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1. 5-Year-Tax-Holiday-Offered-On-Loan-Free-Investments
ISLAMABAD, June 4: The finance minister announced on Saturday a five-year tax holiday on loan-free equity investments, called for checks and oversight of defence expenditures and identified the rising debt servicing as a major challenge for the country.
Speaking at a post-budget press conference, Dr Abdul Hafeez Shaikh said the government had prepared the budget with an eye on the general election.

There was a crisis-like situation on the one hand where the government had to create a balance between income and expenditures and, on the other, people expected relief and job creation.

“We have not been much successful in creating jobs and achieving higher growth,” the minister concededBut, Dr Shaikh, an effort had been made in the budget to provide incentives for investment. He said there had been a demand to facilitate investors who wanted to set up new factories and businesses. “Therefore, it has been decided that there will be no tax at all for five years for those who invest their own money without raising loans.”

An official said that given the crowding out of private sector because of heavy government borrowings, the government wanted to induce capital from outside the banking system to trigger investment and, at the same time, attract black money
into the formal economy.

Dr Shaikh said the government had given incentives to companies to get them enlisted on stock exchanges. The government would reduce tax rates and number of taxes to ease burden on the existing taxpayers. He said the government had promised last year to reduce the rate of general sales tax its reforms process completed and powerful people were brought to the GST net.

“We have made substantial progress in expanding the GST net by withdrawing exemptions on fertilisers, pesticides, tractors, leather, surgical items, sports goods, carpets and some other sectors through logic and discussions. We want this time to establish credibility that promises are honoured and hence one per cent reduction in GST — from 17 to 16 per cent. This will cause a loss of Rs36 billion to the government,” he said.

Dr Hafeez said defence and debt serving costs were unavoidable. The government, he added, was trying to reduce expenditures but some of them were out of its control.

He said that security and defence were national imperatives and the government and the nation would have to sacrifice for the defence of the country. But, he added, time had come that like developed countries the use of defence allocation was improved with a better check and balance.

The minister said it had been Pakistan’s historic failure that successive governments had not been able to tax well-off people and relying on external and international borrowings to meet expenditure, which affected the social sector and infrastructure development.

Dr Hafeez said the 18th Amendment and 7th National Finance Commission Award gave greater empowerment to the provinces through additional resources and responsibilities. He said it was good to give more autonomy to the provinces, but Rs350 billion additional transfers, as a result, affected federal finances.

He explained that the reduction in subsidies would not result in inflation because the subsidies would be made more targeted so that these were not misused by wealthy people. He said debts should now be avoided to take the country to the path of self-reliance.

In reply to a question about tax on agricultural income, Mr Shaikh said people should respect the Constitution or change it because it was a provincial subject. He said the tax was already there but its collection had been declining because nobody ever issued notices for its recovery or filing of returns.

He said that agricultural income tax collection in Sindh stood at Rs500 million in 2000 but dropped to Rs150 million last year.

He did not respond when asked how the federal government could introduce GST on services when it was also a provincial subject and was trying to pass on the responsibility of tax on agricultural income to the provinces.

Secretary Finance Waqar Masud Khan said some comments that tax targets for the next year were not realistic did not take into account 16 per cent normal growth in taxes over the current year’s expected collection of Rs1580 billion and additional earnings of about Rs119 billion through expansion of GST and better collection through administrative measures.

2. SME-Leaders-Opinion-Budget-To-Retard-Industrial-Growth
KARACHI, June 4: Leaders of small and medium enterprises (SMEs) have criticised the government for presenting a budget which would further retard business and industrial growth.
There was general view that the budget 2011-12 has totally ignored the largest and most important sector of SMEs.

These leaders complained that no worth mentioned incentives have been given to the industry as a whole and SMEs have been totally neglected by the economic planners of Islamabad.

Zafar Iqbal, President, Small and Medium Enterprises Alliance (Smea), said that SMEs are the backbone of the economy and contributes around 38 per cent to the GDP and engages around 80 per cent of the workforce.

However, the new budget, he said, had not come up with any specific measures for the growth of SMEs at such a difficult economic period when they could help create much needed jobs for unemployed youth of the country.

He questioned as to why the government has resorted to such a huge deficit of Rs975 billion in the budget 2011-12 and did not go for austerity measures and a cut in non-development expenditures.

The business community demanded that withholding tax rates on indenting business should be reduced from 5 per cent to 3 per cent but the new budget raised the same to 5.75 per cent.

When exports are taxed by 1 per cent as final discharge of tax liability, why indenting is being taxed much higher, he added.

Similarly, Zulfikar Thaver, President, Union of Small and Medium Enterprises (UNISAME), he said there is no relief for common man in the budget and measures suggested could further push essential consumer goods prices higher.

He said that the government should have taken drastic measures for creating financial discipline to overcome heavy borrowing and containing circular debt which has destroyed the energy sector.

There was an urgent need that all public sector entities causing colossal loss to the national exchequer to the tune of Rs350 to Rs400 billion per annum may be disposed of.

The government continues to neglect education and health by allocating meager funds to both important sectors.

Zafar Iqbal said if priorities are not fixed and a cut is not made on non-development expenditure by bringing down luxurious living standard of the government functionaries, the country would go into deeper financial crisis.

3. FPCCI-Seeks-Incentives-For-Industry
LAHORE, June 4: The Federation of Pakistan Chambers of Commerce and Industry (FPCCI) on Saturday demanded immediate removal of all irritants and anomalies in the federal budget to provide solace to already hard-hit industry.
Commenting on the budget FPCCI president Senator Haji Ghulam Ali, and Saarc chamber vice-president, Iftikhar Ali Malik said that in the prevailing global recession and bleak national economy the government must provide package of incentives for the development and industrialisation in the country besides, lifting power and gas load- shedding from industries.

They said that the FPCCI has some reservations on certain issues in the budget and these must be removed in the greater national interest.

He said that the federal finance minister should immediately constitute a high-level anomaly committee to help address all genuine grievances of the business community.

The federation leaders said that power and gas load-shedding and scarcity of water had badly hit the industrial sector in the country. —AP

4. Conversion-Rates
KARACHI: The following are June 6, State Bank conversion rates for foreign currency deposits, dollar bearer certificates, foreign currency bearer certificates and special US dollar bonds.
US dollar               Rs   85.8666
Japanese yen      Rs     1.0657
Pound sterling    Rs 139.8681
Euro                        Rs 124.4379

LIBOR
The following is Libor rate for calculating interest on special US dollar bonds for June  4.

Libor
For 6 months    0.40%
 
THE NEWS
 
1. Budget pushes rupee upward
KARACHI: The rupee ended with gains against the dollar on Saturday as the currency market responded positively to the budget 2011/12, dealers said.
The rupee gained 15 paisas to close at 85.75 to a dollar from the previous day’s close of 85.90 in the interbank forex market.
“The greenback value came down as selling activities were improved after the budget,” a dealer said.
The budget was announced as per the expectations of traders, therefore, no panic was seen, the dealer added.
Experts said that the positive notes of higher remittances and export receipts pushed the local currency upward.
Speculators said that the estimates of $24 billion for export receipts and 12 billion dollars for remittances during the ongoing fiscal year may keep the current rupee level intact.
They, however, said that the demand for import payments can jack up the dollar value next week.

2. Global cotton area may rise by 8pc to 36.3m hectares ICAC
LAHORE: As a result of higher prices in 2010/11, global cotton area is forecast up by eight percent to 36.3 million hectares in 2011/12, International Cotton Advisory Committee (ICAC) said in a statement on Saturday.
Assuming a small increase in yield, global production could reach 27.3 million tons, 9 percent more than in 2010/11, said the Washington based representative body of international cotton stakeholders.
The statement pointed out that after seven consecutive months of increase, cotton prices fell in April 2011 and have since stabilised at levels that remain very high by historical standards.
The current season started with a firm demand from spinning mills, which were looking to rebuild their stocks depleted in 2009/10, but was ending with weaker demand, mainly due to high cotton prices.
Global cotton mill use was projected to reach 25.0 million tons in 2010/11, almost unchanged from 2009/10.
The ICAC opined that global mill use was expected to resume increasing in 2011/12, driven by a projected robust global economic growth and boosted by increased production, but moderated by relatively high cotton prices and competition from chemical fibres.
World cotton production was projected to exceed mill use by 1.6 million tons in 2011/12. As a result, ending stocks were expected to jump from 8.7 million tons at the end of July 2011 to 10.2 million tons by the end of July 2012. The world ending stocks-to-use ratio could rebound to 40 percent in 2011/12.
“The ICAC Secretariat believes that the season-average Cotlook A Index will decline significantly in 2011/12, although it will probably remain above the ten-year average of $0.60 per pound,” the statement said.
It was also possible that price volatility, which has been extremely high this season, would decline in 2011/12, as increased global cotton supplies may give more confidence to market players.

3. Govt fails to give economic revival plan LCCI
LAHORE: The Lahore Chamber of Commerce & Industry has said that the government has failed to give any economic revival plan in the budget.
The government has devised the budget on instructions of the international monetary agencies and ignored the proposals of the local trade bodies, LCCI Senior Vice President Sheikh Mohammad Arshad said at a media briefing.
“The budget can in no way help achieve the proposed GDP growth target of 4.2 percent,” Arshad said.
LCCI former Presidents Mian Anjum Nisar and Shahid Hassan sheikh also spoke on the occasion and gave their input of Federal Budget.
Arshad said that despite having knowledge of the gravity of the situation, the federal government has allocated meagre amount of Rs18 billion for new dams and water reservoirs. 
While pointing out the discriminatory approach, he said that out of all the eight Power distribution Companies (DISCOs) three major Punjab-based DICOs including LESCO, FESCO and GEPCO will not receive even a single penny relief from total subsidy of Rs122 billion.
The KESC alone would be enjoying a subsidy of Rs24 billion. While no plan has been given for ensuring supply of gas to the industrial sector, which will ultimately, bring down production. 
According the budget document, the government would have to make heavy borrowing the bridge budget deficit that would lead to increase in inflation rate from 15 per cent to 25 percent thus rendering all Pakistani merchandise uncompetitive in the global market. He urged all the parliamentarians to help cut non-development expenditure.

 
B RECORDER
 
1. Government wants to have only two federal taxes
Finance Minister Abdul Hafeez Shaikh on Saturday said the government wanted to have only two federal taxes ie income tax and sales tax in future by gradual abolition of the federal excise duty (FED). Addressing a post-budget press conference at the Planning Commission, he said there should be only two taxes ie income tax and sales tax.

The government has totally abolished special excise duty on hundreds of items, regulatory duty on 392 items and federal excise duty will be abolished on all items in three years. However, the FED has been abolished on 15 items to show government's commitment to gradual withdrawal of the FED regime.

He said the identified 2.3 million rich are those who are residing in posh areas such as defence and Sector F-7, having at least two foreign accounts. They spend more than 60 days abroad on business or recreation trips by travelling in expensive travel classes and don't have national tax numbers and not paying any tax.

He said those who are out of the tax net due to the negligence or their cleverness would be brought into the tax net and tax burden would be shifted to those rich who have been avoiding tax for the last 62 years. Sectors that are still out of the tax net would also be brought into the tax net and than an equitable tax system would be in place.

He said that reforms in the sales tax sides have crossed their over half way mark and we have reduced the rate of standard sales tax rate from 17 percent to 16 percent as per promise made at the flour of the National Assembly. When sales tax reforms to be completed 100 percent than there would be further reduction in sales tax rate, he added.

About the agriculture income tax, the minister desired that income from agriculture should be taxed at par with the income earned from other sources. Under the Constitution, taxing income from agriculture is a provincial subject. When the nation is demanding agriculture income tax, it should be clarified that why this is not being done? He said last meeting of the Council of Common Interests (CCI) chaired by the prime minister and also attended by chief ministers of all four provinces have discussed in detail the issues relating to agriculture tax and there would be visible progress on this tax in near future.
 
2. 2.3 Million Potential Non-Filers To Be Netted Centralised Audit Of All Taxes From July 1, Says Salman
Federal Board of Revenue Chairman Salman Siddiq said on Saturday the tax machinery would make all-out efforts to ensure compliance by 2.3 million undocumented persons for achieving the assigned revenue collection target of Rs 1,952 billion for 2011-12.

On the conclusion of the post-budget press conference at the Planning Commission on Saturday, he told media that the tax machinery aims at collecting Rs 50 billion through improved administration and recovery of due taxes from identified 2.3 million potential non-filers. We will also launch centralised audit of all taxes from July 1, 2011 to ensure the achievement of desired tax collection target of Rs 1,952 billion as envisaged for the next fiscal year. The analysis of the information collected from various sources would play an important role in expanding the tax net," he added.

He said the FBR generated income tax demand of Rs 3 billion by scrutinising the profile of non-filers and found that each of them was liable to pay an average amount of Rs 65,000 as tax. "We have identified around 17,000 such non-filers from Karachi out of total 2.3 million," he said and added that by using available data warehouse as the source of information the FBR was checking tax profiles with the help of Nadra to trace the tax dodgers.

He said the exercise aimed at broadening the tax base would continue as permanent feature of the Board irrespective of the fact that any specific personality continues to remain as head of this crucial organisation. During his interaction with the media, he commented that the FBR has the authority to refer major cases of tax evasion or total misdeclaration involving huge amounts to the National Accountability Bureau (NAB), if necessary.

To a question, he said the Board has the capacity to generate over Rs 70 billion from 0.7 million identified potential persons by collecting around Rs 0.1 million from each person on average basis. The FBR has huge potential to raise huge income tax demands against the potential persons operating out of the tax net.

The FBR Chairman said that the FBR will be able to collect over Rs 80 billion through revenue generation measures taken on March 15, 2011 which would continue in 2011-12. The FBR is fully determined to meet the target of Rs 1588 billion in 2010-11.

Sharing strategy for achieving the tax collection target of Rs 1,952 billion, the FBR Chairman said the tax machinery had set a target of Rs 1,588 billion for out-going fiscal year as basis for envisaging the next financial year target and by adding nominal growth including inflation target of 12 percent and GDP growth by 4.5 percent the total nominal growth of 16.5 percent would translated into generating revenue of Rs 1,848 billion.

"The carryover of abolishing of Sales Tax exemptions in accordance with March 15, 2011 decision by withdrawing SRO and slapping GST on fertilisers, pesticides and tractors and 5 percent tax on zero-rated five export oriented sectors such as textile, leather, surgical goods, sport goods and carpets that would yield Rs 81 billion in the next fiscal year," he added.

Salman Siddiq said the FBR aims at collecting Rs 50 billion through improved administrative measures while overall impact of net relief in major taxes including Income Tax, Sales Tax and Customs was estimated at Rs 27 billion so the net impact after excluding the relief measures would be net Rs 23 billion. "By adding carry over impact of abolishing of sales tax exemption in 2011-12 is amounted to Rs 81 billion and net impact of administrative measures of Rs 23 billion will fetch additional Rs 104 billion into the FBR's kitty," he added.

He said that the FBR would achieve its set target of Rs 1,588 billion on June 30, 2011 as they had identified short filers of withholding agents involving an amount of Rs 25 billion. There are stuck-up cases involving Rs 131 billion pending before courts and the FBR was filing applications before the honourable courts to take up such cases where the tenure of stay order has already lapsed. He said that the FBR was also tracking down those who obtained illegal input adjustments and it would be recovered.

He also said the proposal to impose GST on poultry feed and cattle feed was dropped with the vision that the government did not want to impose taxes on those items that could result into increased prices of food commodities. "The government has dropped the budgetary proposals for withdrawal of exemptions on poultry feed and increase in the rate of the federal excise duty (FED) on the import of edible oils, vegetable ghee and cooking oil from Rs 1 per metric ton (PMT) to Rs 2 PMT under the government policy for not taxing the food commodities consumed by the general public," he added.
 
3. WHT payer's NTNCNIC must be mentioned in agent's statement
The Federal Board of Revenue (FBR) has made it mandatory for the withholding agents to mention the national tax number (NTN) or computerised national identity card (CNIC) number of the persons against whom the tax has been deducted to ensure compliance by banks.

Sources told Business Recorder here on Saturday that the provision would ensure submission of tax deductions made by withholding agents, including banks, in the withholding statements filed by the agents. The FBR has found that the banks have to provide CNIC/NTN of persons whose tax has been deducted in the relevant statements. The measures taken in the Finance Bill (2011-2012) will be instrumental in improving compliance by the banking sector.

Previously, it was mentioned in the income tax rules for submission of the NTN/CNIC of the payee in the statements filed by the withholding agents. Now, the condition has been made part of the income tax law for enforcement purposes. In this connection, the section 165 of the Income Tax Ordinance 2001 has been amended to specify that the statements shall be filed on monthly basis instead of quarterly basis. This would also improve compliance by the banking sector for submission of withholding statements on monthly basis.

Along with the names, now CNIC and NTN will also have to be given while filing the monthly statements. The statement shall now be electronically filed on every 15th of the month next following after the end of the month for which the statement is being filed. According to the FBR, for the national cause of broadening of tax base and utilisation of third-party databases, NTN and CNIC of eligible taxpayers are proposed to be provided expressly along with other particulars, in the withholding tax statements filed by withholding agents.
 
4. Various goods removed from zero rating list
The zero rating has been withdrawn on various goods with effect from June 4, 2011. Experts at Ernst & Young Ford Rhodes Sidat Hyder in its comments on Finance Bill 2011 said that certain goods were subject to tax at zero rate through various notifications.

They said the zero rating has now been withdrawn with effect from June 4, 2011 on various goods including import of raw material for the manufacture of diapers falling under the PCT heading 5601.104; import and supply of goods falling under various PCT headings of Chapter 87; dedicated CNG buses including buses for transportation of 40 or more passengers whether in CBU or CKD condition; trucks and dumpers exceeding 5 tons; trailers and semi-trailers for the transport of goods and road tractors for semi-trailers, prime movers and road tractors for trailers whether in CBU condition or in kit form; annexure to the SRO listing tariff headings of plants, machinery and equipment, being redundant since zero rating on plant and machinery had already been withdrawn through earlier SRO.

Exemptions withdrawn: Certain sales tax exemptions available through the Sixth Schedule and various notifications have been withdrawn with effect from June 4, 2011.

These are surgical tapes; ultrasound gel; diapers for adults (patients); bricks; building blocks of cement including ready mix concrete blocks; computer software; ambulances, fire fighting vehicles, waste disposal trucks, brake down lorries, special purposes vehicles for the maintenance of streetlights and overhead cables; aircraft; ships of gross tonnage exceeding 15LDTs, excluding those for recreational or pleasure purpose; defence stores, whether manufactured locally or imported by the federal government against foreign exchange allocation for defence, including trucks, trailers and vehicles falling under PCT heading 87.04 of the First Schedule to the Customs Act, 1969 (iv of 1969), specially modified for mounting defence equipment, their parts and accessories for supply to Armed Forces; spare parts and equipment for aircraft and ships of gross tonnage exceeding 15 LDTs, excluding those for recreational or pleasure purpose; equipment and machinery for pilotage, salvage or towage for use in ports or airports; equipment and machinery for air navigation; equipment and machinery used for services provided for handling of ships or aircraft in a customs port or customs-airport; such plant and machinery as is notified by the federal government in the official Gazette but if imported, these shall be entitled to exemption from sales tax on importation if these are not manufactured in Pakistan; bulldozers and combined harvesters, and components (which include sub-components, components, sub-assemblies an assemblies but exclude consumables) imported in any kit form and direct materials or assembly or manufacture thereof, subject to the same conditions as are envisaged for the purpose of exemption under the Customs Act, 1969 (IV of 1969) and import and supply of fully dedicated CNG Euro-2 buses whether in CBU or CKD condition. The supply of other such agricultural implements as may be specified in a notification to be issued by the federal government in the official gazette.
 
5. MCCI terms budget as business-friendly
The Multan Chamber of Commerce and Industry (MCCI) has termed the budget as business-friendly in the current investment climate and with the hope that all the lacunae in the budget proposals would be discussed with the Finance Minister. Briefing media men about the budget for fiscal year 2011-12, MCCI President Shahid Naseem Khokhar said that they were very optimistic about the proposal to cut federal excise duty on cement sector.

"Despite resource constraint the government has given us a fair budget, but again we need to review and propose more to the government to get out of the economic crisis," he said. "The present budget is friendly, but not in line with our expectations," he said, adding that the reduction in general sales tax (GST), special excise duty and reduction in regulatory duty should be a good sign for the revival of economy.

Referring to the proposal of the government to do away with double taxation, the MCCI president said that it would help promote and encourage industrialisation in the country and get the problem of unemployment resolved. MCCI members were also of the opinion that there was need to broaden the tax net by including agricultural income in tax net. They opined about cut in government borrowing from the central bank and that all the income generating units and persons were needed to be equitably taxed as per their capacity. "There seems to be a sense of positive element and path to bring the economic situation to stability," Khokhar observed.

Exporters termed the budget 2011-12 as anti-industry and government-friendly, which "has nothing for the country's ailing export-oriented industry" Jalaluddin Roomi, a former Punjab minister for industries and chairman of All Pakistan Bedsheet & Upholstry Manufacturers Association (APBUMA) said that the budget for 2011-12 is balanced and industry-oriented, which would "help in strengthening" the economy of the country.

He termed the budget as business-friendly in the current investment climate and with a hope that all lacunae in the budget proposals would be discussed in the parliament. He welcomed reduction of GST percentage from 17 to 16 percent and termination of special excise duty.

He hailed increase in taxable income from Rs 300,00 to Rs 350,000, but added that this amount should have been increased to Rs 500,000. He said special package should have been presented in the budget for revival of industry in southern Punjab. He said measures for overcoming the deficit should have also been announced. He said an amount of Rs 2 billion reserved for industrial growth was meagre as the private sector was providing around 48 percent jobs in the country. He said the government should also have announced measures to overcome the power load shedding.

He said the funds reserved for PSDP were around Rs 300 billion, but this amount should not be reduced as was done in the outgoing fiscal when a cut of Rs 100 billion was made on PDSP. A leader of value-added Textile Forum (VTF), Muhammad Aasim Shah, said that announcement of the budget by Finance Minister Abdul Hafeez Sheikh was just a formality to fulfil the constitutional requirement. "The opposition lodged noisy protest during budget session.

"When the government failed to satisfy the members of National Assembly, then how it can be industry and trade-friendly," he said. "We believe the government will announce several mini budgets during the whole year to meet its targets, and these mini budgets will have more taxes," Aasim added.

Ahsan Shah, Chairman of Multan Dry Port Trust, said that there was no incentive and relief for the country's ailing trade and industry. "The budget is like a sugar-coated poison which will definitely create more difficulties for the industry and exporters. The exports are expected to decline owing to massive decline in cotton prices, but there is no announcement for the country's largest sector," he added.

He criticised the government for its flawed policies. He said that the tax-to-GDP ratio of the country was still nine percent, which should have been doubled. "Everybody should be brought under the tax net at any cost, otherwise the government will face heavy fiscal deficit, which will compel it to more borrowing from local and foreign financial institutions," he added.

Javaid Bilwani also criticised the budget and said that for the first time in the history of the country, the minister's budget speech concluded within 20 mints. He said at present the country is facing severer energy crisis and no concrete measures were announced to overcome the crisis.

Tehrik-i-Insaf Pakistan's central Vice President Ijaz Ahmed, District President IJaz Janjua, Dr Robina Akhtar rejected the federal budget 2011-12 describing it anti-masses and termed it a budget of feudals, waderas, and capitalists. PML-N leaders Allah Nawaz Khan Durrani, Athar Mumtaz, and Zafar Qadri said that PML-N has laid down the basis for a strong reaction against bad governance by staging a protest during the budget session.

Speaking to the media outside parliament after the budget session, They said that the way the government was handling the affairs of governance, it had pushed the opposition to register their reaction against the budget which, they said, was totally contrary to the ground realities of the country. They said that the government had pushed the opposition to such a stage that it was left with no option but to counter the government with force, which was bent upon destroying the entire country.
 
6. PLGMEA Lauds Continuation Of Sales Tax Exemption On Five Export Sectors
Fawad Ijaz Khan Chairman Pakistan Leather Garments Manufacturers & Exporters Association (PLGMEA) has welcomed the continuation of Sales Tax exemption on raw material purchases of registered persons of five export sectors. The apprehension of the Leather Garments Industry that their Sales Tax exemptions of registered persons will be removed has been duly addressed by FBR and the exemptions are maintained.

Fawad also appreciated the decision of the government to reduce the Sales Tax Rate to 16 percent from 17 percent and introduce flat rate of 5 percent GST on purchases of unregistered persons of the five export sectors. The reduction of Withholding Tax on cash withdrawal to 0.2 percent instead of 0.3 percent is also a positive measure in the Federal Budget 2011-12. The revenue measure to broaden tax base and issue notices to 700,000 potential taxpayers to bring them into the tax net is also a good step.

Fawad, however, stated that increase in 1 percent VAT on imports of Commercial Importers will increase the cost of Raw materials of exporters since many exporters purchase their raw materials from Commercial Importers. Fawad stated that overall no measure has been taken in the Federal Budget 2011-12 to boost the Exports of the country. He said that the Export Target of $24 billion for the year 2011-12 will be achieved but there are serious doubts on the genuineness of the Exports.-PR
 
7. Textile Ministry's Demand Ignored In Budget
 
The fate of textile industry is in limbo as the government refused Textile Ministry's demand to allocate Rs 35 billion for different initiatives that were integral components of the textile policy (2009-14) in budget 2011-12, Business Recorder has learnt reliably.

According to the budget documents, there is no subsidy for textile industry and the government has made no allocation for different schemes under the textile policy including Textile Investment Support fund, drawback of local taxes, refund of past Research and Development (R&D) claims, mark-up rates and magnetization of Purified Terephthalic Acid (PTA).

Informed sources revealed that Textile Ministry had proposed to the government to allocate Rs 35 billion in the budget for 2011-12 for different initiatives but received no allocation in the budget. The government had announced Rs 42 billion for textile export promotion under the textile policy in the budget 2010-11 of which 67 percent was to be spent on textile and clothing industry with a view towards consolidation and value addition of the sector.

However, the Ministry received only Rs 7.75 billion in 2010-11. Similarly, in 2009-10, the year when textile policy was announced, the government had earmarked Rs 40 billion for different initiatives of the policy. However, the Ministry received Rs 9.75 billion in 2009-10. Under these circumstances, it is unlikely that textile policy would achieve the desired results. Due to meager release against the promised amount by the government, most of the initiatives announced in the textile policy have not been implemented, sources maintained.
8. Five-Year Time Limit Sought For Issuance Of Notice Dutycharge Not Levied, Short Levied
The Federal Board of Revenue seeks enhancement in time limit from three years to five years for issuance of notice in case of any duty not levied or short levied or erroneously refunded due to inadvertence, error or misconstruction. According to analysis of Ernst & Young Ford Rhodes Sidat Hyder on the Finance Bill 2011, under Section 32(3) the prescribed time limit is three years for issuance of notice.

The Finance Bill 2011 seeks to enhance the time limit from three years to five years. Section 32(2) provides time limit of five years for issuance of notice in case of any duty or charge not levied or short levied or erroneously refunded due to the purported wrongful submission of documents and false statements by way of collusion. The proposed amendment intends to harmonise the time limit prescribed in both situations of false statements distinguished in subsections (2) and (3).

In addition, section 15 specifies the goods, which are prohibited to be imported into or exported from Pakistan. Further Section 32 deals with the offence of false statement or error by a person in any matter of custom and the procedure to recover duty or charge not levied, short levied or erroneously refunded in such case.

In this amendment the bill seeks to delete the words "or goods imported or exported in contravention of the provisions of section 32" from clause (c) of Section 15. The proposed amendment seeks to remove the goods imported or exported in contravention of Section 32 from the list of goods, which are prohibited to be imported into and exported from Pakistan. This amendment intends to eliminate the possibility of any undue advantage and/or misuse of powers vested under Section 15 with the Customs Authorities.

The section 21(c) empowers the Board to prescribe Rules or issue special order authorising repayment of duties, wholly or partly, in case of import of goods used for production, manufacture, processing, repair of goods meant for exportation or for supply to industrial units, projects, institutions, agencies and organisations entitled to concessionary rates.

Under the Finance Bill 2011, it has been proposed to add the words "or for supplies against international tenders" in clause (c) of Section 21. This proposed amendment intends to make repayment of duties levied on import of goods used for supplies against international tenders.
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1. No flood surcharge beyond June 30

The Finance Bill 2011-2012 has not proposed any continuation of section 4A of the Income Tax Ordinance 2001, which clearly reflects government's intention for not extending 15 percent income tax surcharge beyond June 30, 2011.

Tax experts told Business Recorder on Sunday that if the government had any intention to continue the surcharge beyond June 30, 2011, there would have been an amendment in the Income Tax Ordinance 2001, through Finance Bill 2011-2012. However, as no such amendment was made in the Finance Bill, the FBR has not carried over the provision of section 4A relating to the flood surcharge in the Finance Bill. Thus, the section 4A (income tax surcharge) would automatically be abolished on June 30, 2011, unless the federal government separately presents the Income Tax Amendment Ordinance 2011 before the National Assembly.

By a Presidential Ordinance, called 'Income Tax (Amendment) Ordinance, 2011', section 4A was inserted into Income Tax Ordinance, 2001. It said, "4A, surcharge,- (1) Subject to this ordinance, a surcharge shall be payable by every taxpayer at the rate of fifteen percent of the income tax payable under this Ordinance including the tax payable under part V of Chapter X of Chapter XIII, as the case may be, for the period commencing from the promulgation of this ordinance, till the 30th June, 2011.

"(2) Surcharge shall be paid, collected, educated and deposited at the same time and in the same manner as the tax is paid, collected, deducted and deposited under this Ordinance including Chapter X or XII as the case may be:

"Provided that this surcharge shall not be payable for the tax year 2010 and prior tax years and shall be applicable, subject to the provisions of sub-section (1), for the tax year 2011 only".

Experts said that, by this insertion, surcharge @ 15 percent was levied on all taxes that were to be withheld during the period from March 15th 2011 to June 30th 2011 as defined in Part V of Chapter X and Chapter XII of the Income Tax Ordinance, 2001. This includes Advance Tax; Tax at Import stage; Tax on Salary; Dividend; Supplies; Contracts; Services; Rent; Bank Interest etc.

The proviso to the newly inserted Section 4A was being interpreted as applicable on the tax liability of full tax year 2011. It was also being presumed that this provision would be carried over into the Ordinance permanently by making the insertion through Finance Act, 2011 rather than letting the Ordinance die out its original death, they opined.

Experts observed that as the things are being seen now and by understanding the clarifications issued by the Federal Government as well as the FBR it seems clearer now that the Surcharge @ 15 percent levied through Income Tax (Amendment) Ordinance, 2011 would only be for a period of only 3 1/2 months and not for the full year. This view is fortified if the provisions of Section 4A do no not remain on the statute book. In this way the matter of the surcharge @ 15 percent of the tax paid by the Tax Payers will not be required to be paid for the full tax year 2011 but only the identified 3 1/2 months.

The tax payers who have been subjected to surcharge on tax collected by way of withholding of tax at the time of receiving their payments will have to give a clear declaration in their tax returns for the tax year 2011. For this declaration, a special amendment would be required to be made in the Tax Returns that will be made available by the FBR/PRAL for the Tax Year 2011 on the e-portal, the experts added.
