April, 2001

Volume-II

ICPAP NEWSLETTER

Pakistan, Venezuela agree to negotiate avoidance of double taxation treaty

Pakistan and Venezuela have
agreed to hold negotiation on a
treaty for avoidance of double
taxation applicable to trade,
commerce and services be-
tween the two states.

The agreement was reached at

a meeting between the FBR
officials and the Ambassador of
Venezuela to Iran, concurrently
accredited to Pakistan, His
Excellency Mr. David Valesquez
Caraballo.who visited the Fed-
eral Board of Revenue (HOs),
Islamabad with a two-member
delegation here Monday.

The two sides discussed the
friendly relations existing be-
tween the two States and in
particular the modalities for
negotiating the Agreement on
Avoidance of Double Taxation.
The Cabinet had approved
initiation of negotiations for
Agreement on Avoidance of
Double Taxation with Venezuela
in the year 2008. The process
for initiation of negotiations
has already commenced with
exchange of the Model Drafts
on Avoidance of Double Taxa-
tion by the two States.

The two sides were of the view
that the proposed Agreement
would not only provide safe-
guards against double taxation
of income of the residents of
the two States, but also pro-
mote economic  cooperation,
investment and further
strengthen the existing eco-
nomic  relations. They ex-

pressed their confidence that
the volume of trade between
the two States, which stood at
about § 13 million for the pre-
ceding financial year, would get
a strong boost after the Agree-
ment comes into force.

Earlier, the visiting delegates
were welcomed by Mr. Khawar
Khurshid Butt, Member (Inland
Revenue), FBR and his Interna-
tional Taxes team. The Member
thanked the Ambassador of
Venezuela for his keen interest
in promoting Pakistan-
Venezuela economic ties, which
was reflected in his visit to

FER.

The Ambassador of Venezuela
thanked FBR for the warm
welcome and expressed the
hope that the Agreement will be
a significant step in moving
towards closer economic coop-
eration between Venezuela and
Pakistan.

“

The Regional Coordinator for Lahore, Mr. Umar
Hayat attended CFO Conference-2011 organized
by ICAP on behalf of ICPAP

Special points of in-
terest:

ICPAP, IT department
has launched an Online
Examination System

which shall be opera-

tive in forthcoming

examination of ICPAP
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IMPLEMENTATION OF REFORMED GST IN PAKISTAN

Pakistan is in dire need of increasing
its tax revenues by implementing a
broad-hased modern form of sales tax
on goods and services. The Sales Tax
Act, 1990, was originally designed on
the basis of accepted value added
taxation doctrines but due to political
compromises and revenue exigencies,
it increasingly became distorted and
narrow-based because of ever-
expanding exemptians, special regimes,
multiplicity of rates and several other
deviations from international best
concepts and practices. Resultantly,
not only the tax base of sales tax and
income tax has been eroded but also
lack of documentation of the national
economy has proved a big hindrance in
the development of effective tax policy
options.

2 Under the existing constitu-
tional framework, the Federal govern-
ment can impose taxes on the sales
and purchases of goods imported,
exported, produced, manufactured or
consumed. The Federal government
has been levying excise duty on ser-
vices. After passage of the 18" Consti-
tutional Amendment, taxation of ser-
vices now wholly falls within the do-
main of Provincial governments.

3. Presently, apart from sales
tax on the supply and impart of goods,
Federal excise duty is chargeable on
communication  (including  telecom)
services, certain categories of adver-
tisements, insurance services other
than life, marine, health and crop,
banking services, franchise services
and services provided by property
developers/promoters,  stockbrokers
and port/terminal operators. Besides,
Pravincial sales tax is chargeable on
services provided by hotels/clubs/
caterers. custom agents, ship chan-
dlers and stevedores, courier services
and advertisements on TV & radio.
Except franchise services, Federal
excise duty and Provincial sales tax on
all the aforesaid services is being

collected under GST mode with back-
ward and forward cross-crediting
(inter-tax adjustment) with Federal
sales tax.

4, Tax-to-GOP ratio on ac-
count of the said sales taxes has
stagnated on lower side although
internationally, the standard rate of 17
percent sounds on higher side. The
principal reason of lower tax to GDP
ratio of sales taxes has been wide-
spread and unbridled concessions and
waivers on both local supply and
import stages including zero-rating on
several categories of domestic sup-
plies, besides non-coverage of the
services sector in general.

a. The consultations with tax
professional circles have over the
passage of time convinced that there
is an overdue need to thoroughly
reform and revamp the whole existing
sales tax system to bring it closer to
international standards. The new GST
system will change the mindset of the
public at large as well as of the tax
machinery and will strengthen gov-
ernment's efforts to formally depart
from excise-style of sales taxation on
goods and services.

B. The GST Bill, 200 will replace the
present Sales Tax Act, 1990, While the issues
of collection and administration of sales tax
on services are being separately negotiated
with the Provinces in the light of recent NFC
award, a provision has been included in the
Federal Bill to integrate Provincial sales tax
on services with the Federal sales tax on
goods as and when the Provinces authorize
FBR to collect and administer sales tax on
SErVICES.

1. Under the new GST law. exemp-
tions have been kept intact in respect of
basic food items including wheat, rice, pulses,
vegetables, fruits, live animals, meat and
poultry etc. Edible il chargeable to Federal
excise duty will remain exempt from GST as
before. Exemptions earlier available for phil-
anthropic, charitable, educational, health or

scientific research purposes or under international
commitments/agreements  including  grants-in-aid
will also continue. Moreover, life saving drugs. books
and other printed materials including newspapers
and periodicals have been kept exempt.

8. Local consumption of sectors like textile
(including carpets), leather, surgical and sports
goods has however, been subjected to tax. Similarly,
defense stores, stationary items, dairy products,
pharmaceuticals (other than lifesaving). agricultural
inputs, agricultural machinery and implements, avia-
tion/navigation equipment's including ships & air-
crafts etc. have also been proposed to be taxed.
Acquisition of capital goods will be facilitated through
expeditious adjustment/refund of input tax involved
therein.

9, GST will be chargeable only on
value added component of each stage of the
supply chain. Due to the provision for set-off
of the tax paid at earlier stages in the chain,
net tax incidence remains as a single stage
levy. Due to automatic input tax adjustment
facility, businesses are attracted towards
voluntary registration so that they may avail
such adjustments and improve their cash
flows. Far this reason, GST always promotes
documentation  and  encourages  self-
compliance.

0. [ther salient features of the new
GST system are as follows.

GST will replace the existing regimes of sales
tax and excises on services.

GST will apply on both at import and local
supply stages.

Standard rate of 13% has been proposed
instead of the present rate of [7% or multiple
other rates going upto Za%.

There shall be no fixed tax, reduced tax,
enhanced tax, retail price-based tax or spe-
cial tax scheme under the new GST system.

A uniform  enhanced annual exemption
threshold of Rs.7.5 million (which is presently
Rs. 5 million) shall be applied to keep small
businesses  including  small  traders/
retailers/cottage industry out of mandatary
tax compliance.

All exports shall be zero-rated.
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Input tax adjustment of both direct
and indirect constituents shall be
allowed on “totals” basis (excluding
entertainment and non-business
use passenger vehicles).

Sales tax on goods and services
where so authorized by the Prov-
inces shall be mutually adjustable
so that double taxation does naot
OCEUr.

No general zero-rating shall be
admissible on any commercial
form of domestic supply or on any
[ocal consumption.

The GST system will work purely on
“self-assessment and self-policing”
basis.

Cash flow of businesses shall be
facilitated  through  expeditious
centralized (Electronic) refund
payment system.

Tax compliance shall be encour-
aged through transparent and fair
audit system with increased use of

modern information technalogy.

Adjudication, appeal and alternative
dispute resolution (ADR) systems
have been provided as before.

FBR will issue simplified rules to
requlate the GST procedures and
PrOCESSES.

The GST Bill 2010 shall take effect
from such date as may be natified
by the Federal government.

The new GST system will be applied
in FATA/PATA, the Province of Gilgit-

Baltistan and AJ&K in due course.

il The proposed GST sys-
tem will certainly not generate any
sudden increase in revenue yield. It
will however, increase the overall
tax-to-G0P ratio from the present
below 10% ta about 12% in next 3-a
years. Pakistan has a strong poten-
tial to implement such value added
tax type sales tax because of the
reason that besides having a
properly-reformed collection infra-

structure, it has a long-operating
sales tax system and substantial
hidden sales taxation on inputs of
exempt outputs (exempt supplies
are input taxed) is already being
borne in the aggregate national
consumption.

12. The proposed GST
system is expected to operate
without any serious inflationary
impact. It will rather promote
economic equity and enable the
country to direct national re-
sources towards more produc-
tive goals of national develop-
ment. Reformed GST is also likely
to progressively minimize the
grey component of the national
economy and facilitate fair in-
come redistribution. It will even-
tually cast healthy impact on
income tax receipts and enhance
fool-proof tax culture in the
country.

The Regional Coordinator for UAE Mr. Shafiq ur Rehman
convened a meeting with MAS Education Centre for
coaching classes and examination center of ICPAP
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_ New Members

To be the Premier business qualification in
Pakistan comparable to the best in the world

Mr. Munir Ahmed Pakistan
Miss. Nabila Magbool Pakistan
Mr. Haj Nawaz UAE
Mr. Hafiz Syed Muhammad Faheem Saudi Arabia
Miss. Sameena Gul Pakistan House No.13, Street 42,
Sector F-8/1, Islamabad
Miss. Iffat Tahir UAE 44000-Pakistan
Mr. Shahid Masood Ghani Saudi Arabia
Mr. Ghulam Hussain Pakistan Phone; +92-a1-2853-018
Fax. +82-31-2853-012
Mr. Zubair Zakeria Pakistan E-mail: infoicpap.com. pk
Mr. Tarig Nawaz Saudi Arabia
Mr. Muhammad Shoukat Saudi Arabia
Mr. Muhammad Atif Nawaz Saudi Arabia
Mr. Muhammad Yahya Malik Pakistan
Mr. Muhammad Jalil Pakistan
Mr. Masood-Ur-Rehman Pakistan
Mr. Muhammad Zubair Pakistan
Mr. Adnan Yousuf Pakistan
www.icpap.com.pk
Mr. Zeeshan Sarwar Pakistan
Mr. Waseem Ahmad Masood Pakistan
Syed Abbas Hussain Rizvi UAE
Mr. Hasnain Fakhruddin Pakistan
Mr. Muhammad Irfan Irshad Saudi Arabia
Miss Mahwish Zubair Pakistan

Mr. Nazim-ud-Din Pakistan



