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,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, FOREWORD

In orderto get expert proposals and views about various aspects of the upcoming Federal Budget 2010-2011 in Pakistan,
the National Assembly Standing Committee on Finance and Revenue held a Pre-Budget Consultation on February 18,
2010 in Islamabad. This is a report of the Consultation compiled by PILDAT for the National Assembly Standing
Committee on Finance and Revenue.

The initiative was taken to furtherimprove interaction between the people and the Parliament and to establish the tradition
of eliciting public input and ownership of country's fiscal and financial priorities by the elected representatives.

Acknowledgments

The Consultation was facilitated by PILDAT under a project titled Parliamentary and Political Party Strengthening Project
in association with the Parliamentary Centre, Canada and the support of the Canadian Department of Foreign Affairs and
International Trade.

Disclaimer

Every effort has been made to ensure the accuracy of the views expressed by experts, observers and committee
members and any omission or error is not deliberate. The National Assembly Standing Committee on Finance and
Revenue and PILDAT, therefore, are not responsible for any error or omission. The content of the report does not
necessarily reflectthe views of the PILDAT, Parliamentary Centre, Canada and the Canadian Department of Foreign Affairs
and International Trade.

Islamabad
February 2010
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,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, EXECUTIVE SUMMARY

he National Assembly Standing Committee on Finance and Revenue held a Pre-Budget Public Consultation on
Change in Collective National Behaviour: How to Expand the Tax Base in Pakistan: Ideas for the Budget 2010-2011
onFebruary 18,2010inIslamabad.

The experts who recorded oral evidences/recommendations to the Committee included Senator llyas Ahmad Bilour, Chairman,
Senate Standing Committee on Commerce and former President, Federation of Pakistan Chamber of Commerce & Industry
(FPCCI); Dr. Fazal Hussain, Head of Research / Fiscal Policy Division, Pakistan Institute of Development Economics (PIDE),
Islamabad; Mr. Muhammad Sabir, Principal Economist, Social Policy and Development Centre (SPDC), Karachi; Mr.
Muhammad Abdullah Yusuf, Vice President (North), Institute of Chartered Accountants Pakistan (ICAP), and former Chairman
Federal Board of Revenue; Mr. Mushtag Ahmed Madraswala, Executive Director, Institute of Cost and Management
Accountants Pakistan (ICMAP) and Dr. Ather Magsood Ahmed, Professor of Economics / Head of Social Sciences Department,
National University of Science and Technology (NUST), Islamabad.

The key recommendations made to the Committee included:

1. Legislation should be introduced on creating a DATA WAREHOUSE or Tax Intelligence Unit which can monitor all
financial activities of citizens from all economic sources of information, including actual transactions taking place in the
banks. Through such a system, tax collectors will have real-time online information of all the activity enabling collection
of huge data on every individual through a unique/single identifier such as the NTN or the CNIC.

2. Capital gains tax on all classes of assets including shares as well as real estate property should be considered

3. Agriculture Income Tax is less than 1% of total taxes collected at present. Agriculturists must also pay tax onincome
derived from agriculture sources more so because there has been significant increase in agriculture income over the
years. According to Resource Mobilization Committee, if agricultural tax is imposed in rural areas, 93% of the farmers
will have no affect from imposition of this tax while 5% farmers will have nominal impact leaving only 2 % farmers to
have some actual affect on their incomes. In order to safeguard only 2%,the overall economy must not be jeopardized
and therefore agriculture income should be brought under the tax net leading to an enhanced tax to GDP ratio.

4, Manufacturing Sector at present contributes about 18% to the GDP; however it contributes 2/3“ to the total tax
collection. (Agriculture and Services Sector put together contribute 80% to the GDP and only 1/3" to the total tax
revenue). Contribution from Agriculture and service sector should be enhanced. The Committee should consider small
levy on petroleum products so thatitis easily collected.

5. Review of Laws to Whiten Money: We have a law which enables to whiten money if it is sent from abroad and it is not
taxable. This law is a handicap for tax mobbilization efforts and should be re-considered.

6. Profits of State Bank: We should consider taxing the profits of State bank which are non-tax revenue at present.

7. The PDL (petroleum development levy) is also a tax and treated as non-tax revenue. It should also be a taxation
measure.

8. Corporate Tax Rate is 35% at the moment and should be brought down to 30 %, in line with the standards prevailing in
the region.

9. Review of Exemption Regimes: A review needs to be undertaken for exemption regimes. Excise duty on luxury goods
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should be increased. An example is the tax on cigarettes, which is still lower than the neighbouring countries.
Exemptions on sales tax on goods should be reviewed.

10.  Documentation of Economy and Compliance Management Strategies: The economy needs to be documented and
Compliance Management Strategies need to be put in place before expanding the tax base. Compliance rate is how
many people submit their returns relative to the number of total tax payers registered with the organization. More than
50,000 corporations are registered with the Securities and Exchange Commission of Pakistan (SECP) while 37,000
plus are registered with the FBR. Last year only 17,000 paid their taxes.

11.  50% of tax of our country and a quarter of tax receipts are generated by the POL (Petrol, Qil, Lubricants) alone.
Taxes on petroleum products cannot be reduced as it is major contributor to the revenue of the government.

12.  Carbon Taxation: Carbon tax should be imposed and the basis of this tax should be carbon emissions from vehicles,
various industries, etc.

13.  Introduce Capital Gains Tax: Capital Gains Tax (CGT) should be imposed in a phased manner. This tax should be as per
holding period of assets, be it shares, property, etc. If asset is held for a period of less than 12 months a higher tax
incidence should occur, and if held for longer period then a lower tax incidence should take place.

14.  Abolish Capital Value Tax: Capital Value tax (CVT) should be abolished as this is a tax on investment/savings and is
againstthe principle of taxing income. CVT on encashment of cheques has also not helped in documenting the economy.

15.  Tax Education a Compulsory Part of Primary & Secondary Education: Paying taxes is more of an ethical issue and a
very high number of citizens evade taxes. In view of this spirit of paying taxes, as a social obligation and responsibility,
should be inculcated through introduction of tax education (covering social responsibility aspect and also method of tax
computation) at primary and secondary level syllabi.

16.  Tax Exemptions for Economic Development in New Sectors: Policy makers must not follow the formula of “no
exemptions” across the board. Whereas exemptions already existing should be reduced gradually, new exemptions for
economic development should also be considered such as exemptions/reduced rate for the following sectors:

- Mineral sector development

- Value addition in agriculture sector

- Fisheries (Exportas well as value addition)
- Hitech industry

- Defence production for export

This economic development will not only contribute to employment generation but will ultimately result into higher
revenue forthe government.

17.  Tax Rate to be determined as per performance of different sectors: Lower tax rate for the following sectors: mineral,
agriculture, textiles, Value added industry, etc.

18.  Local government should be used for tax collection. Union council should be given a certain share of tax
collection and should only take tax from those people who are not already in the tax net
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Pre-Budget Public Consultation by the National
Assembly Standing Committee on Finance and
Revenue

The National Assembly Standing Committee on Finance
and Revenue held a Pre-Budget Public Consultation on the
topic of Change in Collective National Behaviour: How to
Expand the Tax Base in Pakistan: Ideas for the Budget
2010-2011 on February 18, 2010.

The National Assembly Standing Committee on Finance
and Revenue received proposals from various experts on
expanding the Tax Base in Pakistan especially in the context
of the upcoming Federal Budget 2010-2011. Members of
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the National Assembly Standing Committee on Finance &
Revenue who were part of the consultation included Mrs.
Fauzia Wahab, MNA (NA-312, Sindh-V, PPPP) and
Chairperson National Assembly Standing Committee on
Finance & Revenue; Mr. Abdul Rashid Godil, MNA (NA-252
Karachi-XIV, Sindh, MQM); Mr. Aftab Shaban Mirani, MNA
(NA-202 Shikarpur-l, Sindh, PPPP); Mr. Arif Aziz Sheikh,
MNA (NA-183 Bahawalpur-I, Punjab, PPPP); Ms. Khalida
Mansoor, MNA, ( NA-279, Punjab-VIl, PML-N); Mrs.
Kashmala Tarig, MNA (NA-302, Punjab-XXX, PML);
Khawaja Mohammad Asif, MNA (NA-110, Sialkot-I,
Punjab, PML-N); Ms. Nighat Parveen Mir, MNA, (NA-278,
Women Punjab- V, PML-N); Mr. Riaz Fatyana, MNA (NA-94,
T.T.Singh-lll, Punjab, PML) and Mr. Shahid Khaqan Abbasi,
MNA (NA-50, Rawalpindi-I, Punjab, PML-N).




Change in Collective National Behaviour: How to Expand the Tax Base in PaRistan

Pre-Budget Public Consultation
by the National Assembly Standing Committee on Finance and Revenue

T

|

#l

BTy e e

The experts who recorded oral
evidences/recommendations to the Committee included
Senator llyas Ahmad Bilour, Chairman, Senate Standing
Committee on Commerce and former President, Federation
of Pakistan Chamber of Commerce & Industry (FPCCI); Dr.
Fazal Hussain, Head of Research / Fiscal Policy Division,
Pakistan Institute of Development Economics (PIDE),
Islamabad; Mr. Muhammad Sabir, Principal Economist,
Social Policy and Development Centre (SPDC), Karachi; Mr.
Muhammad Abdullah Yusuf, Vice President (North),
Institute of Chartered Accountants Pakistan (ICAP), and
former Chairman Federal Board of Revenue; Mr. Mushtaq
Ahmed Madraswala, Executive Director, Institute of Cost
and Management Accountants Pakistan (ICMAP) and Dr.
Ather Magsood Ahmed, Professor of Economics / Head of
Social Sciences Department, National University of
Science And Technology (NUST), Islamabad.

Parliamentarians from PML-N, PPPP  MQM and ANP
participated as observers in the Consultation alongside
representatives of business, markets, trade associations,
academics and the media.

Opening the consultation, Mrs. Fauzia Wahab, MNA (NA-
312, Sindh-V, PPPP) and Chairperson National Assembly
Standing Committee on Finance & Revenue welcomed the
experts and observers including Parliamentarians and said
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that the Committee's initiative to hold public consultation
was to further improve interaction between the people and
the Parliament and to establish the tradition of eliciting
public input and ownership of country's fiscal and financial
priorities by the elected representatives.

She said that the Federal Cabinet's decision of February 10
to present Budget proposals to Parliamentary Committees
by May 2010 to allow in-depth budget review and input by
Parliamentary Committees was a triumph of efforts of all
Parliamentarians over the years to reform the Parliamentary
Budget Process. She acknowledged the efforts of PILDAT,
especially in sensitising Parliamentarians towards the need
of the reform of Parliamentary Budget Process as well as
providing comparative perspectives and information in this
regard. She also acknowledged PILDAT's support in
facilitating the pre-budget public consultation in association
with the Parliamentary Centre, Canada.

Ms. Wahab said that the main aim and purpose of this highly
important consultation was to receive suggestions from the
experts regarding the upcoming budget and discuss the
ways and means to increase the tax base of our country.

Experts and Members of the Standing Committee on
Finance and Revenue presented their recommendations for
inclusion in the budget, which are re-produced ahead.
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Oral Evidence/Recommendations by Experts

Senator llyas Ahmad Bilour

Chairman, Senate Standing Committee on Commerce
Former President, Federation of Pakistan Chamber of
Commerce & Industry (FPCCI)

Senator llyas Ahmed Bilour said that Pakistan has 8.8% of
tax to GDP ratio at the moment. Last year the GDP stood at
Rs. 1.3 trillion and this year, it is expected to be Rs. 1.4
trillion and an increase of 17 hundred 87 billion in taxes as
compared to last year. There still is no Income tax on
Agriculture sector, but indirect tax is applicable to them in
the form of fertilizers, pesticides, etc. Indirect taxes should
be lessened as these are the real cause of people's miseries.
Examples include 25% tax on 1 kilo of vegetable oil and Rs.
39.7 on petroleum. Incentives must be given to collect tax
from shopkeepers as they have the shutter power and can
use it to their advantage. Trust-deficit is a major factor when
it comes to payment of taxes. The auditors do not perform
their duty with honesty and hence the public does not trust
the process. Basic amenities like Education, Health and
Security should be ensured for effective tax collection as
some people are of the view that they do not get the required
facilities in relation to the taxes they pay. All four provinces
must be given autonomy. Direct taxation should be
increased rather than indirect taxation. The steps that the
Federal Board of Revenue (FBR) is taking to improve tax
payments are appreciable and the computerized system
has also helped in the collection of taxes. In India, even
small shops charge General Sales Tax (GST). In our country,
GST is only applicable on credit cards since only
transactions through credit cards are documented
therefore the retailers pay GST on those transactions. Tax
culture needs to be developed in order to sustain and help

grow oureconomy.

Q&A/Discussion

Mr. Humayun Saifullah, MNA
(NA27-Lakki Marwat, NWFP, PML)

What is the tax to GDP ratio in India, Bangladesh and Sri
Lanka? What specific methods can be brought about to
increase tax base?

Senator llyas Ahmad Bilour

Chairman, Senate Standing Committee on Commerce
Former President, Federation of Pakistan Chamber of
Commerce & Industry (FPCCI)

The figure of Bangladesh was 8.4% whereas India and Sri
Lanka are about 20 % higher than Pakistan. Tax to GDP ratio
of India was 11.5% in 2008-9; Sri lanka at 16%. The reason
for this is that they have a very well planned and
sophisticated system. We lack the culture of tax in Pakistan.

Dr. Fazal Hussain
Head of Research / Fiscal Policy Division, Pakistan Institute
of Development Economics (PIDE), Islamabad

Dr. Fazal Hussain explained that tax base is the sum of
taxable activities. Pakistan has been relying too much on
indirect taxes. In addition to low tax to GDP ratio there is
higher dependence on indirect taxes in Pakistan whereas
the focus should be more on direct taxes. We need to
analyze all taxes and improve our tax culture. We need to
give more incentives to tax machinery. Accountability and
Transparency must also be ensured.
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Q&A/Discussion

Mr. Humayun Saifullah, MNA
(NA27-Lakki Marwat, NWFP, PML)

What are your suggestions to quantify deficit financing?

Dr. Fazal Hussain
Head of Research / Fiscal Policy Division, Pakistan Institute
of Development Economics (PIDE), Islamabad

The expenditures over the past few years have been very
high. The defence payments could be curtailed but the
interest payments cannot be curtailed which poses serious
threat to the economy. Our fiscal deficit has improved over
the last 20 years. Natural catastrophes like earthquakes

have been a major problem with regards to high fiscal deficit.

Mr. Muhammad Sabir
Principal Economist, Social Policy and Development Centre
(SPDC), Karachi

Mr. Muhammad Sabir said that in the 2009-2010 Budget,
there was a 28% expected growth on direct taxes, 37.1% on
federal excise, 10.5% on sales tax and 9.3% on customs.
Actual figures and outcome was that from expected 28% on
direct taxes, only 0.4 % growth was recorded, 11.8%
growth on sales tax, 5.8 % growth on Federal Excise and a
decline on Customs of 2% was recorded.

Steps to counterincome tax evasion include:

1. The systemis withholding tax regime in which people
take tax as presumptive. The tax is not adjusted
properly. Withholding tax system mechanism must
beimproved.

2. Evasion created when one form of income above a
threshold is to pay tax and tax exempted for another
form of income below that threshold. Even in
agriculture, if yourincome exceeds a certain amount,
then one must pay income tax.

3. Property and tax holding by other methods should be
includedinthe tax net.

4. Tax Intelligence Unit is needed to monitor all the
financial activity of all people.

5. National Tax Number (NTN) and Computerised
National Identity Cards (CNICs) number must be
interlinked and coordinated.

6.  Those people whose expenditure exceeds a certain
amount of their income should be brought to the tax
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net.

7.  Excise duty on petroleum products must be changed
to carbon taxation and must be linked to pollution
base.

8.  Exemptions on sales tax on goods should be checked.
For example all military goods are not liable to sales
tax. If we apply sales tax to defence goods, it would
be beneficial.

9. Provincial government have more information on
what to bring to the tax net. In our country services
tax falls under the provincial government. Therefore,
provinces must be given autonomy and encouraged
to collect tax themselves rather than tax collection by
the FBR. This is applicable in the NWFP and the
Punjab.

Mr. Muhammad Abdullah Yusuf

Vice President (North), Institute of Chartered Accountants
Pakistan (ICAP),

former Chairman Federal Board of Revenue

Tax gap is the difference between what should have been
collected and what is actually collected. Let us take it at
about 50% this year. It is Rs. 600-700 billion rupees which
due to ineffectiveness of tax collecting machinery and the
human resources, is not collected. The solution is the
concept of a DATA WAREHOUSE. It is the third party
information which is collected from all economic sources
of information, including actual transactions taking place in
the banks. Through this tax collectors will have online
information coming in real time of all the activity thus
enabling collection of huge data on every individual through
a unique/single identifier such as the NTN or the CNIC. Use
of CNICs should be enforced at places that do not currently
have that. When the tax return is submitted, one can file the
return, and after it is processed electronically, one can
process the information from the data house. If it matches
the information that had been provided, its fine, otherwise it
raises a legitimate query for the tax payer. The system is
ready and can be initiated and only requires legislation from
the Parliament.

The Chilean tax system, for instance, has 37 sources of
information, and every year one gets a draft return prepared
by them automatically based on the information that they
have. Turkey is another role model which, through the
online system, has been able to double its tax to GDP ratio
from15t0 30% inthe last 2 years.

We are a cash and non-documented economy and cannot
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come to a documentation mode. What we can do is to
determine the assets and expenditure through these
methodologies. The system to work on is ready in the FBR
and only needs the will and necessary legislation of the
government to start. This will plug the loopholes and
leakages. Automation is a great advantage today. Today,
100% of the sales tax is filed electronically. We need to
ensure that the system is there without human intervention.

The contribution of provinces in tax to GDP is 0.5%. This
needs to be changed. There are 4 main areas to review.

1. Capital gains tax on all classes of assets including
shares as well as real estate property should be
considered

2. Agriculture Income Tax is less than 1% of total taxes
collected at present. Agriculturists must also pay tax
on income derived from agriculture sources more so
because there has been significant increase in
agriculture income over the years. According to
Resource Mobilization Committee, if agricultural tax
is imposed in rural areas, 93% of the farmers will
have no affect from imposition of this tax while 5%
farmers will have nominal impact leaving only 2 %
farmers to have some actual affect on their incomes.
In order to safeguard only 2%, the overall economy
must not be jeopardized and therefore agriculture
income should be brought under the tax net leading to
an enhanced tax to GDP ratio.

3. Motor vehicles tax should be reviewed. We also
propose that the Committee should consider small
levy on petroleum products so that it is easily
collected.

4. Manufacturing Sector contribution needs to be
increased by atleast 10%.

We have a law which enables to whiten money if you send it
from abroad and it is not taxable. This is a handicap for tax
mobilization efforts. Hundi and Hawala system is another
issue which needs to be addressed. We should consider the
profits of State bank which are non-tax revenue today. This
should be tax revenue. The PDL (petroleum development
levy) is also a tax and treated as non-tax revenue. It should
also be a taxation measure. Corporate tax rate is 35% at the
moment and should be brought down to 30 %, which are the
figures of the region. A review needs to be undertaken for
exemption regimes. Excise duty on luxury goods should be
increased. An example is the tax on cigarettes, which is still
lowerthan the neighbouring countries.

Q&A/Discussion

Mr. Humayun Saifullah, MNA
(NA27-Lakki Marwat, NWFP, PML)

Was there any interference in the Federal Board of Revenue
by the Prime Minister or the President under the previous
regime?

Mr. Muhammad Abdullah Yusuf

Vice President (North), Institute of Chartered Accountants
Pakistan (ICAP),

former Chairman Federal Board of Revenue

No, absolutely no interference which is a very important
factor to be maintained especially for the FBR today. If the
system is not merit based, it can not produce the required
results.

Mrs. Kashmala Tariq, MNA

Facilitated by PILDAT (wuww.pildat.org) in association with the PARLIAMENTARY CENTRE ' >ada; Supported by
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(NA-302, Punjab-XXX, PML);

When you were the Chairman FBR, why could you not
implement your proposed system? In Europe, the concept
is that more money should be spent on business. How can
we move to such mechanisms that more industries are
setup and inturn, more jobs are created?

Mr. Muhammad Abdullah Yusuf

Vice President (North), Institute of Chartered Accountants
Pakistan (ICAP),

former Chairman Federal Board of Revenue

Taxation policy is such that you give incentives in certain
directions. Answering first part of the question, this thing
was ready after a long haul. It took us 3 years to take
electronic receipts from the National Bank. Now, we are in
that position where we can take it forward with the backing
ofthe current government.

Mr. Abdul Rashid Godil, MNA
(NA-252 Karachi-XIV, Sindh, MQM)

The table value of the property is a provincial matter. The
difference between the table value and reality is very
different. How can we collect data of the transactions of
such big amounts for the record?

Mr. Muhammad Abdullah Yusuf

Vice President (North), Institute of Chartered Accountants
Pakistan (ICAP),

former Chairman Federal Board of Revenue

We need to connect banks, whichis a very important step in
order to collect data. Even if you make ten drafts, one must
have already withdrawn the cash, therefore one has already
generated that income, in order to withdraw it. Now one
must have to declare their records which make it a valuable
lead for us.

Mr. Mushtaq Ahmed Madraswala
Executive Director, Institute of Cost and Management
Accountants (ICMAP), Pakistan

Mr. Mustag Ahmad said that tax paying people need
physical returns more than expectations. We need to ask
ourselves where is the tax net when not even a single Mobile
message goes withouttax? The data in this regards must be
compiled, but total economy and population expenditures
must be recorded. Credit card payments are being made on
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websites without taxes. This is a matter that must be iooked
into.

Dr. Ather Magsood Ahmed

Professor of Economics / Head of Social Sciences
Department, National University of Science and Technology
(NUST), Islamabad

Dr. Ather Maqgsood said that the state of the economy is
proportional to the revenue profiles. High and sustained
growth leads to low poverty. Our fiscal deficit is very high
which is alarming. Taxation policy of our country clearly
states that over 1 year period Pakistani government has
increased debt burden by US $ 1 trillion external debt while
60% is because of currency devaluation. What is the tight
monitoring policy that we are proposing? This is something
that we need to ask ourselves.

Compliance rate is how many people submit their returns
relative to the number of total tax payers registered with the
organization. More than 50,000 corporations are registered
with the Securities and Exchange Commission of Pakistan
(SECP) while 37,000 plus are registered with the FBR. Last
year only 17,000 paid their taxes. Why do we then need to
increase the tax base when the compliance rate is so bad?
There are only 4,000 out of 17,000 who have either shown
nil returns or business losses. Out of the 4000, 32% have
shown income up to 200,000 only, meaning that the CEQ of
that company was not earning more than Rs.17,000 per
month.

There are only five commodities that are paying tax in this
country which generate 50% of tax of our country and a
quarter of tax receipts are generated by the POL (Pakistan
Qil Fields) alone. We cannot reduce taxes on petroleum
products since this is a major source of income for the
government.

Analyzing the GST rates, the compliance level in 2003 was
around 60%. When we removed turnover taxpayers it
increased to 70% but the wholesalers and retailers are a
WwOrse case scenario when it comes to compliance levels.

We lack documentation. Before we talk about expanding the

tax net, we should talk about Compliance Management
Strategies.

Q&A/Discussion
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Mr. Humayun Saifullah, MNA
(NA27-Lakki Marwat, NWFP, PML)

We have a US $ 50 billion dollars of foreign debt comparing
the rate of US dollar at Rs. 60 with that of Rs. 85+ today.
What difference did it have on the economy?

Dr. Ather Magsood Ahmed

Professor of Economics / Head of Social Sciences
Department, National University of Science and Technology
(NUST), Islamabad

Cost of domestic debt is the interest rate. External debt has
2 costs: Interest rate and currency exchange rate. Domestic
economy has to generate the resources to make rupee and
then convert rupee. You have to generate 26 extra rupee
activity, which is costing you. It also benefits, if you use it in
exportthenthe gap comes back fromthat level. Expenditure
side has three major heads: Debt Servicing (Interest &
repayment), Defence and Public Administration. The more
the depreciation of currency, the amount on debt services
willincrease and the flexibility of system will reduce.
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Recommendations by the Members of the
Standing Committee on Finance and Revenue

Mr. Arif Aziz Sheikh, MNA
(NA-18, Bahawalpur-I, Punjab, PPPP)

1. The contribution of the Centre should be strong in the
tax-collection system and the centre must monitor
the provinces rather than giving more provincial
autonomy.

2. The provinces should be answerable to the Centre
which and must give a proper report on every sector,
like Education, Health, etc.

Mr. Abdul Rashid Godil, MNA
(NA-25, Karachi-XI, Sindh, MQM)

1. Allincome must be taxable.

2. Thereneedstobe atax culture.

3. We need to add small traders in our tax net and this
needs to be discussed in detail.

Mr. Riaz Fatyana, MNA
(NA-94 T.T. Singh-Ill, Punjab, PML)

1. There should be a stronger writ of the Government in

s
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the tax-coilection system.

2.  Professional and spiritual leaders should be brought
inthe tax net.

3. Tax paymentinformation should be ensured on every
major purchase, for the government to catch people
who do not pay their taxes.

4.  Services of transvestites should be taken in order to
recover tax from those people who do not give tax.
They should go and stand in front of the houses of
such people and demand that they pay their taxes.

Mrs. Kashmala Tariq, MNA
(NA-302, Punjab XXX, PML)

1. Taxculture hasto be established top down.

2. We probably have one of the largest undocumented
economies of the World, which is very alarming and
must be looked into. Documentation of economy
should be the key agenda

3. The Committee should look at rationalizing corporate
taxes as well.
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Recommendations by Observers

Ms. Ayla Majid

Director, Khalid Majid Rehman Chartered Accountants,

Islamabad

1. Aclear distinction is required to be made in terms of
what to tax and what not to. Clearly it is income that
should be taxed and not wealth, investment or
transactions. A transaction may or may not translate
into a gain hence only gain/income should be taxed.

2. Some of the proposals for revenue enhancement are
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as below:

Introduce Capital Gains Tax: Capital Gains
Tax (CGT) should be imposed in phased
manner. This tax should be as per holding
period of assets be it shares, property, etc. If
asset is held for a period of less than 12
months a higher tax incidence should occur,
and if held for longer period then a lower tax
incidence should take place.

Abolish Capital Value Tax: Capital Value tax
(CVT) should be abolished as this is a tax on
investment/savings and is against the
principle of taxing income. CVT on
encashment of cheques has also not helped
in documenting the economy.

Tax Education a Compulsory Part of
Primary & Secondary Education: Paying
taxes is more of an ethical issue and a very
high number of citizens evade taxes. In view
of this spirit of paying taxes, as a social
obligation and responsibility, should be
inculcated through introduction of tax
education (covering social responsibility
aspect and also method of tax computation)
atprimary and secondary level syllabi.

Tax Exemptions for Economic
Development in New Sectors: Policy
makers must not follow the formula of “no
exemptions” across the board. Whereas
exemptions already existing should be
reduced gradually, new exemptions for
economic development should also be
considered such as exemptions/reduced

rate for the following sectors:

- Mineral sector development

- Value addition in agriculture sector

- Fisheries (Export as well as value

addition)

- Hitechindustry

- Defence production for export
This economic development will not only
contribute to employment generation but will

ultimately result into higher revenue for the
government.

Tax Rate to be determined as per
performance of different sectors: Lower tax
rate for the following sectors: mineral,
agriculture, textiles, Value added industry,
etc.

Simplification of Taxes - Streamlining
Measure: At present 47 tax payments are
made in Pakistan in a year and in terms of
time 560 hours are spent on tax compliance.
(Paying Taxes 2010 - World Bank survey)

This high number of payments and time
should be reduced. In order to reduce this
compliance burden:

- Difference taxes should be merged

- More use of technology -
Implementation of Integrated Tax
Management system (ITMS) on
fasttrack

Mr. Farhan Bukhari
Financial Analyst, Dawn News

1.

The Government needs to implement strict measures
in collection of taxes and needs to impose its writ for
the systemto work effectively.

Agriculturists must pay taxes since the income from
agriculture sector has increased dramatically over
the years. According to Resource Mobilization
Committee, if urban tax is imposed in rural areas,
93% of the farmers will feel no effect whatsoever, 5%
farmers will have nominal impact and 2 % farmer will
be effected. In order to safeguard those 2%, we must
not jeopardize our economy and everyone must pay
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taxes.

Senator Haji Muhammad Adeel
(ANP, NWFP)

- Small shop holders are ready to give tax but the
complications created in the form of long lines in front
of banks and forms and transfer through internet, etc.,
should be removed and the process should be made
more user friendly for them.

Mrs. Fauzia ljaz Khan, MNA
(NA-317, Sindh XI, MQIM)

- There should be transparency and accountability of
the tax-collecting machinery as it is considered to be
the most corrupt machinery

- We need to make a tax ladder according to the pay
scale of the individuals and ensure accountability on
the side of the collector and the tax-payer.

Mian Abdul Sattar, MNA
(NA-193, RahimYarKhan Il, Punjab, PPPP)

- Local government should be used for tax collection.
Union council should be given 20% of tax collection
and should only take tax from those people who are
not already in the tax net.

Mr. Sadiq Gondal
(Correspondent- Dawn News)

- Strict action must be taken by FBR against those people
who do not pay taxes.

- Political will and backing is needed in order to expand the
taxbase

Mr. Sana Ullah Khan
Coordinator, Islamabad Chamber of Commerce &
Industries-ICl

- Self assessment schemes need to be introduced.
Awareness must be created through media religious
personalities that people must pay their taxes.

Mr. Mahmood Khalil
Research Economist, Pakistan Institute of Development
Economics (PIDE), Islamabad

- Around 30-35 % undocumented economy exists
whichis alarming and needs to be addressed.

- Consumption tax, GST should be cascaded, rather
than a flat tax.
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e « | Morality of taxation

o Democracy

o People voice

o Tax machinery

o Am | getting something in response?
o ls tax a user charge?

o Of government provided infrastructure and
other facilities

o Types of Taxes Cont..

o Indjrect taxes

o Custom Duties: Goods imported and exported from
[Pakistan are liable (o rates of Customs duties as
prescribed in Pakistan Customs Tariff.

o Federal Excise: keviable on a limited number of goods
produced or manufactured, and services provided or
rendered in Pakistan. On most of the tems Excise duty
is charged on the basis of value or retail price. Some
tems are, however, chargeable to duty on the basis of
weight or quantity. Classification of goods is done in
accordance with the Harmonized Commodity Description

*Regressive taxation

o proportional tax, the tax as a percentage of
income is constant over all income levels
(reduce the tax incidence of people with
smaller incomes).

o progressive tax; the tax as a percentage of
income rises as income rises

o regressive tax; the tax as a percentage of
income falls as income rises.

Proirtinnal. Progressive, and

-Ty+s of Taxes

o Direct taxes primarily comprise income tax,
glong with supplementary role of wealth tax and
is charged on the following,

1. Salaries

2. Interest on securities;

3. Income from property,

4. Income fram business or professions
5. Capital gains; and

6. Income from other sources

-'Eyp+s of Taxes Cont..

Sales Tax' Sales Tax is levied at vanious stages of
economic activity at the rate of 16 per cent on:

o all goods imported into Pakistan, payable by the
importers;

o all supplies made in Pakmtanhryar:?
person in the course of n;.rl:n.mnaas
carried on by him

o Care is done that the tax paid at any stage does not
excesd 16% of the total sales price of the supplies

Federal Taxes

e
'rm| Indirect % Share in  Direct % Total
Taxes Tofal Taxes Taxes Share

inTotal Billlon
4 ' .T'm +
1985 4335 823 9312 177 (52870
1980 8949 851 1563 149 105136
1995 8491 728 6166 27.2 126578
2005 4341 704 1827 296 6168
2006 5332 T03 225 207 |7582
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o Tax to GDP Ratio implying low Fiscal
effort and causing persistent budget deficit

o Higher dependence on Indirect Taxes causing
higher tax burden and as well as inefficiencies

o Marrow base due to wide ranging exemptions
and concessions
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dssues in Taxes
Adminigtrative Problems

o Primitive Methods, Complex Laws, Arbitrariness and
Dtmm

ﬂ ununbarnl'taxpdmrmdaﬁ'm

the first time that the

duhudh'gr percentage point, i.e., from 9.8 to 8.8
Thllﬁhlﬂlmﬂrmtﬂ'ﬂlhﬂﬂ ed Serious
difficullies for economic management

nistrative reforms,
tax/GOP ratio of FBR has

o The analysis of GST and OT returns for earlier years has

iance rate has boen low. It has been
verification and other moasures

of the tax do have G5T and NTH and
mﬂ'lexrdm‘tlubmlt le) their returns., This is a clear
signal of administrative weakness.

o MNon-Documentation of the Economy

o lax|incidence

o The analysis of the effect of a particular tax
on the distribution of economic welfare

o Tax incidence is said to "fall" upon the group
that, at the end of the day, bears the burden

of the tax.
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_%uo ancy and Elasticity

o Tax|buoyancy measures the relationehip between
tax revenue and GOP in terms of proportional
Eg:lulnh:rmnuehﬂmﬂngm&pﬂmmmln

& On the other hand, tax elasticily measures relationship
Ié-aé-;a-m'nu:mmﬂnc nt tax structure and

o [f there is no chal in tax rates and tax base during the
reference period, will be same as elasticity.

olnmhawh.ﬂﬂhrﬂmhlhemﬂgggoﬁbm
;hmqehlh_mug\rmue dueﬁmprwin ] mwﬁu
x buoyancy is the composite change in
mmmdm’tud‘unneinﬁﬂpm crmggﬁi'ltnxm
and tax base.

Under Ground Economy

& B H BCONOITTY INCludes [hoss BoonomMIc Actvites which go

u ed o are unmeasuned by the sockety's curent
riues Tor Mmonilonng economic actndy.
o lotal unfecordid income” can be seen (o consist of
 Income produced in prohibsted economic acthibes deemed
“illegal” by law of the land,
o Income produced in non.markel bantened) kegal activies, and
= Ircome produced in legal maret actiites (monetary) that for
VAMOUS Nedsons escapes the National income Accounts
Measurement
Cire oof Ehe reason s Tan Aviidance
o Highes tix rale baads 1o mone evasion whach Bads 1o (088
FEveriLes
o The increass in underground econcrmy is mostly assccialed with
the: tax burdens and inbensity of reguiations

o

Case Study. QUT OF BOX STRATEGY OF REVENUE
EXPANSION: GOVERNMENT OF N'W.F P FINANCE

.e DEPARTMENT PESHAWAR

o The is drawn on the information obtained
from officials, officers, tax collecting agents, tax
payers and individuals. Information about different
aspects of taxation/revenue system is managed
through discussion, interviews and written query.

o Out of Box Strategy was adopted in the Financial
year 2008-09 has the following aspects:

» Horzontal Expansien in Revenue Generation
Extension of tax net to taxable individuals and to
ing more and maore items in tax net which was
hitherto not taxed).
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Out of the Box Strategy
Contd..

. ical Growth in Revenue Generation (Buoyant
taxes: It involves analysis of exigling tax rates and
revision of old tax rates by enhancing i keeping in
wiew the rate of inflation, depreciation of currency
over the last so many years and enhanced revenue
potential of the area).

« Appropriate combination of inputs for optimal cutpu.

« Addressing Shortage of Human Capitals.

« Addressing Shortage of Physical capital and
Technology.

» Granting incentives and accountability for tax colleting
individuals and tax payers.

= Improvement in laws, Rules and procedures.

» Introduction of tax friendly culture

L

- ﬂﬁ.ﬁﬂﬁﬂﬂlﬂﬁ.ﬂﬁﬁi@ﬂﬁﬂﬂﬂ

OF LAST SI¥ YEARS

s g Financial  Revised | Actual -

3 years Estimales | Recaipt

1 2003-04 | 3880 38T | 3519.228 965

2 2004-05 | 4157.750 [ 4624514 116.0

3 200506 4671733 4242213 948

& 2006-07 | 5100.000 | ATT3.667 91.8

5 2007-08 | B34 528 | 5322 875 [ £5.6
Irsas

& 2008-09 . 8427 282 . 0 hs) . S8.0

7537200
T 2008-10 (BE) -
II#I;-::lirru:t Taxes_shares

Out of the Box Strategy
Conid..

L

& Some of the measures include:

» For symmetnic flow of information simple
procedures, [aws and rules are adopted.

+ Flat rates of Ablana have been infroduced lo
minimize powers of Abiana collecting staff.

+ Khatuni or Fardh fee has been abolished to
axpose  rent seeking officials.

+ Flat rates of UIP Tax has been introduced to
minimize the powers of tax collecting staff of
Excise and Taxation Departrment.

Direl:t Taxes Shares
L N =

_&uniharges and Others_shares

— t by

e i e o
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Fedqral Govt Revenue and Direct
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e lh|||| T A

ﬁyrcrarges and Others_growth

-

Re

mmendations

recommended that the reasans for decline in FBR tax
nue are sorted out on priority basis. Since the

revenue loss is very large and significant therefore a
datailed tax by tax analysis is required not only of major
revenue spinners but also by major cities.

o The compliance rate has been low, The adminsstration
neads to improve its tax effort in view of the fact that tax is
slill been levied on ‘easy to tax' areas.

o There ks a sirong need for training of the tax officials to
administer tax in areas that are still un-tapped.

Jr;diriact Taxes_growths

L

Recommendations
b “End ol GST in the shape of VAT (ihru elmination of

L=}

o

— e

— e

Recommendations

o There is a need to analyze all taxes both at federal and
provincial level in terms of identifying their Base and
natural rates,

o Further the elasticity and buoyancy needs to calculated
to suggest further reforms

o Tax culture needs to be improved, iLe. survey to identify
why people dont pay taxes.

o ﬂ:erenaneedlnprmﬂdamelmﬂlmmm
machinery, &.g. suggesting a specific percentage of
collection to be allocated lo ti: collecting machinary

o Transparency and accountability

& Formalse econ ivirng incentives and increasi
ragulation Mmﬂ:cﬁﬂ and Stick) -

ions and exiension of tax base) & an exdremely difficull
proposition mmmw%ﬂummmhwaw
hasavily on the expected outcome of VAT, which at the momaent
seers highly smprobable. Without complete reconds of business
estabdshments [Dig of small) and a rekable automated syster 1o
wverify records and refund claims it is quite uniikely that the desired
oulcame will be achieved It s thenefone sirongly recommendisd
thaal the automation process, including the refund payrrent system,
I8 cormpleled as earty a8 possibe

Thee concepl of data warehouse initisbed earier on needs o be
completed and implemented on pricrty basis.

The tax system s relying too heanvily on restncted tax base, &g
refiance on FOL a8 sounce of revenue has to be curailed
significantly
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Bbe:jmmendations

autherities must avosd policy reversals at all cost. The
declaned pobcy of bax and Lall reducton and rationaleaton was
reversed by rasing GST rate, mtroduction of special excises, and
inerease i 1anfl rales for the so-called luury lems. All these ad-
hos measures have backfired In 1he process, the Lax ofganieation
and MOF has lost #s oredibility as a reliable parines. This
adhocism has 1o be reigried as carly as possible

Cin the expenditure side, the reduction of development

o reduce fecal deficit 15 3 bad policy. It was followed
in the 19805 and resullantly not only there was 1oss in imestment
in rueman and physical capital, the existng infrastructune also
depleted at a fast pace. There i no need 1o repeal past mistakes
s he cost of this policy to reduce budget deficit is too high 1o be

Thank you very much

o For your patience
o Co-operation
o Observance
o Participation

mmendations

-] of the econamy Le each transaction in the
econamy may be documented e.g wsually m well known
hotels GST is avowded by receiving
and nat through proper receipt book of the hobel

& Cnmgemgermp-emeplmmmsmuum pay ta when

the government @ nol property providing them basic needs swuch
a8 Security 10 [fe and property, health faciities, electricity, gas
[

o Change in general perception that powerfulinfluental pensons
do not pay their due tax propady and the tax adminsstration is
unable 10 recover due tax from them as & is indicated in *Tax
Payers Directory of Pakistan, 1893-84",

- Pmmmmmmmmncmummmwlm
personals of tax collection administration. It s observed that
non-influential e payers are usually harassed by the pensonals
of tax colachon Bomnstrabon
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