Advanced Taxation

Suggested Answer
Final Examinations – Summer 2008
	
	
	



	Ans.1
	Mr. Jahangir
	

	
	Computation of Taxable Income
	

	
	For the Tax Year 2008
	

	
	
	
	Rupees
	Reasons for Treatment
	

	
	Income from Salary
	
	
	
	

	
	
	Basic Salary
	
	   900,000 
	
	

	
	
	
	
	
	
	

	
	
	Rent free furnished accommodation (45% of basic salary)
	   405,000 
	
	

	
	
	
	
	
	

	
	
	Amount Chargeable to tax
	
	

	
	
	Fair market value on the date of issue
	  350,000 
	
	
	

	
	
	Less: Amount paid on grant of option
	 (100,000)
	
	
	

	
	
	Less: Amount paid on date of issue
	 (200,000)
	
	
	

	
	
	
	
	      50,000 
	
	

	
	
	
	
	 1,355,000 
	
	

	
	
	
	
	
	
	

	
	Income from Capital Gain
	
	
	
	

	
	
	Sale of Shares (Gross)
	 373,000  
	
	Since the parent company is not listed in Pakistan, it is not a public company and therefore the capital gain is taxable. 
	

	
	
	Less: Fair market value on the grant of issue
	 350,000  
	        23,000 
	
	

	
	
	
	
	
	
	

	
	Income from Business
	
	
	
	

	
	
	Profit from business
	850,000 
	
	
	

	
	
	Profit from sale of fixed assets 
(Rs. 2,600,000 - Rs. 2,200,000)
	400,000 
	1,250,000 
	[Section 95] Since the company to which assets have been transferred is exempt from tax, all gains on sale of fixed assets are taxable. 
	

	
	TAXABLE INCOME 
	 2,628,000 
	
	

	
	Note: value of option granted is not taxable. 
	

	
	
	
	
	

	
	
	

	
	Mrs. Jahangir
	

	
	Computation of Taxable Income
	

	
	For the Tax Year 2008
	

	
	
	Rupees
	
	

	
	 Income from House Property (Rs.50,000 x 3)
	   150,000  
	Since Mrs. Jahangir is deriving income from other heads, rent received shall be chargeable to tax. 
	

	
	TAXABLE INCOME OF MRS. JAHANGIR
	  150,000 
	
	

	
	
	

	
	Note: Tax deducted on dividend shall be treated as full and final and therefore dividend shall not be included in taxable income.
	

	
	New Company
	

	
	Computation of Taxable Income
	

	
	For the Tax Year 2008
	

	
	
	Rupees
	
	

	
	Profit of the company up to June 30, 2008
	350,000 
	
	

	
	Less: Rent (Rs. 50,000 x 3)
	(150,000)
	
	

	
	
	  200,000 
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	Ans.2
	(a)
	The taxable income accruing to Crown Enterprises as a result of such transaction is given below:
	

	
	
	
	Rs. in million
	
	Reference Note
	

	
	
	Gain on sale of land
	Nil
	
	(a)
	

	
	
	Gain on sale of building
	10
	
	(b)
	

	
	
	Gain on sale of plant and machinery
	30
	
	
	

	
	
	Gain on sale of goodwill
	120
	
	(c)
	

	
	
	Receipt against agreement to refrain from doing similar business
	50
	
	(d)
	

	
	
	
	210
	
	
	

	
	
	
	

	
	
	(a) Unimproved land is not a depreciable asset. Moreover, it has also been specifically excluded from the definition of capital assets and therefore any gain on sale of land would not be taxed.
(b) Building is depreciable asset and therefore its gain is taxable. However, since the consideration received on its disposal exceeds the cost, it has been taken as equal to cost.

(c) Amount received in excess of fair value of tangible assets i.e. Rs. 120 million is goodwill. Goodwill is a capital asset. In this case it has been generated in the normal course of business and the seller has not paid any price for it. Hence its book value is NIL. Therefore, the whole amount of goodwill will be taxed as capital gain.

(d) Consideration received for agreeing not to compete in the business activity is a receipt and shall be taxed as a capital gain. (The contention that it is a capital receipt and therefore exempt from tax is also a correct treatment)
	

	
	
	
	

	
	(b)
	Withholding tax obligations
	

	
	
	Land
	It cannot be classified as “goods” and hence no tax is to be deducted.
	

	
	
	Building
	It cannot be classified as “goods” and hence no tax is to be deducted.
	

	
	
	Inventory
	These are “goods” and hence tax will be deducted @ 3.5%.
	

	
	
	Plant and machinery
	These shall be classified as “goods” and tax shall be deducted @ 3.5%.
	

	
	
	Other assets
	No tax will be deducted as they do not fall in the category of goods.
	

	
	
	Good will
	No tax will be deducted as it does not fall in category of goods.
	

	
	
	Receipts against agreement to refrain from carrying out similar business
	No tax will be deducted as it does not fall in category of goods.
	

	
	
	

	
	
	

	Ans.3
	ALTERNATE 1
	

	
	Computation of Taxable Income
	

	
	Holdings Limited
	

	
	For the Tax Year 2008
	

	
	
	
	 Rupees 
	
	

	
	Total income under NTR (Rs. 4,115.16 million + Rs. 93.35 million)
	
	    4,208.51 
	W-1
	

	
	Tax on taxable income @ 35%
	
	1,473.00
	
	

	
	Tax on imports (covered under FTR)
	
	153.00
	
	

	
	
	
	
	
	

	
	Less: Tax Credit on income from AOP
	
	
	
	

	
	( Rs. 80 / Rs.200 x Rs. 50) 
	
	(20.00)
	
	

	
	Less: Taxes paid u/s 147
	
	 (1,200.00)
	
	

	
	
	
	
	
	

	
	Less: Taxes u/s 153 on supply of good relating to manufacturing
	
	(147.00)
	
	

	
	Less: Tax paid on imports
	
	(153.00)
	
	

	
	Tax payable
	
	106.00
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	Note:
	
	
	
	

	
	An amount paid to commodity exchange for hedging is an allowable expense and therefore no adjustment is required for this amount.
	

	
	
	
	

	
	No foreign tax credit shall be allowed on indenting commission because it is related to income which is covered under FTR.
	

	
	Note: W-1 is common for both the alternatives i.e. 1 and 2 and are given after Alternative 2
	

	
	
	
	

	
	ALTERNATE 2
	

	
	
	

	
	Holdings Limited
	
	

	
	Computation of Taxable Income
	
	

	
	For the Tax Year 2008
	
	

	
	
	
	
	 Rs. in million 
	
	

	
	Accounting profit before taxation
	
	
	5,400.00
	
	

	
	
	
	
	
	
	

	
	Add: Inadmissible deduction / Admissible Income
	
	
	
	
	

	
	Amortization of intangible assets
	
	
	4.00
	
	

	
	Provision for bad debts
	
	
	6.00
	
	

	
	Share of AOP received
	
	
	80.00
	
	

	
	
	
	
	90.00
	
	

	
	
	
	
	
	
	

	
	Less: Admissible deduction / Inadmissible Income
	
	
	
	
	

	
	Allowed amortization of intangible assets ( Rs. 4 m / 10 yrs x 15 yrs)
	
	
	6.00
	
	

	
	Bad debts written off (Rs. 20.8m + Rs. 6m  - Rs. 18.4m)
	
	
	8.40
	
	

	
	Share of AOP received
	
	
	60.00
	
	

	
	Indenting commission (Subject to FTR) (W-1)
	
	
	11.16
	
	

	
	Income attributable to sale of local products subject to FTR
	23.34
	
	

	
	Income attributable to imported products subject to FTR
	
	
	1,172.59
	
	

	
	
	
	
	1,281.49
	
	

	
	
	
	
	
	
	

	
	Taxable Income
	
	
	4,208.51
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	Tax on taxable income @ 35%
	
	
	1,473.00
	
	

	
	
	
	
	
	
	

	
	Tax on imports (covered under FTR)
	
	
	153.00
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	Less: Tax Credit on income from AOP (80 / 200 × 50)
	
	
	(20.00)
	
	

	
	Less: Taxes paid u/s 147
	
	
	(1,200.00)
	
	

	
	Less: Taxes u/s 153 on supply of good relating to manufacturing
	
	(147.00)
	
	

	
	Less: Tax paid on imports
	
	
	(153.00)
	
	

	
	Tax payable
	
	
	106.00
	
	

	
	
	
	
	
	
	

	
	Note:
	
	
	
	

	
	An amount paid to commodity exchange for hedging is an allowable expense and therefore no adjustment is required for this amount.
	

	
	
	
	

	
	No foreign tax credit shall be allowed on indenting commission because it is related to income which is covered under FTR.
	

	
	
	

	
	
	

	
	
	

	
	               W -1
	Allocation Basis
	Manufac-tured Products
	Imported Products
	Locally Purchased Products
	
	

	
	
	
	
	
	Limited Companies
	Others
	
	

	
	
	
	
	
	
	
	
	

	
	Sales Ratio
	
	70%
	17%
	2.6%
	10.4%
	
	

	
	
	
	
	
	
	
	
	

	
	Sales to Limited Companies
	
	4,200.00 
	1,020.00 
	780.00 
	
	
	

	
	Sales to Others (incl. indenting commission)
	16,800.00 
	4,080.00 
	
	3,120.00 
	
	

	
	Total Sales
	
	21,000.00 
	5,100.00 
	780.00 
	3,120.00 
	
	

	
	
	
	
	
	
	
	
	

	
	Gross Profit
	
	 6,180.00 
	2,040.00 
	         156.00 
	     624.00 
	
	

	
	Less: Adjustment of amortization
	Direct cost
	   (2.00)
	-
	-
	-
	
	

	
	Adjusted GP
	
	6,178.00 
	2,040.00 
	156.00 
	 624.00 
	
	

	
	
	
	
	
	
	
	
	

	
	Allocation of selling and admin costs Other than Bad Debts
	Sales Value
	              (2,095.80)
	                 (508.98)
	                   (77.84)
	              (311.38)
	
	

	
	Bad debts written off
	Sales Ratio
	   (5.88)
	     (1.43)
	      (0.22)
	   (0.87)
	
	

	
	
	
	(2,101.68)
	   (510.41)
	    (78.06)
	   (312.25)
	
	

	
	
	
	
	
	
	
	
	

	
	Finance Costs
	Sales Ratio
	 (840.00)
	(204.00)
	 (31.20)
	(124.80)
	
	

	
	
	
	
	
	
	
	
	

	
	Other expenses
	Sales Ratio
	    (630.00)
	 (153.00)
	  (23.40)
	(93.60)
	
	

	
	
	
	
	
	
	
	
	

	
	Other income
	
	1,500.00 
	-
	-
	-
	
	

	
	Adjustement of AOP share (60 × 25 ÷ 75)
	        20.00 
	-
	-
	-
	
	

	
	Adjustment of Indenting Commission
	
	                   (11.16)
	-
	-
	-
	
	

	
	
	
	1,508.84
	-
	-
	-
	
	

	
	
	
	
	
	
	
	
	

	
	Taxable Income
	
	4,115.16
	1,172.59 
	    23.34
	93.35 
	
	

	
	Taxable under
	
	 NTR 
	 FTR 
	 FTR 
	 NTR 
	
	

	
	
	
	
	
	
	
	
	

	
	
	

	Ans.4
	Since the appeal has only been accepted partially, the Income Tax Department is justified in asking for additional tax.
	

	
	
	

	
	However, since the demand has been reduced by 60% the additional tax claimed from the client should accordingly be reduced.
	

	
	
	

	
	
	

	Ans.5
	(a)
	The Unit Trust is exempt from tax if the 'Accounting Income' of the Unit Trust for the year is distributed to the Unit-Holders to the extent of 90 percent. For the purposes of determining the threshold of 90%, income by way of capital gains shall be excluded.
	

	
	
	
	

	
	(b)
	The income of the Asset Management Company (management fee less relevant expenses) would be taxable under the normal law at the rate of tax applicable to listed companies.
	

	
	
	
	

	
	(c)
	· All taxpayers other than a company, shall be subject to final tax at the rate of 10% unless the recipient of dividend is exempted from tax. 
	

	
	
	
	

	
	
	· Dividend income for any company is now subject to tax under the normal law. Hence the dividend received by a banking company will be subject to tax at the rate of 10%, but provisions of withholding tax shall not apply to it.
	

	
	
	
	

	
	
	· A unit trust whether listed or not is considered to be a public company within the meaning of ITO-2001. Capital gain on sale of shares of public company is exempt from tax. 
	

	
	
	
	

	
	
	· The capital gain to a banking company shall be taxed as follows:

· In case of sale of units within one year                35%*

· In case of sale of units after one year                   10%*
	

	
	
	
	

	
	
	
	

	Ans.6
	(a)
	
	Rupees
	
	

	
	
	Cost of the machine
	20,000,000
	
	

	
	
	Depreciation for tax year 2006
	2,000,000
	
	

	
	
	WDV on June 30, 2006
	18,000,000
	
	

	
	
	Depreciation for tax year 2007
	1,800,000
	
	

	
	
	WDV on June 30, 2006
	16,200,000
	
	

	
	
	Depreciation for tax year 2008
	      -
	
	

	
	
	WDV on March 31 when transfer was made
	16,200,000
	
	

	
	
	
	
	
	

	
	(b)
	In the given situation, the Cost of Machine i.e Rs. 20.0 million will be treated to be the sales proceeds for the purpose of computing gain / loss on sale, for tax purposes.
	

	
	
	

	
	
	

	Ans.7
	Shahid Limited

Computation of Sales Tax Payable

For the tax period March 2008
	

	
	
	
	
	   Rupees
	

	
	
	
	
	15%
	
	
	

	
	Output Tax
	
	
	
	
	
	

	
	Sales tax on sale of shampoo 

(5,000 x Rs. 110 x 15%)
	
	
	82,500
	
	
	

	
	Exports to Azerbaijan
	
	
	-
	
	
	

	
	Local sales of hair oil (6,000 x Rs. 350 x 15%)
	
	
	315,000
	
	
	

	
	Total Output Tax
	
	
	397,500
	
	
	

	
	
	
	
	
	
	
	

	
	Input Tax
	
	
	
	
	
	

	
	Sales tax on purchase of shampoo 

(5,000 x Rs. 110 x 15%)
	
	
	82,500
	
	
	

	
	Sales tax paid on import of hair oil
	
	
	
	
	
	

	
	
	Rupees
	
	
	
	
	
	
	

	
	Import value (10,000xRs. 400)
	4,000,000
	
	
	
	
	
	
	

	
	Custom duty (10,000 x Rs. 20)
	200,000
	
	
	
	
	
	
	

	
	Value for sales tax
	4,200,000
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	
	   Sales tax @ 15% on Rs. 4,200,000
	
	
	630,000
	
	
	

	
	   Provincial Sales tax paid on services provided by customs agents
	
	
	150,000
	
	
	

	
	
	
	
	862,500
	
	
	

	
	
	
	
	
	
	
	

	
	Admissible input tax 

(82,500+90% × 315,000) 
	
	
	366,000
	
	
	

	
	Sales tax payable (Total output tax less admissible input tax)
	
	31,500
	
	
	

	
	
	
	
	
	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	Comments on items not utilized in the above computation
	

	
	(i)
	Sales tax paid on acquisition of plant and equipment shall be adjustable in twelve equal installments after the start of new unit. Therefore, the company will get the input tax credit on this acquisition effective from June 30, 2008.
	

	
	(ii)
	Sales tax of Rs 50,000 paid on foods, beverages and consumption on entertainment for the Company’s employees is not an admissible tax credit.
	

	
	
	

	
	Alternate 2
	

	
	
	

	Ans.7
	Shahid Limited

Computation of Sales Tax Payable

For the tax period March 2008
	

	
	
	
	
	
	
	

	
	
	
	
	Rupees
	

	
	
	
	
	
	
	17%
	

	
	Output Tax
	
	
	
	
	
	

	
	Sales tax on sale of shampoo 

(5,000 x Rs. 110 x 15% )
	
	
	
	
	82,500
	

	
	Exports to Azerbaijan
	
	
	
	
	-
	

	
	Local sales of hair oil (6,000 x Rs. 350 x 15% )
	
	
	
	
	315,000
	

	
	Total Output Tax
	
	
	
	
	397,500
	

	
	
	
	
	
	
	
	

	
	Input Tax
	
	
	
	
	
	

	
	Sales tax on purchase of shampoo 

(5,000 x Rs. 110 x 17%)
	
	
	
	
	82,500
	

	
	Sales tax paid on import of hair oil
	
	
	
	
	
	

	
	
	Rupees
	
	
	
	
	
	
	

	
	Import value (10,000xRs. 400)
	4,000,000
	
	
	
	
	
	
	

	
	Custom duty (10,000 x Rs. 20)
	200,000
	
	
	
	
	
	
	

	
	  Value for sales tax
	4,200,000
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	
	  Sales tax @ 17% on Rs. 4,200,000
	
	
	
	
	714,000
	

	
	Provincial Sales tax paid on services provided by customs agents
	
	
	
	
	150,000
	

	
	
	
	
	
	
	957,500
	

	
	
	
	
	
	
	
	

	
	Admissible input tax 
	
	
	
	
	NA
	

	
	Sales tax refundable / adjustable
	
	
	
	
	150,000
	

	
	
	
	
	
	
	
	

	
	Comments on items not utilized in the above computation
	

	
	(i)
	Sales tax paid on acquisition of plant and equipment shall be adjustable in twelve equal installments after the start of new unit. Therefore, the company will get the input tax credit on this acquisition effective from June 30, 2008.
	

	
	(ii)
	Sales tax of Rs 50,000 paid on foods, beverages and consumption on entertainment for the Company’s employees is not an admissible tax credit.
	

	
	
	

	
	
	

	Ans.8
	Sales Tax Special Procedure (Withholding) Rules 2007
	

	
	
	
	

	
	(i)
	Withholding agents are required to advertise or notify that they are withholding agents for the purpose of sales tax.
	

	
	(ii)
	A withholding agent shall deduct an amount equal to 20% of the total sales tax shown in the sales tax invoice.
	

	
	(iii)
	Under unavoidable circumstances, when the purchases are made from un-registered person, the withholding agent shall deduct sales tax at 15% of the value of taxable supplies made to him from the payment due to the supplier. 
	

	
	(iv)
	Withholding agent who is not registered under the Sales Tax Act, 1990, can file a single return cum challan, in respect of all purchases for which the payment has been made in a month.
	

	
	(v)
	Withholding agent who is registered under the Sales Tax Act, 1990, shall deposit the sales tax withheld, in accordance with the requirements of Sales Tax Rules 2005.
	

	
	(vi)
	A certificate showing deduction of sales tax shall be issued to the supplier by the withholding agent.
	

	
	
	
	

	
	
	
	

	Ans.9
	Where a registered person, receiving a taxable supply from another registered person, knows or has reasonable grounds to suspect   that some or all of the tax payable in respect of that supply or any previous or subsequent supply of the goods would remain unpaid, such person as well as the person making the taxable supply are jointly and severally liable for payment of such unpaid amount of tax. Moreover, the input tax claimed on such purchase shall also become inadmissible.
	

	
	
	

	
	
	

	Ans.10
	The destruction of goods by fire and subsequent compensation by the insurance company does not constitute supply as defined in Sales Tax Act 1990 for the following reasons:
	

	
	
	

	
	(i)
	it is neither  a sale nor a lease.
	

	
	(ii)
	it is not done in the normal course of furtherance of business 
	

	
	(iii)
	it is not done for consideration. Payment by the insurance company is actually compensation for loss and is not payment / consideration for delivery of goods
	

	
	
	
	

	
	Since no supply is involved, no sales tax is leviable on the amount of compensation paid by the insurance company.
	

	
	
	

	
	However in order to confirm that the loss was actually due to fire, a copy of FIR lodged immediately after the incident and Survey Report of the insurance company’s appointed surveyor should be available on record.  
	

	
	
	

	
	The sales tax paid on the goods destroyed in fire is not refundable or adjustable as adjustment is only allowed where the inputs are used in making taxable supplies.
	

	
	
	

	
	
	

	Ans.11
	(i)    Imported goods

Where any goods are chargeable to SED at the import stage, duty has to be assessed and paid on the value determined in accordance with the Customs Act, including customs duty.
	

	
	
	

	
	(ii)  Goods chargeable to SED on the basis of retail price

Where any goods are chargeable to SED on the basis of retail price, SED has to be paid on the retail price fixed by the manufacturer, inclusive of all duties, charges and taxes, other than sales tax, at which any particular brand or variety of such goods should be sold to the general body of consumers. If more than one such price is so fixed for the same brand or variety of goods, SED shall be payable on the highest of such price. 
	


(The End)
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