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Dear Members,

A brief update on a judgment by the Supreme Court
of Pakistan on “Deduction of Section 156A from
Petrol Pumps in FATA is Pakistan Source Income;
Place of income origination is pivotal for exemption
of entities situated in FATA” is being shared with you
for your knowledge. The order has been attached
herewith the update.

This update is in line with the efforts undertaken by
our “CASE LAW UPDATE COMMITTEE” to apprise our
Bar members with important court decisions.

You are equally encouraged to share any important
case law, which you feel that should be disseminated
for the good of all members.

You may contact the Committee Convener
Mr. Shams M. Ansari or at the Bar’s numbers
021-99212222, 99211792 or email at
info@karachitaxbar.com & ktba0l@gmail.com

(Syed Zafar Ahmed)
President

(Asim Rizwani Sheikh)
Hon. General Secretary
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DEDUCTION OF SECTION 156A FROM PETROL PUMPS IN FATA IS
PAKISTAN SOURCE INCOME

PLACE OF INCOME ORIGINATION IS PIVOTAL FOR EXEMPTION
OF ENTITIES SITUATED IN FATA

Appellate Authority: Supreme Court of Pakistan (the SC)
Appellant: CIR, RTO PSH

Respondent: Akbar Khan Filling Station

Section: 156A of the Income Tax Ordinance,
Ordinance)

2001 (the

Detailed judgment was issued on 19 December 2023

Background: The respondent established, operated and
managed petrol pump stations in the territorial jurisdiction of
FATA (Federally Administered Tribal Areas). The petroleum
products were, however, purchased from companies
incorporated in Pakistan and the agreements were executed
outside the territorial limits of FATA. The companies in Pakistan
deducted tax under section 156A of the Ordinance on
commission of the pump operators, which was a final tax. The
pump operators claimed refund of the tax deducted under
section 156A on the premise that the provisions of the Ordinance
were not applicable to the territorial jurisdiction of FATA in the
first place, hence the amount of commission / discount under
section 156A was never not subject to Pakistan tax.

Decision of the Court:

First ruling of the Court:

The Court distinguished the activities carried out by the pump
operators and observed that activities relating to operation of
petrol pump stations in FATA and purchase of petroleum
products from companies in Pakistan are separate and distinct
from each other. The income, which was claimed as exempt by
the respondents, was accrued on account of commission paid to
the respondents and not for the sale of petroleum products to
the consumers. The Court emphasized that whilst retail sale
through petrol pump stations is carried out in the territorial
jurisdiction of FATA, the activity of sale of petroleum products to
the pump operators, payment of commission on such sale and its
related tax deduction took place outside FATA. Accordingly, it
was held that income arising on account of commission was not
immune from the applicability of the provisions of the
Ordinance.

Second ruling of the Court:

The Court decided that the territorial source / place of
origination of an income is the moot point to
determine whether such income accruing to entities
established in FATA is exempt or not. In case any
income was derived from the area(s) where the
Ordinance is enforced and applicable, such income
would not be exempt from tax merely on the basis
that the business premises of the recipients is in
FATA.

The Court while deciding this issue also relied upon its
own judgment reported as 2008 PTD 169 in case of
CIT v. Gul Cooking Oil and Vegetable Ghee (Pvt.) Ltd
where similar issue was decided under the provisions
of Repealed Income Tax Ordinance, 1979, wherein it
was held that immunity from payment of income tax
could not be claimed without establishing the fact
that taxable income was not being derived from the
area where the Income Tax Ordinance, 1979 is
applicable.

DISCLAIMER:

This update has been prepared for KTBA members and
carries a brief narrative on a detailed Judgment and does not
contain an opinion of the Bar, in any manner or sort. It is
therefore, suggested that the judgment alone should be
relied upon. Any reliance on the summary in any proceedings
would not be binding on KTBA.
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