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Conversion Rates 
(Dawn 19-10-2010)
 KARACHI: The following are October 19, State Bank conversion rates for foreign currency deposits, dollar bearer certificates, foreign currency bearer certificates and special US dollar bonds.

US dollar Rs 86.0702

Japanese yen Rs 1.0602

Pound sterling Rs 136.6795

Euro Rs 119.5171

LIBOR

The following is Libor rate for calculating interest on special US dollar bonds for October 18.

Libor

For 6 months 0.45%
Energy Moot To Discuss 2 Weekly Holidays 
(Dawn 19-10-2010)
 ISLAMABAD, Oct 18: The government has convened an energy summit of federal and provincial leaders on Nov 14, in Lahore to consider continuation of two weekly holidays. 

A meeting of the transition team on power sector reforms presided over by deputy chairman Planning Commission on Monday was informed that the progress on power sector reforms would be presented before the energy summit to be presided over by Prime Minister Yousuf Raza Gilani. 

The sources said the ministry of water and power has suggested continuation of two weekly holidays for the public sector but provincial governments of Sindh and Punjab have demanded an end to two holidays. 

The summit would also consider maximum gas allocation for the power sector in view of its cost effectiveness as gas- based power generation was about 70 per cent less than power generation on furnace oil. 

The transition committee also decided to complete energy and fuel consumption audit of power companies by Nov 30, to examine if the power plants were utilising fuel efficiently. 

The committee directed the distribution companies to prepare a plan for procurement of smart meters and finalise bidding documents for their import in 45 days. 

The power companies were also asked to prepare an actionable plan for recovery of electricity arrears from provincial governments, public sector consumers and KESC. 

The transition committee also decided to submit Nepra Amendment Act to the Parliament within the current month so as to empower the power regulator to notify electricity tariffs directly. 

Informed sources said the meeting constituted two separate committees on technical and financial matters of the power sector. 

The sub-committee on financial matters would look into cash flow problems of the power companies and suggest measures to resolve rising energy sector circular debt. The technical committee would look into operational efficiencies of the generation and distribution companies. 

The recommendations of the two committees would be finalised at the next meeting on Nov 12 and 13 and would be submitted to the energy summit on Nov 14, for decision making. 

The participants resolved to prepare three distribution companies – Islamabad, Faisalabad and Lahore – for initial public offering by Dec 31, this year. 

The committee also decided to conduct a study for conversion power plants based on furnace oil to coal-based power generation.
Non-availability of cotton, cotton yarn: value-added textile sector to launch campaign 


TAHIR AMIN 

Textile Sector At Odds Over EU Package 
(The News 19-10-2010)
 KARACHI  (October 19, 2010) : A huge amount of Rs 17,097.80 million has been issued in a dubious manner as sales tax refunds, in 5,273 cases, during the period ending on June 30, 2010, by the Large Taxpayers Unit, Karachi, and Regional Tax Offices at Karachi, Hyderabad, Sukkur and Quetta.

The refunds, tabulated by the Directorate of Internal Audit (Inland Revenue), Southern Region, Karachi, are as follows: Regional Tax Office, Karachi Rs 2,310.94 million in 3,572 cases; Large Taxpayers Unit, Karachi Rs 14,151.80 million in 680 cases; Regional Tax Office, Hyderabad Rs 475.87 million in 459 cases; Regional Tax Office, Sukkur Rs 1.23 million in 10 cases; and Regional Tax Office, Quetta Rs 157.96 million in 19 cases.

According to the I A Directorate, these refunds were issued by the LTU/RTOs without complying with the following provisions of Sales Tax Act, 1990 and Sales Tax Rules, 2006: Section 10 and 66 of the Sales Tax Act, 1990 provide for issuance of refund of input tax and refund to be claimed within one year as notified/prescribed by the Board and Rule 27 of Sales Tax Rules, 2006 makes the establishment of Refund Division and posting of officers mandatory for the very purpose. Rule 29 and 30 of the Sales Tax Rules, 2006 also makes it mandatory that the sanction of refund is to be done by the officer In-charge of the Refund Division and by issuance/signing of Refund Payment Order (RPO). Besides, Rule 36 contemplates of post-sanction audit of refund claims.

The Directorate observed that as against this special provision in rules no endeavour was made to conduct the Post-Sanction Audit, which could be visualised from the following: Number of cases wherein Post-Sanction Audit was conducted: Regional Tax Office, Karachi 8, Large Taxpayers Unit, Karachi Nil, Regional Tax Office, Hyderabad 127, Regional Tax Office, Sukkur Nil, and Regional Tax Office, Quetta Nil. A total of 135 cases only.

The Directorate observed that no Refund Division, in terms of Rule 27 has been established, and all sales tax refunds are being issued by the Unit In-charge, instead of being scrutinised and processed by the Processing Officer under rule 29 and sanctioned by the Refund Officer, in utter disregard of the rules rendering genuineness of the refunds dubious. Non-conducting of post-sanction audit of refund claim under rule 36 further strengthens this belief.

Ostensibly, this all is being done under the premise of integration of three ie income tax, sales tax and the federal excise with the change of nomenclature, ie Inland Revenue, whereas no change has been brought in the rules mentioned supra which are still operative and integration of three taxes does supersede or violated law/rules.

In a very recent judgement, the Supreme Court of Pakistan in the case reported as 2010 TD (Service) 122 Muhammad Nadeem Arif and others versus Inspector General of Police, Punjab, Lahore and others, has clearly observed that in case of a conflict between rules and the directions/instructions/departmental practices, the rules prevail. This is not the first decision of the Supreme Court of Pakistan but in earlier judgements also this principle has been upheld and is binding on everyone under Article 189 of the Constitution of the Islamic Republic of Pakistan, 1973.

Notwithstanding the legal position decided by the Supreme Court of Pakistan in earlier cases and the case mentioned supra, resort to issuance of sales tax refunds on personal whim/discretion/instructions is an absolutely illegal action being taken without jurisdiction and in violation of law/rules and the decision of Supreme Court of Pakistan in case reported 2003 SCMR 1140, Samiullah Khan Marwat versus Government of Pakistan and others in which it has been observed that the exercise of powers by the public functionaries in derogation to the direction of law would amount to disobey the command of law and the Constitution.

This fact has been brought to the notice of the Directorate General of Internal Audit (Inland Revenue), Islamabad for referring the issue to the Chairman, Federal Board of Revenue, for taking up the matter with the heads of LTU/RTOs and issuing order for special inspection of these dubious refunds.
Raw Cotton Remains Stablen 
(The News 19-10-2010)
KARACHI: Raw cotton remained stable on Monday despite a fall in the international market, dealers said.
“Local cotton prices heavily depend on the world market as cotton futures at the International Commodity Exchange (ICE), New York have come under substantial pressure because of the healthy demand from China and Pakistan,” said Shakeel Ahmad, a leading cotton trader at the Karachi Cotton Exchange.
Naseem Usman, a cotton analyst, said that the commodity supply had been disrupted because of warm weather conditions in Punjab.
However, 80,000 cotton bales have been coming daily from 725 out of the 1,212 ginning factories throughout the country.
Moreover, spot rates of the Karachi Cotton Association held steady at Rs7,450 per maund and 7,984 per 40kg for average quality lint. Seedcotton (Phutti) was priced at Rs3,350 per 40kg in both the cotton producing provinces, Punjab and Sindh.
The market turnover stood at 21,000 bales of raw cotton (170kg each), including 2,000 bales each from Nawabshah, Khairpur and Shahdadpur; 1,600 bales from Upper Sindh; 600 bales each from Sultanabad and Tando Adam; 400 bales each from Sarhari and Moro; 2,800 bales in mill-to-mill deals, varying between Rs7,450 and Rs7,600 per maund, 400 bales each from Dera Ghazi Khan, Gaggo Mandi, Vehari; 600 bales each from Chichawatni, Kabirwala, Haroonabad, Khanewal, Rajanpur, Bahawalnagar and Fort Abbas; and 3,200 bales in mill-to-mill deals, ranging between Rs7,400 and Rs7,500 a maund. 
Moti Not Satisfied With EU List
(Business Recorder 19-10-2010)
 ISLAMABAD  (October 19, 2010) : The Ministry of Textile Industry (MoTI) is reportedly not satisfied with the unilateral trade concessions recently announced by the European Union (EU), fearing that the 'EU approved list' will have negative impact on employment, sources close to Minister for Textile Industry Farooq Saeed told Business Recorder.

As is evident from the European Union (EU) announcement, the present list of 75 items contains 64 tariff lines which relate to the textile sector, while they cover 27 percent of Pakistan's exports to the 27-member EU nations bloc, sources said.

"We have worked out the details of these items, which show that these are among the lowest value-added items produced by our industry as these item are heavily tilted in favour of low applicable duties compared to the high duty items, where only 25 items are included," sources quoted Farooq as having written in a letter to Foreign Minister Shah Mahmood Qureshi.

According to the Textile Minister, after holding extensive consultations with major exporters to the EU, his Ministry has finalised a list of 15 tariff lines which capture exports of one billion euros to the EU. Further, the fast moving 15 items attract highest duty of 12 percent in the EU. Accordingly, the industry is pressing hard that Pakistan should expand requisite efforts to persuade EU authorities to include these 15 items within the approved list, sources quoted Textile Minister as arguing.

"On the other hand, it is of concern that the approved list includes yarn and greige fabric. It is apprehended that this would not be helpful for employment generation in Pakistan. It will, therefore, be in order to impress upon the EU authorities that such goods would have opposite effect in employment than what is intended by the announced concessions," Farooq said.

He has requested the Foreign Minister to put forward to the EU authorities that Pakistan would like these 15 items to be included in the approved list. "In case the EU authorities argue that inclusion of the entire list would lead to greater benefits than envisaged in the concessions, they may be requested to substitute existing tariff lines with the proposed 15 items," the Textile Minister added.

Textile sector analysts are of the view that the EU has extended unilateral concessions to flood devastated Pakistan as goodwill gesture and any demand for revision may endanger the whole scheme. They also argue why the Ministry of Textile Industry did not request the Foreign Minister to plead for inclusion of these tariff lines prior to the announcement of unilateral trade concessions.
The new proposed list is as follows:

========================================================================================

Annexure C Proposed List

========================================================================================

Priority  Code      Description                                           2009    Tariff

                                                                                    Rate

========================================================================================

                    Men's or boys' trousers and breeches of cotton

1       62034231    denim (excl. knitted or crocheted, industrial       191,41    12,00%

                    occupational, bib and brace overalls and

                    underpants)

2       63022100    Printed bedlinen of cotton (excl. knitted or        174.47    12.00%

                    crocheted)

3       63023100    Bedlinen of cotton (excl. printed, knitted or       145.54    12.00%

                    crocheted)

4       63021000    Bedlinen, knitted or crocheted                       79.75    12.00%

                    Men's or boys' trousers and breeches of cotton

                    (excl, denim, cut corduroy, knitted or crocheted,

5       62034235    (industrial and occupational, hib and brace          69.09    12.00%

                    overalls and underpants)

6       63022290    Printed bedlinen of manmade fibre (excl.             72.52    12.00%

                    nonwovens, knitted or crocheted)

7       63023290    Bedlinen of man-made fibres (excl. nonwovens,        75.30    12.00%

                    printed, knitted or crocheted)

                    Carpets and other textile floor converings, of

                    wool or fine animal hair, knotted, whether or not

8       57011090    made up (excl. those containing > 10% silk or        44.41     8.00%

                    waste silk other than noil by weight)

9       61091000    T-shirts, singlets and other vests of                47.81    12.00%

                    knitted or crocheted

                    Men's or boys' jerseys, pullovers, cardigans,

                    waistcoats and similar articles, of cotton,

10      61102091    knitted or crocheted (excl. lightweight fine k       36.34    12.00%

                    roll, polo or turtleneck jumpers and pullovers

                    and wadded waistcoats)

                    Women's or girls' trousers and breeches, of

                    cotton (not of cut corduroy, of denim or knitted

11      62046239    or crocheted and (excl, industrial and               32.00    12.00%

                    occupational clothing, bib and brace overalls,

                    briefs and tracksuit bottoms)

                    Men's or boy's shirts of cotton, knitted or

12      61051000    crocheted (excl. nightshirts, T-shirts, single       29.68    12.00%

                    and other vests)

13      62034290    Men's or boy's shorts of cotton (excl. knitted       24.57    12.00%

                    or crocheted, swimwear and underpants)

                    Women's or girls' trousers, bib and brace

14      61046200    overalls, breeches and shorts of cotton, knitt       16.39    12.00%

                    or crocheted (excl. panties and swimwear)

                    Women's or girls' jerseys, pullovers,

                    Cardigans, waistcoats and similar articles, of

15      61102099    cotton, knitted or crocheted (excl. lightweigh       13.26    12.00%

                    fine knit roll, polo or turtleneck, jumpers and

                    pullovers and wadded waistcoats).

                    Total                                             1,051.53

========================================================================================
EU Proposal Moves To Next Stage 
(Business Recorder 19-10-2010)
LONDON  (October 19, 2010) : The European Commission has come forward with a package covering 75 products worth up to 176 million pounds over two years to help Pakistan recover from the flood disaster and bolster political stability. This emerged from the briefing on Monday by David Martin, Scotland's most senior member of the European Parliament (MEP), to Glasgow Central MP Anas Sarwar about the latest moves in the EU proposal to grant Pakistan privileged access to EU markets.

"The European Commission has come forward with a package covering 75 products which could be worth up to 176 million pounds over two years," explained Martin who is a member of the European Parliaments International Trade Committee, this would mean zero rating tariff covering 27 percent of Pakistan exports to the EU and would boost Pakistan's exports by 88 million pounds per year. The EU is currently Pakistan's major trade partner (worth 7.6 billion euro) and the main export items are textiles and clothing products, which amount to more than 60 percent of Pakistan's trade with the EU.

"If successful in getting approval from the World Trade Organisation (WTO) this economic assistance will come on top of the EU's significant humanitarian and development aid. It shows just how effective the EU can be in offering critical assistance to our global partners," stressed the Scottish MEP. "I believe that the people of Europe want to do all they can for Pakistan where 20 million people have been affected by the devastating floods. I am very hopeful that we can get support for this proposal in the European Parliament," concluded Martin. 
Bringing Major Sectors Into Tax Regime Government Working Out Modalities (Business Recorder 19-10-2010)
 ISLAMABAD  (October 19, 2010) : The government is working out modalities to bring major sectors of minimum tax regime and final tax regime (FTR) like importers, exporters, transporters, services, contractors, dividends/interest earners into the normal tax regime to encourage documentation of economy. At the same time, the rate of withholding tax has to be brought down for sectors operating under the FTR to reduce their cost of doing business.

The reduced rate of withholding tax would be made adjustable for persons working under the normal tax regime. Sources told Business Recorder here on Monday that the issue of documentation was discussed threadbare during the last meeting of the Tax Reform Co-ordination Group (RCG), chaired by Minister for Finance Dr Abdul Hafeez Shaikh.

The Ministry of Finance considered the proposal of the RCG to encourage taxpayers to operate under the normal tax regime. Secondly, the Ministry of Finance has also constituted a committee comprising FBR officials to withdraw unnecessary and redundant income tax exemptions under the Income Tax Ordinance 2001 and statutory regulatory orders (SROs).

At present, different sectors including importers, exporters, transporters, services, dividend/interest earners are discharging their tax liability under the FTR. Tax authorities are not empowered to ask source of investment from those working under the FTR due to limited documentation. Once the concerned persons of FTR are brought under the normal tax regime, the department would be in a position to ask for the source of investment. At the end of each fiscal year, the person working under the normal tax regime has to declare his income by filing the income tax return.

Sources said that it would be a big challenge for the government to reduce withholding tax rates on different sectors operating under the FTR. It is necessary that the withholding tax rates must be reduced for sectors which are currently working under the FTR to be brought under the normal tax regime. The reduction in withholding tax rates would result in reduction in revenue during initial months of application of reduced rates. With gradual improvement in documentation, the revenue collection would improve under long-term plan despite reduction in withholding tax rates for the persons operating under the normal tax regime.

The reduction in the rate of withholding tax would be a major government decision involving revenue implications. Following reduction in withholding tax, there would be a temporary dip in the government revenue. The RCG meeting also decided that a committee of tax officials would review all income tax exemptions available under the Income Tax Ordinance 2001. There is no justification of some income tax exemptions as available under the Income Tax Ordinance. For example, income tax exemption is available on the flying allowance received by pilots. This is an unnecessary exemption which is not available anywhere in the world.

According to the Second Schedule of the Income Tax Ordinance 2001, income tax exemption is available on any amount received as flying allowance by pilots, flight engineers and navigators employed by any Pakistani airline or by Civil Aviation Authority. Moreover, rebate is available to teachers and researchers under the Income Tax Ordinance.

However, this facility has been misused and even librarians have claimed such reduction in the income tax liability. Therefore, all unnecessary income tax exemptions need to be withdrawn, officials said. In this regard, the government would implement the recommendations of the committee for withdrawal of exemptions of the Income Tax Ordinance 2001.
Cotton Yarn Shortage $1 Billion Foreign Orders May Be Lost Next Summer 
(Business Recorder 19-10-2010)
KARACHI  (October 19, 2010) : The country is likely to lose at least a billion dollars of foreign orders next summer because of the acute shortage of cotton yarn on the local market, manufacturers-cum-exporters of value-added textile sector said on Monday. Expressing fear, they said the raw commodity's scarcity could curb the value-added textile sector from meeting the export deadline for the coming Christmas and New Year events in the West.

"Exporters always book orders at least three months ahead of the next season, and if the raw commodity price is higher or short on the local market then striking deals with global buyers becomes difficult," Value-added Textile Forum Co-ordinator Javed Bilwani said.

He said the value-added textile sector was facing a grim situation, as cotton yarn was not available on the local market while the nearing Christmas and New Year occasions had become a challenge for the sector to ensure shipment of garments before the deadline.

He said the local apparel exporters fear losing international orders for the next summer season, besides completing the existing orders for the coming Christmas and New Year events. Similarly, local exporters are unable to finalise deals with foreign buyers for next summer season in Europe and the US, as they were facing difficulties after the cotton yarn shortage, he added.

"The raw commodity shortage has begun hitting the local market just a month ago because the government relieved yarn export by removing the regulatory duty," he said. He said the country was likely to lose billions of dollars if the commodity shortage reduced the export of apparel items. To a question, Bilwani said: "Pakistan is a cotton yarn exporting country and if the commodity is unavailable for the local industry then the government should make arrangements for its import, as Bangladesh has been doing so to help its apparel sector. "He said the government should first develop its market as cotton importing one so that the local apparel manufacturers and exporters should have a facility to acquire the commodity easily.

He said the government should recognise the negative impact of yarn export, as the commodity was being shipped to other countries, which were rival to its own local value-added textile sector globally. He urged the textile ministry to restrict the export of raw items as India had done recently. "India has stopped export of cotton in a bid to feed its apparel sector, despite textile is not its major export earning industry, whereas Pakistan's primary exporting sector is textile," he added.
