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SOFTAX MEMBER’S TAX QUERIES

Question: As per Clause 103B, Dividend in Specie is exempt from income tax at the time of receipt of the Dividend, subject to a
Proviso regarding taxation at the time of disposal. We need interpretation in respect of Proviso. If I received 100 shares as Dividend
in Specie at face value of shares of an unlisted company (say face value is Rs 10 per shares and earlier shown as investment in that
company at face value in their Balance Sheet) as such, I got shares of Rs 1,000 which will be taxable as Dividend as Rs 100 as per
the proviso read with section 5. If I sold above 100 share at Rs 1,400 within one year, capital gain will be Rs 400 (1,400 less 1000)
as per section 37. Please confirm my understanding and in case of otherwise, please let me know your views with sample
calculations. [Mr. Asif Kasbati — Gatron Group]

Answer: Yes, as well as capital gain is concerned Rs. 400/- will be taxable under the head capital gain. But at the time of disposal 10% of Rs.
1,000/- on account of Dividend in Specie will be taxed u/s 5 of the Income Tax Ordinance, 2001 [reference: relevant portion of the proviso
of clause (103B), Part I, Second Schedule].

“Provided that when such shares are disposed off by the recipient, the amount representing the dividend in specie shall be taxed in
accordance with provision of section 5 of the Ordinance”.

Question: Dear Sir, with reference to Section 63 of ITO, 2001. (1) A salaried person is allowed tax credit for investment in Pension fund up
to 20% of taxable income or Rs.1 Million whichever is less. (2) If an employer directly invests accumulated balance of Provident fund to VPS
on request of any employee, he will also get tax credit. My question is: No.2 above is over and above tax credit to normal allowed or it is
included normal limit of investment. Any further clarification in this regard will be appreciated. [Mr. Ali Raza — Martin Dow Pharmal)
Answer: Tax credit u/s 63 of the Income Tax Ordinance, 2001 is only available to the lesser of:

1. Actual contribution by the person during the year; or

2. 20% (extendable up to 40%) of taxable income for the year; or

3. 50% of the total taxable income of the preceding year

There is no limit of Rs. 1 million, it was Rs. 500,000/- which was omitted by Finance Act, 2011.

Now come to the second point, Investment from Provident Fund:

The provident fund itself can not invest in Pension Fund, if fund is investing on behalf of employee, it’ll be considered as withdrawal from
fund by the employee and investment by him with Pension Fund Manager. (Reference Rule 103(aa) of the Income Tax Rules, 2002).

So, personal contribution by the employee will be the sum of investment of amount withdrawn from provident fund and his personal
investment if any. The investment of withdrawn money from provident fund will not be distinct from his personal investment and single
credit on the basis of above mentioned restrictions will be allowed on total amount contributed with Pension Fund Manager under
Voluntary Pension System Rules, 2005.
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