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Appendix Il

National laws and regulations of interest to services exporters

Pakistan’s service providers, as with other business people, need to be thoroughly familiar with national
legislation regulating the business environment. There are no laws specific to the services export sector.
Rather, legislation pertaining to the services sector and its relevance in the trading sphere in Pakistan is
contained in various general statutes.

Tax law is a vital area of compliance for service providers. The Income Tax Ordinance 2001, the Federal
Excise Act 2005, and the Provincial Sales Tax Ordinance read with the Sales Tax Act 1990 are significant
laws concerning the taxes and duties axes levied on service providers.

These statutes identify the various services and consequently the liability of service providers to be taxed
on the provision of their services. The statues specify tax structures for the services rendered, identify
the services that are liable to tax, provide special procedures to be followed by different service providers
in computing their tax liabilities, and the mode and manner of registration with the authorities
regulating these taxes.

The taxation of professional services is covered by provincial legislation specific to where the services are
provided. These provincial enactments prescribe fixed tax structures according to the type of service
provided.

Service providers must also meet their responsibilities under these statutes, such as registration, and
maintenance of records and books of accounts. Penalties can be imposed for failure to meet these
responsibilities.

The tax year in Pakistan runs from 1 July of the preceding year to 30 June of the following year. The
latter year is then specified as the tax/financial year. For example, the tax year 2007 is the period of
12 months from 1 July 2006 to 30 June 2007.

Labour laws also form a vital area of compliance for service providers since these laws regulate the
relationship between the employer and the employee and provide for working conditions.

Following are summaries of the key tax and labour laws and regulations that are relevant to Pakistan’s
services exporters.

Tax laws

Income tax

The Income Tax Ordinance 2001 regulates the chargeability, computation, payment and recovery of
income tax on the total income of residents, non-residents and permanent establishments in Pakistan.
The ordinance applies to individuals, associations of persons (AOP), and companies. Every individual or
AOP whose income exceeds a threshold amount must file an annual return of total income with the
Commissioner of Income Tax. Every company is required to furnish an annual return of income.

Taxable income is the total income of a person for the tax year, excluding income not chargeable to tax,
and deductions admissible under the Zakat and Usher Ordinance 1980, The Workers Welfare Funds
Ordinance 1971, and the Workers Participation Fund under the Companies Profit (Workers
Participation) Act 1968.



178 Appendices

Total income is the sum of a person’s income from the following sources:
e Salary
e Income from property
e Income from business
e Capital gains
e Income from other sources.
Income tax is computed in the following manner:
e  Step 1: Calculate the income received from all sources.

e  Step 2: Calculate the deductions available under the ordinance, i.e. expenditure incurred in
earning income, Zakat paid, etc.

e Step 3: Calculate the tax liability on the basis of applicable rates of tax given in the First
Schedule to the ordinance.

e  Step 4: Adjust the amount of advance/withholding tax paid from the amount of income tax
arrived at.

e  Step 5: The result will be the income tax liability of, or refund due to, an individual, AOP or
company.

In case of a tax liability, the amount of the liability must be paid through the State Bank of Pakistan or
designated branches of the National Bank of Pakistan on Tax payment Challan IT 31 (A, B, C, D).

In case of a refund, a company must complete and file its annual income tax return, after which it can
contact the Commissioner of Income Tax to get the refund.

Tax on payment for rendering of services

Payments received for services provided by accountants, architects, dentists, doctors, engineers, interior
decorators and lawyers, other than as an employee, are subject to deduction of tax at source at the rate
of 6% of the gross amount. Specific rules apply to taxation on payments for services provided by
insurance businesses (see Fourth Schedule) and by brokerage and commission houses, transport
businesses and telecommunication services (see First Schedule, Part 1V).

Payments received by an exporter or an export house, including payments advanced to a resident person
or the permanent establishment in Pakistan of a non-resident person, for the provision of services such
as stitching, dying, printing, embroidery, washing, sizing, and weaving are subject to tax at specified
rates (see First Schedule, Part 111, Division 1V).

Service providers must provide their National Tax Number (NTN) to the person making payment and
deducting withholding tax. If a NTN is not provided, the service provider’s computerized National
Identity Card (CNIC) will be used for the deduction of income tax. Where neither a NTN nor a CNIC is
provided, income tax will be deducted at the rate of 8% instead of 6%.

Tax is also imposed on any Pakistan-sourced royalty or fee received by a non-resident person for technical
services provided. The rate of tax imposed on payments to non-residents is 15% of the gross amount of the
royalty/fee for the technical services.

Non-resident persons receiving payment for the provision of services as an owner or charterer of ships
or aircraft for the carriage of passengers, livestock, mail or goods are also liable to tax (see First
Schedule, Part I, Division V).
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Maintenance of records
Taxpayers providing services must maintain the following records:

e Serially numbered invoices/receipts for each transaction containing taxpayer’'s name or
business name, profession, NTN and sales tax registration number, if any, details of services
rendered or provided and the amount charged, the name and address of the client.

e Daily appointment and engagement diary in respect of clients.
e Daily record of receipts, sales, payments, purchases and expenses.

e  Vouchers of purchase and expenses.

Penalties
Penalties can be imposed under the ordinance for the following acts and omissions of taxpayers:
e  Failure to furnish a return or statement.
¢ Non-payment of tax.
e Concealment of income
e Failure to maintain records.
¢ Non-compliance with notices served by income tax authorities.
e Making false or misleading statements.
e Failure to give notice of discontinuation of business.

Detailed information about the application of the Income Tax Ordinance for an individual, AOP or
company can be downloaded from SMEDA at http://www.smeda.org.pk/reg-procedure.php.

Federal excise duty

The provision of services is generally exempt from the payment of excise duty, although some services
are exempted on certain conditions (see Third Schedule, Annex 11). Those services, utilities and facilities
originating from Pakistan and its tariff areas that are subject to excise duty are defined under the
Federal Excise Act 2005 or the Pakistan Customs Tariff.

According to the Act, services provided in Pakistan, as specified in the Act and the Customs Act 1969
(First Schedule, Chapter 98, Annex A), are subject to excise duty of 15% of the value of the services
provided, except the services specified in Annex B that are charged duty at the rate specified therein.

Every person providing services subject to excise duty is responsible for levying and collecting the duty
from the person to whom the services are provided or from whom payment is received.

The Federal Excise Rules 2005 specify special procedures for the payment of excise duties by insurance
companies, shipping agents and advertising agents, and a special procedure for the collection of duties
on telecommunication services.

A person providing services that are subject to excise duty must register with the Collector of Federal
Excise in the area where the head office of his/her business premises is situated. However, a person who
is already registered under the Sales Tax Act 1990, irrespective of the annual turnover of the services
provided, is not be required to register again under the Federal Excise Act 2005.

Excise duty is paid monthly. Every registered person must prepare a Challan in Form T.R.6 (in
triplicate) and present it at a bank in the jurisdiction of the Federal Excise Collector where he/she is
registered. The amount of duty due for the month must be deposited at the time of presenting the
Challan.
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Within three days of payment of the monthly duty, the registered person must file a monthly return (on
Form FE-1V) with the Collector of Federal Excise in his/her jurisdiction.

Maintenance of records

Every registered person must maintain records of transactions at his/her business premises, including
records of sales, stocks inventories, contracts, records of imports and exports, and invoices specifying
the following:

o Name, address and registration number of the buyer and seller.
e Date of issue of invoice.

e  Description of services.

e Values, both exclusive and inclusive of excise duties.

e  Amount of excise duty.

Penalties
Penalties can be imposed under the Federal Excise Act 2005 for the following offences:
e Fraudulent evasion or failure to make payment of duty.
e Filing of incorrect returns.
e Counterfeiting and/or making untrue declarations in any document required under the Act.
e  Failure or refusal to give information required by the Act to relevant Authorities.

e lllegal manufacture, storage or removal of goods in a manner other than that prescribed by
the Act.

e Dealing with any goods with intent to defraud the Government.
e Availing the adjustment of duty not admissible under the Act.

e Manipulation of data stored in a computer to defeat the provisions of the Act.

Detailed information about the application of the Federal Excise Act 2005 is available from the Central
Bureau of Revenue at www.cbr.gov.pk.

Sales tax on services

Sales tax on services is levied at the provincial level and in the Islamabad Capital Territory. It is
governed by the following ordinances:

e N.W.F.P Sales Tax Ordinance 2000

e Baluchistan Sales Tax Ordinance 2000

e Punjab Sales Tax Ordinance 2000

e Sindh Sales Tax Ordinance 2000

e Islamabad Capital Territory (Tax on Services) Ordinance 2001.

Section 3 of the respective ordinances provides that sales tax will be charged, levied and paid at the rate
of 15% on the provision of services specified in the schedules to the respective ordinances. The specified
services are:
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Services provided by hotels, marriage halls, lawns, clubs and caterers.

Advertisements on TV and radio, excluding some education and public service
advertisements.

Services provided or rendered by persons authorized to transact business on behalf of others,
e.g. customs agents, ship chandlers, and stevedores.

Courier services.

Services provided or rendered for personal care by beauty parlours, beauty clinics, slimming
clinics.

Services provided or rendered by laundries and dry cleaners.

Persons providing the services specified above must register with the Collector of Sales Tax where their
business office is located.

The registered person must file a monthly return of the sales tax charged and collected for services
provided during that month. The sales tax must be paid at the time of filing the return. The tax can be
paid either through deposit in a bank designated by the Central Bureau of Revenue (CBR) or through
any other mode prescribed by the CBR.

The following provisions of the Sales Tax Act 1990 also apply to the respective sales tax ordinances:

Manner, time and mode of payment.
Registration and de-registration.
Keeping of records and audits.
Enforcement and adjudication.
Penalties and prosecution.

All other allied and ancillary matters.

Maintenance of records

The Sales Tax Act requires that records maintained must include records of all supplies, purchases,
exempted supplies, invoices, etc. The records must be retained for a period of 3 years following the end
of the tax period to which they relate.

Penalties

Penalties can be imposed under the Sales Tax Act 1990 for the following offences:

Not filing a sales tax return.

Repeating erroneous calculation in the return.

Unauthorized and/or non-issuance of invoice.

Not submitting the summary of sale and purchase invoices.
Non-payment of tax within the stipulated time.

Failure to apply for registration.

Non-maintenance of records.

Failure of compliance with notices served under the Sales Tax Act.
Submission of false or forged documents.

Manipulation of data stored in the computer.
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e  Obstruction of an officer in the performance of his/her duties in relation to the Act.

¢ Contravention of any conditions, limitations, or restrictions prescribed by the Act.

Detailed information on registration can be downloaded from the SMEDA website at
http://www.smeda.org/info.php?id=207. Detailed information about application of the Sales Tax Act
1990 is also available from the Central Bureau of Revenue at www.cbr.gov.pk.

Taxes on professional services

Under the legislation, professional services include the services provided by medical and legal
practitioners, accountants, architects, engineers, auditors, etc. They are taxed in accordance with
legislation enacted separately by each province. Professional tax is payable annually. The provincial
Collectors of Sales Tax and Federal Excise collect and enforce the tax on professional services.

Punjab

The Punjab Finance Act 1977 (Second Schedule) regulates the taxes on professions, trades, callings and
employments. If a person is engaged in rendering more than one type of service, he/she will pay tax for
the profession with the highest tax rate.

Following are the rates of professional tax currently applicable in Punjab:

Professional tax categories Rates of tax
(PKR per annum)

Medical Consultants or Specialists/Dental Surgeons:
(@) Within the metropolitan and municipal corporation limits 7,000
(b)  Others 5,000
Registered Medical Practitioners:
(@) Within the metropolitan and municipal corporation limits 1,500
(b)  Others 1,000
Others, including Homeopaths, Ayurvedics and Hakeems:
(@) Within the metropolitan and municipal corporation limits 1,000
(b)  Others 500
Auditing Firms (per professionally qualified person):
(@)  Within metropolitan and municipal corporation limits 3,000
(b)  Others 2,000
Management and Tax Consultants, Architects, Engineering, Technical and Scientific Consultants:
(@) Within metropolitan and municipal corporation limits 3,000
(b)  Others 2,000
(a)  Members of Stock Exchanges 5,000
(b)  Money changers

(i)~ Within metropolitan and municipal corporations limits 3,000

(i)  Others 1,0000
(c)  Real estate agents or motor vehicle dealers

(i)~ Within metropolitan and municipal corporations limits 10,000

(i)  Others 5,000



http://www.smeda.org/info.php?id=207�
http://www.cbr.gov.pk/�

Appendices

183

Professional tax categories

Rates of tax

(PKR per annum)

(d)  Recruiting agents:

(i)~ Within metropolitan and municipal corporation limits 10,000
Carriage of Goods and Passengers by Road:
(a)  Within the metropolitan and municipal corporation limits 2,000
(b)  Others 1,000
Health Clubs and Gymnasiums:
(@)  Within the metropolitan and municipal corporation limits 2,000
(b)  Others 1,000
Contractors, Builders and Property Developers, who in one financial year Supply Goods and Services of the
value:
(i)  Exceeding PKR 1 million but not exceeding PKR 10 million 3,000
(i) Exceeding PKR 10 million but not exceeding PKR 50 million 5,000
(i)  Exceeding PKR 50 million 10,000

Sindh

Professional tax is levied on businesses, professions, trades, callings or employments specified in the

Sindh Finance Act 1964 (Seventh Schedule).

Following are the rates of professional tax currently applicable in Sindh province:

Professional tax categories

Rates of tax

(vil  Above PKR 1000 million

(PKR per annum)

All persons liable to Income Tax: 150
All limited companies with paid-up capital & reserve:

(i) Not exceeding PKR 10 million 10,000
(ii) Exceeding PKR 10 million but not exceeding PKR 25 million 15,000
(iii) Exceeding PKR 25 million but not exceeding PKR 50 million 20,000
(iv) Exceeding PKR 50 million but not exceeding PKR 100 million 50,000
(v) Exceeding PKR 100 million but not exceeding PKR 200 million 75,000
(vi) Exceeding PKR 200 million 100,000
All establishments other than limited companies with annual turnover:

(i) Not exceeding PKR 0.5 million 500
(ii) Exceeding PKR 0.5 million but not exceeding PKR 5 million 1,500
(iii) Exceeding PKR 5 million but not exceeding PKR 25 million 2,500
(iv) Exceeding PKR 25 million but not exceeding PKR 100 million 5,000
(v) Exceeding PKR 100 million but not exceeding PKR 500 million 10,000
(vi) Exceeding PKR 500 million but not exceeding PKR 1000 million 30,000

100,000
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Professional tax categories

Rates of tax

(PKR per annum)
Establishments not liable to income tax 500
All petrol pumps 2,500

Balochistan

The West Pakistan Finance Act 1977 regulates the tax on professional services in the province of
Balochistan. This tax is levied at a fixed rate of PKR 100 per annum for all professions, trades, callings

and employments.

N.W.F.P

The North West Frontier Province Finance Act 1991, as amended by the Finance Ordinance 2002,

specifies the taxes levied in the NWFP on professional services as follows:

Professional tax categories

Rates of tax

(PKR per annum)
All persons engaged in any profession, trade, calling or employment, other than those specifically mentioned
hereinafter in the North West Frontier Province, including employees of the Federal or Provincial Government
whose monthly income or earning:
a) Exceeds PKR 6000 but does not exceed PKR 10, 000 100
(b) Exceed PKR 10, 000 but does not exceed PKR 20, 000 150
(c) Exceeds PKR 20,000 200
All limited companies, modarabas, funds, and any other body corporate with paid-up capital or paid-up capital™
and reserves in the preceding year, which ever is more:
(a) Exceeding PKR 10 million 10,000
(b) Exceeding PKR 10 million but not exceeding PKR 25 million 15,000
(c) Exceeding PKR 25 million but not exceeding PKR 50 million 20,000
(d) Exceeding PKR 50 million but not exceeding PKR 100 million 50,000
(e) Exceeding PKR 100 million but not exceeding PKR 200 million 75,000
(f) Exceeding PKR 200 million 100,000
* Paid-up capital in the case of foreign banks shall be the minimum paid-up capital as determined by the State Bank of Pakistan.
Persons, other than companies, owning factories, commercial establishments, private educational institutions 1,500
and private hospitals with ten or more employees
Holders of import and or export license, liable to income tax in the preceding year with annual turnover:
(a) Not exceeding PKR 50,000 2,000
(b) Exceeding PKR 50,000 3,000
Clearing agents licensed or approved as custom house agents 1,500
Travel Agents:
(a) IATA 7,500
(b) Non-IATA 3,000

Restaurants liable to sales tax

7,500
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Professional tax categories Rates of tax
(PKR per annum)

Advertising Agencies 5,000
Doctors:
(a) Specialists 1,500
(b) Non-specialists, including medical practitioners, hakeems and homeopaths 500
Clinical Laboratories, including pathological and chemical laboratories:
(a) Located in Peshawar, Mardan, Charsadda and Abbottabad 7,500
(b) Located in other places 1,500
Contractors, suppliers and consultants, who, during the preceding financial year supplied to the Federal or any
Provincial Government, or any local authority, goods, commaodities, or rendered services of the value:
(a) Exceeding PKR 10,000 but not exceeding PKR 1 million 2,000
(b) Exceeding PKR 1 million but not exceeding PKR 2.5 million 3,000
(c) Exceeding PKR 2.5 million 10,000
Petrol Pumps:
(a) In urban areas 1,000
(b) In rural areas 500
All establishments, including video shops, real estate shops/agencies, car dealers, not liable to income tax in the 1,000
preceding financial year

Taxes on hotels are levied at a rate of 5% of the room rent per lodging unit per day on the basis of 50% of
the total number of lodging units available in the hotel to be taxed. The tax is levied and collected
annually. Taxes on hotels situated on hill stations are assessed for the first four business months in a year,
i.e. 1 May to 31 August.

Detailed information about the application of professional taxes is available from the aforementioned
statutes and from the tax personnel serving at the CBR offices situated in various cities. Their telephones
numbers and addresses, along with other information on taxes can be obtained from the CBR website at
www.cbr.gov.pk.

Labour Laws

It is essential for participants in the service sector to comply with national labour laws. These laws set
standards for workplace conditions and wages, assign levies, and also regulate the relationship between
the employer and the employee.

Following are the primary labour laws applicable to persons providing or rendering services.

The Minimum Wages Ordinance 1961

This law provides the machinery for the establishment of minimum wage rates. Under the ordinance, a
Minimum Wages Board recommends to the provincial government minimum wage rates for workers in
any particular industry. The recommendations are made according to directives issued by the provincial
government or in the face of changing economic or living conditions. No recommendation is reviewed
earlier than one year or later than three years from the date it was made. On reviewing the
recommendations from the Board, the provincial government notifies the minimum wage rates in the
official gazette. The wages determined vary according to the numerous industries and are to be paid on a
monthly basis.
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Pakistan Minimum Wages for Unskilled Workers Ordinance 1969

This law prescribes the minimum wage rates that must be paid to an unskilled worker. This law applies to
establishments employing 50 or more workers. The minimum wage for unskilled workers employed in
any industry was fixed by the Government for the tax year 2006-07 at PKR 4000 per month.

West Pakistan (Industrial and Commercial) Standing Orders Ordinance 1968

This ordinance provides minimum service conditions for specified establishments. It applies to
establishments employing 10 or more workers. It sets out the terms and conditions of service to be met by
an employer, like issuance of tickets to permanent employees, publication in writing of working time,
holidays, pay days, rate of wages, provision of terms and conditions of service, etc.

Employees 0ld Age Benefits Act 1976

This Act concerns the widows’ pension, old age pension, old age grants and invalidity pension. It applies
to every industry or establishment that employs 10 or more people and continues to apply even if the
number of people is subsequently reduced to less than 10.

The Act requires an employer to contribute to the department 6% of salary, subject to a maximum of
PKR 180 per month, for every employee having a monthly salary of at least PKR 4000. The department
also receives PKR 40 every month from the salary of that employee through the employer. The
department referred to is the Employees Old Age Benefits institution set up for the purpose of receiving
the contributions under the Act.

An employer to which the Act applies must register with the institution, maintain records and submit
returns for inspection by the relevant authorities.

West Pakistan Shops and Establishment Ordinance 1969

This ordinance prescribes the basic standards of living, payment of wages, working hours and overtime,
weekly and festival holidays, and termination of employment and ancillary matters, in relation to all retail
establishments, except for one-person shops. The ordinance requires applicable establishments to register
with the deputy chief inspector appointed under the ordinance for the area within which such
establishment is situated and for the employer to maintain records and registers in accordance with the
Act.

Detailed information about compliance with the above labour laws can be downloaded from SMEDA'’s
website at http://www.smeda.org/info.php?id=22.
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