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INCOME THXATIUN IN PAKISTAN
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INCOME TAXATION IN PAKISTAN
1. INTRODUCTION

There is in Pakistan at present no up-to-date,
precise, simple and comprehensive statement of the income
tax system., What is available does not lend itself to easy
analytical treatment by an economist interested in the
problems of taxation in underdeveloped countries. For this
reason, and as a necessary introduction to additional
research work in this area, a survey of Pakistan's income

tax system is attempted here.

Such a survey would be useful for a number of

reasons.

a) Pakistan has inherited and developed a very
elaborate and intricate body of income tax laws which
needs to be analysed and presented in a systematic form.

b) About one fifth of the central government tax
revenue comes from income taxes, Moreover, income taxes
are by far the most important of the direct taxes levied
in Pakistan. No meaningful analysis of the overall tax
systemr is possible without giving full consideration to the
income taxes.

c) Pakistan is one of the few underdeveloped
countries which has a long experience in income taxation,
the first income taxes having been levied in 1860. The
current law is based on the Income Tax Act of 1922 of
British India. It would be interesting to see how the
British-influenced income taxes have fared in the relatively
short history of a newly established nation%/

d) There are important problems of analytical

interest that are posed by the Pakistan income tax system.

First, as indicated by the Taxation Enquiry Committee

1/ Having remained under British rule for about two
centuries, India gained independence and was partitioned
into two sovereign states, India and Pakistan in August,

1947,



appointed in 1957 by the Government of Pakistan, income
taxes have poor coverage of income-earners probably less
than one percent / 7, pp. 31, «._/. It is desirable to
have a closer examination of this coverage and to trace

the actual and likely changes that occur with economic
development ., Second, it would be useful to know who pays
income taxes in Pakistan. This could be a study of incidence
by occupational groups as well as by income classes with
the available data, although there ars some gaps in the
available information. A further incidence analysis that
can be carried out with the available information on both
income taxes and other taxes is an inter-industry as well
as inter-sectoral tax burden analysis. Third, one might
ask: what role is being played by these direct taxes in
Pakistan as a revenus-raising instrument? How responsive

to economic development or to changes in the underlying
economic base are the revenues from these taxes? One can
attach primary importance to this question in view of the
desirability to develop such instruments as are best capable
of raising domestic resources for economic development as
economic growth proceeds. Other questions that might be
asked are: what prospects do income taxes have in becoming
a major revenue instrument in the near future as the economy
passes through a phase of intensive economic development?

A study of the income tax system would assume an added
significance if one foresees a larger role for this tax

in the coming years, which is the likely possibility. It
might also be asked: how effective and efficient is the
income tax administration here? In a meeting of the Karachi
Chamber of Commerce and Industry held on April 24, 1965,
the Finance Minister remarked that if tax evasion could

be avoided, there would be no need of additional tax
measures for the Third Five Year Plan (which began July

1965). This seems to point to the large revenue potential

of the existing income taxes in particular since these are



the more important of the direct taxes where tax evasion is presum-
ably most rampant. There is also & need to carefully scrutinize the
statutory rate structures of these taxes felling on both personal a
corporate incomes, the effective rates and the aspects of vertical
and horizontal equities, the system of exemptions and the associater
structure of incentives and disincentives, and similar other aspect:
of the tax system. The writer hopes subsequently to analyze several
of these problems,

The survey is organized in the following manner. General
features of the income tax system covering the taxation of both
personal and corporation incomes will be noted first., The two major
divisions of the system, namely, the taxation of personal income anc
corporation income will then be separately described. All this will
be presented in terms of the 1965—6é/ lcgal framework., This will
be followed by a bricf history of the evolution of the system
containing a statement of the major changes in the tax law during
the lifetime of Pakistan. Unless otherwise indicated, the basic
sources for the survey are the Income Tax Act of 1922, as amended

from time to time / 11,12,16_/ and the annual Financc Acts as

contained in the Budgets of the Central Government / 15 7.
2. GENERAL FEATURLS

2.1, Tax Authority and Revenue Allocation.

Income taxes are levied by the central government. There ic
however, an arrangement to remit part of the revenuc collection to
the provincial governments, Diffcerent arrangements were adopted fron
time to time in the past?/ The present arrangement was adopted very
recently on the basis of the¢ recommendations of a Finance Commissior
appointed by the Government of Pakistan, According to this, each
province would receive 65 percent of the collections of "income tax"

which can be attributed to it as its contribution. The provinces

have no share, however, in the collecctions from "super tax™ which is

1/ Fiscal years in Pakistan are split calendar years which run
from July 1 of the previous year to Junc 30 of the following year
Until April 1, 1959, they ran from April 1 to March 31,

2/ For these arrangements see / 7, pp.11-13_7.
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also an income tax now bcing levied on corporations and a few other
taxable entitices.,

2.2, Income Taxes and Taxeble Groups.

2.2.1., Until 1959-60, Pzkistan used to have as many as
threc kinds of income taxes: a standard levy celled "income tax"
(which we will designatc as normal income tax), a "super tax" and a
"business profits tex™, The "business profits tax" was introduced
shortly before independence replacing in a way a pre-independence
imposition called "excess profits tax™. The latter tax was abolished
in 1946, the former in 1959. However, collections from these taxes
continued to be made even efter they had been abolished and these
collections werc on assessments relating only to the incomes of
earl%cr years when the taxes had been in force. At present the normal
income tax and super tex are levied. These taxes derive from the basic
income tax legislation of 1922, as amended and supplemented by the
annual finance .acts which establish the current rates of taxes and
fix certain exemptions including rebates%/

The "business profits tax" was levied on the profit incomes
of trade, cormercial and manufacturing activities with the exception of
incone of life insurance companiecs, With minor exceptions, the profits
were determined in the seme minner as for the purposes of the other
income taxes., However, a special Mabatement™ or deduction was allowed
to determine the net taxable profits to be assessed at the existing
taex rate. The abatement was usually Rs.100,000 or an amount equivalent
to 6 percent of the capital cost, whichever was greater. The tax was

applied at a flat rate of 165- percent, With respect to new industrial

“enterprises established after independence and coming up to a certain

size of operation, a part of the profits equivalent to 5 percent of

the capital cost which was exempt for purposes of "income tax" was

1/ " In this survey, the terms "exemptions", %"deductions" and

"rebate are used in the following senses, "Excmption™ is used

in a general sense to cover every case of income which goes un-

taxed in any form. "Deduction"™ is used to mean any amount which

is deducted from receipts to arrive at net taxable income assess-
dble at the going tax rates. In this sense¢, a deduction may be

an expense item like business deduction, or it may be an income

item which is a particular case of income .exemption., "Rebate™ hes

been officially used in the context of ‘income texation to nean

either of two things. First, it means exemption of part of incomne

?t t%e go%?g.tax rates where the rebate bears the same proportion

cont: p.5).



also exempt from the business profits tax. Beginning in April 1951,
all such new industrial enterprises became completely exempt from
this tax for the first five years of their operstion. As a result
the incidence of the tax has remained very partial since then. In
1959 the tax was completely withdrawn.

2.2.2. The broad assessable groups specifically identifiied
by the law for income tax purposes include individuals, firms, corpo:
tions, and other associations of persons. Firms that are partnership:
can be "registered™ with the income tax zuthorities, and when so
registered, the individual partners of a firm are made liable to pay
income tax on their individual share of profits added to their other
incomes whide the firm itself is made liable to pay super tax on its
total profits. In the case of unregistered firms, tax is levied on
the firm itself and only on exceptional occasions are the individual
partners of a non-registered partnership made liable. Corporations
make a distinct group by themselves as they are subject to a set of
income tax rates separate from the one applying to the remaining

groups.

2.3. Residence Status as a Liability Criterion

2.3.1. It is not nationality but residence of the tax-payer,
which determines his income tax liability in Pakistan. Three grades
of residence status are distinguished for individuals while. two are
maintained for corporations, firms or other associations of persons.
The former can be (i) "resident™ in Pakistan, (ii) "resident but not
ordinarily resident™, and (iii) "non-resident™. The latter can be
either "resident" or "non-resident™. The difference in tax liabilitie
or taxable incomes of the tax payers, which is created by the residen
status lies only in respect ~of foreign incomes and not in respect of
domestic incomes of the texpayers. All taxpayers have to pay taxes
on their incomes that have or are deered to have arisen, accrued, or

been received in Pakistan. Non-residents do not have to pay taxes on

the part of their incomes that has not so arisen, accrued, or been

(from pre-page) to total gross tax liability without the rebate .
as the exenpt income does to the total income without the exemp-
tion. The net tax liability after the rebate is payable, In the

second sense, the rebate implies a reduction in the rate of tax

et which tax is payable.



received in Pekistan. Residents ai : taxed on their total incomes.
Individuals who are resident but not (rdinarily resident are not
taxed on all of their foreign incomes. Oaly that part of their
foreign incoues is taxed which arises from ¢ business controlled in
Pakistan.

The income tax liabilities of non-residents except corpora-
tions may differ in another way from those of their resident counter-
parts. They are liable to pay income tax on their Pakistan income at
the "maxinum rate", that is at the rete of 30 percent or the rate at
which a resident would pay on the same amount of income, whichever
is the higher. Or, alternatively they may choose to be taxed as
residents and pay tax on their Pakistan income at the rate applicable
to their total income, an option given on the first assessment, which

once exercised becomes binding on all future assessments,

2.3.2. How is the residence status of a taxpayer determined?
An individual is considered resident in Pakistan for any tax assess-
ment year if he:
i) has been in Pakistan in that year for an aggregate period
eamounting to at least 182 days, or
ii) has maintained a residential house for at least 182 days
and has been in Pakisten at any time during that year or
iii) has stayed in Pakistan for at least 365 days during the
four years preceding the assessment year and has been in Pekistan

for any time during that year except on & casual visit.

An individual is resident but not ordinarily resident in Pakistan
in any year if he has not been resident in Pakistan in nine out of
the ten years preceding that year, or if he has not stayed in
Pakistan for nore than two years during the seven preceding years,
Pertnerships or other associations of persons except corporations
are resident in Pakistan unless the control and management of their
affairs are wholly situated abroad, whereas incorporated companies
are resident only if the control and managenent of their. affairs

are wholly situated within Pakistan.



Relys hvoidence of Double Texavion

~ Pekistan hes egreements wica several countries such &s Inaie,
the United Kingdom, the United States, West Germany, Switzerleand,
Japna and Sweden to evoid .double texation of the incomes of the
resident tex-paeyers. In cases involving countries with which no
such agrecements exist, Pakisten affords unileterzal relief up to the
full amount of the foreign taex or the lekisten tax, whichever is

lower.

2.5, . Texable Income Common to both Personal and
Corporation lncone Texetion

The inccme tax lew does not defin: "income? as such.
However, the concept of income used for tex purposes broadly
conforms to the usually eccepted notion of income as found in
economic text bocks, Tex is levied on incomes from several speci-
ficelly menticned sources: (i) secleries; (ii) interest on securities
(iii) income from propsrty; (iv) profits of a business, profession,
or vocetion; erd (v) income from other sources. The last group
includes cvch incomes es dividends, inteirest on bank deposits,
ground rent on non~agriculturel land, rents or royalities from
the leasc of minirg, ficheri~z, forests, end similzr property, end
cormissicns &nd fzes of verious types.

Howesver, ceveral Tinds of income remain completely exempt
under the Pakisten tex law. These are noted belaw,

2.5.1, Incomes Totelly Exempt. (&) Farm Incomes.

By far the most importent kind of income in Pekisten, agricul
turel income, is not touched by the income tex law. agriculturel
income is left under the tex jurisdiction of the provincial
governments.

nigriculturel income™ is defined to include incomes derived
from land cultiveted or used for agriculture, or from processing
of agricultural goods ordinerily employed by~ & fermer. Wheat cons-
titutes &griculturcl income or non-agriculturel income is not

alweys explicit end hes partly depended on custom &¢nd past court



ruverpretetions in specific ceses. Income from certein

processes such as the gathering of forest products and fishing
is not considered agricultural income. Income from deiry ferming
becomes agricultural income when the ciéttle are pestured but it
is not agricultural income when they ere wholly stell-fed,
Lgriculturel income includes rent received from agricultureal
lend, and buildings, remunerctions for work done on lecnd, &nd
dividends on investments in agriculture. & major part of the
income from the processing of tea on tea plentations, roughly
sixty percent, is agriculturel income while the rest is rege¢rded
&s non-&griculturel incone.,

(b) Casual Incomes. Casucl end non-recurring incomes which

do not arise out of any business, profession, vocetion or
occupation get exempted from income tex unless these receipts
ere by wey of zddition to other texable income of an assessee.
Incomes-earned from lottery winnings, gembling or betting are
included in this cectegory.

(c) Trensfer Receipts. Trensfer receipts &s such are.not

considered &s taxeble income. However, the subsequent flows of
income received on the gifts of assets have become considered
as texeble income beginning 1964-65.

(d) Trust Incomes. Incomes of chariteble end religious

institutions applied solely to chariteble or religious purposes
for the general public are exempt. These institutions mey derive
incomes from voluntery contributions,from propoerty held under
trust, or from business ceérried on &és & subsidiery occupetion
by themselves or on their beheélf by others. Income received in
trust for certein provident funds is c¢lso exempt.

(e) Incomes of Local suthorities. Income of loccl euthori-

ties such &s municipclities are exempt insofer as they are

earned within the area of their jurisdictionel limits. Thus



incomes from & business or supply of services such ¢s
electricity supply extending beyond the locel authority's
jurisdictionel limits &re texeble.

There still remein & veriety of other exempted incomes
which will be noted in the appropriecte context of personcl
&énd corporaétion. texes.,

1/

2.5.2, Texable Incorme of Business, Business inccocme is the

main cetegory of income which is assessed either to personecl
income tax or corporcétion income tex depending on the orgéni-
zetion of the-business. Unlike personél inccmes where no expense
items are recognized, the cheracteristic of business income is
thet it is determined after deduction of certein expenses from
gross business receipts. Business expenses constitute & large
cetegory of totzl business receipts &nd cre open to egbouse for
tex purposes..

Whereas generel accounting and economic principles
essentially ‘underlie the determination of business net income,
there are significent departures from this procedure in
determining business net income for tex purposes. The tex lew
allows as deductions all the opercting expenses which eare
strictly business expenses incurred during the accounting &nd
taex assessment yeer, It also @llows some items such &s fees to
business directors, bonus peyments which mey nct be strictly
business expenses, end it permits & liberel deduction th&t cén
be charged to depreciction. Moreover, some expense items which
ere not items of opercting cost but items of cecpitel expenditure
2lso mcy be ellowed as deductions from current income. The tex
lew, while it leays down some genercl principles to permit
business deducticns, @lso teékes cere to enumer:te most of these
deductions. Mejor types of these deductions méy be listed cs

follows:

1/ The description here ignores the specicl types of business
such &s life insurcnce end verious fields of oil and minerel
extrection where special procedures are adopted for determining
texeéble income,



Business- - Deductions.” Current: or -operating costs of

busitiess  ¢1llowed ¢s deductible .items for income tex: purposes
include (i) depreciction.end obsolescence cherges,. (ii).
payments to iabour, (iii) bonus peyments, (iv) brokercge

and -commission charges, (v) fees &nd remunercétions to'the
meneging agents and directors, (vi) advertizing outleys,
(vii) auditing end legel charges, (viii) trevelling end:
entertainment expenses to & "reasoncble" extent if incurred
in the course of business, (ix) materizl costs, (x) rent

peyrnents on hired business premises, (xi) interest payments on
borrowed funds (excluding certain interest payments to non-
residents if no tax is paid on this interest income behalf of the
non-resident lenders), (xii) charges on insurance covering risk of
damage of destruction of fixed capital assets of business
including inventories, : .. (xii) repeir cherges,

. (xiv) bed &nd doubtful debts written off, <nd (xv) current
expenses incurred for boaruing, conveyance health services,
educition and other welfire for the employees insofer as the
--enmployees.&are not charged for the services rendered,

There are two items of ceapite¢l. expenditure which: need
not ‘be recovered gridually through depreciction, but. are
‘2allowed- full deductions: from current proiits to determine
-net-taxaeble profits. These c¢re : (1) expenditure on-:.
scientific-reseirch releéted to business including pecyments to
“‘educetionsl. institutions for such purposes, c¢na (2) expenditure
incurred on the construction of schools end hospitels for the
business employeeé%/ Investment in humen cepitel including
—-expenditure incurred on the treining of Pekisteni citizens
- &broed in connection with & scheme approved by the Government

is'clso trected &s current business deducticn.

1/ While returns from such expenditure ere unlikely to be
-+ limited to-just one yeer, part of it mey nevertheless
be in the neture of current expense,



incomes from.& business or supply of services such ¢s
electricity supply extending beyond the locel authority's
jurisdictionel limits eare texeble.

There still remein & veriety of other exempted incomes
which will be noted in the appropricte context of personel
eénd corpordation. taxes.

1/
2.5.2., Texable Incorme of Business. Business income is the

mein’ cetegory of income which is @ssessed either to personcl
income tex or corporcétion income tex depending on the orgeni-
zetion of the business. Unlike personel inccmes where no expense
items are recognized, the characteristic of business income is
thet it is determined after deduction of certzin expenses from
gross business receipts. Business expenses constitute & large
category of totzl business receipts &nd ere open to cbouse for
tex purposes..

Whereas general accounting and economic prineciples
essentially underlie the determination of business net income,
there are significeént depertures from this procedure in
determining business net income for tex purposes. The tex lew
allows as deductions &ll the opercting expenses which are
strictly business expenses incurred during the accounting &nd
tax assessment yeer., It also allows some items such a&s fees to
business directors, bonus peyments which mey not be strictly
business expenses, &nd it permits & liberel deduction theat ceén
be charged to depreciction. Moreover, some expense items which
eare not items of opercting cost but items of cepitel expenditure
2lso mcy be ellowed as deductions from current income. The tex
lew, while it leys down some genercl principles to permit
business deductions, @lso teékes cére to enumer:te most of these
deductions. Mejor types of these deductions mcy be listed &s

follows:

1/ The description here ignores the specicl types of business
such &s 1life insurcnce &nd verious fields of oil and minerel
extrection where special procedures are «dopted for determining
texeble 1lncome.



Deductions to Property Income. Deductions ellowed to

income from house property c¢re similer to business deductions
and cover (1) repair cherges, subjec: to & maxirum of one=-
sixth' of the gross income which is norm¢lly the ¢nnu.l rental
velue of such property, (ii) rent peyments on lend tcken on
lease on which the property stends, (iii) interest payments on
borrowed funds used for the construction of such buildings,
(iv) peyments on insurince of property, (v) rent collection
cherges ¢nd legel chirges to & méximum of six percent of the
gross income, ¢nd (vi) ellowence for vecencies of houses or
for unreclized rent. Income from bulildings used for business
purposes is exempt since it is deduited from gross business

profits to arrive &t net business prcfits.

2.6, Tax Treatment of Depreciation

Deprecietion cllowcnces are ellowed to physiceél cépitel
essets owned by the assessee. These assets cover builaings,
mechinery, plent, motor cers and vens, furniture, ¢nd office
equipment (typewriters, cec¢lculeators, etc.) utilized for the

business activity during the ¢ssessment ye¢r, Buildings include
those used for housing enployees where the quarters are provided
rent-free., Depreciation is not allowable on.stocks and stores,

L declining b:lince method of cclculcting depreciction is

used, This is a kind of cccelercted depreciction used in meny

1/

countries—' The vecluction of ¢ssets adopted for purposes of
stctutory depreciction is the original cost of acquisition

less deprecietion cllowences previously accorded. This is ciélled
the " written~down v¢lue"., The stetutory depreciciion accorded

may not have any reletion to what is actuelly written off in

the assessee's &accounts.

1/ The declining belence method hes come into wide use in
Europecn countries and hcs recently been brought into
use in the United Stites.



If - current profits are not sufficient to have the full
amount”’ of* currcent admissible depreciation allowances/realized,it is
permissible .to cearry forwerd for reaclization agsinst profits
of future:years for an indefinite period of time the unrezlized
‘part of “the ailowance,
Severel statutory allowances on account of depreciation are
provided-as an avowed policy of encoureging productive activities

using physical cepitel. There ere normel, initial, additional,

and extra-shift allowances which cen be simulteneously enjoyed

by & firm under certecin circumsteénces. The initial end additionel
allowances are intended to be temporary tex incentive measures.
The additional &allowences cease to apply - to plent £nd méchinery
installed after June 30, 1965. However, these cllowances will
still continue to be eveilable for sometime on the plent end
machinery which were instzlled eerlier then July 1965 but not so
ecrly as to enable them to heve the allowances for a complete
period of five years. The initiel zllowances are officiclly
declered to be aveileble up to June 30, 1970, the end of the
Third Five Year Plan period.

The initiel allowances are grented to buildings, plaent and
machinery not previously used in Pakistan,“ énd office. equipment.
Plant and mé¢chinery previously used in Pakistan, motor vehicles
other thean those plying for hire, end furniture end fittings are
not entitled to these allowances. The initiel ellowences care
once-and-for-¢1ll alloweznces aveileble in the first year of
commercicl production or in the yecr of instellation of the
assets whichever is later. However, the uncbsorbed ellowences .
can be carried forward into future yeears for en indefinite period
of tine.

The aduitionel allowences ere &viileble ‘on plent end



machinery ¢énd other assets, except buildings, and except motor
vehicles other then those plying on hire. They are aveileble

for the first five years of use of these &ssets.

The additionel e¢llowences are provided &t the. same rctes
as those specificied for the normel gllowznces. The rates of
norrmel end initial deprecietion @llowences by me jor type of

assets ere &¢s  tebulated below:

Teble 1.
RLTES OF DEPRECIATION ALLOWANCES

(Percenteges of written-down velue)

! Normel Allowaznces Tnitiel sllow-
Lsset ! Rnege ' Lverecge ' &nces
1 1 1

Buildings other then

fectory buildings 2.5 - 7.5 5 15

Factory builaings 5 =15 10 15

Me chinery end plent 2.5 - 4ob 10 25c

Motor cars - 20d None®

Motor lorries &nd e

buses - 25 lone

Furniture &nd fittings 6 - 9f 6 None

Office equipment - 15 25

&) The rete is 10 on buildings other than industricl &nd
commerciel buildings. The recte is 25 on residentiel
builaings constructed to house industriel leébour with
monthly wzges below Rs. 400.

b) Rates below 7 apply to very few cises.

.c) The rete is 40 on ships.

d) Cers with velue per cer exceeding Rs. 40,000 &re not
eligible for depreciction ecllowence in respect of the
excess velue.

e) Motor vehicles plying on hire are entitled to the
initiel &llowance &t the rete of 25 percent.

and the 9
f) There &re no rates between 6 &nd 9/ percent rete epplies

only to furniture «¢nd fittings used in hotels &nd
boarding houses.



It should be noted thet the initiel &nd additionel
2llowences &re not &veileble to 11 enterprises. Since new
undertekings in approved lines of industry é¢re grented complete
tex exemption for & certein period, & tex holidey, these unaer-
tekings-cennot teke edvintage of these ellowances when their
tex holidey ends.

"Extre-shift ellowences-ere provided to- plent &nd mechinery
used in multiple shifts. Gn ‘double-shift use, these-zllowences
ere 50 percent of the normel cllowences, .nd on triple-shift use,
100 percent. If rlent end mechinery ere not used for ¢ complete
yedr, the edmissible depreciction cllowences «re determined
according to.-the .porticn of .the yeer for which plent end mechinery
heve been utilized.

Th=se verious allowences eneble most of the cepitel cost
to be recovered within the first few years.,

Where plent, machirery end builaings ere scréepped,
obsolesceacze allowence is provided to the full extent of the
written-doun veluve less thé screp velue. Where, however, the
screp velue or the sele vilue exceeds the written-down-velue, the
difference between tiie cale velue and the written-down velue is
trected In & specilel way, This difference up to the full extent
-of-the depreciation allowences clreedy received is.trected ¢s
regule¢r income subject to income tix. If this difference exceeds
the ‘emount of the previously receiveda depreciction e¢llowences,
such excess receipts cre trec¢ted &¢s cepitel geins subject to

cepitel geins tex.

2.7, Loss Offset Provisions

Locses from business, profession or voceétion cre allowed to
be ‘offset @«geinst current incomes from ¢ll sources, &énd where
they ere not fully reclized in this manner, they ceén be cerried

over to & mexinum period of six yeers- - to be offset agiinst only



machinery ¢nd other assets, except buildings, and except motor
vehicles other then those plying on hire. They cre aveileble

for the first five years of use of these essets.

The addition&l ellowences &are provided &t the.same rctes
as those specificied for the normel zllowences. The rates of
norrmel end initial depreciction @«llowances by me jor type of

assets are s  tebulated below:

Teble 1.
RLTEZs OF DEPRECIATION ALLOWALNCES

(Percentecges of written-down velue)

r. Normel Allowénces Tniticl sllow-
Lsset ! Rnege ' Lvercge ' &nces

1 ' t.
Buildings other then
factory buildings 2.5 = 7.5 5 15
Factory builaings 5 - 15 10 15
Me chinery &nd plent 2.5 - 40° 10 25°
Motor cers - 20d None®
Motor lorries &nd e
buses - 25 None
Furniture e¢nd fittings 6 - 9f 6 None
Office equipment - 15 25

o

The recte is 10 on buildings other than industriel &nd
commerciel buildings. The rete is 25 on residentiel
buildings constructed to house industriec¢l lebour with
monthly weges below Rs., 400.

b) Rates below 7 apply to very few ceses.
.c) The rete is 4O on ships.
d) Cers with velue per cer exceeding Rs. 40,000 ere not

eligible for depreciction c¢llowence in respect of the
excess velue,

e) Motor vehicles plying on hire are entitled to the
initiel &llowance &t the rete of 25 percent.
and the 9
f) There zre no rates between 6 ¢nd 9/ percent rete cpplies

only to furniture &nd fittings used in hotels &nd
boarding houses.



the incomes from the sime business, profession or vocction,
Losses from "speculctive treénsections" cre not cllowed to be
offset cgieinst incomes from other sources but only &geinst

future profits from the scme source. The time limit for the
cerry-forwerd of losses does not «pply to depreciction ¢llowences

which, &¢s ¢lrec¢dy noted, cén be ciérried forwird indefinitely.

2.8,  Bxclusion for Locel Texes

Business &¢nd property incomes ¢re subject to some provincicl
¢nd locel teéxes such &s lcnd revenue, property tiéxes ¢énd other
locel retes., The income tex léw @llows these tixes to be excluded
from incomes. to e¢rrive ¢t the net tcxeéble incomes. The principle
sdopted for cllowing exclusion to these tiéxes is that they must
not rel:cte to the incomes or profits of the texpeying unit

concerned.

2.9, Specicl Tex Trectment of Capitel Gains

Cepitel geins ere trected differently from other tixeble
inccmes under the income t¢éx leéw. Capitcl géins ere tiéxed more
lightly then the other forms of income.

For income tex purposes, cépiteél geins do not include geins
which arise in the exchinge of immoveible propoerty. The lctter kind
of giéins cre subject to provincicl té¢xc¢tion. The mein cétegory of
¢ssets on which cepitel geins or losses c¢re deemed to ¢ rise &are

equity shires.

Licbility for income tgx on capitil geins viries with the
period of time for which the ¢ssets ¢re held by the :ssessee.
When the holding period is six months or less, c&pitiél geins
ere trested ¢s normcl income <nd hence litble to the sime income

texes ¢s other income. Cepitcl geins quelify for specicl trectment



in ctse the &ssets cre held for & period exceeding six months.
If the holding period lies between six months ¢nd five ye¢rs,
the tex is levied in the following m¢nner: For individuels,
two-thirds of the ctpitel géins, subject to ¢ minimum of
Rs.10,000, ¢re exempt and the balence is to be edded to the
other income of the téxpiéyer ¢nd ¢ssessed ¢t the appropricte
income téx reéte., For corpor:¢étions and registered firms, ciépitel
giéins ¢re tzxed et & reduced rite of 20 per cent. If the holding
period is more thién five yecrs, the respective raetes of tex as
applied to individuels end corporctions (including registered
firms) are reduced to one-helf of the retes as eppliceble in

the &bove cise,

L somewh:t different treetment is &ccorded to stock
exchinge de¢lers., The minimum holding period which encbles
them to get the tex edventege of ciepitél giéins is one yeer
instecd of six months. This provision h¢s been intrcduced in

1965-66.,

Cepitel losses cen be offset only egéinst cepitel geins
end they cién be cerried forwerd for offset purposes for six

yeérs, &s in the ciése of pther business losses.



3. TAXATION OF PERSONsL - INCUME

3.1, The Tex-pcying Unit

Personel income tex rites ere epplied to the incoumes of
individu¢ls, pertners of registered firms, unregistered firms,
and certéin essocictions of persons which &re not cssessed ct
the compeny teéx riétes. Tex peyers are required to disclose their
incomes from &ll sources even when their incomes from ¢ perti-
culer source such &s salery or interest on securities cre subject
to texes that ¢re withheld &t the source.

In & progressive system of personel income teéxeation such
&s exists in Pekistien end other countries, some cnalyticel
significence attaches to the concept of "tax-peying unit of =
femily™ used for texetion purposes, for the tex licbility of e
person, or $f ¢ femily mey depend on the perticuler concept used.
In Pakistan—/ the ecrning members of ¢ femilyconstitute seperete
tex-paying units eénd they ere cssessed sepéraetely according to
their respective earnings. Some exception is mede with regerd to
joint Hirdu.families vhen.the femily s & whole is the tex-peying
unit end the totel femily income is essessed &t the appropricte
rete.

The concept of the tex-peying unit used in Pekisten hes
some side implicetions. A1l the c¢dmissible personcl exemptions,
‘2llowences, end rebetes cre eveileble to the tex-peying unit end
not to the femily as such, or to.the individucl members of ¢
femily s such unless they cppecr ¢s seperete tex-péying units.

c¢dventege of one, two, or three times

Thus & fimily cen heve the

the verious cdmissible personel allowences, depending on the

1/ Tex-peying units under personeél income téxeétion in & few
developed countries c¢re &s follows. In the United Kingdom,
the femily is treated cs the teéx-peying unit where the incomes
of 211 the members of the femily cre pooled to be essessed
&t the appropricte rete. In the United Stetes husband end
wife are sepéréte tex-peying units with their totel incomes
equélly split for essessment. In Cenede husbend end wife are
seperete units with their incomes ¢ssessed according to theair
respective ecrnings. In Frince ¢ femily constitutes severcl
units depending on its size ¢nd eappropricte retes ¢re epplied
to the incomes equélly split cniong them.



untouched.

nunber of the tex-paying inecome-~serners of the femily. The size
of the femily is no consider:tion:fer the extent of ¢llowinces
admitted vto & femily. 4 merried person reccives virtuslly the

sfme tiéX tredtnent as en unmarried person.

3.2, . Tuxeéble Personzl Income : Exemptions

3.2.1. Personzl Incomes Completely pXempt. Certecin types of

non~&ssesséble persondél income, eéside from the generel types of
non-assessable income clre:dy noted, include interest income from
post office sevings deposits end from investment in Netionel
Development Certificeates flocted by the Government, incomes of
certein foreign officicls working in Pekisten, and certein lump-
sum receipts such ¢s receipts. from provident funds, from super-
énnuation funds, end frem insurence policies, unemployment
compensations, &énd receipts in commutetion. of ¢nnuities or
pensicns. Other lump sum receipts such ¢s gratuities, deferred
cnnuities end commutetions of pensions in compromise or reduction
of st¢lery ere not exempt. Pensions, royelties from mining: leases
or petent licenses heve usuclly been considered taxeble income.
With regerd to pensions, however, the government his, with effect
from 1965-66, grented complete exemption for persons over sixty-
five yezrs of ege..

3.2.2 Personal.Exemptions. a) Besic Personzl Exemption

Limit. Personal. incomes not exceeding ¢ certein minimum limit

are . completely exempt from income tex. This limit &t present
stends at Rs. 6000. However, once incomes reach the texeble renge,
the totel income, without the deduction for this beésic exemption,
becomes texeble. Thus & person with &n annuel income of Rs. 6001 is
to be assessed ot sonme rate on this whole income less the per-

missible deductions while the person with one rupee less goes
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b) Personcl hllowence. 4 streight personcl deduction of

Rs. 2000 is cllowed on the income of every teéx-péying income-
ecrner.
c¢) Berned Incoem Relief. Differenticl tex tre:tments cre

1/
cccorded to Verrned incomes"™ cnd "unec¢rned incomes” end to

sc¢lery incomes @nd non-selery earned incomes. Earned incomes are
entitled to specicl deductions. L téx peyer with non-s¢lery
eerned incomes receives & deduction of 20 per cent of such
incomes, subject to ¢ meximurm of Rs. 4000. S¢lcry ecrners receive
& deduction equivclent to 25 percent of s¢élery up to ¢n income
level of Rs. 20,000, plus 20 per cent of the excess of their
incomes over Rs. 20,000, the tot¢l deduction so errived &t being
subject to ¢ meximum of Rs. 6000,

3.2.3. Bxemption for Cherity.

Donetions to educitioneél institutions, hospitels,
calemity relief funds, or eny other institutions estcblished
for chariteble énd religlous purposes cre téx-exempt up to a
limited extent. At present tix pe¢yers cién donite téx-free up to
¢ meximum of 20 percent of their incomes. Until 1965-66, the
exemption limit on this account hed been 10 percent of income.

Ls @ consequence of the September 1665 wer end continuing
conflict with Indie, the Government of Pckisten hes felt it
necessary to reise edditionel resources to meet the defence
needs of the country. imong other me:csures, en appecl hes been
mede for liberel contributions to the Netionel Defence Fund.

By & post-budget decleretion in lcte 1965, & tax incentive hes
been offered to the contributions to the Defence Fund. Such
contributions, in full cmount ¢nd without being limited in
reletion to.the tot¢l incomes of the tex peyers, will be:

exempted from income teéx (including super tiéx where relevint).

1/ "Earned income® meens income derived from personal exertion,
such ¢s income from business, s:¢lary, etc; while "une¢rned
income™ is income without such exertion, such &s rent,
interest &nd dividend incomes.,
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government securities or bonds; and
e) 1investments in shares of the two PILC'S - East
end West Pekisten Industrieal Development Corporetions
(government-sponsored corporeétions engeged in

industricl developrent).

This group of exemptions &lso includes expenditure
incurred on the purch¢se of books of professicnzl or technicel
nature or of generel utility. The generel exemption limit for &ll
these partielly exempted items 1s 20 percent of income or RKs.12,00C
whichever is lower. While subject to the seme aggregete exemption
1init of Rs. 12,000, premiz on life insurence cen get exerniption
up to 30 percent of the assessee's incone. The 30 percent exenptio
‘is e¢lso eveilable where 10 percent is invested on life insurcnce
end 20 percent in other investments. with effect from 1965-66 an
additionel eamount of Rs. 3,000 cen be exempted in cese of
investnents in NIT Certificates end any other investments which
mey be notified by the government from time to time. In the
caése of persons over forty-five yeers of &ge and those who &re
non-insurszble, the specicl exemption of 10 per cent of totel income
adniissible for life insureance cin be received through investments
in other ficlds. Investments in new shere cepiteél of industricl
companies which are approved by the Government are eligible for
this exemption for & trensitionzl period only. The 1905-66 budget

prescribes this period to end on June 30, 1970.

3.2.5 Children's Educetion nllowence., The lew extends sone

exenption to lower-incone tex-~peyers on eccount of the education
expenses defreyed on their children. rAducetioneél expenses of
school-going children between the age of 5 to 21 yeers cen be
deducted up to ¢ mexinum of Rs. 900 from the inccries of cssessees

who heve incomes below Rs. 25,000,
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3.2.6. Speciel 4Lllowences. Perquisites received in addition

to regular secleries, such &s, conveyence ellowénce, enterteinment
ellowence end free housing cccomodetion ere entitled to scme
specicl exemptions. Conveyence ellowence is tex-exewpt up to

Rs. 2,400. Entertcinment @llowence is exempt up to Rs. 3,000 or
10 percent of.besic salery, whichever is higher. House rent
¢llowence in cash peyments is fully teéxcole but freely provided
housing «ccomodetion is texable only to the extent of either

the rentel velue or 10 percent (12.5 percent in cese of furnished
accomodetion) of the assessee's totel sincome, whichever is lower.
Thus if the rental velue of & freély -provided zccomodetion
exceeas 10 or 12.5 percent of &¢n zssessee's income, this excess
of his income goes untexed. Some specicl @¢llowences received by
army . personnel ¢nd some other minor cllowznce items, &nd

certéin speci¢l types of Pensions cre clso exempt.

3.2.7. Lividend Exclusion. Persons whose income consists
at lecst peartly of dividend income ean have - & further pcrtion
of their income exempted or excluded from income tex. Dividend
receipts out of corpourete profits subject to normel corporeétion
income téxes zre exempt from personal income tex to the extent of
Rs. 3,000. The exclusion limit heés been reised from Rs. 2,000
by the 1965-66 budget. Dividends ere sometimes received out of
c&pitel geins of corporations, which zre not subject to the
nornel corporation income tiéxes. This specicl-kind dividend
income is completely exluded &t the personcl level.

The principle &dopted for teéxation of dividend income &t
the shereholder level is that this incoume is texeble et the
sheéreholder level only when it wes subject to tex @t the
corpor:tion level clso. Thus diviaend - income received from

1/ | .
profits of tex-holiday - industries or from corporete profits which

1/ For the mezning of "tax-holidey™, see the section on
corporé¢tion incume texetion.
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are tex exenpt ¢re ¢lsco tex exempt for the shireholders.

3.2.8., Exemptions to Property Owners. In Pekisten income

from property, whther in kina from owner-occupied houses-where
the inputed rentel velue is assessed - or in the form of cctucl
rent peéyments re:lized from the tenente is tiéxeble income. Pro-
perty here virtuelly rneens house property or "buildings ena
lends epurtenent thereto'. However, vérious specicl exenptions,
some on & temporary besis, &re availible to individutls heving
incorie from houses.

House owners receive two kinds of exemption in respect of
their income from own-occupied houses. First, the {irst Rs.4,800
of this income is exempt. Second, regirdless of the amount of
reicl income enjoyved by &n inaividuel from his cwn-occupieu house,
the tex lew considers the income from this source &s equivelent
to not more then 10 percent of his tot¢l income. Thus income
enjoyed in house cccomodetion by the assessee in excess of 10
percent of his totel income goes exempted.

L further exemption is extended to income from newly built
houses @s & metter of announced policy to encoure ge construction
of residentiel builuings. This exemption is ¢veileble to income
from builuings constructed within ¢ specified time period which
is scheauled to expire on June 30, 1970. Fer individue ls the
exenptea pert of the income emounts to the first ks. 6,000 of the
rentél velue from such houses. This exemption cin be reclised by
&n cssessee for five yeers. Prior to 1965-66, it could be re:lized
for three instecd of rive yeérs.

3.2.9. Concessions tco Persons with Income from. Literary and

Lrtistic Work. Remuner:tions received during ¢ yeer by & person,

other than &« professionel writer, jcurntlist or artist, for
occasionel literery or crtistic work cre tex-exempt to the extent

of the first Rs. 1,000. The incomes of cuthors, except roycliies,
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qué 1ify for complete exenption if they relcte to such work
of ¢ "crettive nature” as mey be approved by the income teéx
cuthorities. Lump sum incoumes eirned on pieces of work
involving more theén ¢ year ere ellowed to be spread .over up
to three yecrs for tex purposes.

3.2.10. Exemptions as Export Incentives. For the first

tine an export-incentive fe¢ture wes incorpor:ted in the incone
tex lew by the Finence hct, 1963. This mey be & rere exemple of
incentive provided through uirect texetion.

The exemptions provided are in the form of & tiéx rebete.
Inaiviauwl exporters who &ére not menufecturers recelve & tex
rebete in respect of their export earnings to the extent of
10 percent of the tex attributeéble to export scles &t the normel
income téx retes. Exporters, being maénuficturers themselves,
receive tex rebates on export siles if export sales exceed 10
percent of their totel séles. The rebete is 10 percent of the
tex ettributible to export szles if export sdéles fell between
10 percent &énd 20 percent of the totél siéles, 15 percent in cése
of export si¢les between 20 end 30 percent, eénd 20 percent where
export secles exceed 30 percent of the tot:¢l seles. These con-
cessions, however, do not &pply to the treditional exports of
tea, reéw cotton, rew jute end jute ménuféctures.

With effect from 196L-65, the government hes extended
& simil:¢r concession to income remittiénces by Pekisteni
profession:l e¢nd consulting firms ¢nd enterprises working or
operiting abroad. The concession is & tex rebete of 15 percent
of the totel tex liebility in respect of such remitténces.

3.2.11. Exempticns for Foreign Techniciins. hs &n ennounced

policy of encourcging the import of foreign skills &nd technicel

knowledge, the lew permits. complete income t¢x exempticn to
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incomes of foreign techniciens ¢nd teachers for certiéin periods

of time. Foreign techniciins enjoy the exemption for threc yeers,
¢na foreign tecchers, for two years. 4 foreign technicien cen
ecrn income téx-free for five ycars when his employing cgency piys
income tex on his behe 1f,

3.2.12. Exenption to the Foreign Lender. Interest income

earned by foreign lenders on government eapproved loins to
Pekisteni enterprises is clso exempt from income téx, an
incentive provided to lending by foreigners.

3.2.13. Concluding Reme¢rks., To ¢11 these exempticns nmust

be cdded generel deductions end exenptions eveileble to both
persongél ¢nd corporcte incones. The totel picture theat emerges
shows thet ¢ substenticl emount of perscnel income is exempted
by the Pckisten income tex lcw, thereby eroding the effective

téx beése into ¢ very ncrrow one.

3.3. The Rezte Structure.

hs is to be expected cf the persont¢l incone téx system of
¢ny country where such ¢ system hes been introduced, Pekisten,
in line with the British tredition, hes meinteined & progressive
system of personcl income texation. Peckisten hed very high
nerginel rétes in  the ed¢rlier yeers. The highest merginel retes
h¢ve been nodified in the recent pest énd modified further in
1965-65, Before 1959 two sets of r:tes, norm¢l income t&x retes
énd super tex rétes, were superimposed on e:ch other, the super
tex retes sterting et ¢ feirly high incoeme point. Since 1959 ¢
simplified ¢nd integrited rete structure hes been nie inte ined.
The tex retes ¢re epplied to the net texeble incomes thet cre
deternined <¢fter the deduction of the veérious cdmissible
exemptions &¢s outlined ¢ Dbeve.

The tex licbility in e:ch ingividuel cese is determined

through the appliceétion of ¢ '"sleb" system where merginel téx









'
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chirt, the present rite structure of persondl incume tix in
Pekistin is not steeply progressive except flor the tiéxeble
incunies upto Rs. 10,000. The wcverege r:£é osymptcotice 1ly
cpproiches the top nerginil rete of 70 percent &s one's
texeble -incone- rises ¢bove-rs. 60,000, There is & big spreid
between the nerginiel rete ¢nd the c¢verage rete except for the
very low &end extremely high tex¢ole incornes. st the texible
incene level of m®s. 30,000 where the merginil rite is 50
percent, the cverige rite is only ¢bout 24.5 percent, ot

Rs. 40,000 of texeble income where the merginel riete is

60 percent, the tver:ige r:¢te is only cbout 31 percent; end

&t the income level of Rs. 60,000 where the top morgineld

rite of 70 percent stirts, the ¢verige riete is only cpout 40.5
percent. The cverage tix rete does not retch the fif'ty percent
nerk until the tixeble income recshes. about Rs. 90,000. Texes
{t the sixty percent averige rite would be peid by extrenely
we: 1thy people in Pekistin with texible incomes nedr two

hundred thousind rupees.

Note thet this does not give ¢ conplete. ide:d of the
progressivity of Pikistién's personcl inceme téx. The tax
retes reléte to tixible incomes ¢nd not to personil incores
before the deduction of virious exenptions. The scele of
progression would be modified if one worked out the effective
tix retes ¢s releted to gross texeble incones. This would be
& more correct wey of locking et the "progressivity" question.

This will be the subject of ¢ leter ¢nelysis.
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Lo TAXATION COF CUxaPOLLTE IhCUME

This survey considers ¢ corporetion tu be synonynous
with whet constitutes ¢ "coumpeny" for incude teéXx purposes in
Pekistan. "Conpeny" teéx rétes ere e¢lso epplicd to texeble
inccnes, ii eny, of locel euthoritics ena of certein specicl
cé sus where inconie tex is to be chergea the me ximwa rete. The
tex lew @¢lso e¢llows co-operetives to be essessed either et
the personel incoue tex retes or et 'compeny"™ tex r;tes
&ccording to their option. Corpoittion inconie taxes~/incluae
texes on &ll these entities, which ere levied ¢t the "conpeny™
retes.

L.T. The Definition of & ®Conpeny"

hny twoe or more persons (shireholders) cen forn ¢
frcompany". Two or nicre persons holaing shi res jointly ere
trected ¢s & single person. The present legel definition of
& Yeconpény' for incone tex purposes wes ccaopted in 1957. A
Conpeny" is aefincd &s (i) eény orgeniseétion registered in
Pekisten under the Compenies act, 1913 /16 7 , or (il) en
orginizetion formed in pursuance of ¢n ect of Perlicnent;
and is defined to include (iii) & provinciel government; ana
(iv) e¢ny foreign essociction, whether incorporeted or not,
which is declerea to be ¢ conpney by the incone tex cuthority.

L.2. Distinctiocn between FPrivete and Public Compenies

The tix lew nmeinteins ¢n inportent distinction between
privite énd public conpiénics. The tendency heés been to give a

nore fevourable tex tre:tnent te public coupénics.

1/ Corporéticns fece two kinds of income tex levies: "income
tex" ¢nu super tiéx. The super tex ¢lone on "compenies® is
soretines nmentioned ¢s "Corporétion tex'. Such ¢ use of «
tern cén be nislceeding. Corporetion incerne texes unaer
discussion here include bcth the so-cilled "income tex™
¢nd the super tex levied on corporetions.



A sherply restrictive definition of ¢ "public compeny®
wes cdepted in 1963 eubouying the Governnent's policy cbjective
of spreeding the contrcel and ownership of these coupinies. 4
conpiny iy become ¢ public conpeény when et leest foerty per
cent of its shi¢res ére held by the governnent, or when sheres
represcenting ¢t leist he1f of its totil voting power ere held
by not less thien twenty persons exclusive of specificd relctives.
The 1965-06 budget further specifies thet the shires held by
fereign coupenics ¢re not to be . included in deternining

whether ¢ couupeny is & public.one.

i compeny rencins ¢ privite conpeny sc long ¢s it does
not necet the above-mentioned requirecnents. One specicl restric-
tion imposed on ¢ privete cuapiny is thet it ciénnot he ve nore
then fifty perscns on the roll of its shereholders while, ¢s
tlreedy noted, the nininum required nunber of nembers is only
two.

L.3. Texable Incone of Courpor:tions

In certi¢in wiys the gross taxable inceme of en ‘ncor-
por: ted compeny niey differ from the gross texéble inconie of
&n unincorpor¢ ted firn. The diffcerences lie chicfly in the
nétter of trectuent of two specicl groups of corpordte incunes
cr funds: intercorporite cdiviaend incone end '"bonus sheres',
Both these items of corpor:te incone or fund (re treited &s
seperite citegaries of tixipble income, like cepiteél g ins,
subhject to lenient tex tredtnents. Bonus shires ¢re ¢ corpuriate
fund, trected s incoune, out of ¢ conpany's ¢ccunul: ted reserves,
which cre¢ decléred in the form of bonus or cdditicn: 1 shires far
the counpeny's shireholders. In deternining the net incone elter
the deduction of ¢llowe ble (business) expenses, ¢ further

departure from the genercl prictice is rncde in the cise of
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corporcticns. In order to put ¢ curb on the tendency of cornpenies
to provide lcvish perquisites «na other benefits in addition to
regulir sclery peyrients to their dircctors cnoa other eniployees,
the tex lew, with effect from July 1963, c«llows these specicl
remuner: tions es deduction fron corpurete incornies to the limited
eXtent of 75 per cent of reguler selery or Rs, 30,000 in e¢ch
individual ciése, whichever is lower. This restriction does nct
¢pply to foreign techniciins whose incuies ere tex-exenpt.

Corpore¢ticns are not eligible to receive ncst of the tex
exenptions &velleéble to perscns or firms &éssessed &t personél
incounie tax rétes, Corporetions cre, however, entitled to specicl
types of exenptions on verious consideretions. Most of these
exenptions eére by wey of rebetes for super tex in the form of
reductions in the rete of super tix. The specicl excriptions
¢veileble to corperetions &are noted below.

L.3.17. Lxeuption for Cherity. Corporetions receive &an

exemption for cherity siniler to the one received by those
&ssessed &t personel inccone ti x rites. There is, however, one
very importiént differcence in the extent of the exenption
cveileble to corporetions. Corporetions cen get 20 per cent of
their inccmes exenpted from nernel incone tex, not from super
tex. However, ¢ccording to ¢ (lite 1965) decleréticn, the
contributions to the Netionel Defence Fund will be totelly
exenpt .from both normel inconie tix end super tax.

L.3.2. Tex Holiwey for Inaustricl Corwnor:tions.

i me jor tex concession is the courporiéte incone tex hoelidey
provided to new "approved" industriel under-tekings. The tex
holidey includes corplete exenption of profits from inceme
téx for ¢ certiéin initicl period, which begién epplying to
the profits of industricl enterprises esteblished ¢ fter April
1959, ¢nd from 1900 becime appliceble ¢lse to the profits eerned
in new identificble incustricl units or processes in old enter-

prises. The conecession is designed to be. & . tenporiry incentive to new’
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industrial units in the current phase of Pakistan's economic
development. It is also a major tax incentive offered foreign
companies for investment in Pakistan. The concession will, unless
there is a legal extension of the period of applicability of the
provision, cease on June 30, 1970, which means that this
concession will be available only to industrial units established
before that date. Concessions may extend for a certain period
beyond this date for going concerns, but will not be available

to industrial units set up after this date.

L differential set of tax holidays is provided to influenee
the regional location of industrial enterprises. Applying to
industrial undertakings established prior to July 1964, tax
holiday periods amount to four years, six years and eight years
depending on the geographical areas in which the industries are
located. The differentials are in favour of the industrially
more backward regions of Pakistan. The regions sre: (i) those
eligible for the four-year holiday namely, the built-up metro-
politan areas in West Pakistan, namely, harachi, Lahore, Rawal-
pindi, Lyallpur, Gujranwala, kMMultan, Nowshera, Mardan, Jhelum,
Sialkot, Sukkur and Hyderabad; (ii) those eligible for the six-
year holiday namely, the cities of Dacca, Narayanganj, Chittagong
and hhulna and the areas within a radius of ten miles of the
municipal limits of these cities in kast Pakistan, and the
remaining parts of west Pakistan after excluding the areas
eligible for the four-year and eight-year holidays; (iii) those
eligible for the eight-year holiday, namely, all of East Pakistan
except the areas mentioned in (ii) and certain underdeveloped
areas in the north-west part of West Pakistan. The budget of
1964-65 revised the set of holidays into two, four and six years

respectively in place of four, six and eight years leaving their
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distribution unchanged. This new set of holidays applies to

industrial units being installed after June 1964.

For industries to be approved for the tax holiday privi-
lege, a major stress was laid upon the requirement that they
should be based primarily on indigenous raw materials. This
condition was relaxed during 1964-65 to considerably enlarge
the scope of the industries eligible for tax-holiday.
Industrial cornorstions can take adventage of the tax holiday
privilege after satisfying a number of conditions which at
present are the following:-

i) The industry should be a primary user of indigenous
raw materials. Or it should be one requiring special technicel
knowledge or large risks or one that has appreciable export

potential or contribution to agricultural development.

ii) The industriel corporation should have a minimum
paid-up canital of Rs. 50,000.

iii) It should be ready to reinvest at least sixty
per cent of its profits in the same business or in other
industries which are found listed in the Industrial Investment
Schedules issued by the Government from time to time.

L.3.3. Rebates of Super Tax. Incorporated comp aies

or units of an individual company that do not enjoy complete
income tax exemption by way of the tax holiday provision ce&n
receive partial but subtantial exemption by way of rebates of
super tax on various counts. The rebates are available in the
form of reductions in the super tax rate. an exemption in the
form of a certain rate reduction necessarily denotes exemption
of a higher percentage of income than the absolute figure af
drop in the tax rate so long as the tax rate to start with is
not one hundred per cent amounting to confiscation of all income.
Thus where corporate income is subject to an aggregate pre-
rebate tax rate of 50 per cent, a reduction in the tax rate by
5 per cent, would imply exemption of 10 per cent of

income at the pre-rebate tax rate of 50 per cent.. iit a rebate
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rate of 10 per cent, 20 per cent of income gets exempted

at the pre-rebate tax rate of 50 per cent. The lower the pre-
rebate tax rate, the higher the percentage of income that can
get exempted at the before-rebate tax rate even though the
rebate rate is the same. The following rebates are available to
corporations at present.

(i) Rebate to Smaller Companies. A rebate of 5 percent

is- provided to smaller companies with incomes up to Rs.50,000
in the case of non-industrial companies and with incomes up to
Rs.100,000 in the.case of industriel companies. The income
limits were raised from Rs.25,000 and Rs.50,000 respectively
during the present budget year 1965-66.

(ii) Rebate for xports. lanufacturing companies which

directly export their goods abroad receive the same rebates on
their export sales as individual firms: 10 per cent when export
sales lie between 10 and 20 per cent of their total sales, 15
per cent with export sales between 20 and 30 per cent, and 20
per cent with exports exceeding 30 per cent. An exporting
company that does not itself manufacture the exportab.es would
receive a rebate of 15 per cent on export sales, &s against 10
per cent received by individual exporters. These concessions

do not apply to the same traditional exports as were mentioned
in the context of personal taxation. As in the case of individu-
als, corporations can zalso have a rebate of 15 per cent on

income received from abroad.

(iii) Rebate to Public Corporations. A company would

receive a special rebate of 10 per cent if it is a public:
company as defined earlier. This tax differential between
public and private companies was raised from a rebate of

5 per cent in the 1965-66 budget to provide further incentive

to the formation of public companies. By a post-budget
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post budget declaration in late 1965, a rebate of 5 percent
has been made available to private companies which underteke to
convert themselves into public companies by June 30, 1970.

(iv) Rebate to Compenies Declaring Dividends in Pakistan.

A rebate of 10 percent is available to cornpanies declaring
dividends in Pakistan.

L.3.4. Special Concessions to Particular Industries.

Special tax concessions are extended to mining
companies and housing estates or companies engaged in the
construction of residentiel buildings.

Concessions to Mining Companies. A wide range of ninereal

extraction activities are approved by the governuent for

special tax treatment. Mining industrics are divided into two
groups which receive sonewhet different treatnents. One group
consists of industries engaged in the cxploration and production
of pertrolcum oil and natural gas. The remaining minerel

deposits comprise the other group.

The concessions provided to the first group rrovide for
an equal division of the profits between the government and
the undertaking coupanies. The concessions allowed are (i)
coniplete loss offset privilege in case of unsuccssful exploratory
activities, (ii) allowing as current deduction all expenditurc
incurred prior to the cormencenent of conwmiercial production
excluding expenditure on acquiring physicel asscets, (iii) full
cost offset privilege if adnissible current deductions exceed
gross receipts from scle, and (iv) o depletion allowance at the
rate of 15 percent of gross receipts representing the "well-
head™ value of the production, subject to a maximwa of 50 per

cent of the gross incone.



Other nining industries which ¢re in the second group
cién teke aaventege of the tex helidey provisions or instecd

chouse to enjoy ¢ number of other concessions. These concessions

0

re (i) cerry-forwerd provision for pre-pruiuction expenditure
up to & nexinunm period of ten years of commercicl production,
(ii) trectment of &1l expenditure including expenditure on
physicel asscets ¢s current cost duducticn, (iii) & cepletiun
ellowence to the extent of 15 per cent of the totiél incone cr

50 per cent of the cipitel employed, whichever is less, subject
to the condition thit such c¢llowence would be credited to ¢
reserve &ccount to be utilized for the developnent end expansion
of such undertcking, e¢nd (iv) if the ninerel in question is ¢lso
firefined" or "concentreted" in Pekisten, exemption from incone
téex of the profits of such refining undertikings up te 5 per cent
of the capitel enplouyed over the first five yeirs of counercieal
production. In eddition, beginning 1964-65 , these secound group
nining compinies receive én ¢deitional concession, viz., ¢ tex

rebete of 10 per cent.

Concessions to Housing bstctes. A six-yeir tix nolidey

is provided to compiénies cngiged in the construction of buildings.,
The concession wes first intrcduced end epplied to bulldings
erected after June 30, 1961, ¢nd is scheduled to expire after
June 30, 1970. The tex holidey is eveileble to ¢ cumpény thet
hés & housing esteéte conposed of either &t leist one hundred
crdini ry housing units with nonthly rentel values vaerying
between mexinums of Rs. 25 ¢nd Rs. 75 according to eccommedétion
specificctions, or et leest twenty five bungelows or flats with
ennuel rentel velues not exceeding 7.5 per cent of the totel
cost or Rs. 500 per month, whichever is less.

Besides these tix concessions tou uining incustries and
housing estetes, sore concessions ¢re &¢lso given to life insu-

rince compé nics ¢na certain developrnent institutions.
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L.hs Retes of Corporeticn Incume Texes

The b:sic cggregete tex rite &t which corpoere te
incumes excluding certiein types of inconmes ¢re presently
e¢ssessed is 60 per cent, of which 30 per cent represcnts
the norm¢l inconme teéx rete @nd 30 percent is the super tex
rite. The speclel types of corporcéte inconmes which ere
&ssesseble ¢t different retes include capitel geins,
aividend income received irom cother corporiétions ¢nd bconus
shéres. We hive alrecdy locked ¢t the wey cepitel giins of
corporitions are éssessed. Intercorporite dividend incomes
ere assessed &t the rite of 15 per cent wherce the cssessce
or the receiving corporetion is ¢ public compeny ¢nd &t the
riete of 20 per cent wherce the assessce 1s ¢ privete conpeny.
Bonus sheres, @&s defined previcusly, <rc cssesscble at the
rite of 12.5 percent. Bonus shcres of ¢ cunpiény issued
during its ti¢x holidey period were tex-exenpt until 1964-65.

- A locel cuthority is assessed &t ¢n ggregate rate
of L2.5 per cent, of which 30 per cent is the normel income

tax rete end 12.5 per cent the super tix rite.

Bectuse of one or cncther of the verious rebites of
super téx cllowed, ¢ compeny is virtuclly assessed ¢t &
considerably lower riete thién the bisic rete. The aggregite
rcte 1s 50 per cent in the cise of compinies which do not
declere dividends ocutside Pekisten and this réte is sleashed
down to 40 per cent for such coupinies ¢s ¢re ¢t the scne

tinme public compénies.
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5. OTHgi SPuCIAL TREATLENT AReaS: REGISTwReED FIRM

In cddition to corperetions preper.ena. tixable entities
that are assessed ¢t the personil incuue tex rétes, there ¢re
certe¢in special texeble centities, the most impertént of which
is the registercd firm. As menticned ¢lrecdy, the registered
firm by itself is not subject to.the nermel income tix rétes.
The pertners of ¢ registered firm ¢re individw lly responsible
for income tex peyments on their sheres of profits from this
firm. The firm, however, is nide licble to pey super tex on
its totel income. A grodueted rote structure on & sleb besis is

¢pplied - which is ¢s follows.

Totel incone
¢t the end
of the slcb

Slcb of texeble

Super tix rete epplying to
incume (Hs.)

the sl¢b of income (percent)

- - - e
- —- -2 -

On first 12,000 12,000 Zero

On next: 18,000 30,000 5
30,000 60.000 10
10,000 100,000 20

On the belince
of totel incene - 30

"Sire j"
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6. HISTORICAL BACKGROUNJ OF THz INCOME TaX SYSTEM

We ha e outlined above the present income tax system of
Pakistan. The present system is the culmination of numereus his-
torical changes in the tax law. Since we will concern ourselves
with income taxation during the post-independence period, we present
below a historical survey of the system covering this period. In
this survey, mainly those aspects of the tax law will be covered
which principally differed from the present system. However, cer-
tain aspects of very recent origin and others which have experien-
ced no change have already been mentioned. These latter aspects
will not be repeated here unless it is thoughtnecessary to do so

to maintain the link to the »nresent.

6.1. General Features

6.1.1. Business Deductions. In the matter of business
deductions for income tax purposes certain differences in the tax
treatment were periodically introduced. These are as follows.

(1) The business profits tax, the additional levy which
had been in force during 1947-1959, was, except in the last year
1958-59, treated as a business deduction in determining taxable
income for the normal income and super taxes.

(2) The expenditure incurred by business on the training
oi Pakistani citizens abroad in connection with a scheme approved
by the Government began to be treated as a business expense with
effect from the assessment year 1952-53.

(3) Capital expenditure incurred on scientific research
related to business became a current deductible expense with effect
from the assessment year 1954-55. Previously such expenditure
could b. spread over a period of five years for deduction purposes.

(4) Capital expenditure incurred by business on the con-
struction and maintenance of educational institutions and hospitals
for the business employees began to be allowed as a current deduc-

tion from the assessment year 1954-55,
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(5) During the earlier years, that is, before 1955-56, the
initial depreciation allowance was not taken into account to deter-
mine the written-down value of depreciable assets for purposes of
calculating depreciaticn allowances for the subsequent periods,
except for the last period when the terminal allowance was to be
determined. From 1955-56 the initial depreciation allowance became
-deductible from the acquisition cost of capital to determine all
subsequent written-cdown value of capital, With effect from the
same time the rate of the allowance in the case of machinery &and
plant was brought from 20 percent up to the present rate of 25 per
cent., The presently available initial allowance in the case of
residential buildings constructed for industrial labourers was in-
troduced in 1954-55,

During 1962-63 a non-deductible development allowance was
granted to industrial enterprises not covered by the tax holiday, in
substitution for the initial and additional depreciation allowances.
The new allowance was race admissiblzs on plant and machinery ins-
talled after June 1962 at the rate of 20 psrcent of the cost of

such plant and machinery . This allowence, which enabled industriel
profits to go tax exempt up to 120 percent  of the cepitad:-cost
of plant end mechinery, was however, discontinued from the very

next year.

6.1.2. Tax Treatment of Capital Gains. Capital gains were
subject to tax during the first two years after independence. During
this pericd capital gains were assessed in the following way. In
the case of individuals and non-corporate fiirms, capital gains were
subject to a graduated tax with gains not exceeding Rs.15,000 com-
pletely exempted. Tax rates varying from 6.25 percent to 31.25 per-
cent were applied to capital gains exceeding Rs.15,000. The bottom
rate was applied to gains between Rs,15,000 and Rs.50,000 and the
top rate to gains exceeding Rs.1,000,000. In the case of corpora-
tions, capital gains were assessed at the corporate income tax rate,

which was then 31,25 percent.



Capital gains rem2ined tax-exempt during the next fourteen
years, 19.9-50 through 1962-63. When their taxation was resumed in
1963-64, capital gains became assessable in the followiny way. 1In
the case of corporations and registered firms, the tax was payable
at a rate of 20 percent. In other cases, an amount, equivalent to
two-thirds of the capital gains(but subject to a minimum of Rs.
10,000), was exempt and the balance was required to be added to the
other incomes of the taxpayer and assessed at the appropriate per-
sonal income tax rate. This system of assessment was changed to the

present system in the following vear.

6.2, Taxation of Personal Inccnme

The naturec and extent of various personal eremptions varied
from time to tire thereby affecting percsonal incomes assessed for
income tax rurroses. The year 1959 marks an important dividing line
in the matter of treatnernt of various exemptiuns in two substantial
ways. Tirst, before the fiseal woar 1950.60, individuals were sub-
ject to two irate structures under normal income tax and super tax;
beginninz 1¢52-60, they becarz subject to a corbined rate structure,
Second, before 1959-£0, rest erexptions applied to the ncrmal income
tax only, and were given in the form of rebates. Since 1959-60, all
exempt incoras ercept the basic personal exemption limit have been
treated as deductions from total income, and the rate of tax has

been applied to the net income after the deductions.

6.2.1. Basic Perscnal Exemption Limat. The personal tax
exemption linit has undergone several changes in the past and was
gradually raised after independence. Before independence, the limit
usually :tood at Rs.2,000, At independence, it was fixed at
Rs.2,500, Thereafter it was increased to Rs.3,000 in 1949-50,
Rs.3,600 in 1952-53, Rs..4,200 in 195L-55, Rs.5,000 in 1957-58 and
to the present level of Rs.6,000 in 1959-60. The exemption has
never been treated as a deduction from total income (i.e. in the
case of income larger t.uan the limit itself) to determine net income
for assessment at the prevailing tax rate. The limit served only

to demarcate income-earners with incores below and above the limit






relaxable in special cases of donations such as contributions to the
Quaid-e-Azam Memorial Fund. In 1959-60, while the same percentage
limit was retained, the upper absolute limit was withdrawn and the
charitable contributions became a straight deductible item from total
income. Small donctions also became eligible for deduction. In or-
der to provide further tax indusement to charity, this year's (1965-

66) bud.et hus doubled the percentage limit for charitable deduction.

6.2.5. Exemptions to Encourage Personal Saving. Before

1951-52, personal savings to the maximum extent of one-sixth of total
income or Rs. 6,000, whichever was the lower, were entitled to normal
income tax, but not super tax, rebates. However, the forms of per-
sonal savings recognized for purposes of the tax exemption consisted
only in the contributions to recognised provident ard old-age funds
and the premium payments on life insurance policies. In 1951-52, the
purchase of shares of domestic public companies began to receive tax
exemption on a limited scale.l/ The exemption in this particular case
was from both normal income tax and super tax, whereas the other forms
of savings continued to be (partially) exempt from normal income tax
alone, - In 1951-52, 25 percent of personal investment in such shares,
subject to a maximm of 10 percent of the total income of the inves=w .
tor was tax-exempt. The year following, the entire amount of invest-
ment on the purchase of the sjecified shares, subject only to the
same percentage limit of total income, became tax-exempt. Beginning
in 1953-54, the savings exemption limit fo:' this particular form of
savings was raised from 10 percent of total income to 20 percent of
the first Rs.100,000 of income plus 10 percent of the remainder of
total income. In the same yeur, exemption was extended to another
new form of savings, namely, purchase of Government securities &nd
Post Office Suvin;s Certificates but this extension was limited to
small income-earners with incomes not above Rs.25,000. For this
group of tax-payers, the savings exemption limit for the aggregrate
of investments in the purchase of company shares, Government Securi-
ties, and Post Office Savings Certificates was fixed at 2C.vercent

of total income. Savings in other forms, namely, contributions to

1/ For those companies engaged in approved industrial undertakings.,



proTident - funds.and life. insurance. policies,- continued, (until 1954~
55) to be tax exempt to the maximum-extent of savings of Rs.6,000
or one-sixth of income, whichever, was lower. In 1954-55, the exem-
ption limit for these savings was pushed to the level of 20 percent
of - income or Rs.8,000, whichever was lower. Until 1959-60, savings
in these particular forms received exemption from only the normal
income tax, but not from the super taxX.

In 1959-60, the exemption for personal investment in Govern-
ment Securities and Post Office Savings Certificates was extended to
all tax payers. Savings of all kinds eligible for tax exemption
became subject to an aggregate tax-exempt limit of 20 percent of
total income or Rs.8,000 whichever was lower. Furthermore, exempt

savings began to be treated as deductions from income. In 1960-61,
the absolute limt was raised to Rs.12,000 while the same

percentage limit was maintained, In 1961-62, the percent:ge limit

was raised to thirty percent. However, the additional ten percent

of income now eligible for exemption could be utilized for exemption
purposes only by investing in life insurance. In 1963-64, more

areas of personal investment were included in the tax-exempt category
The present exemption procedure for personal savings embodies further

changes which were introduced by the 1965-66 budget.

6.2.6 Children's Education Allowance. Tax-payers with incomes
below Rs.25,000 began to receive a tax rebate from 1956-57, and an
income deduction from 1959-60, for their children's educational
expenses, The portion of income entitled to the rebate or deduc-
tion was limited to Rs.200 of the educational expenses per child,
subject to a maximum of Rs.600. In 1963-64, tne amount of the exempt
income for this purpose was increased to Rs.300 per child up to a
maximum of Rs.900. The present procedure, as adopted by the 1964-65
budget, allows the maximum deduction of Rs.900, irrespective of the

number of. children.

6.2.7 Special Allowances. The special limited exemptions relating
to entertainment and conveyance allowances and free housing accomo-
dation, which are allowed at present, were introduced in 1961-62.

Until 1961-62, all perquisites in .cash were included in taxable
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income, and those in kind except free hcusing accomodation were ex-
cluded from taxable income. However, most of the freely-provided

services have continued to remain tax-exenipt in the saue manner.

6.2.8 Exemption for Dividend Income. Unitl 1960-61, full credit

was proviued to dividend recipients for the normal income but not

the super tax, paid at the corporate level. The individual taxpayer
was liable to pay tax, both normal income tax and super tax before
1959-60, on his dividend income at the rate applying to his total
income. However, for the purpose of calculating the individual's

tax liability, his dividend income included the normal income tax
already paid by the corporation on his share of the dividend. 1In
1960-61, the tax credit system was replaced by a system of limited
dividend exclusion whereby the shareholders could get dividend income
up to Rs.1,000 deducted from total income. In 1962-63, the deduc-
tion was increased to Rs.1,000 plus 20 percent of the remaining divi-
dend income. The following year, the percentage provision was with-
drawn and the dividend exclusion was fixed at Rs.2,000. The exemp-
tion limit was raised to the present figure of Rs.3,000 by the 1965-
66 budget. It should be noted that whenever dividends have been
exempt from either normal income tux or super tax at the corporate

level, they have been similarly exempt at the personal level also.

6.2.9 Exemptions to Property Owners. Legal income from owneroccupied

.

houses has throughout been deemed not to exceed 10 percent of the -
total income of a house-owner and as such income from his occupied
houses, which is actually in excess of 10 percent of his total incone,
has always gone tax-exempt. From the legally recognized income from

owner-occupicd houses, a further sum has been exempted since 1959-
60. The exempted sum allowed as a deduction from total income was
Rs.2,4,00. 1In 1962-63, the sum was increased to Rs.k4,200, but from
this tine on, the amount deductible was gross, not net, annual let-
ting value of owner-occupied houses. There was no exemption in the
case of income from let-out houses exceot for income from newly
constructed houscs.

In the case of newly constructed houses, income from buil-
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dings constructed during the period April 1946 through Merch 1948
enjoyed complete tax everpticn fo.- two years after the completion

of the construction. The two-year tax holiday was provided again

to income from buildings constructed after March 1951. 1In the case
of buildings erected in the period April 1957 through June 1961, the
tax holiday was, however, confined to small buildings withian annual
letting value of not more than Rs.3,000. For constructions comple-
ted after June 1961, the tax holiday period was increased to three
years and the scope of the exemption was widened to buildings with
annual letting valus up to Rs.6,000. The tax holiday period was

further increased to five years in 1965-66.

6.2.10 Exemptions to Frreign Technicians. Foreign technicians

employed in specified industries have enjoyed complete income tax
exemption for the first two years of their employment since 1956-57.
Foreign teachers began to receive the same tax advantage beginning
in 1960-61. The tax holiday p .riod continued to be two years for
the foreign teachers, whereas it was raised to three years in

1964-65 in the case of foreign technicians.

6.2.11 Rates of Personal Income Tax. As already noted, before

1959-60 personal incomes were assessed according to two separate
schedules of tax rates following from two kinds of income tax im-
position, a normal income tax and a super tax. In 1959-60, the dual
basis of income tax assessment was replaced by a single rate struc-
ture. The slab system under which marginal tax rates are applied

to slabs of income has been maintained since pre-independence time.
In order to see how perscnal income tax rates have changed histori-
cally, the ra*: schedules of 1947-48 and later years have been rele-
ted to comperable slabs of taxable income, and the results are re-
corded in Table 5. For the ecarlier years (before 1959-60) the nor-
mal income tax and super tax rates were combined into integrated rate °
schedules. Before one may draw any conclusions about the historical
behaviour of the tax rates, it should be noted that the concept of

taxable income adopted for rate purposes was radically different in

the two periods before and after 1959-60. After 1959-60, the income












6.3. Taxation of Corporation Incone

6.3.1. Lepal Definitions of Taxable Entities. Before

1955-56, foreign companies or associations of persons could
remain excluded from group of legally recognized '"companies™
for tax purposes. From 1955-56 on, any foreign association
which was declared by the Central Board of Reven%é to be a
company became a company for income tax purposes. In 1956-57,
provincial governments were made liable to income tax as
companies with respect to incomes the ecarning of which was not
confined to their territorial jurisidictions. From 1957-58
on, corporate bodies formed in pursuance of Acts of Parliament
also bagan to be treated as companies.

Inportant changes took place in the legal definition
of public, as distinguished from private, companies. Uzfil
"April 1950, a company ¢ould call itself a public company if
its shares carryin , rot “less than 25 per cent of the total
voting strength were alloted to the public. From April 1950,
companies could become recognizedas public companies only by
distributing their shares to the public which represented more
than 50 per cent of the voting power. The present definition
of public' companies, as ddopted in 1963-64, further requires
that nore than 50 per cent of the voting power should be contro-

lled by not less than 20 persons (shareholders) exclusive of

specified relatives.

6.3.2. Exemption for Charity. Beginning in 1952-53"

when recognized charitable spendings first became eligible for
a limited tax exemption, companies, like individuals, began
to receive such ar exemption. Out of the numerous exemptions
available to individuals, the exemption for charity was the

only one common to both individuals and companies. In the

1/ The Central Board.of Remenue is the highest
: authority on matters of central government
~ taxation in Pakistan.



case of companies,.however, the tax exemption for charity was
available only for the normal income tax, not for the super
tax. Until 1961-62, the tax-exenmpt income for charity was
upto a maximum of 5 per cent of the company'!s total incone.
The tax-exenpt limit for charity was raised to 10 per cent

of income in 1961-62 and raised again to the present 20 per

cent in 1965-66.

6.3.3, Exemption for Industry. Before the major tax

concession in the form of a tax holiday to new industrial
enterprises was introduced in 1959-60, profits from new en-
terprises in approved lines of industry enjoyed a limited
exemption. A portion of an enterprise's income equivalent to
5 per cent of the capital cost was exempted from both incone
tax and super tax for a period of five years, beginning from
the time commercial production commenced in the enterprise.
The concession was granted initially to enterprises employing
more than fifty persons and using mechanical power. In 1955-56
the concession was extended to smaller units in special lines
of industry, which either employed ten or more persons and
used power, or employed twenty or more persons and did not use
power. Manufacturing industry was the main beneficiary of
this extended concession.

The above limited exemption ceased to applf?industries
which were established after March 1958. .A new tax holiday
concession came into effect for industrial enterprises which
began to be established after March 1959. The period of the
tax holiday was set at two years beginning from the time of
commercial production. The enterprises eligible for the tax
holiday were those which used mainly domestic raw materials,
reinvested (in the same enterprises) at.least 60 per cent
of their profits, and had a minimum paid-up capital of
Rs. 200,000. Beginning in 1960-61, the tax holiday period

was increased to six years for East Pakistan and some backward



reglons of West Pakistom, and to four years for the rest of
West Pakistan. The condition that an industry seeking a tax
holiday must use mainly or ‘entirely domestic raw nmaterials

was relaxed in special cases. DMoreover; it was no longer
necessary to reinvest in the same enterprise to take advantage’
of the holiday provision; it was necessary, however, to re-
invest in lines of industry approved by the Government.

In 1961-62, the whole country was, for purposes of the:
tax holiday, divided into three geographic areas as previous-
ly noted under description of the present system. Correspon-
ding to these areas, tax holidays of the duration of four,
six and eight years began to be allowed. The minimum limit
of share capital of a corporate enterprise, required for the
tax holiday privilege, was reduced from Rs.200,000 to
Rs.50,000., Mining enterprises were given the option to
receive the benefits of the tax holiday provision in lieu
of the five-year limited exemption of profits, whereby the
portion of profit equivalent to 5 per cent of the capital
cost was exempted. The present set of tax holiday periods,
namely, two, four and six years, corresponding to the same
geographic areas, began applying to industrial units which
were initiated after June 1964. In 1964-65, the condition

relating to the use of raw materials was further relaxed.

6.3.L Rebates of Super Tax. (1) Rebate to Small

Companies. Small companies with income below Rs.25,000 per

annum received a more favourable tax treatment beginning
from 1957-58, when super tax rates were raised for the
bigger companies. The extent of the implicit rebate to the
smaller companies was one anna in the rupee or 6.25 per cé%{.
In 1959-60, an explicit rebate of 5 per cent was substituted

for the implicit rebate. At the same time the rebate was

extended to companies having income upto Rs, 200,000. How-

l/ For meaning of "a rebate of 'certain! percent®
See. infra, 4.3.3.
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ever, during the following three years (1960-63), smaller
companies did not receive any special rebate. The rebate

of 5 per cent was reintroduced in 1963-64 and its availability
was restricted to incorporated firms having income upto

Rs., 25,000, In 1964-65, the rebate was extended to industrial
firms with income upto Rs.50,000, while for the non-industrial
firms the criterion remained Rs.25,000, The income limits

for the rebate were doubled for both categories by the

1965-66 budget.

(2) Rebate to Public Companies. In 1950-51, a tax

distinction was introduced between public and private compa-
nies in the case of foreign companies only. Public companies
were taxed 2t a rate lower by a rate of 6.25 per cent than
private companies. The same distinction was extended to do-
mestic companies in 1958-59, The distinction was withdrawn

in 1959-60 for all companies, but reintroduced in 1963-64
when the special rebate for public companies was fixed at 5

per cent. The concession was doubled by the 1965-66 budget.

(3) Rebate to Companies declaring Dividends in Pakistan.

Beginning in 1950-51, a rebate was provided to companies which
made effective arrangements for the declaration of their
dividends in Pakistan; the rebate amounted to two annas in the .
rupee or 12.5 percent. In 1958-59, the rebate rate was re-
duced to 6.25 percent. It was reduced again, to 5 percent,

the following year., With effect from July 1960, the rebate

was raised to 10 per cent which has been effective till

at present,

(4) Rebate to Retained Profits. During the carly years,

1947-48 through 1954-55, an implicit rebate was given to the
retained profits of companies., An additional super tax at
progressive rates was levied on distributed profits which
exceeded 30 percent of total profits and at the-sane time

exceeded an amount equivalent to 5 per cent .of the capital
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of the company. The additinnal super tax applied -only to do-
nmestic public companies, The rates of this additional super

tax were: three annas in the rupee or 18.75 percent when dis-
tributed profit exceeded 30 percent but were not more than 4O
percent of the total income; 31.25 percent when distributed
income exceeded 40 percent, but did not exceed 50 percent of

the total income; and 43.75 percent when distributed income
exceeded 50 per cent. In 1955-56, this system of implicit
rebate to retained profits was replaced by an explicit rebate

of 6.25 percent (flat rate). The rebate was withdrawn in 1959-60

and since then no rebate has existed for retained profits.

(5) Rebate to Selected Industrial Companies. A special

tax exemption was temporarily available for a certain group of
industrial enterprises which were not eligible to receive the
tax holiday benefit. A tax distinction was created in 1959-60
between companies which set up industrial enterprises after
independence and all other companies. A rebate of 5 percent
was granted to the former group of companies on income fron
-post-independence industrial concerns. This tax distinction
remained in operation for four years and it was withdrawn in

July 1963.

6.3.5 Special Concessions to Mining Industries. Beginm~

ing in 1961-62, new mining enterprises becaume entitled to the
tax holiday privileges; until then they had a limited tax exen-
ption. for five years which was an exemption of income equivalent
to. 5 percent of capital. The presently available depletion allo-
wance of 15 percent for non-tax-holiday industries was intro-
duced in 1962-63. An additional rebate of 10 percent was

introduced in 1964-65.

6.3.6. Compulsory 'Dividend Declaration Reguirement .or

Private Companies. There is a provision of the income tax law

the enforeement of which requires private companies, as defined
earlier, to distribute at least sixty percent of their after-

tax incomes as'dividends. When a private company fails to



distribute upto the sixty-xrcent requirement, the income tax
authority will assess the shareholders acccrding to the presump-
tion that the company's undistributed profits also have been
distributed to them. The sixty-percent requirement:is.replaced
by a hundred-percent requirement when the company's accunulated
reserves of undistributed profits exceed the paid-up capital
including either the loan capital (being the property of the
shareholders) or the actual cost of the company's fixed assets,
whichever of these is greater,

This provision is applied as a measure to discourage
the tendency of tax-avoidance on the part of shareholders of
private companies. It has remained in force from 1947-48 through
1958-59. However, as its application was a hindrance to reinvest-
ment as well, beginning in 1958-59, the provision ceased to apply
to private companies with respect to their industrial enterprises
established after independence and‘which reinvested their undis-
tributed profits in the same enterprises. During the two years,
1959-60 and 1960-61, the application of the provision was sus-
pended for all private companie?,. Beginning in 1961-62, the
provision was enforced again. %y a-recent post-budget (late
1965) declaration, the GovernmeFt-has decided to keep the appli-
cation of the provision in abeyéndé‘for the Third Five Year Plan

period which ends on June 30, 1970,

1

6.3.7 Rates of Corporation Income Tax. The various rates

of normal income tax and super tax which have been in force since
1947-48 are given in Table 6 below. The rates mentioned here

are those which would have become effective if no rebates had

TABLE 6
RATES OF CORPORATION INCOME TAX
? (Percent )
01947-48 | 1950-511 | 1957-58 | | 1960-61
} - and . to and ) 1959-60 § to
11949-5010 1956~57 1 1958-59 | ) 1965-66
"Income tax" 31.25  31.25 31.25 30.00 30.00
Super Tax 12.50 25,00 31,25 35.00 30,00

Total 43.75 56.25 62.50 65.00 60.00
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been available., The bonus shares of companies became taxable
in 1958-59 at a rate of 12.5 percent. Intercorparate dividend
incone beccme assessable at a reduced rate of 15 to 20 percent

in 1959-60.

6.4. Special Tax Treatment Areas

Registered partnerships, lozal authorites and oo-ope-
ratives have been assessed in special ways. Registered part-
nerships became subject to a super tax levy in 1955-56, No nor-
mal income tax was levied on registered firms as such;the normal
tax was payable by the partners as part of their individual
incomes. The super tax levied on registered firms was a gra-
duated tax. The super tax rates which were in force after
1955-56-are tabulated in Table 7. Except for 1958-59 when the
basis of assessment was quite different from that in other years
the rates were arranged according to comnon slabs of incorne.
Loééi‘government authorities have all alonz; been subject to
normal income tax at the rate applicable for corporations and
in addition they have been subject to a super tax at a conce-
ssional rate of 12.5 percent. Until 1960-61, co-operatives
were assessed at personal income tax rates, and in addition
they were subject to a super tax at the rate of 12.5 per cent
with the first Rs.25,000 of their income exempted. In 1960-61,
co-operatives were given the option of being taxed -at the rates
applicable to companies or at personal rates, whichever treat-
ment was niore beneficial to them. Co-operatives engaged in
cottage industries or established for providing agricultural

and rural credit were exenmpted completely from Xicome texatian.
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