
 

 

 

Memorandum 

on the Meeting of the Competent Authorities of Pakistan and Germany held 

on 6 and 7 July 2004 in Berlin, Germany 

 

A Pakistani delegation, led by Mr. Salman Nabi, Member (Direct Taxes) Central 

Board of Revenue and a German delegation, led by Dr. Wolfgang Lasars, Director 

of International Tax Division, Federal Ministry of Finance, met in Berlin from 6 

to 7 July 2004 for mutual consultation on problems which may arise in the 

application of the Agreement between the Islamic Republic of Pakistan and the 

Federal Republic of Germany for the avoidance of double taxation with respect to 

taxes on income (DTA), and to reach a mutual agreement.  

 

The negotiations were conducted in a friendly and cordial atmosphere of mutual 

understanding. Both delegations have discussed and agreed to the following: 

 

1. The German-Pakistan DTA and the Protocol shall have effect over the 

domestic tax laws of the contracting states, as specified in section 107 of the 

Pakistan Income Tax Ordinance 2001 and section 2 of the German Fiscal 

Code.  

 

2. The source state may tax business profits of an enterprise of the other 

contracting state only so much as is attributable to a permanent establishment 

of that enterprise (Article 5 and 7 of the DTA read with provisions of the 

Protocol). In the case of a turnkey project paragraph 2 of the Protocol of the 

DTA should be taken into special consideration. The appropriate course is, in 

principle, to break down the contract, on the basis of the information 

contained in the contract and the actual carrying out of the contract, into 

supply of goods and other activities performed in the residence country and 

construction and installation components as well as other activities performed 

by the enterprise through the permanent establishment in the country of 

source. Income based on the activities in the country of source and computed 
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in accordance with normal open-market commercial terms (in accordance with 

the arm’s length principle) should be taxable in the country of source. 

 

3. Pakistan has introduced a system of advance ruling in income tax law. The 

Central Board of Revenue may, on application in writing by a non-resident 

taxpayer, issue to the taxpayer an advance ruling setting out Commissioner’s 

position regarding the application of income tax law to a transaction proposed 

or entered into by the taxpayer. This mechanism takes care of apprehensions 

about proper applicability of the Protocol which otherwise would be 

dependent on facts of individual cases. 

 

4. Presumptive taxation regime 

 

Under clause (41) of Part IV of the Second Schedule to Income Tax Ordinance 

2001, a resident of Germany may opt for taxation under presumptive tax 

regime by virtue of which tax paid at source (withholding income tax) at the 

prescribed rates on the full amount of the contract is final tax. Profits 

attributable to a permanent establishment need not be computed. Because a 

decision for such an option has been made on the free will of a resident of 

Germany, he cannot seek relief under Article 24 of DTA. The competent 

authority of Pakistan will provide the competent authority of Germany with 

information on German residents who have opted for such a regime to enable 

German tax authorities to carry out the provisions of the DTA. 

 

5. The application of the arm’s length principle is generally based on a 

comparison of the conditions in a controlled transaction with the conditions in 

transactions between independent enterprises. With respect to transfer pricing 

cases in the pharmaceutical industry, where research and development and 

production is done by a parent company/ head office and the formulation and 

the selling of the medicine is done by a subsidiary/ permanent establishment in 

the country of source both delegations agree that the most appropriate method 

is the resale price method. 
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6. A parent company in the pharmaceutical industry has the option to apply to 

the competent authority of its country of residence to certify that the transfer 

price to the permanent establishment/subsidiary in the other contracting  state 

is similar to the transfer price to independent third parties in similar third 

countries (if there are some). In case there are no such transactions with 

independent third parties, such certification would be made in respect of 

transfer prices to permanent establishments/subsidiaries in similar third 

countries. The tax authorities in the other contracting state will accept this 

certificate in its examination of the transfer prices. 

 

 

Both delegations are confident that this Memorandum will contribute to the 

economic development and business relationship of both countries. The 

competent authorities of both countries will inform their respective business 

communities about this Memorandum.   

 

Done at the Federal Ministry of Finance in Berlin, 7 July 2004 

 

 

For the Pakistan 

Delegation 

 

For the German 

Delegation 

 

Mr. Salman Nabi  

Member (Direct Taxes)  

Central Board of Revenue 

Government of Pakistan 

 

Dr. Wolfgang Lasars 

Director of International Tax Division 

Federal Ministry of Finance 

 


