
 

Tax Newsletter 

Daily Alert Service 

Huzaima & Ikram 

October 21, 2025 

 
This daily newsletter service (Monday to 
Friday) is aimed at keeping you informed 
about tax and fiscal matters. It contains 
news, legislative changes, case-law, in-depth 
articles and analyses covering all areas of 
taxes at domestic and international levels. 
Every month, Taxation, one of our prime 
publications, is printed containing some of 
these and other useful material on taxes. 
Taxation is sent through courier. The digital 
version is also made available at 
www.aacp.com.pk. 

Please send email at sales@aacp.com.pk to 
subscribe or fill online form. 

Disclaimer: 

The material contained in this publication is 
not intended to be advice on any particular 
matter. No subscriber or other reader should 

act on the basis of any matter contained in 
this publication without seeking appropriate 
professional advice. The publisher, the 

authors and editors, expressly disclaim all and 
any liability to any person, whether a 
purchaser of this publication or not, in respect 

of anything and of the consequences of 
anything done or omitted to be done by any 
such person in reliance upon the contents of 

this publication. 

  

• ARTICLE 

LOCAL 

 IMF’S Economic Outlook 
 

• TAX NEWS 

 FBR entities PRAL, PSW responsible for trade 
data discrepancy, NA committee told 

 Salaried workers pay Rs130 billion in tax, 
surpassing retailers, wholesalers, exporters in 
Q1 FY2025-26 

 Rs238.421bn mega sales tax fraud: FBR sacks 
officer over failure to conduct probe 

 FBR tracks influencers to uncover undeclared 
assets worth millions 

• CASE LAW 

LOCAL 

 Commissioner Inland Revenue, Zone-V, 
Corporate Regional Tax Office, Lahore. 
v. 
Power Line Construction Company (Pvt.) Ltd., 
Lahore 

 

Kind Regards, 

Huzaima Bukhari 
Editor 

AA Consultants & Publishers 
Suite # 21, Second Floor, Sadiq Plaza, Regal Chowk, 

The Mall, Lahore - Pakistan 
Phone: +92 42-36365582, 42-36280015 
Cell: +92 302 8463312, 0300-8491131 

Email: sales@aacp.com.pk website: http://aacp.com.pk 
 

http://www.aacp.com.pk/
mailto:sales@aacp.com.pk


[2025]  ARTICLES 

IMF’S ECONOMIC OUTLOOK  

by 

Huzaima Bukhari, Dr. Ikramul Haq 

& Abdul Rauf Shakoori  

he global economy is witnessing a turbulent transformation 

shaped by policy realignments, geopolitical frictions, and 

structural transitions. The latest ‘World Economic Outlook‘ of 

the International Monetary Fund (IMF), titled ‘Global Economy in 

Flux, Prospects Remain Dim‘, paints a sobering picture of the post-

tariff world order where resilience is slowly giving way to warning 

signs.  

The global economic narrative is now defined by subdued growth, 

uneven disinflation, and eroding confidence in fiscal and institutional 

credibility. The IMF projects global output growth to slow from 3.3 
percent in 2024 to 3.2 percent in 2025 and further to 3.1 percent in 2026. 

The advanced economies are expected to hover near 1.5 percent growth 

while emerging markets and developing economies will edge just above 

4 percent. World trade is projected to grow by just 2.9 percent in 2025–
26, below pre-pandemic levels, due to rising tariffs and policy related 

challenges. 

The world economy, according to IMF, has entered an era where policy 

direction rather than macro fundamentals drives market confidence. The 

new protectionist wave, front-loaded investments, and fragmented trade 
environment have created a model where short-term resilience masks 

long-term fragility.  

IMF cautions that the temporary boost seen in early 2025 was largely a 

result of front-loaded trade activity and restructured supply chains, rather 

than genuine expansion. As these temporary factors fade they will 

expose underlying weakness of global demand. Rise in tariffs by the 
United States and reciprocal adjustments by its trading partners have 

imposed a structural cost on efficiency and productivity.  

IMF also highlights that inflation, though declining globally, remains 

above the target in the United States and uneven elsewhere. The 

Fund warns that prolonged policy uncertainty, fiscal fragilities, and 

pressure on central bank’s independence could amplify downside 

risks. The report acknowledges that not all is bleak, as emerging 

markets’ resilience has outperformed earlier expectations. The 

emerging markets, supported by improved monetary frameworks 

and better fiscal discipline, have withstood global headwinds more 

effectively than in previous crises.  

T 
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IMF stresses that this economic pliability, however, is conditional on 
credible institutions and sustainable macroeconomic frameworks 

cautioning that erosion of policy transparency or institutional autonomy 

could reverse the fragile confidence built over the past decade. The 

Fund’s recommendation remains clear, policymakers must restore 
predictability through credible fiscal adjustment, preserve the autonomy 

of central banks, and adopt transparent data practices to sustain investor 

confidence. 

IMF’s projections for Pakistan sit within this broader global context of 

fragility and cautious optimism. The Fund has revised Pakistan’s GDP 
growth projection to 2.7 percent for FY 2024–25 and 3.6 percent for FY 

2025–26, particularly below the government’s ambitious target of 4.2 

percent. The report clarifies that these projections do not yet incorporate 

the potential economic cost of the 2025 monsoon floods, which could 

depress agricultural output and rural income.  

The inflation outlook has been revised upward, with consumer prices 
expected to rise from 4.5% in 2025 to 6% in 2026. Unemployment rate is 

forecast to ease marginally from 8% to 7.5%, suggesting moderate 

improvement in labor markets, though the current account balance is 
expected to slip from a surplus of 0.5% in 2025 to a deficit of 0.4% in 

2026. The fiscal deficit is projected to narrow down from 5.3% to 4.1% 

of GDP, reflecting the government’s ongoing fiscal consolidation efforts. 

IMF’s regional analysis places Pakistan among economies struggling 

to balance growth aspirations with macroeconomic stability. The 

Fund’s emphasis on preserving institutional credibility and data 

transparency holds special significance for Pakistan, where 

discrepancies in trade reporting and fiscal accounting have 

periodically undermined investor trust.  

IMF notes that while Pakistan has shown progress in external stability, 

its medium-term prospects remain contingent upon structural reforms, 
export diversification, and sustained fiscal discipline. The Fund’s 

baseline scenario assumes continuity in existing policy frameworks, but 

any deviation whether through political disruptions or data 

inconsistencies could alter the trajectory. 

The recent trade data of Pakistan offers an insightful window into both 

progress and vulnerability. Total exports during FY 2025 amounted to 
approximately US$ 33 billion, while imports stood around US$ 58 

billion, producing a trade deficit of US$ 25 billion. Remittance inflows 

and tighter import management, however, enabled Pakistan to record a 
current account surplus of US$ 2.1 billion, the first in 14 years and the 

largest in 22 years. 



This achievement, though significant, has triggered a critical debate 

among economists regarding its sustainability. The consensus among 

prudent analysts is that the surplus results primarily from import 

reduction, rigorous administrative measures, and payment 

restrictions which have artificially limited demand, rather than from 

export growth or productivity improvements. IMF warns that 

import restrictions alone would not ensure lasting external stability. 

The apparent turnaround on the external front has indeed stabled 

exchange rate and reduced inflation in the short term, but structural 

instability remains. Pakistani rupee has stabilized due to better current 
account performance. The long-term strength of Pakistan’s external 

sector depends not on temporary import restrictions but on export 

diversification, higher value-added production, and a stable investment 

climate that can attract foreign direct investment. 

The transparency of economic data has become a critical policy concern 

in this context. Over the last fiscal year, significant discrepancies have 
surfaced between trade data reported by the Pakistan Single Window 

(PSW) and the State Bank of Pakistan (SBP).  

Over the five-year period from July 2020 to June 2025, PSW 

recorded US$ 321 billion worth of imports, whereas SBP cleared 

approximately US$ 291 billion imports through banking channels, 

revealing a discrepancy of US$ 30 billion. The largest gap was 

recorded in FY 2021–22, where PSW data reflected US$ 82.3 billion 

in imports whereas SBP showed only US$ 71.5 billion, a difference of 

US$ 10.8 billion. SBP has defended the integrity of its data, 

emphasizing that its figures are derived from verifiable financial 

transactions rather than administrative trade records. It has also 

clarified that any revisions by the Pakistan Bureau of Statistics will 

not materially alter the published current account figures. 

The discrepancy, however, has raised important questions about 
methodological consistency and institutional coordination. The 

divergence between administrative and financial data highlights 

structural issues in Pakistan’s economic governance, including weak 

inter-agency coordination, outdated statistical systems, and limited 

autonomy of data institutions.  

IMF’s emphasis on institutional credibility and transparent data 

frameworks becomes particularly relevant in this context. The 

credibility of national statistics is not merely a technical matter, but 

it directly influences sovereign risk perception, foreign investor 

confidence, and access to multilateral financing. Continued doubts 

over accuracy of trade and fiscal data can deter foreign investors 

https://www.pbs.gov.pk/node/1295
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and complicate policy formulation, especially in a global 

environment where credibility is often as valuable as growth itself. 

IMF’s global message resonates strongly with Pakistan’s domestic 
reality. The Fund’s warning about erosion of institutional independence 

and policy transparency as threats to emerging market resilience could 

easily be read as an indirect caution for Pakistan. The country’s 

economic revival strategy depends on sustained confidence from both 
domestic and international investors, which in turn relies on consistent 

data reporting and credible policymaking.  

IMF’s call for credible, transparent, and sustainable policies mirrors what 

Pakistan requires most: policy predictability, institutional integrity, and 

macroeconomic stability anchored in realism rather than optimism. 

The broader economic environment of Pakistan is one of careful 

transition. The government’s claim of recovery is supported by macro-

level stability indicators, yet primary weaknesses still exist. IMF’s 
projections, though modest, still suggest the possibility of gradual 

improvement if current fiscal and monetary frameworks remain intact.  

Narrowing of fiscal deficit, moderation in inflation, and reduction in 

unemployment reflect a partial recovery from the instability of 

previous years. The external sector balance, though fragile, indicates 

that Pakistan has achieved temporary breathing space. However, the 

risk of complacency remains high.  

Past two decades’ experience demonstrates that macroeconomic stability 
without structural reform is unsustainable. The economy’s reliance on 

remittances, import compression, and ad hoc fiscal adjustments must 

evolve into a growth model, driven by productivity, exports, and 

competitiveness. 

The current global economic context, as highlighted by IMF, is both a 
challenge and an opportunity for Pakistan. Slowdown in global trade and 

investment flows calls for strategic repositioning of Pakistan’s export 

and industrial policies.  

The Fund’s recommendations on embracing structural reforms, 

preserving monetary independence, and strengthening governance 

provide a clear roadmap. Pakistan economy’s future will depend on 

its ability to align domestic reforms with global realities building 

transparency, credibility, and resilience in a world where 

uncertainty is the new constant. 

The moment thus calls for Pakistan’s policymakers to move beyond 

short-term stability measures and towards real structural reforms. 



Restoration of data credibility, institutional autonomy, and investor trust 

must become the foundation of future policy.  

IMF’s reminder that “credible, predictable, and sustainable policies 
restore confidence” could not be more pertinent. The real test for 

Pakistan lies not in achieving a temporary surplus or managing a single-

year growth bounce but in embedding transparency, discipline, and 

foresight into the core of its economic governance. The opportunity to 
spin toward sustainable growth exists, but only if Pakistan goes for 

reforms that align its national ambitions with the new global economic 

reality. 

––––––––– 
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FBR ENTITIES PRAL, PSW RESPONSIBLE FOR TRADE 

DATA DISCREPANCY, NA COMMITTEE TOLD 

The Ministry of Commerce and the Pakistan Bureau of Statistics (PBS) 

informed the National Assembly Standing Committee on Commerce on 

Monday that two entities under the Federal Board of Revenue (FBR)—

Pakistan Revenue Automation Limited (PRAL) and Pakistan Single 

Window (PSW)—were responsible for an $11 billion discrepancy in 

Pakistan’s import data reported last year. 

According to a news report by Business Recorder, officials from the 

Ministry of Commerce briefed the committee that inconsistencies in the 

import data reported by PBS, PRAL, and PSW led to the discrepancy, 

which they said requires formal clarification. The ministry emphasized 

that the issue was procedural and statistical in nature, not financial. 

“This discrepancy does not affect Pakistan’s balance of payments 

position, as the State Bank of Pakistan (SBP) records actual foreign 

exchange transactions routed through the formal banking system,” the 

Ministry stated. They added that the balance of payments is based on 

verifiable inflows and outflows, not declaratory or customs-assessed 

data. 

PBS officials explained that for the past two years, trade data had been 

collected from PRAL. However, this data did not include figures from 

the Export Finance Scheme (EFS), leading to the discrepancy. After 

switching to data from PSW, no such issues have been reported. 

The Chairman of the Standing Committee observed that the problem 

stemmed from the data discrepancies between the two FBR entities, a 

point agreed upon by both the Ministry of Commerce and PBS officials. 

Transaction-wise import data is recorded in the WEBOC system through 

electronic goods declarations submitted by importers. PRAL generates 

import data files based on these declarations, which are then shared with 

various ministries and departments. 

The committee directed PBS to work with PRAL and PSW to resolve 

these discrepancies in future data reporting. The officials clarified that 

the issue arises from differences between the data maintained by the FBR 

entities, while the SBP relies on transaction-based information. – 

Courtesy profit.pakistantoday.com.pk 

––––––––– 
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SALARIED WORKERS PAY RS130 BILLION IN TAX, 
SURPASSING RETAILERS, WHOLESALERS, 

EXPORTERS IN Q1 FY2025-26 

Salaried workers contributed Rs130 billion to Pakistan’s national 
treasury in the first quarter of the fiscal year 2025-26, far exceeding the 
combined tax contributions from retailers, wholesalers, and exporters, 
according to a news report.  

Federal Board of Revenue (FBR) data shows that the contribution from 
the salaried class in Q1 (July-September) of the current fiscal year marks 
an increase from Rs110 billion collected in the same period last year, 
despite the modest reduction in tax rates for certain income brackets 
under the 2025-26 budget. 

From exporters, the FBR collected Rs45 billion under sections 154 and 
147(6C) in the first quarter, slightly higher than the Rs43 billion 
collected in Q1 of FY2024-25. The tax rate for exporters was increased 
by 1% under section 154 and an additional 1% under section 147(6C). 

Wholesalers contributed Rs14.6 billion under section 236G, up from Rs7 
billion last year, while retailers paid Rs11.5 billion under section 236H, 
up from Rs6.5 billion in the same period last year. 

The FBR also collected Rs42 billion under section 236C of the Income 
Tax Ordinance, which pertains to the sale of property. This is a 
significant rise from the Rs23 billion collected in the same period of the 
previous fiscal year. The tax rate for property sales was increased in the 
2025-26 budget to 4.5% for gross consideration not exceeding Rs50 
million. 

On property purchases under section 236K, the FBR collected Rs24 
billion in Q1, compared to Rs18 billion during the same period last year. 
The tax rate for property purchases was reduced to 1.5% for properties 
valued at or below Rs50 million, while individuals not on the Active 
Taxpayer List (ATL) face a higher tax rate of 10.5%. Those filing returns 
after the due date are taxed at 4.5%. 

Cumulatively, the FBR collected Rs60 billion from property sales and 
purchases in Q1, up from Rs45 billion in the same period of FY2024-25. 

While the salaried class remains a key revenue contributor, the lower 
contributions from sectors like property, exports, and wholesale retailing 
have raised concerns over the fairness and equity of the tax system in the 
country.  

In FY2024-25, the FBR collected Rs545 billion from the salaried class 
and aims to increase this to Rs600 billion in the current fiscal year. – 
Courtesy profit.pakistantoday.com.pk 

––––––––– 
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RS238.421BN MEGA SALES TAX FRAUD: 
FBR SACKS OFFICER OVER FAILURE TO CONDUCT PROBE 

The Federal Board of Revenue (FBR) has dismissed from services an 
Inland Revenue officer (Investigation Officer), who failed to conduct an 
accurate investigation into a Mega Sales Tax Fraud involving Rs238.421 
billion. 

In this regard, the FBR issued a notification on Monday. 

According to the notification, FIR No.01 of 2024 was registered by the 
Regional Tax Office (RTO-I), Karachi, on March 26, 2024, against 
Awais Bhutta of M/s New Metro Foodwear Co., Karachi, and 12 other 
co-accused with an allegation of tax fraud amounting to Rs238.421 
billion. 

On receipt of an intelligence report from Prime Minister’s Office 
regarding serious flaws in the investigation on part of Investigation 
Officer (Altaf Hussain Khurho), disciplinary proceedings under Civil 
Servants (Efficiency and Discipline) Rules, 2020 were initiated against 
Altaf Hussain Khurho, Senior Auditor (Time Scale BS-17), Regional 
Tax Office-I, Karachi vide charge sheet and statement of allegations. 

Aftab Alam, (IRS/ BS-20), Director General (OPS), Directorate General 
of International Taxes Operations, FBR, was appointed as Inquiry 
Officer who submitted an inquiry report dated 17.07.2025 concluding 
that the charge of “inefficiency” stands established and recommended a 
minor penalty of “withholding of promotion for a period of one year” 
upon the accused officer. 

Based on the inquiry report, a show-cause notice dated 11.08.2025 was 
served upon the accused. The accused submitted a reply in response to 
the show cause notice and denied the allegations/charges levelled against 
him. 

During the course of the hearing, the departmental representative (DR) 
informed that the accused officer was appointed as an Investigation 
Officer in a Mega Sales Tax Fraud. He showed serious negligence and 
failed to take various steps that were required for an efficient 
investigation process. 

The DR also confirmed that illegal/fake/input of Rs197,274,780/- was 
received by six beneficiaries, out of which an amount of Rs117,413,016/- 
has been recovered from the beneficiaries, while the remaining amount 
of Rs79,861,764/- is still recoverable from them. 

The accused officer stated that he discharged the role of an Investigation 
Officer, as per his ability, and the responsibility of effective prosecution 
of the case before the Court rested with the Legal Prosecutor and not the 
Investigation Officer. 
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The accused officer also informed that CNIC, NTN numbers, and 
addresses of the accused persons nominated in the FIR were not 
available, and two CNICs were blocked from the NADRA after his 
hectic efforts. The accused officer further stated that no favourable 
treatment was given to the persons nominated in the FIR, nor any 
responsibility thereof can be attributed to him. – Courtesy brecorder.com 

––––––––– 

FBR TRACKS INFLUENCERS TO UNCOVER 
UNDECLARED ASSETS WORTH MILLIONS 

The Federal Board of Revenue (FBR) has identified over 20 individuals 
whose luxurious lifestyles on social media, including frequent 
international trips and high-end vehicles, do not match their declared 
incomes and assets. 

According to the FBR’s Lifestyle Monitoring Cell, one such case 
involves a travel vlogger whose posts between 2020 and 2025 showcased 
holidays in countries such as Seychelles, Spain, the Netherlands, the UK, 
Maldives, and Switzerland. Despite the extensive travel, tax filings 
revealed annual incomes ranging between Rs. 490,800 and Rs. 816,800, 
with minimal declared assets. Officials said this pattern reflected clear 
underreporting of income. 

In another case, the cell found Rs. 180.5 million in hidden assets linked 
to a political family from South Punjab. The individual was found using 
four luxury vehicles — a Lexus LX 570, Toyota Fortuner Legender, 
Suzuki Hayabusa, and BMW i7 — none of which were declared in their 
tax records. The taxpayer, registered only in 2023, listed two 
motorcycles worth Rs. 31.28 million but omitted the rest, suggesting 
undeclared sources of wealth. 

A third investigation uncovered an estimated Rs. 624 million in 
unreported assets belonging to a taxpayer owning 19 vehicles, including 
a Chevrolet Corvette C8 Stingray, Ford F-150 Raptor, multiple Toyota 
Land Cruisers, a Range Rover, and several motorcycles and off-road 
trucks. None were declared in official statements. 

The FBR said all cases are under active investigation, with details 
withheld under income tax confidentiality laws. Officials added that the 
Lifestyle Monitoring Cell will continue tracking social media activity to 
detect potential tax evasion. – Courtesy pakistantoday.com.pk 

––––––––– 
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IN THE SUPREME COURT OF PAKISTAN 

(Appellate Jurisdiction) 
 
 
 

PRESENT:  
MR. JUSTICE MUNIB AKHTAR 
MR. JUSTICE MUHAMMAD SHAFI SIDDIQUI 
MR. JUSTICE MIANGUL HASSAN AURANGZEB 
 

 
 
  

C.P.L.A. 2442-L/2022  
(Against order dated 17.05.2022 passed by the 
Lahore High Court, Lahore in I.T.R. 
No.26603/2017.) 
 
 

 

Commissioner Inland Revenue, Zone-V, 
Corporate Regional Tax Office, Lahore    

… Petitioner 

vs 
Power Line Construction Company (Pvt.) Ltd., 
39-B, G.E.C.H.S. Phase-III Model Link Road, 
Lahore 

… Respondent 

 
 

  

For the Petitioner : Mr. Shaigan Ijaz, ASC 
(via video-link, Lahore) 
 
Dr. Ishtiaq, D.G., Law 

   
For the Respondent : Mr. Qaisar Tasleem, ASC 

(via video-link, Lahore) 
   
Date of Hearing : 27.05.2025 
   
  JUDGMENT 

Munib Akhtar, J.: This matter is being disposed of as an appeal; 

see below. It arises out of the Income Tax Ordinance, 2001 (“2001 

Ordinance”) and raises, in the facts and circumstances of the case, 

the following question of law of general application: how is the 

2001 Ordinance to apply in relation to a given tax year: as it stood 

at the end of the said year (i.e., on June 30th) or as it stands on the 

first day thereafter (i.e., July 1st)? 

2. The matter relates to the tax year (“TY”) 2009. The 

respondent filed its tax return for the said year, which became a 

deemed assessment order under s. 120. Thereafter, a notice was 

issued by the concerned officer of Inland Revenue on 18.06.2015 

under subsection (9) of s. 122 (read with subsections (1) and (5) 
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-:2:-

thereof) seeking to amend the deemed assessment. The respondent 

took the plea that the notice was beyond time. This was on the 

basis that subsection (2) of s. 122 applied to the respondent’s case 

as it stood at the end of TY 2009 (i.e., on 30.06.2009). At that time, 

the provision was as follows: 

 
“(2) An assessment order shall only be amended under 
subsection (1) within five years after the Commissioner has 
issued or is treated as having issued the assessment order 
on the taxpayer.” 
 

3. The Commissioner (herein after referred to as the 

“Department”) however took the position that the provision applied 

as it stood after being substituted by the Finance Act, 2009, which 

came into force on 01.07.2009 (see s.1(3) thereof). As so 

substituted, the subsection read (and continues to be) as follows: 

 
“(2) No order under sub-section (1) shall be amended by the 
Commissioner after the expiry of five years from the end of 
the financial year in which the Commissioner has issued or 
treated to have issued the assessment order to the taxpayer.” 

 (For completeness, we may note in passing that the position 

under subsection (4), which relates to the further amendment of an 

amended assessment order, was along the same lines.) 

 

4. It will be seen that subsection (2), as substituted, allows for 

a more extended period within which the notice can be issued. It is 

common ground that if the provision applied as contended by the 

respondent then the notice was indeed hit by limitation, but if the 

Department’s position was correct then the notice was timely 

issued. This then is the point of contention between the parties. 

5. The learned Appellate Tribunal, on an appeal filed by the 

respondent agreed with the latter. The Department took the matter 

to the High Court in tax reference where, by means of the 

impugned judgment, a learned Division Bench affirmed. Relying on 

the High Court’s own earlier decision reported as Commissioner 

Inland Revenue v Major General Retd. Dr. C. M. Anwar etc PTCL 

2014 CL 608 and the order of this Court dismissing the 

Department’s leave petition against the same (being CP 1306/2014 
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dismissed by order dated 03.09.2014), it was held that a vested 

right had accrued in favor of the respondent to have s. 122(2) 

applied to the facts and circumstances of the case as it stood on 

the last day of the tax year (30.06.2009). The amendment 

thereafter could not displace the vested right. The tax reference 

was accordingly dismissed and the Department is now before this 

Court. 

6. Before us learned counsel for the Department submitted that 

the learned High Court had erred materially in its appreciation of 

the legal position. Subsection (2) of s. 122 applied as it stood on 

the day on which the notice was issued (18.06.2015), which meant 

that it applied as substituted by the Finance Act, 2009. The notice 

was timely issued and could not be avoided on the basis of 

limitation. Learned counsel for the respondent submitted that the 

impugned judgment had rightly applied the law to the facts and 

circumstances of the case. The vested right accruing in favor of the 

respondent could not be nullified by the subsequent substitution.  

7. We have heard learned counsel and considered the statutory 

provisions and the case law. The question now before the Court 

has been agitated on many occasions before the courts in different 

forms, arising out of varied fact-situations. However, the essence of 

the dispute remains the same: for a given tax year, does the 2001 

Ordinance apply as it stood on the last day of the year (June 30th) 

or the first day thereafter (July 1st). Now the “normal tax year”, as 

defined in s. 74 (and which applies to TY 2009) in fact coincides 

with the financial year, which runs from July 1st in one calendar 

year to June 30th in the next. (The financial year is defined in such 

terms by s. 3(19) of the General Clauses Act, 1897.) The annual 

Finance Act, whereby invariably each year many amendments are 

made in fiscal laws including the 2001 Ordinance, typically 

(though not always) comes into force from the beginning of the 

financial year, i.e., July 1st. Thus, the question now before the 

Court can be restated as follows: for any given tax year does the 

2001 Ordinance apply as it stood at the end of that year or as 

amended on July 1st by the Finance Act of that year, which is the 

beginning of the next financial year?  
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8. The context in which this question is agitated is invariably 

the taxpayers’ claim that the provision(s) in play apply in the 

unamended form since, so it is contended, they have a vested right 

in this regard or that such application constitutes a past and 

closed transaction. The claim is that to apply the provisions as 

amended by the Finance Act would be to give the changes 

“retrospective” effect. The Department, on the other hand, 

inevitably counters that such is not the case and that the statute 

applies as amended. It should be remembered that the 

amendments in question are rarely expressly given retrospective 

effect. They are just what they state to be: changes in the statute 

coming into force on the given date which is invariably (though by 

no means always) the first of July of the relevant financial year. 

The Department’s claim is always that it is simply the statute as so 

amended that applies to the just ended tax year. The taxpayers, on 

the other hand, resist the impugned amendments on the ground 

that if so then the amendments are in effect being applied 

retrospectively, thereby trenching upon rights claimed to be vested 

or transactions that are past and closed, as the case may be. 

Indeed, as noted above, the question was framed and decided in 

the matter at hand in precisely such terms. The Finance Act, 2009 

did not itself give retrospective effect to the substitution of s. 

122(2), which simply came into force on 01.07.2009. Yet, its 

application was resisted on the ground that to apply it to the 

respondent’s case would be to give it retrospective effect. As noted, 

the forums below accepted that the respondent had an 

undefeatable vested right for s.122(2) to apply as it stood on the 

last day of TY 2009. 

9. It should be noted for completeness that sometimes the 

question, though in essence remaining the same, is cast in inverse 

form. That is, the taxpayers (if it suits their purpose) contend that 

the 2001 Ordinance applies as amended so that the change(s) 

being relied upon ought to be given what would be retrospective 

effect. The context here is that it is usually claimed in such a 

situation that the change is “beneficial” in nature and hence so 

applies. The Department in such cases of course contends that the 
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amendment cannot or does not have such application. However, 

the essential question remains as postulated. 

10. When the question is cast in this frame it requires the 

courts, in litigation that can cumulatively last several years before 

the High Courts and this Court, to consider and decide complex 

and vexed questions as to what are (or are not) vested rights or 

past and closed transactions in the facts and circumstances of the 

case (or what is, or is not, beneficial legislation). Delicate 

distinctions are inevitably drawn and the provisions involved end 

up, more often than not, being parsed into ever more refined and 

elaborate interpretations. While no one who has any familiarity 

with fiscal statutes will deny that this branch of the law requires 

intense legal scrutiny, and often approaches to legal reasoning that 

may well be somewhat difficult and even alien for those (including 

lawyers) who are not well versed or experienced in the field, a point 

can, respectfully, be reached when it can legitimately be asked 

whether the “gains” (in terms of determining the “correct” 

conclusion of what is, or is not, in law a vested right or past or 

closed transaction or beneficial legislation) outweigh the “costs” (in 

terms of time spent and effort expended in seemingly endless 

litigation). It may well therefore be fruitful to take a step back and 

take another look at the whole issue from a different perspective. It 

is in this spirit that we approach the question at hand. 

11. In our view, respectfully, the time is perhaps ripe to look at 

something that lies at the root of the issue: from whence came the 

conclusion that income tax law is to apply as it stands on the first 

day after the day on which ends the year the income of which is to 

be taxed? For, pared to its most essential form, that is the question 

before the Court. This question can only be properly answered by, 

and addressed in the context of, a historical and comparative 

analysis of the 2001 Ordinance and the predecessor income tax 

statutes. 

12. The levy of income tax in the sub-continent, after the 

assumption of direct rule by the British Crown pursuant to the 

Proclamation of 1858, has a long and fascinating history. By way 

of background that history may be briefly alluded to by 
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highlighting some of the principal legislation, there being a great 

number of statutes—usually of short duration—that were enacted 

from time to time relating to income tax. The first enactment came 

as early as 1860. That statute and a mass of legislation that 

followed were replaced by an Act of 1886 which, interestingly, as 

its long title attested, was “[a]n Act for imposing a tax on income 

derived from sources other than agriculture”. This statute was 

perhaps the genesis for the division that eventually crystallized in a 

constitutional rule when federalism was introduced by means of 

the Government of India Act, 1935, of excluding the legislative 

competence of tax on agricultural income from the Centre’s (or 

Federation’s or Union’s) domain—a division that has been 

maintained both in Pakistan and India after Independence. The Act 

of 1886 (along with much intervening legislation) was ultimately 

repealed and replaced by the short-lived Income Tax Act, 1918, 

which in turn gave way to the Income Tax Act, 1922 (“1922 Act”). It 

is with this statute that the analysis must begin. This law 

remained on the statute book up to Partition and in India till 1961 

when it was replaced by the Income Tax Act of that year (“1961 

Indian Act”). (This law is still in the field though apparently 

scheduled to be replaced (from 01.04.2026) by fresh legislation, the 

Income Tax Act, 2025.) In Pakistan the 1922 Act lasted a couple of 

decades more, till the Income Tax Ordinance, 1979. Thus, the 

1922 Act has had a long life and, as will be seen, has left an 

enduring mark on tax jurisprudence, particularly in the context of 

the question at hand.  

13. One point may be made here. The General Clauses Act, 1897 

had, when enacted, provided that “financial year” meant the “year 

commencing on the first day of April” (a definition, in fact, to be 

found also in a preceding Act, of 1887, relating to general clauses). 

Both at the time of the enactment of the 1922 Act and at all times 

prior to Partition this was the definition: a financial year began on 

April 1st in a calendar year and ended on 31st March in the next. 

This continues to be the position in India. It was also initially the 

position in Pakistan and it was only in 1959 that the definition was 

altered to become that which has applied ever since, i.e., that a 
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financial year commences on July 1st in a calendar year and ends 

on June 30th in the next. 

14. Before proceeding to consider the 1922 Act itself it is 

necessary to set out a basic principle of income tax law, which is 

deeply rooted in the jurisprudence of this area and which has been 

uniformly applied across the decades to all the statutes, including 

the present one. The importance of this for present purposes will 

emerge later in the judgment. 

15. As is well known income tax is a levy that is annual in 

nature, i.e., the tax is imposed on the income of a specified twelve 

month period. Income tax statutes are therefore, in a fundamental 

sense, annual in their structure, form and application and this has 

been the position throughout even though there have been certain 

departures from this basic principle. As a result, it is fundamental 

to income tax law that each specified (annual) period for which the 

tax is levied is a separate “unit”. This principle was recognized 

early on in the life of the 1922 Act by the Privy Council in the 

leading case of Commissioner of Income Tax v Chitnavis AIR 1932 

PC 178, 6 ITC 453, [1932] UKPC 33, where it was held as follows 

(emphasis supplied): 

 
“What are chargeable to income tax in respect of a business 
are the profits and gains of a year… For the purpose of 
computing yearly profits and gains, each year is a separate 
self-contained period of time, in regard to which profits 
earned or losses sustained before its commencement are 
irrelevant.” (pp. 180-81) 

 This deeply embedded principle has been stated and applied 

innumerable times, of which a recent example is the judgment of 

this Court reported as Fawad Ahmed Mukhtar v Commissioner 

Inland Revenue 2022 SCMR 426 (at para 12). With this in mind we 

now turn to look at the 1922 Act. 

16. The yearly period the income of which was liable to tax was 

referred to in this statute as the “previous year”. This term was 

defined in s. 2(11) of the Act. Shorn to its essence (and as relevant 

for present purposes), it provided (when the statute was enacted 

and up to Partition) that “previous year” meant “the twelve months 
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ending on the 31st day of March next preceding the year for which 

the assessment is to be made”. It was the income of this period 

that was to be brought to tax, annually in (as noted above) 

separate, successive, self contained periods. In effect the period so 

liable to tax coincided with the financial year immediately prior to 

the year for which the assessment was to be made. (This was the 

basic position. Certain departures from it, provided for in the 

statute, are not relevant for purposes of addressing the question at 

hand.) In India, this remained the position up to 1961 when the 

present statute was enacted. As will be seen shortly, since the 

financial year in India continues to be from April 1st to March 31st 

this position is retained in the 1961 Indian Act. In Pakistan this 

was also the position up to 1959 when the definition of financial 

year was altered so that the definition of “previous year” then 

became “the twelve months ending on the thirtieth day of June 

next preceding the year for which the assessment is to be made”. 

The essential point however remained the same: the year the 

income of which was to be brought to tax was the “previous year” 

which, in essence, coincided with the financial year, howsoever 

defined. 

17. The manner in which the income of a previous year was 

brought to tax was given in s. 3, the charging section, and the 

manner in which it was set out in the 1922 Act is absolutely 

crucial for properly addressing the question at hand. Again, to set 

it out as it stood up to Partition (to the extent presently relevant): 

 
“3. Charge of income-tax.-Where any Act of the Indian 
Legislature enacts that income-tax shall be charged for any 
year at any rate or rates tax at that rate or those rates shall 
be charged for that year in accordance with, and subject to 
the provisions of, this Act in respect of the total income of 
the previous year…”  

 A striking feature (at least from a present day perspective) 

was that the 1922 Act itself did not contain the rate or rates at 

which the income of the previous year was to be charged. Those 

rates were to be “supplied” by (i.e., set out in) some other Act 

which was, inevitably and invariably, the annual Finance Act (and, 

for convenience, is herein after so referred). Secondly, while it was 

the income of a previous year that was to be taxed, the charge 
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itself was for the year for which the rates were to be set by the 

Finance Act. Thus, the income liable to tax was subject to two 

aspects which were “external” to the period the income of which 

(i.e., the previous year) was being taxed. One aspect was “external” 

to the 1922 Act itself, being that other Act of the legislature which 

set out the rates of income tax. The second “external” aspect was 

the “year” for which that income was to be assessed and charged. 

That year too was a period outside of the previous year being, as 

will be seen in a moment, in essence the financial year immediately 

next following.  

18. Quite how these aspects came and worked together was 

explained by the Privy Council in the leading and fundamentally 

important case of Maharajah of Pithapuram v Commissioner of 

Income Tax AIR 1945 PC 89, 13 ITR 221, 72 IA 241, [1945] UKPC 

10 (herein after “the Privy Council decision”). The facts were as 

follows. The previous year for which the dispute arose was 1938-

39, i.e., the year from 01.04.1938 to 31.03.1939. During this 

period certain amounts that the Maharajah had settled on his 

daughters did not amount to income in terms of the 1922 Act as it 

stood during these two dates. Now, the said Act was amended by 

Indian Income-tax (Amendment) Act, 1939, which came into force 

on 01.04.1939, i.e., on the day immediately after the end of the 

previous year 1938-39. As so amended, the amounts settled by the 

Maharaja became income. April 1st 1939 was the first day of the 

“year” next succeeding the previous year (i.e., 1938-39) the income 

of which was to be assessed and brought to tax. This was so 

because the Indian Finance Act, 1939 set out the rates of income 

tax applicable to that previous year in its s. 6 which provided, as 

presently relevant, that “income-tax for the year beginning on the 

1st day of April 1939, shall be charged at the rates specified” in the 

relevant schedule thereto. And of course April 1st 1939 was also, by 

definition, the first day of the next financial year, 1939-40. Now the 

dispute arose because if the 1922 Act applied (as contended on 

behalf of the Maharajah) as it stood during and up to the end of 

the previous year 1938-39 then the amounts were not liable to tax. 

However, if the Act applied (as contended by the Department) as it 

stood on the first day of the immediately succeeding “year” (i.e., as 
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on 01.04.1939), which was also the date on which it stood 

amended by the amending Act, then the amounts were liable to 

tax. Hence the question: how did the 1922 Act apply? As will be 

immediately apparent, the form of the question was substantively 

of the nature that is now before the Court. Indeed, the manner in 

which it was answered by the Privy Council can, in a very real 

sense, be regarded as its genesis. 

19. The Madras High Court agreed with the Department that the 

1922 Act applied as it stood on 01.04.1939 and hence inclusive of 

the amendments made thereto by the amending Act. The amounts 

involved were therefore liable to tax. On the Maharajah’s appeal 

the Privy Council affirmed, dismissing the appeal. The position was 

explained in the following terms (emphasis supplied; AIR at pp. 90-

91): 

 
“Before dealing with the particular grounds of appeal, 

their Lordships consider it desirable to make some general 
observations as to Indian income-tax law, which may clear 
away a certain confusion of thought which would appear to 
affect certain of the contentions in the present case. In the 
first place, it is clear to their Lordships that under the express 
terms of S. 3, Indian Income Tax Act, 1922, the subject of 
charge is not the income of the year of assessment, but the 
income of the previous year. This is in direct contrast to the 
English Income-tax Acts, under which the subject of 
assessment is the income of the year of assessment, though 
the amount is measured by a yardstick based on previous 
years…. 
 

In the second place, it should be remembered that the 
Indian Income-tax Act, 1922, as amended from time to time, 
forms a code, which has no operative effect except so far as it 
is rendered applicable for the recovery of tax imposed for a 
particular fiscal year by a Finance Act. This may be illustrated 
by pointing out that there was no charge on the 1938-39 
income either of the appellant or his daughters, nor 
assessment of such income, until the passing of the Indian 
Finance Act of 1939, which imposed the tax for 1939-40 on 
the 1938-39 income and authorised the present assessment. 
By sub-s. (1) of S. 6, Finance Act, 1939, income tax for the 
year beginning on 1st April, 1939, is directed to be charged 
at the rates specified in Part I of Sch. 2, and rates of super-
tax are also provided for, and by sub-s. (3) it is provided 
that: 
 
''for the purpose of this section and of Schedule 2, the 
expression "total income" means total income as determined 
for the purposes of income-tax or super-tax, as the case may 
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be, in accordance with the provisions of the Indian Income- 
tax Act, 1922''. 
 
This can only refer to the Income-tax Act, 1922, as it stood 
amended at the date of the Finance Act, 1939, and 
necessarily includes the alterations made by the Amending 
Act, which had already come into force on the 1st April 1939.” 

20. The passages extracted above form the core of how the 1922 

Act came to be understood as regards the application of the 

charging section. It will be seen that it dealt with both of the 

“external” aspects noted above and how they interacted. Firstly, 

and most fundamentally, the Privy Council held that the 1922 Act 

though always in force was not always in effect. Rather, in relation 

to each previous year it came into effect if, and only if, in respect of 

that previous year the rates of tax were set by some other Act of 

the legislature, i.e., the Finance Act. Of course as a matter of fact 

there was always an annual Finance Act which set the rates. 

Indeed, the language used in such statutes was virtually formulaic 

(and remained so throughout the period the 1922 Act was in force, 

both here and in India): ‘income-tax for the year beginning on the 

1st day of April _____, shall be charged at the rates specified’ in the 

relevant schedule thereto. (For Pakistan, after 1959 it of course 

became the first day of July.) However, in principle, if there was no 

Finance Act setting the rates of tax for a particular previous year, 

then the 1922 Act never came into effect for that year. Put 

differently, in relation to each previous year, and during the course 

thereof, the 1922 Act remained dormant and without effect. It took 

effect if and only if, and upon, the coming into force of the rates set 

by a Finance Act. No Finance Act, no income tax: in and of itself 

(i.e., merely by virtue of its own existence) the 1922 Act simply did 

not apply. And the Finance Act had not merely to set the rates; it 

had to specify the “year” for which those rates were to apply. Since 

the definition of a previous year was that it was the twelve month 

period ending on March 31st (or, as it later became in Pakistan, 

June 30th) immediately prior to the year of assessment, that meant 

that the rates had to be set for the “year” commencing on the day 

immediately after the previous year, i.e., April 1st (or, as the case 

may be, July 1st). This then was how the two “external” aspects 

interacted: in each (calendar) year there had to be an Act 
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specifying the rates of tax to apply from the 1st of April (July) for 

there to be any charge (i.e., levy) at all on the income of the just 

ended previous year (31st March or 30th June). But of course these 

dates coincided with the respective financial years. Thus, for there 

to be at all the levy of tax for a particular previous (financial) year, 

there had to be a Finance Act coming into force and setting the 

rates on the first day of, and for, the immediately following 

financial year. 

21. From the foregoing followed the most essential point. Since 

the 1922 Act applied to each previous year only if and when 

brought into effect by a Finance Act, it applied in relation to that 

previous year as it stood on the day that the Finance Act brought it 

into effect. This meant that if the 1922 Act was amended even on 

that day those amendments applied to the previous year. And 

since the Act was always brought into force on the first day 

immediately after the end of the previous year, this meant that it 

applied as it so stood, inclusive of all amendments made up to (and 

including) that day. That day was of course the first of April (or 

July in Pakistan after 1959). Hence the rule: the 1922 Act applied 

to a previous year not as it stood on the last day of that year 

(March 31st or June 30th) but rather as it stood on the first day 

thereafter. And if perchance the Act was amended even on that 

very day those amendments applied to the previous year. 

Therefore, the Maharajah lost and his appeal was dismissed. 

22. Here we must also consider an important judgment of the 

Bombay High Court, which applied the Privy Council decision and 

further explained it and affirmed the view that emerged on the 

basis thereof, i.e., that the 1922 Act applied to a previous year as it 

stood on the first day thereafter. This is the case reported as 

Scindia Steam Navigation Company Ltd. v Commissioner of Income 

Tax AIR 1955 Bom 230, (1954) 26 ITR 686. The facts were as 

follows. The 1922 Act was brought into effect for the previous year 

in question by the Finance Act, 1946, i.e., the assessment year was 

1946-47. This meant that the Act applied as it stood on the first 

day thereof, i.e., 01.04.1946. Now, the 1922 Act was amended by 

the Indian Income-tax Act, 1946 which came into force on 



C.P.L.A. 2442-L/2022 
 
 

-:13:-

04.05.1946. This was of course after the first day on which the 

1922 Act became applicable to the previous year in question. The 

Department sought to apply the Act as amended on 04.05.1946. 

This was resisted by the assessee who contended that the Act 

applied only as it stood on the first day of the assessment year, 

and that therefore the subsequent amendment was irrelevant for 

purposes of the previous year in question. It will be seen that the 

facts of the case were the converse of those in the Privy Council 

decision. Relying thereon the Bombay High Court agreed with the 

assessee. After setting out the passage extracted above, the 

position was explained in the following terms (AIR at pg. 233, 

emphasis supplied): 

 
“… what the Privy Council says is that not only the liability to 
pay tax but the authority to make the assessment order arose 
from the Finance Act. The language of the Finance Act which 
the Privy Council was considering is identical with the 
Finance Act which we are considering and the Privy Council 
construed that language to mean that the computation of the 
total income in accordance with the provisions of the Indian 
Income-tax Act means the Income-tax Act as it stood 
amended at the date of the coming into force of the Finance 
Act. Now, it will be noticed that the case the Privy Council 
was considering was a converse case to the one which we are 
considering. There the assessee was seeking to escape tax on 
the ground that the amending Act did not apply when the 
income was earned. The Privy Council rejected that contention 
holding that the material date was not the previous year but 
the first of April of the assessment year, and the liability to tax 
depended upon the provisions of the Indian Income-tax Act as 
it was in force on that date. Here the amendment has come 
into force after 1-4-1946, and the attempt of the Department 
is to tax the assessee on his total income for the previous 
year, not according to the Act as it stood on 1-4-1946, but 
according to the Act as it was subsequently amended. In our 
opinion the decision of the Privy Council is clear and emphatic 
and it is not open to the Department to give retrospective effect 
to the amending Act which only came into force on 4-5-1946. 
In effect and in substance what the Department is 
contending for is that although the Act 8 of 1946 came into 
force on 4-5-1946, we should deem it to be in force on 1-4-
1946. Now, this decision has been considered and applied by 
the Allahabad High Court in -- 'Mishrimal Gulabchand of 
Beawar, In re', AIR 1950 All 270. In that case the assessee, 
who was a resident and ordinary resident in British India, 
made a profit from its' business in British India and suffered 
a loss from its business in Indian State in the previous year 
relevant to the assessment year 1944-45. The question was 
whether the loss incurred in the Indian State should be 
deducted from the assessee's income from the business and 
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the Allahabad High Court held that proviso 1 to S. 24(1) was 
not applicable to the assessment year 1944-45, because it 
was not in force on 1-4-1944. That proviso came into force 
on 12-4-1944. Therefore, the facts that the Allahabad High 
Court had to consider were practically identical with those 
which we have to consider here, and the Allahabad High 
Court applied the decision of the Privy Council and came to 
the conclusion to which reference has just been made.” 

 
 We may note that an appeal against the decision of the High 

Court was dismissed by the Supreme Court of India in 

Commissioner of Income Tax v Scindia Steam Navigation Company 

Ltd. (1961) 42 ITR 589, AIR 1961 SC 1633. 

 

23. The foregoing is thus the genesis of the rule in relation to the 

charging section of the 1922 Act, i.e., that the statute applied not 

as it stood on the last day of the previous year but rather as on the 

first day of the year when the statute was brought into effect by the 

Finance Act in relation thereto. And that was inclusive of all 

amendments (if any, which was more often than not the case) 

made to the Act up to and on the latter date. But any amendments 

made thereafter did not apply to the previous year in question. Or, 

put differently, the 1922 Act did not apply as it stood on March 

31st (or June 30th) but rather as it stood on the succeeding April 1st 

(or July 1st). 

24. This rule was applied to the 1922 Act by generations of 

lawyers—especially the tax bar—and judges—especially those who 

came to the Bench from a tax background—such that the rule 

became legal orthodoxy and conventional wisdom and virtually a 

judicial mantra. It was deeply stamped on tax jurisprudence. Year 

in year out, decade in decade out, as the 1922 Act ran its course 

so ran the rule: income tax law applied as it stood on the first day 

of the year of assessment, not the last day of the previous year. 

But it all depended on the charging section. Like life charging 

sections also move on and so must our analysis. We therefore 

move on to look at the law that replaced the 1922 Act, the Income 

Tax Ordinance, 1979. 

25. Before turning to that statute, it will be instructive to pause 

and take a look at the 1961 Indian Act. This Act introduced the 
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term “assessment year”, which had not been defined as such in the 

1922 Act. This is defined in s. 2(9) as meaning “the period of twelve 

months commencing on the 1st day of April every year”. The 

concept of “previous year” is retained but it is now defined, in s. 3, 

as meaning “the financial year immediately preceding the 

assessment year”. Thus, what was implicit in the 1922 Act (though 

given full effect as a result of the Privy Council decision) is brought 

out with clarity in the 1961 Indian Act. Since in India the financial 

year continues to start from the first of April, the previous year for 

which income is to be taxed is, in effect, the financial year 

immediately preceding the next succeeding financial year, which is 

of course the assessment year. The charging provision, s. 4, as 

presently relevant is as follows: 

 
“4. Charge of income-tax.—(1) Where any Central Act 
enacts that income-tax shall be charged for any assessment 
year at any rate or rates, income-tax at that rate or those 
rates shall be charged for that year in accordance with, and 
subject to the provisions (including provisions for the levy of 
additional income-tax) of, this Act in respect of the total 
income of the previous year of every person. …” 

 It will be seen that the charging section, in its essence, 

remains the same as in the 1922 Act. As before, it has two aspects 

“external” to the previous year in question. Firstly, like the 1922 

Act, the 1961 Indian Act while always in force has to be brought 

into effect for each previous year by another statute, the Finance 

Act of the relevant assessment year. This also, as before, identifies 

the assessment year, and hence the previous year relative thereto, 

for which the statute is being brought into effect. Secondly, as 

before while the income to be taxed is that of the previous year, it 

is to be charged in the assessment year, the other “external” aspect 

of the charging section. Given the very close identity between the 

charging sections of the two statutes, it should come as no 

surprise that the Indian courts have repeatedly held that the rule 

laid down by the Privy Council decision applies equally in relation 

to the 1961 Indian Act. In other words, the statute is to apply in 

relation to a previous year not as it stood on the last day of that 

year but as on the first day of the assessment year relevant 

thereto, inclusive of any amendments made in the statute up to, 
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and as on, that day. Reference in this regard may be made to the 

11th edition (2020) of the leading treatise on income tax law, Kanga 

& Palkhivala’s The Law and Practice of Income Tax, Vol. 1, pg. 219. 

26. Interestingly, both the 1922 Act and the 1961 Indian Act 

contain a provision of dealing with the (presumably rare) 

contingency of what would happen if, in fact, the Finance Act is 

not passed by the first of April in a given year. In the 1922 Act, this 

provision was added as s. 67B in 1940. It of course continued to be 

part of the statute as in force in Pakistan after Partition. In India 

this became s. 294 of the present statute. Section 67B (as it stood 

up to Partition) had provided as follows: 

 
“67B. Act to have effect pending legislative provision for 
charge of income-tax.—If on the 1st day of April in any year 
provision has not yet been made by an Act of the Indian 
Legislature for the charging of income-tax for that year, this 
Act shall nevertheless have effect until such provision is so 
made as if the provision in force in the preceding year or the 
provision proposed in the Bill then before the Legislature, 
whichever is more favourable to the assessee, were actually 
in force.” 

 This provision, in which in Pakistan the “1st day of April” 

became from 1959 onwards “the first day of July”, serves only to 

underscore the rule laid down in the Privy Council decision and 

the manner in which the charging section took effect in the 1922 

Act and continues to operate in the 1961 Indian Act. 

27. This brings us to the Income Tax Ordinance, 1979 (“1979 

Ordinance”). The year the income of which was to be brought to tax 

(i.e., the equivalent of the “previous year”) was defined as the 

“income year”. “Assessment year” was also a defined term. Since 

the two terms interlocked the definitions, contained in s. 2, need to 

be looked at together. As presently relevant, they provided as 

follows: 

 
“(8)  "assessment year" means the period of twelve months 
beginning on the first day of July next following the income 
year…;” 

“(26) "income year", in relation to any assessment year … 
means- (a) the financial year next preceding the said 
assessment year …;” 
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It will be seen that the definitions were essentially of the 

same nature as related to “previous year” under the 1922 Act. An 

income year took meaning in relation to the corresponding 

assessment year and vice versa. Income year was specifically 

defined in terms of a financial year and, since it was to be charged 

for the next following twelve months starting with the first of July, 

the assessment year was the next following financial year. (There 

were of course complexities in relation to both definitions but for 

purposes of addressing the question before us it suffices to look at 

the essence of the matter.) 

28. What of the charging provision? This was s. 9, subsection (1) 

of which provided when enacted (i.e., absent a subsequently added 

proviso which will be considered later) as follows: 

 
“9. Charge of income tax.- (1) Subject to the provisions of 
this Ordinance, there shall be charged, levied and paid for 
each assessment year commencing on or after the first day of 
July, 1979, income tax in respect of the total income of the 
income year or years, as the case may be, of every person at 
the rate or rates specified in the First Schedule. …” 

 
 As will be seen at once there was a fundamental difference 

between this provision and s. 3 of the 1922 Act. The rates of tax 

were set out in a Schedule to the 1979 Ordinance itself. They were 

not dependent on any “external” source, i.e., another statute which 

set them out. It follows that unlike the 1922 Act the 1979 Ordinance 

was not merely always in force, it was also always in effect. Thus, 

the fundamental basis and premise on which the Privy Council 

decision had proceeded had been removed from the charging 

section. For the rates of an assessment year to apply to the 

corresponding income year no other legislation was required or 

need be waited for. As soon as the income year ended and time slid 

into the succeeding assessment year, the rates set out in the First 

Schedule became immediately applicable. Of course, these rates 

could, and indeed invariably were, amended by the Finance Act of 

the year. But that was not of the essence of the matter. Even 

without any such Finance Act, the 1979 Ordinance applied on its 

own force and remained in effect by virtue of its own existence. 

Indeed, in principle even if the statute had not been amended at 
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all, ever, it would still have gone on applying and levying income 

tax on each income/assessment year “combination”, each such 

pairing endlessly succeeding one after the other, quite literally 

without more. This was a sea change in the application of income 

tax law from the situation that had obtained under the preceding 

legislation. The first “external” aspect in relation to the year the 

income of which was to be brought to tax had simply ceased to 

exist. 

29. How did this impact the application of the statute, i.e., did it 

apply as it stood on the last day of the income year or as on the 

first day of the succeeding assessment year, inclusive of all 

amendments as came into force on the latter day? It was at least 

arguable that under the fundamentally altered charging provision, 

it was the first situation that applied. Since in relation to each 

income year, and during the course thereof, the 1979 Ordinance 

remained both in force and effect it could be said that it applied as 

it stood at the end thereof, i.e., on the last day of the income year. 

However, the second “external” aspect noted in relation to the 

charging provision of the 1922 Act still applied. Section 9 provided 

that income tax be “charged, levied and paid for each assessment 

year” on the income of the corresponding income year. (It will be 

recalled that the two definitions were interlocking.) On this basis, 

since the “referent”, for each income year, for the levy of the tax 

thereon remained a period “external” to it, i.e., the corresponding 

assessment year, it was arguable that the 1979 Ordinance applied 

as it stood on the first day of the latter and not as on the last day 

of the former. And if this was the position, then it necessarily 

applied inclusive of all amendments made to the statute and in 

force on the first day of the applicable assessment year. 

30. It will be seen that the 1979 Ordinance in a sense 

represented an intermediate position as compared to the 1922 Act. 

One aspect of its charging section pulled in one direction, 

inasmuch as the requirement of an “external” source bringing it 

periodically (i.e., annually in relation to each previous year) into 

effect had ceased to exist. However, the other aspect, keeping as 

before a period (i.e., the corresponding assessment year) “external” 
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to the period the income of which was to be taxed (i.e., the income 

year) the referent for the levy of the charge pulled in the other 

direction. There was, in other words, a certain ambiguity. It is 

interesting to note that by the Finance Act, 1991, a proviso was 

added to subsection (1) of s. 9. The said Finance Act provided that 

the proviso was deemed always to have been so added. The proviso 

was as follows: 

 
“Provided that where, by virtue of an amendment in the First 
Schedule, the rate of income tax, for the purpose of 
assessment in respect of any assessment year, is altered, the 
rate of income tax existing prior to the said alteration shall 
continue to apply in respect of any assessment year to which 
the said existing rate is applicable.” 

 The wording of the proviso, with respect, was not a model of 

clarity. However, when considered from the perspective of the 

question now under consideration it seemed to indicate that the 

rates of tax set out in the First Schedule would, in relation to an 

assessment year, apply as amended (if such be the case) by the 

Finance Act relevant thereto. Since the definitions of both income 

year and assessment year interlocked and were tied to the concept 

of a financial year which (by definition) started on the first of July, 

that meant that in relation to a just ended income year the rates 

for the assessment year applied not as they stood at the end (i.e., 

last day) of the income year but rather as provided by the amended 

Schedule, which was to apply on the first day of the corresponding 

assessment year. Since this was the situation with the all-

important charging section, from this it could (at least arguably) be 

extrapolated that in relation to its other provisions also the 1979 

Ordinance applied not as it stood on the last day of the income 

year concerned but rather on the first day of the corresponding 

assessment year. That would be inclusive of all amendments up to, 

and on, the latter date. Nonetheless the position was by no means 

as clear as could have been; the interpretative analysis tugged in 

both directions. 

31. However it is not necessary to resolve the position since the 

1979 Ordinance has long since been repealed and replaced. It 

suffices to note that it did bring about a fundamental change in 

the charging section as compared to the 1922 Act in one aspect 



C.P.L.A. 2442-L/2022 
 
 

-:20:-

“external” to the year the income of which was to be taxed, i.e., the 

coming into effect of the statute in relation thereto. This aspect had 

ceased to exist. However, the other aspect “external” to the said 

year remained in place, i.e., that the levy was to be charged with 

reference to another period, the assessment year. With this in 

mind, we move on to the 2001 Ordinance. 

32. The charging provision for this statute is s. 4 (with which its 

Chapter II begins), and the basic charge is set out in subsection 

(1). The position is somewhat complicated by the fact that 

subsection (4) of this section inter alia provides that “certain 

classes of income (including the income of certain classes of 

persons) may be subject to… separate taxation as provided under 

this chapter”. Chapter II then goes on to list various such classes 

of income, some of which constitute separate “blocks” of income 

(i.e., income carved out of what would otherwise have been 

included in total/taxable income generally defined) and others 

being amounts entirely newly defined as “income” (herein after 

referred to “specially designated” income). An example of the 

former is s. 5 which relates to taxation of dividends. This is 

regarded as a separate “block” of income which, absent s. 4(4), 

would simply have been part of total/taxable income generally 

defined. An example of the latter is s. 7E which creates a special 

species of deemed income that would, absent this provision, not be 

regarded as part of total/taxable income generally defined. Section 

8 (the last section of Chapter II) makes certain general provisions 

for these types of income. However, the categories of income 

referred to in s. 4(4) are not relevant for addressing the question at 

hand. Therefore, for analytical purposes we focus on the general 

charge as contained in subsection (1) of s. 4.  

33. This provision, as it stands at present, is in the following 

terms: 

 
“4. Tax on taxable income.— (1) Subject to this Ordinance, 
income tax shall be imposed for each tax year, at the rate or 
rates specified in Division I or II of Part I of the First 
Schedule, as the case may be, on every person who has 
taxable income for the year.” 
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 It will be seen that like the 1979 Ordinance (and unlike the 

1922 Act) the 2001 Ordinance does not require any other statute 

to bring it into effect. The rates of tax are set out in a Schedule to 

the statute itself. The law therefore is always both in force and in 

effect. Thus, the first “external” aspect which was the essential 

driver of how the 1922 Act came to be interpreted and applied, as 

laid down in the Privy Council decision, remains entirely absent. 

The fundamental change brought about by the 1979 Ordinance in 

this regard is just as much applicable to the present statute. 

Therefore, the analysis in the paras herein above of how the 

absence of the first “external” aspect affects the position of the 

charging section is, mutatis mutandis, applicable here and need 

not be repeated. 

34. The real difference between the 1979 and 2001 Ordinances 

lies in respect of the second “external” aspect. It will be recalled 

that in the former statute the referent for the charging of income 

tax on the year that was being brought to tax (i.e., the income year) 

was the assessment year, which was a period other than (i.e., 

“external” to) the former. This was in line with the position that 

had obtained in the 1922 Act. The question therefore is, whether 

the same situation is to be found in the 2001 Ordinance? The 

charging section “imposes” tax for each “tax year” and it therefore 

needs to be seen what is meant by this term. 

35. Section 2(68), shorn to its essence, tells us that “tax year” 

has the meaning as given in subsection (1) of s. 74. This provision 

is as follows: 

“74. Tax year.— (1) For the purpose of this Ordinance and 
subject to this section, the tax year shall be a period of 
twelve months ending on the 30th day of June (hereinafter 
referred to as ‘normal tax year’) and shall, subject to sub-
section (3), be denoted by the calendar year in which the 
said date falls.” 

 This subsection has remained unchanged ever since the 

statute was brought into force, i.e., for a period of more than two 

decades. It will be seen that it simply provides that the tax year is 

a twelve month period ending on the 30th of June which, in effect, 

is the financial year so ending. This is the (annual) period that is 
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successively brought to tax. Most importantly, the charging section 

imposes income tax solely with reference thereto. Thus, unlike both 

the 1922 Act and the 1979 Ordinance there is no period “external” to 

the year sought to be taxed that is the referent of or for the charge. 

There is, in other words, no “assessment” year or period outside of 

the tax year that has any relevance for the charging of income tax. 

Put differently, the second “external” aspect of the charging 

section, which was to be found in the 1922 Act and continued in 

the 1979 Ordinance, has also been omitted. It follows that each tax 

year is, in this sense, now entirely self-contained; it is its own 

referent. It not merely describes the (annual) period that is (yearly) 

to be brought to tax but also directly makes it the only period 

relevant for the levy or charge of the tax. It is thus both the 

“subject” and the “object” of the charge. Or, put differently, as here 

relevant a tax year is also its own ‘assessment year’. In other 

words, all aspects for the levy and the charging of the tax have been 

“internalized” in the tax year itself. 

36. In our view, if the logic of the reasoning of the Privy Council 

decision is applied to the situation that now obtains, the position is 

clear. For each tax year the 2001 Ordinance applies at it stands at 

the end of that year. Any other date, including in particular the 

first day next succeeding, is of no relevance for the simple reason 

that no such referent exists in the charging provision. The day next 

succeeding the last day of a tax year is now simply the first day of 

the next tax year. It has no meaning or relevance for the tax year 

that just ended. Put differently, the end of the year which is to be 

brought to tax does not, as it did under the predecessor statutes, 

slide into a “year” that had also to be taken into account since the 

tax was to be charged with reference to the latter. Thus, each tax 

year is now, in all aspects, in near complete accord and harmony 

with the fundamental principle of income tax law noted in para 15 

above, i.e., that each such period is a self contained “unit”. Under 

the earlier dispensations that was also the position but with the 

crucial caveat that the charge was in relation to a period “outside” 

thereof (though no doubt temporally “adjacent” thereto). That 

distinction has now been eliminated. Since everything is now self-

contained in the tax year, which is its own referent for all purposes 
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of the charge, it follows that the 2001 Ordinance applies to that tax 

year as it stood on the last day of such period, i.e., June 30th. We 

note that this is in relation to the “normal tax period”, which is the 

situation at hand in respect of the TY 2009. Section 74 also deals 

with what is described therein as a “special tax year”. In our view, 

what has just been said applies equally, mutatis mutandis, in 

relation to a special tax year. 

37. For completeness, and to avoid any confusion, we may note 

that there are certain dates after the tax year that may be relevant 

thereto. The most obvious such date is the date for the filing of the 

return for that year. But those are just dates. They are not periods 

which, under the previous charging sections, had relevance for the 

charge itself. Such dates are matters of administrative 

convenience, regulated in relevant part by rules framed under the 

statute. They are not in, or of, the essence of the charge. Under the 

2001 Ordinance the tax year itself encapsulates all that is required 

in the tax year. 

38. It will be seen from the foregoing that the position under the 

2001 Ordinance, in relation to the question now before the Court, 

has, with respect, not been properly appreciated or applied. Of 

course, to apply the present statute in its true and correct 

perspective required also an understanding of the historical 

background and the manner in which the charging section has 

both legislatively evolved and been judicially interpreted. But once 

this is recognized, the many questions in relation to the 2001 

Ordinance, of the nature described in paras 8 to 10 above, would 

simply cease to exist (if not wholly then at least in large measure). 

Indeed, in a sense the law has (almost) come full circle. Under the 

1922 Act all one had to do was to ask, how did the statute stand 

on the first day that it was brought into effect for a given previous 

year? The answer was determinative of how the statute applied. 

Now, all that one has to ask is how does the statute stand on the 

last day of the tax year in question? The answer to this will 

likewise be determinative. No vexed questions of vested rights or 

past and closed transactions or beneficial legislation would arise or 

need to be addressed. There would be great certainty in the law. 
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And this would be driven, as it was under the 1922 Act, by the 

shape and frame of the charging section itself. The fact that things 

as they now stand under the present law can only be properly 

understood in a historical sense and by a comparative analysis 

should not be too surprising. That is how the law develops and 

evolves and changes over time especially when the span, as here, is 

many decades. The logic underlying the reasoning of the earlier 

decisions led to one conclusion when the charging section was 

framed in a certain way. Now that it is framed in a fundamentally 

different way, the same logic leads to a different conclusion in 

relation to the 2001 Ordinance. 

39. Accordingly, in our view to address the question in the facts 

and circumstances of the present case one need only ask: how did 

s. 122(2) stand on the last day of TY 2009? It stood as set out in 

para 2 herein above. On that basis the respondent taxpayer was 

correct in asserting that the notice for amendment was time 

barred. It is so held. No question of any vested right arises or need 

be addressed. 

40. While the foregoing is dispositive of the matter at hand, two 

points need to be made. Firstly, it should be kept in mind that the 

context in which the question before the Court is being considered 

is a retrospective application of the 2001 Ordinance and not its 

prospective applicability. An example will serve to illustrate the 

point. Suppose an exemption is granted in terms of the Second 

Schedule, to be available for a set number of years. Later, the 

exemption is withdrawn. A taxpayer who by the time of the 

omission had already become entitled to avail the exemption may 

claim a continued right to have its benefit for the (remaining) years 

of the grant. This claim may well be based on a vested right. But it 

would be in relation to the future, for tax years continuing or yet to 

come. Such a claim would have to be dealt with on its own terms. 

The question would be how, from the point of the pivot (i.e., the tax 

year in which the exemption is withdrawn), the 2001 Ordinance is 

to apply in future tax years and not for how it applied in tax years 

already past. That is, it would be prospective and not retrospective. 
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This is a context different from how the question is presently before 

the Court. 

41. Secondly, we are cognizant that the analysis and discussion 

in this judgment in a sense fundamentally resets the manner in 

which the question before the Court is to be answered. We are also 

aware that the 2001 Ordinance may up to now have been regarded 

as applying on the first day immediately after the end of the tax 

year in question, i.e., on the first of July, as amended by the 

Finance Act of that year. This could be especially so in relation to 

the rates set out in the First Schedule and also in respect of the 

rates relating to advance payment of tax (whether by way of 

deduction or collection) and impositions that are regarded as 

“final” or “minimum” tax as well as certain special impositions on 

separate “blocks” of income or on “specially designated” income.  

The Finance Acts usually come into force on the first day of July, 

i.e., after the tax year in question has already ended. Furthermore, 

the long titles of these Acts invariably state that they are being 

enacted to give effect to the financial or budgetary proposals of the 

Federal Government for the financial year commencing on the first 

of July. So, something needs to be said in this respect.  

42. It should be understood that if the 2001 Ordinance is 

amended on or before its last day (i.e., on or before June 30th) as in 

terms of the foregoing analysis it ought to be, that still would not 

affect the financial or budgetary position of the Federal 

Government for the ensuing financial year. The reason is that the 

tax, though levied on and assessed for the (just ended) tax year, is 

nonetheless collected in the following (financial) year. Therefore, 

the (expected) revenue receipts on account of the tax would not be 

affected. The rates amended up to 30th June for the just ended tax 

year would both properly “close” that year (in the legal sense 

described in this judgment) and also result in receipts that would 

be collected in, and therefore for, the ensuing financial year. As 

regards the rates for advance payment of tax etc., those would in 

any case apply in the ensuing financial year when the 2001 

Ordinance would (since it is, it must be remembered, always both 

in force and in effect) have the shape and form as amended up to 
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the just closed tax year. In other words the financial or budgetary 

position of the Federal Government would not be affected. The 

same would be the position, mutatis mutandis, in relation to the 

levy of tax on any special “block” of income or any “specially 

designated” income: such income would be levied for and in 

relation to the tax year just ended but the collection (including 

collection by way of advance payment) would be in the ensuing 

financial year. 

43. Nonetheless, notwithstanding the foregoing and in order to 

obviate any practical difficulties, it is declared that this judgment 

will not, in and of itself, apply to any tax year up to and including 

TY 2025 insofar as rates of tax set out in the First Schedule and 

rates for the advance payment of tax or “final” or “minimum” tax or 

the levy of tax on a special “block” of income or any “specially 

designated” income are concerned. However, in all other respects 

and aspects, this judgment will apply in relation to all past tax 

years, up to and including TY 2025. Furthermore, on and from TY 

2026 onwards this judgment will also apply in respect of the 

‘exclusions’ just identified (of course as applicable in and for and in 

relation to the tax years from that tax year onwards). 

44. Finally, for purposes of completeness, we will also take a 

look at how the question now at hand, in the context of and in 

relation to s. 122(2), was tackled in the reasoning of the forums 

below. That may, for present purposes, be called the “traditional” 

analytical framework. As noted, the learned High Court dismissed 

the Department’s tax reference by relying on its own decision 

reported as Commissioner Inland Revenue v Major General Retd. Dr. 

C. M. Anwar etc PTCL 2014 CL 608 and the order of this Court 

dismissing the Department’s leave petition against the same (being 

CP 1306/2014 dismissed by order dated 03.09.2014). The facts in 

the cited decision were as follows. The tax year involved was TY 

2004. The concerned officer of Inland Revenue sought to amend 

the taxpayer’s deemed assessment order by a show-cause notice 

issued on 13.05.2010. This was resisted as being time barred on 

the ground that at the relevant time, being the last day of TY 2004, 

s. 122(2) stood in the shape noted in para 2 above and hence the 



C.P.L.A. 2442-L/2022 
 
 

-:27:-

notice was beyond time. The Department took the position that the 

provision applied as it stood on the date of the notice by when it 

had of course been substituted to take the form set out in para 3 

herein above. As will be seen the facts of the cited decision are 

quite similar to those at hand. The learned High Court held (at pp. 

612-3) that the change in law could not affect the vested right that 

had accrued to the taxpayer to have the provision applied as it 

stood on the last day of the tax year. Therefore, the notice was time 

barred. When the Department approached this Court leave to 

appeal was declined on a similar approach. In our view, the cited 

decision can certainly be regarded as relevant for the facts and 

circumstances of the present case and therefore, even if the matter 

is regarded in terms of the “traditional” analytical framework, the 

same conclusion would be arrived at, namely, that the show-cause 

notice was time barred. Thus, on any view of the matter the 

Department’s stand is, with respect, without merit. 

45. This leave petition is converted into an appeal and the 

question posed is answered in terms as set out herein above. Since 

that answer, in the facts and circumstances of the case, is against 

the Department it follows that the appeal fails and is hereby 

dismissed. 
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