tax Period = January 2016 

 
Sr. No Particulars Rs. Rs. 

  
Supplies to registered persons at 7% discount 
=Rs.12,00,000 
Supplies to non-registered persons at 5% discount = 
Rs.80,000 
Supplies to NGO = Rs. 100, 000. 
Supplies to registered govt. Supplies = Rs. 100,000 
Total Output tax 
Less input tax: 
Purchases from registered person  =  
Rs. 500, 000. 
 
Purchases from non- registered person = 50,000 
Imports = Rs. 40,000 
Total Input tax 
Appointment of Input tax =  
Input tax/Total supplies × Relevant supplies 
(1) Taxable supplies = 91,800/14,80,0000 × 
13,850,000 = 85,597 
Can be adjusted 
(2) Exempt supplies = 91,800/14,80,0000 × 100,000 = 
6203./91,800 
Cannot be adjusted  
Gross sales tax payable  
= Output tax – Input tax pm taxable supplies)  
= 236,200 – 91,800 = 
Less : Sales Tax Refund due 
Net sales tax payable 
 

 
1200,000×17% 
 
 
80,000×19% 
-- 
100,000×17% 
 
 
500,000×17% 
 
 
-- 
40,000×17% 
 
 
 
 
 
 
 
 
 
 
 
144,400 
 
 

 
204,000 
 
 
15,200 
-- 
17000 
 

236,200 

 
85000 
 
-- 
6800 
 

91,800 

 
 
 
 
 
 
 
 
 
144,400 
10,000 

134,400 
 

 

Q.5 XYZ Ltd a registered distributor, has reported the following transactions for the 

month of September 2016 for the calculation of sales tax. 

1) Taxable turnover Rs. 900000 (to registered person) 

2) Taxable turnover Rs. 110,000 (to non registered persons) 

3) Items donated Rs. 30,000 

4) Exports to Afghanistan Rs. 170,000 

5) Taxable purchases from registered person Rs. 270,000 
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6) Taxable purchases from non registered person Rs. 170,000 

7) Credit notes issued in respect of taxable supplies Rs.15000 

8) Sales tax paid on electricity bills Rs.3000 

9) Sales tax refund due Rs.10,000.  

 

Solution 

XYZ Ltd 
STRN…………… 

Registered distributor 
Sales tax year 2017 

 
Sr. No Particulars Rs. Rs. 

 Output tax 
Taxable turnover Rs. 900000 (to registered person) 
Taxable turnover Rs. 110,000 (to non registered persons) 
Items donated Rs. 30,000 
Exports to Afghanistan Rs. 170,000 
Credit notes issued in respect of taxable supplies 
 Rs.15000 (Note-1) 
Total  output tax 
 
Less: Input tax 
Taxable purchases from registered person Rs. 270,000 
Taxable purchases from non registered person Rs. 170,000 
Total input tax 
 
Appointments to input tax 
Input tax/total supplies× relevant  supplies 
1. Taxable supplies=45,900/11,95,000×995,000 
                                    =38218 
2. Exempt supplies=45,900/11,95,000×30000 
                               =1152 
3. Zero rated supplies=45,900/11,95000×170,000 
                             =6530 
Gross sales Tax payable 
=output tax-input tax on taxable supplies 
=171,350-45,900 
Less: Sales tax paid on electricity bills 
Less: Sales refund due 
Net sales tax payable 
 
Note-1: Credit note for taxable supplies represents sales 
returns. 
 

 
900,000×17% 
110,000×19% 
-- 
170,000×0% 
 
15000×17% 
 
 
 
270,000×17% 
170,000 
 
 
 
 
 
 
 
 
 
 
 
 
125,450 
 

 
153,000 
20,900 
-- 
0 
 
(2550) 

171,350 

 
 
45,900 
-- 

45,900 

 
 
 
 
 
 
 
 
 
 
 
125,450 
(3000) 
(10,000) 

112,450 
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Annexure 1: 

Tax Rates for Salaried Persons 2017-2018  
 

 

 

 

 

 Taxable Income Rate of tax 

(1) (2) (3) 

1. Where the taxable income does not exceed 
Rs.400,000  

0%  

2. Where the taxable income exceeds Rs.400,000 but 
does not exceed Rs.500,000  

2% of the amount exceeding Rs.400,000  

3. Where the taxable income exceeds Rs.500,000 but 
does not exceed Rs.750,000  

Rs. 2000 + 5% of the amount exceeding Rs.500,000  

4. Where the taxable income exceeds Rs.750,000 but 
does not exceed Rs.1,400,000  

Rs.14,500 + 10% of the amount exceeding 
Rs.750,000  

5. Where the taxable income exceeds Rs.1,400,000 but 
does not exceed Rs.1,500,000  

Rs. 79,500 + 12.5% of the amount exceeding 
Rs.1,400,000  

6. Where the taxable income exceeds Rs.1,500,000 but 
does not exceed Rs.1,800,000 

Rs. 92,000 + 15% of the amount exceeding  

7. Where the taxable income exceeds Rs.1,800,000 but 
does not exceed Rs.2,500,000  

Rs.137,000 + 17.5% of the amount exceeding 
Rs.1,800,000  

8. Where the taxable income exceeds Rs.2,500,000 but 
does not exceed Rs.3,000,000  

Rs. 259,500 + 20% of the amount exceeding 
Rs.2,500,000  

9. Where the taxable income exceeds Rs.3,000,000 but 
does not exceed Rs.3,500,000  

Rs. 359,500 + 22.5% of the amount exceeding 
Rs.3,000,000  

10. Where the taxable income exceeds Rs.3,500,000 but 
does not exceed Rs.4,000,000  

Rs.472,000 + 25% of the amount exceeding 
Rs.3,500,000  

11. Where the taxable income exceeds Rs.4,000,000 but 
does not exceed Rs.7,000,000  

Rs.597,000 + 27.5% of the amount exceeding 
Rs.4,000,000  

12. Where the taxable income exceeds Rs.7,000,000  Rs.1,422,000 + 30% of the amount exceeding 
Rs.7,000,000]  
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Annexure 2: Tax Rates for Non-Salaried Persons 

 

 Taxable Income Rate of tax 

(1) (2) (3) 

1.  Where the taxable income does not exceed 
Rs.400,000  

0%  

2.  Where the taxable income exceeds Rs.400,000 but 
does not exceed Rs.500,000  

7%  of the amount exceeding Rs.400,000  

3.  Where the taxable income exceeds Rs.500,000 but 
does not exceed Rs.750,000  

Rs. 7000 + 10% of the amount exceeding Rs.500,000  

4.  Where the taxable income exceeds Rs.750,000 but 
does not exceed Rs.1,500,000  

Rs.32,000 + 15% of the amount exceeding Rs.750,000  

5.  Where the taxable income exceeds Rs.1,500,000 
but does not exceed Rs.2,500,000  

Rs. 144,500 + 20% of the amount exceeding 
Rs.1,500,000  

6.  Where the taxable income exceeds Rs.2,500,000 
but does not exceed Rs.40,00,000 

Rs. 344,500 + 25% of the amount exceeding  2500,000 

7.  Where the taxable income exceeds Rs.40,00,000 
but does not exceed Rs.6,000,000  

Rs.719,500 + 30% of the amount exceeding 
Rs.40,00,000  

8.  Where the taxable income exceeds Rs.60,00,000  Rs. 1,319,500 + 35% of the amount exceeding 
Rs.6,000,000  
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Annexure 3: Tax Rates for Property Income: 

 

INCOME FROM PROPERTY 

The rate of tax to be paid under section 15, in the case of individual and association of 

persons, shall be as follows:- 

 
S. No. Gross amount of rent Rate of tax 

(1) (2) (3) 

1. Where the gross amount of rent does not exceed 
Rs.200,000. 

Nil 

2. Where the gross amount of rent exceeds Rs.200,000 
but does not exceed Rs.600,000. 

5 per cent of the gross amount exceeding 
Rs.200,000. 

3. Where the gross amount of rent exceeds Rs.600,000 
but does not exceed Rs.1,000,000. 

Rs.20,000 plus 10 per cent of the gross amount 
exceeding Rs.600,000. 

4. Where the gross amount of rent exceeds Rs.1,000,000 
but does not exceed Rs.2,000,000. 

Rs.60,000 plus 15 per cent of the gross amount 
exceeding Rs.1,000,000. 

5. Where the gross amount of rent exceeds Rs.2,000,000. Rs.210,000 plus 20 per cent of the gross amount 
exceeding Rs.2,000,000”] 
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