In the case of M/s K&N’s Foods (Pvt.) Ltd. vs. Federation of Pakistan, the Lahore High Court ruled in favor of the petitioners, setting aside the revocation of their income tax exemption certificates. The court found that the amendment in Section 153(4) of the Income Tax Ordinance, introduced by the Finance Act, 2024, did not have retrospective effect and thus could not invalidate the exemption certificates issued before its effective date of July 1, 2024.
 
Analysis & Commentary
 
Court and Jurisdiction: Lahore High Court
 
Case Type: Writ Petition
 
Statutes & Legal Principles:

Article 199 of the Constitution of Pakistan

Income Tax Ordinance, Section 153(4) (amended by Finance Act, 2024)

Case Law: Molasses Trading vs. Federation of Pakistan (1993 SCMR 1905), Muhammad Hussain and others vs. Muhammad and others (2000 SCMR 367)
 
Key Facts and Core Legal Question:
 
Facts: The petitioners, K&N’s Foods and Fauji Foods, held tax exemption certificates issued before the Finance Act’s amendment took effect. The Commissioner of Inland Revenue later revoked these certificates, citing the amendment.

Legal Question: Can an amendment in the tax law have retrospective effect on exemption certificates issued prior to its enactment?
 
Arguments:

Petitioners argued the amendment lacks retrospective effect and that they had already fulfilled their tax liabilities based on the certificates issued before the amendment.

Respondents contended that the certificates were invalid because the amended law was effective at the time the tax year commenced.
 
Legal Principles:

Retrospective Legislation: Generally, laws affecting substantive rights are presumed to operate prospectively unless explicitly stated otherwise.

The court leaned on established principles that statutes affecting vested rights should not be applied retrospectively unless absolutely necessary.
 
Court’s Reasoning:
 
The Finance Act, 2024, specified that its provisions, including the amendment to Section 153(4), were effective from July 1, 2024, without retrospective application. Thus, exemption certificates issued before this date remained valid.

The court referenced precedent cases supporting the principle against retroactive application in the absence of clear legislative intent.
 
Non-Binding Observations:
The court noted the absence of an explicit provision for retrospective effect in the Finance Act, 2024.
 
Citations:
 
Molasses Trading vs. Federation of Pakistan (1993 SCMR 1905): Established guidelines on legislative power and retrospective law application.

Muhammad Hussain and others vs. Muhammad and others (2000 SCMR 367): Affirmed the presumption against retroactivity in substantive rights legislation.
 
Impact on Legal Precedents:
 
Reinforces a cautious approach to retroactive legislation, especially where vested rights are concerned.

Confirms the necessity of clear legislative language for retrospective application.
 
Implications:
This judgment may influence future cases where amendments impact pre-existing rights, affirming that new laws must explicitly state retroactive intent.
 
Broader Impact:
The ruling upholds taxpayer protections against retroactive application of amendments, which could deter similar revocations.
 
Key Insights

Retrospective laws affecting substantive rights must have clear legislative intent.

Taxpayers’ pre-existing rights and compliance remain protected if acquired under prior laws.
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Courts favor a restrictive interpretation of retroactivity to protect vested rights.
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