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1. Trade Deficit Shrinks In  April
ISLAMABAD, May 10: Pakistan`s trade deficit shrank by over 33 per cent in April over the same month last year owing to highest ever increase in exports and steep fall in imports, suggested data of Federal Bureau of Statistics released here on Tuesday.

In absolute term, the balance of trade decelerated to $870 million in the month under review from $1.315 billion over the corresponding month last year as a result of slowdown in economic activities and maximum depreciation of the rupee making imports costlier.

The over all trade deficit fell marginally by 1.94 per cent to $12.109 billion in July-April 2010-11 from $12.349 billion in the corresponding period last year. The narrowing down of deficit led to some ease on external side for the government struggling to curtail the rising budget deficit.

As a result of extraordinary performance of exports and remittances, the current account also turned into surplus of $99 million during the July-March 2010-11 as against a deficit of $3.106 billion during the same period last year. This amount of surplus could increase further when the figures for the month of April would be finalised.

Similarly, Pakistan`s foreign exchange reserves had also grown steadily and due to higher export proceeds as well as record inflow of remittances reached $17.11 billion until April 30.

Experts say besides strengthening the current account and the level of reserves, the unexpected growth in export proceeds and unprecedented inflow of remittances had positive effect on exchange rate that remained stable throughout the year.

Exports surged by 39.74 per cent in April to $2.377 billion as against $1.701 billion over the same month last year. A growth of 27.78 per cent was witnessed in export proceeds this year in the first 10 months (July-April) standing at $20.154 billion against $15.773 billion last year.

The government had projected an export target of $21.219 billion for this fiscal year. Last year, export proceeds reached $19.290 billion. This year export proceeds could easily reach $22 billion, which will be the highest in the country`s history.

Increase in commodity prices especially in cotton on the international markets helped raise the volume of exports. Another factor was the export of agriculture products, especially rice, which also grabbed maximum share in the non-textile products.

Rice exports are expected to reach $2.3 billion this year from $1 billion a few years ago and would register further increase next year following recovery of fields devastated by floods.

Imports grew by 7.66 per cent to $3.247 billion in April as against $3.016 billion over the corresponding month of last year. But the over-all volume of imports witnessed a growth of 14.73 per cent in July-April period reaching $32.263 billion as against $28.122 billion in the same period last year.

The government had projected the import bill to reach $31.7 billion during 2010-11, an increase of six per cent over $29.9 billion last year. But this target was surpassed in the first 10 months of the current fiscal year over the last year.

The rising import bill was mainly driven by the spike in oil price in the international market. Which they fear could cross the 2008 highest level of $148 a barrel in the next few months.

Continued on Page 10

2. Remittances Surpass Annual Target Of 9bn
KARACHI, May 10: Remittances sent by overseas Pakistanis again crossed one billion dollar mark in April after record figure of March, while the 10-month total inflow also crossed the annual target of $9 billion.

The windfall of remittances continued for Pakistan, facing tough economic situation, as economy is still struggling to come out of recession amid lowest rate of growth.

The State Bank reported on Tuesday that overseas Pakistanis remitted $1.030 billion in April while it was $1.052 billion in March, reflecting a trend of high inflow which strongly supported country’s external front, helping both trade imbalances and current account.

The report said in the first 10 months of the current fiscal year, remittances rose to $9.046 billion which was 23.8 per cent higher than the same period of last year.

Further details show that rise of remittances was mainly from the Middle Eastern countries while a slight increase was noted in remittances from United States, UK and EU.

The inflows from Middle East alone constituted 58 per cent ($5.239 billion) in the total remittances of $9.046 billion.

Remittances from Saudi Arabia increased by 36 per cent (or $560 million) to 2.085 billion during the 10 months compared to the pervious year.

Similarly, inflow from United Arab Emirates increased by 25 per cent (or $428 million) to $2.091 billion, as compared the
previous year.

Remittances from GCC countries, including Bahrain, Kuwait, Qatar and Oman, slightly increased by 30 million to $1.063 billion.

The remittance from US increased by 14 per cent to $1.677 billion while UK and European Union also showed increase.

However, most important aspect of this high-inflow trend is that it helped country see a current account surplus in the first nine months.

The weakness of current account imbalances has been a key problem for the country which forced it in 2008 to borrow from IMF and compromised its economic growth.

The total amount is also higher than the trade imbalance of minus $8.011 billion during the first nine months. The 10 months’ figure of trade imbalance is yet to appear.

However, even remittances of nine months (July-March- $8.016 billion) had mitigated the impact of trade imbalance of that period.

In April 2011, remittances were up 36.34 per cent or $274 million, when compared with $755.77 million received in the same month last year.

The monthly average remittances for July-April 2011 period come out to $904 million as compared to $730 million during the same corresponding period of the last fiscal year.

“While the oil prices are falling in the international market and Pakistani exports are getting higher prices, there is clear chance that the current financial year may end up with surplus current account,” said analyst Mohammad Imran of Arif Habib Investment.

The current account for July-March was surplus with $99 million. The country has record foreign exchange reserves of over $17 billion mainly on account of increasing remittances as it rose last year to $8.9 billion.

3. Hedge Trading In Cotton At PMEX Opposed
KARACHI, May 10: The Karachi Cotton Association (KCA) has raised objection over Security Exchange Commission of Pakistan (SECP) approval to the Pakistan Mercantile Exchange Ltd (PMEX) for introduction of futures trading in cotton.
In a rejoinder it pointed out that the hedge trading in cotton had been functioning since 1934 under the aegis of the KCA.

However, after the nationalisation of export trade and establishment of Cotton Export Corporation (CECP) in the public sector and subsequent nationalisation of ginning units, hedge trading in cotton was suspended through an administrative order of the government in 1976.The KCA has been advocating for a long time for resumption of hedge trading in raw cotton under its aegis. It further stated the hedge trade had been successfully operating by the KCA, which developed necessary expertise and infrastructure to operate it.

The government in 2005 decided to resume hedge trading under the aegis of KCA but unfortunately, the official notification was not made under the influence of some vested interests.

The KCA was critical of the SECP for allowing futures contracts without involving physical delivery of raw cotton allowing only cash settled futures contracts.

The association apprehended that this would encourage speculations and gambling, thereby causing large scale volatility in prices of cotton, which is the major raw material of textile industry.

Any attempt to encourage speculation in this commodity will destroy the exports as well as economy, it added.

The KCA maintained that the futures contracts have been opened under the aegis of PMEX without taking into confidence all the stakeholders, including the KCA, Aptma, Pakistan Cotton Ginners Association and Pakistan Cotton Forum.

The SECP approval also negates the decision of the federal cabinet of March 24, 2005, which clearly stated that futures trading in raw cotton would be allowed under the aegis of the KCA.

4. Conversion Rates
KARACHI: The following are May 11, State Bank conversion rates for foreign currency deposits, dollar bearer certificates, foreign currency bearer certificates and special US dollar bonds.
US dollar             Rs   84.7120
Japanese yen    Rs     1.0498
Pound sterling    Rs 138.4702
Euro    Rs 121.4770

LIBOR
The following is Libor rate for calculating interest on special US dollar bonds for May  10.

Libor
For 6 months    0.42%
5. FPCCI Business Councils
KARACHI, May 10: Elections to various business councils of Federation of Pakistan Chambers of Commerce and Industry (FPCCI) have been completed.
According to a statement here on Tuesday, FPCCI president Senator Haji Ghulam Ali has notified the chairmen for these business councils.

Abdul Rahim Janoo, Pakistan Bangladesh; Mahtabuddin Chawla, Pakistan-Canada; Syed Mazhar Ali Nasir,Pakistan-China; Imran Zahid, Pakistan-Germany; Tariq Sayeed, Pakistan-Iran; Tariq Rafi, Pakistan-Iraq; Muhammad Bashir Janmohammad, Pakistan-Malaysia; Amjad Rafi, Pakistan-Turkey; Muhammad Abdul Mateen, Pakistan-Saudi Arabia; Arif Suleman, Pakistan-Thailand; Dr Mirza Ikhtiar Baig, Pakistan-UAE; Haroon Rashid Sheikh, Pakistan-USA; Nadeem Khalid, Pakistan-Ukraine; and Zahid Anwar, Pakistan-UK.

 
B RECORDER
 
1. FBR working to raise WHT on services to 10 percent
ISLAMABAD  (May 11, 2011) : The Federal Board of Revenue (FBR) is reviewing a budgetary proposal to increase the rate of withholding tax on services provided or rendered, from 6 percent to 10 percent, in the budget for 2011-12. Sources told Business Recorder here on Tuesday that at present services provided or rendered under section 153 of the Income Tax Ordinance 2001 are liable to 6 percent withholding tax.

The FBR is examining a proposal to enhance the rate from 6 percent to 10 percent under section 153 of the Income Tax Ordinance 2001. In case the FBR finalises the budget proposal, it would be another revenue generation measure. It is being examined whether 6 percent rate under section 153 of the Income Tax Ordinance 2001 is less as compared to 10 percent withholding tax rate applicable on commission, profit of debt and dividend, etc. In case of commission, the rate of withholding tax is 10 percent and the proposal seemed to bring the withholding tax rate of services provided or rendered at par with the commission.

When contacted, a tax expert said that the tax on services cannot be equated with the tax on profit on debt, commission and dividend as the tax on services of individuals and AOPs falls under the minimum tax regime, whereas the tax on dividend, profit on debt and commission falls under the final tax regime. If the tax on services is being enhanced, the same should be brought into the final tax regime.

The FBR is also planning to bring a few sectors of the Presumptive Tax Regime (PTR) into the minimum tax regime to ensure filing of returns and payment of the due amount of taxes. Similarly, some sectors of the final tax regime (FTR) would be brought into the minimum tax regime. It will result in filing of income tax returns by these sectors under section 114 of the Income Tax Ordinance 2001as against statements under section 115 of the Income Tax Ordinance 2001. Resultantly, their tax returns would be subject to audit and examination of books of accounts. The FBR has proposed that the sectors covered under the final tax regime include exporters, dividend income, profit on debt, commercial importers, suppliers, contractors and others to be brought into the minimum tax regime.
2. April trade deficit narrows to $870 million
ISLAMABAD  (May 11, 2011) : Pakistan's trade deficit narrowed to $870 million in April from $1.3 billion a year earlier, the Federal Bureau of Statistics said on Tuesday. The trade deficit was $920 million in March. Exports increased to $2.3 billion in April, from $1.70 billion a year ago, according to the bureau. Imports totalled $3.24 billion in April, up from $3.01 billion in April last year.
3. Cotton futures trading at PMEX KCA demands probe against SECP approval
KARACHI  (May 11, 2011) : The Karachi Cotton Association has noted with great consternation that the SECP has granted approval to Pakistan Mercantile Exchange Limited (PMEX) for introduction futures trading in cotton. It would be pertinent to point out that hedge trading in cotton was functioning since 1934 under the aegis of the Karachi Cotton Association (KCA).

Following the nationalisation of export trade and establishment of Cotton Export Corporation of Pakistan in the public sector and also subsequent nationalisation of the ginning industry, the hedge trading in cotton was suspended by an administrative order of the government of Pakistan in 1976. The KCA has been advocating for a long time for resumption of hedge trading in raw cotton under the aegis of KCA. KCA has operated the hedge market since 1934 until suspension in 1976 and has the necessary expertise and infrastructure to operate hedge market. Furthermore, the Cabinet of the government had decided in 2005 that the hedge market in raw cotton may resume at the KCA. Unfortunately, this was not notified due to vested interests.

The Futures Contracts envisaged in the press release issued by the SECP does not involve physical delivery of raw cotton and only involves cash settled futures contracts. The KCA fears that this will encourage speculations, gambling and voyeurism thereby causing large-scale volatility in the prices of raw cotton, which is the major raw material of the textile industry which contributes about 60 percent to the exports of Pakistan. An attempt to encourage speculation in this commodity would destroy the exports as well as the textile industry in Pakistan.

It must be noted that the Futures Contracts has been opened under the aegis of PMEX without taking into confidence of all stakeholders as the KCA, Aptma, PCGA, FAP and Pakistan Cotton Forum. Due to some mysterious reasons this backdoor move has been made without adequate consultation with the other stakeholders.

We appeal to the President, the Prime Minister and the Ministers of Commerce, Textile Industry and Food & Agriculture to kindly order an inquiry into this spurious decision and to suspend the notification until all stakeholders are consulted.-PR

4. Chamber's Budget Proposals KCCI For Enhancing Tax Exemption Limit To Rs 0.5
Karachi  (may 11, 2011) : the karachi chamber of commerce and industry has suggested a number of measures to enhance purchasing power of middle class of the society in its budget proposals for the year 2011-12, which include enhancing tax exemption limit to rs 500,000 from rs 300,000.

president kcci, mohammad saeed shaifq, in the budget proposals sent to federal finance minister hafeez shaikh, said that the tax system works against the middle class and continuing inflation has aggravated the problems of this segment of the society. phenomenal increase in prices of consumer goods, transportation, energy, housing and education has burdened the middle and lower income groups.

besides payroll tax, salaried class also pay withholding income tax on utilities, phone bills etc, and since they are not required to file return, most of them do not claim refunds of these withholding taxes. he suggested reduction in maximum tax rate to 15 per cent from 20 per cent helping them to manage standard of living.

--- the house rent exemption of 45 percent basic salary from total income should be same for all salaried person without any maximum threshold calculated on salary of rs 600,000-the benefit of house rent allowance ie exemption up to 45 per cent of basic salary and utilities exemption up to 20 per cent of basic salary be restored which was withdrawn through the finance act 2006 to benefit the salaried class.

it is suggested that following expenses should be allowed either as direct deduction or on tax credit basis subject to submission of complete address of institution or recipient where applicable. 1) medical expenses without any limit 2) professional membership.

--- the salaried employees should be allowed exemption on expenses incurred on yearly holiday/vacation trips made by the individual with his family either within or outside the country.

--- as most corporate sector salaried employees because of their better economic clout live in a joint family system, therefore, they have to bear the living expenses of their retired parents or non-adult, non-earning children/nephews, nieces etc. this is taxing to some extent on the individual. here, a certain allowance be allowed for each year and should be income tax free.

he noted that unlike all the developing countries of the world, pakistan did not offer any substantial protection to its manufacturing/industries sector. consequently, generally businesses prefer to operate as traders and enjoy associated tax/duty befits. to address the growing inflation, unemployment and shirking business environment the genuine needs of the manufactures should be addressed.

it is proposed that the rate of indirect taxes needs to be reviewed but also indigenously manufactured goods should be made competitive against imported goods. this can be done in consultation with the stakeholders and in view of the policy of the federal board of revenue (fbr).

the chamber is of the view that these measures will improve industrial activities, higher revenues, lower unemployment and possibly increase exports and resultantly in foreign exchanges. kcci president noted that it is sad to know that owners of 90 per cent of the state resources pay only 5 per cent of taxes. it is essential to known the legal position in this regard.

there is a law enacted 2000-01 to tax agriculture income. the constitution of 1973 debars the federal government to impose any agriculture tax except by the provinces under whose domain the tax falls singularly. all the four provinces have enacted the said laws regarding agriculture tax from the assessment year 2000-01. it is still being collected as a land-based tax by the provinces.

total collection by all the provinces in 2009-10 was rs 2 billion only whereas the potential is rs 200 billion with share of 22 per cent in gdp. under section 113(1) b of income tax ordinance of 2001 every single citizen of this country who owns an immovable property is bound by law to submit his return even in case of no income. is this not a mockery of the law of the land, he questioned.
5. Proposal To Impose Wealth Tax In Budget Opposed
Karachi  (may 11, 2011) : the chairman, towel manufacturers association of pakistan (tma), syed usman ali has opposed the government move to impose wealth tax in the budget 2011-12. in a statement usman ali and former chairmen, feroze alam lari and muzammil husain said that the wealth tax should not be imposed, as its imposition had caused of outflow of capital from the country in the past and if imposed once again the already ailing economy would have serious blow as the black money culture would revive.

usman said there is no country having imposition of wealth tax in the world. he suggested that the prime minister, finance minister and other higher authorities should consult business community before the upcoming budget. he said that government has declared the present year as "export year" but it is imposing anti-exports measures and trying to push exports particularly textile sector to corner. he said that government despite its commitment has once again imposed sales tax on textile auxiliaries, which would ultimately affect value-added textile sector.

he once again demanded of the government to influence india not to oppose pakistan in getting market access offered by european union. he said that eu had offered some trade benefit to pakistan on the wake of massive floods but the package remains in doldrums due to objections raised by some countries particularly india against pakistan. he said that mfn status to india should only be granted after ensuring compliance of bilateral trade accord from indian side.-pr
6. Budget proposals sop to deal with frivolous cases be issued
Islamabad  (may 11, 2011) : there is a Budget proposal to issue standard operating procedure (sop) for the tax department to effectively deal with the frivolous cases made due to failure of the federal board of revenue (fbr) web-portal to cross-match input tax data with the output tax in the electronically filed sales tax returns of buyers and sellers.

it is learnt here on tuesday that the fbr is examining the Budget proposals of the association of chartered certified accountants (acca) to remove legal and procedural flaws in the tax system. according to the Budget proposals, the provision of section 8(1) (ca) of the sales tax act prescribes that input tax credit is not admissible to the registered buyer if the corresponding output tax was not paid by the supplier. in recent times, frivolous cases have been made when the fbr web portal failed to cross-match the output tax in the tax return of the seller and the corresponding input tax in the tax return of the buyer.

bearing in mind the mechanism of e-filing recently introduced in sales tax legislation, it seemed that the cross-matching of tax returns may not be possible. in view of this, it is suggested that a standard operating procedure (sop) be issued by fbr to cater for all the foregoing factors and for possible resolution in cases where the fbr web portal fails to recognise payment of output tax by the supplier.

to deal with the issue of delisting, black listing and suspension of registration under section 21 of the sales tax act, there should be provision that before declaring any person as blacklisted, the charge for issuing a fake invoice or committing tax fraud should also be established in the order-in-original rather than only in the 'show cause' notice. furthermore, input tax on account of purchases by a genuine buyer (from a subsequently declared blacklisted person) should be allowable to the extent of purchase until blacklisted declaration date, as the genuine buyer would have bought the goods in the good faith and no such declaration had appeared on the fbr website at the time of the purchases. there are numerous reported and unreported judgements by atir in which the tribunal has held that blacklisting may only operate prospectively and no retrospective effect may be given to deprive the buyer of his legitimate right of input tax.

it should be clarified that for past cases (cases related to all preceding years) additional tax will be levied at the rate currently applicable as a default surcharge, subject to a maximum level of principal tax liability. the simultaneous levy or penalty and additional tax applicable under the act may need to be removed, being unjustified, since both the provisions are of a punitive nature. "we propose that there should be only one penalty on a single default. moreover, the default surcharge should not be charged on an inadvertent error, as was the case for additional tax," the acca Budget proposal added.
 
THE NEWS
 
1. FAP rejects RGST on inputs, fertilizer
LAHORE: Participants of the general body meeting of the Farmers Associates Pakistan (FAP) have rejected the levy of Reformed General Sales Tax (RGST) on pesticides, tractors, fertilisers and other agricultural inputs, terming it a step that will make farming unviable for growers.
The farmers belonging to various other organisations also participated in the function and adopted a resolution in this connection on Tuesday. The meeting was chaired by Shah Mahmood Qureshi, Chairman FAP, who was flanked by Vice-Chairman Syed Hussain Jahania Gardezi, Chief Executive Officer Malik Afaq Ahmad Tiwana and Chief Coordinator Dr. M Tariq Bucha. Punjab Agriculture Minister Malik Ahmad Ali Aulakh was the chief guest.
Aulakh also addressed the participants of the meeting and briefed them about the steps being taken by the provincial government for promotion of agriculture and livestock sectors. He said wheat production was very encouraging as increase in per acre yield was being witnessed and added that efforts were being made to introduce disease-resistant cotton seed.
Dr Tariq Bucha said that the house had strongly opposed the imposition of the RGST, which had resulted in the agriculture input costs for the farmer to swell by Rs4,000 to Rs5,000 per acre. 
The members considered the step suicidal for the food security of the country and a strong attack on the consumers living in the urban area, for whom flour would become more costly by at least Rs100 per maund. 
In a special resolution, the members consisting of farmers, pesticide and fertiliser companies and tractor and implements manufacturers unanimously demanded the government withdraw the RGST on all agriculture inputs, including machinery and implements, or the stakeholders would be compelled to adopt appropriate measures for the acceptance of their demand.
Bucha further pointed out that the imposition of the RGST would result in 10 percent reduction in the production of food items, which would eventually result in the increase of the price of food items by up to 30 percent. 
He also referred to the last yearís speech of the federal finance minister, who had mentioned that the share in growth of the GDP of industry was 4.9 percent, livestock four percent and agriculture two percent, whereas the allocation in the development progress was Rs13 billion to industry, Rs3.5 billion to agriculture and only Rs 2 billion to livestock sector. 
This was a very serious anomaly and a clear plunder of the resources of agriculture sector, which had been continuously sustaining the economy of Pakistan over the past many years, he said.
With reference to the agriculture tax, the farmers showed their willingness to contribute to the national exchequer but pointed out that the Federal Board of Revenue (FBR) had no capacity to assess the agriculture income as even in the already taxed sector, 63 percent of the tax was collected in the form of Withholding Tax. 
While summing up various points raised during the session and observations made by the members of the organisation, Shah Mahmood Qureshi said that the house, through another resolution, also decided that the FAP, in collaboration with other growersí organisations, would compile a case study of hardships and issues faced by the farmers and submit it to members of the provincial and national assemblies for raising them and ensuring their remedies. He said the FAP would approach all the parliamentarians irrespective of their political affiliations as its members belong to every political thought. He said the 118th meeting of the FAP General Body also resolved to hold a seminar in Lahore during the forthcoming national budget session. 
2. Overseas Pakistanis remit over $1bn
KARACHI: Overseas Pakistanis remitted over $1 billion for the second consecutive month following $1.030 billion and $1.052 billion in April and March, respectively, data released by the central bank revealed on Tuesday.
“This clearly indicates that the remittances sent home by overseas Pakistanis are continuously rising as an amount of $9,046.60 million was received during the first 10 months (July-April) of the current fiscal year 2010/11, showing an increase of $1,740 million, or 23.81 percent against $7,306.60 million received over the same period last year,” the central bank said.
The remittances sent home by Pakistani workers had already crossed the $9 billion mark, which was the target in the annual plan for the whole fiscal year.
Overseas Pakistani workers had remitted nearly $8.906 billion during the last fiscal year (2009/10).
The monthly average remittances for the July-April period comes out to be $904.66 million against $730.66 million during the corresponding period last year, registering an increase of 23.81 percent.
In April, the remittances sent home by overseas Pakistanis was up by 36.34 percent, or $274.65 million against $755.77 million received during the same month last year.

3. Govt must regulatecotton trade officials
4. KARACHI: The government must regulate sale of domestic cotton to a certain extent as speculators in recent months pushed its price high, which hurt textile makers, industry officials said on Tuesday. 
“Traders, builders, brokersóeveryone seems to have jumped in the trade,” Jawaid Bilwani, Coordinator of Council of All Pakistan Textile Association told The News. “It has provided some people a way to make quick money by hoarding cotton, creating an artificial shortage and making the price rise.” 
The price of cotton has come down by 35 percent in the last three months in tandem with fall in the international market. But the textile makers remain concerned that if price starts moving up again, manipulation will come into play. There is no control over the quantities spinning companies, which use cotton to make yarn, can buy, he said. “This means spinners can literally lift all the cotton, notwithstanding their needs.” 
Pakistan produces around 12 million bales of cotton annually whereas its demand stands at 15 million bales. The difference is imported. 
Textile makers complain that yarn manufacturers have a monopoly over supplies of their key raw material. 
Spinners and the makers of garments, hosiery, bed sheets and linen have been at loggerheads over the export of yarn, the thread used to make cloth. The fight always leads to the question of free-market economy under which export of raw material cannot be hindered. 
Bilwani said that spinners should be allowed to buy enough cotton for a maximum of three months. “Excess sales must be registered so that the government knows the situation of market exactly.”
Textile makers complain that their contracts with global buyers are fixed and price fluctuation in yarn midway through manufacturing often forces them to suffer losses. 
Naqi Bari, former chairman Pakistan Hosiery Manufacturers Association, said that large spinning companies could comfortably raise funds from banks to buy excess cotton. “For us, it’s a matter of contract. We normally make deals for one year at a predetermined price.” 
India has regulated its textile industry firmly, making sure that cotton and yarn meet domestic needs first, he said. “They use a mix of non-tax barriers to check exports of yarn.” 
Cotton traders brush aside concerns about hoarding. “No one would risk billions of rupees of loan just to bet that prices will go up,” said a cotton trader. “There is no evidence of borrowing from banks for hoarding cotton.” 
