Chapter: 1
Introduction
1.1
The Central Board of Revenue and its subordinate departments, namely, income tax, customs, central excise and sales tax, administer Pakistan’s tax system. The constitution empowers the federal government to levy and collect:

Taxes on income, other than agriculture income;

Taxes on capital value of assets, other than taxes on capital gains on immovable property;

Customs duties on international trade;

Excise duties, other than on liquor, opium and other narcotics and 

· Taxes on sales and purchase of goods imported, exported, produced, manufactured, or consumed.

1.2
During the nineties Pakistan’s Federal Tax to Gross Domestic Product (GDP) ratio varied narrowly and was lower than in most of the countries in Asia and Latin America. Over the years, with reductions in tariffs, customs duties have declined in importance and income tax and sales tax have grown in proportion to GDP. The tax base for most taxes has grown faster than the GDP but has remained narrow and skewed. The number of income taxpayers has grown from less than one quarter of a million in 1995 to around one million in 2000. Similarly, the number of sales tax filers has increased from less than 30,000 in 1995 to 62,000 in 2000. Taxpayers are less than one percent of the population, a lower proportion than in most countries at a similar stage of development. 
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1.3
The evolution of Pakistan’s tax system has five essential features:  

· Changes through legislation and administrative orders are frequent and ad hoc. Consequently, most taxpayers have insufficient knowledge of their tax obligations and the tax collector has substantial discretion.  

· Major tax policy changes are not supported by adequate changes in the administrative framework. For example, the shift from 100% income tax audit to self-assessment regime was not accompanied by a sufficient improvement of audit capacity. Similarly, while over 70% of “income tax” is collected via withholding and presumptive taxes, an adequate monitoring and surveillance apparatus does not exist. 

· The relationship between the taxpayer and the tax collector is largely adversarial. Neither the taxpayer nor the tax collector has faith in the other’s integrity.  

· Organisation, business processes, systems, facilities and expenditure budget have not kept pace with the growing demands on tax administration. For example, a substantial part of the tax process implies one to one relationships between the taxpayer and the tax collector and audit of each taxpayer, often giving rise to allegations of coercion and collusion. The tax administration’s budget is insufficient for the maintenance of buildings, furniture and equipment, and even for stationery and forms.  
· As in the rest of the government, the management of human resources is severely deficient. Most of the tax officials are not paid a living wage and none is paid a middle class wage. For most, honesty is an impossible proposition. Because of a large and politically motivated expansion of lower ranks, much of the manpower expenditure is unproductive. During the nineties, recruitment of middle level officials became politicised. The quality and management of training have not kept up with the organisation’s professional needs. Consequently, productivity and morale have suffered. 

1.4
Pakistan’s fiscal crisis is deep and not easily resolved. Tax receipts are insufficient to pay even for debt service and defence and there is hardly any net foreign assistance for development. Simultaneously, there is a crisis of confidence between the taxpayer and the government. If taxes relative to the GDP do not increase significantly, without new levies, Pakistan can not be governed effectively, essential public services can not be delivered, and high inflation can not be avoided. The reform of tax administration is the single most important economic task for the government. Consequently, in June 2000, the Chief Executive appointed a task force to review tax administration and make recommendations to improve its effectiveness significantly.

1.5
The Task Force divided its work into four principal areas, viz., business process and organisation, corruption, human resource and information management. The Consultants did detailed surveys and analyses, and were closely liaised with and guided by the Task Force. The Task Force reviewed and debated their conclusions and recommendations. The Task Force as well as consultants received valuable help and advice from the CBR and a large number of tax officials were consulted on analysis and recommendations. Meetings were held with trade associations. Members of the CBR actively participated in the final review of the consultants’ analyses and recommendations with most of their suggestions being accepted. This report contains the considered judgement and recommendations of the Task Force, comprising members with a variety of background and experience. The consultants’ reports are essential complements to this report, since they contain detailed analyses of organisation, policy and process and suggested changes. There were occasional differences where the Task Force took views different from those of the consultants.
1.6
The history, organisation and issues of each of the three principal taxes, is different. For example, income tax administration is largely based on the principle of assessment by a tax official and audit of a large number of tax returns, while sales tax is more advanced in its systems and based substantially on the principles of self assessment and selective audit. Therefore, the treatment of each tax in this report is different. The report suggests a fundamental change in the income tax system, while for sales tax and customs the major changes suggested are for the key processes. The Task Forces approach is to take each tax system and the overall organisation to a significantly higher level of efficiency. At this stage it is not a priority to bring about total consistency between the processes and organisation of the three principal taxes. Central excise as a levy will eventually be substituted by sales tax. The Task Force has not, therefore, studied this tax. However, the Task Force believes that the principal recommendations on sales tax should applied to excise duty. 

1.7
An effective revenue organisation must comprise: 

· A competent group of trained persons, with specialised knowledge of law, procedure and practice, a sense of participation, ownership and dedication, and integrity

· simple and transparent business processes

· an information system to enable the tax administration to maintain information on taxpayers, process it and make it available to tax officials to facilitate their work and,

· a system of  taxpayer assistance and education 

1.8
People are central to the efficiency and morale of any organisation. Consequently, this report suggests fundamental changes in recruitment, training, compensation, performance evaluation, career management, discipline, and removal. Regarding business processes, the report emphasises self-assessment, substantially strengthened and selective audit, and full integration of business processes and information management. The study on corruption underlines the need to reduce discretion and personal interaction between the taxpayers and tax officials and to improve recruitment, training and salaries. Such measures would also contribute to greater efficiency and morale and are at the core of the Task Force’s recommendations.  

1.9
The Task Force’s basic recommendations will take a few years to implement. The cost of implementing the proposed reform will depend on the recommendations the government accepts and the speed of their implementation. There will be significant additional expenses on account of salaries, any staff reduction severance package, or improvement of facilities and information management. The Task Force has stopped short of estimating the exact cost of these measures, since much will depend on what is implemented and at what speed. If and when the government accepts the Task Force’s recommendations, it should ask the tax administration to translate these into a detailed plan, with phasing and costs. The CBR will have to work out a detail transition on each issue. The Task Force has suggested indicative transition plan for each area.

1.10
Any attempt at this stage to quantify the benefits of the suggested changes would have insufficient basis. However, a study conducted by Task Force consultants indicates that tax collectors and taxpayer both believe that the state collects less than fifty percent of the taxes due. The measures suggested will substantially reduce the adversarial relationship between taxpayers and tax collectors, reduce tax collectors’ discretion, improve processes and the tax administration’s morale and reduce the personal interaction between tax collectors and taxpayers. There is a high probability that these measures will increase tax compliance and reduce leakage. There will, therefore, be significant increase in the tax to GDP ratio.

1.11
The critical issue is to finance transition, since most of the costs will be immediate and benefits will accrue later. The World Bank has financed such transitions in other countries with good effect and the government should explore this avenue.

1.12
The comprehensive recommendations on business process entail processes re-engineering. They also have implications for information management and automation. Training of officers and staff to the new concepts is also important. All these areas require appropriate technical assistance.

1.13
The current management of Central Board of Revenue has taken creditable initiatives on processes and information. However, issues such as human resource, business process, information management, taxpayer relations and tax policy, and targets should be central and continuing ingredients in the management of tax administration. Consequently, the Task Force has recommended a reconstitution and expansion of Central Board of Revenue. It should include as members functional specialists in audit, human resources, information management, taxpayer education and relations and legal matters. These subjects will be at the core of the new tax administration and line organisations will need continuous specialist assistance on these. The Task Force has also recommended far reaching changes in recruitment compensation and performance evaluation and reward and discipline of tax staff. These are at variance from the rest of the government. Moreover, the government has neither the administrative nor the financial resources to extend these changes to the entire public sector. Yet, collection of taxes and improvement of relations between the taxpayer and the tax collector is so critical for Pakistan’s polity and economy that a sharp break with the past must be made. Half measures will not do. Improvements in recruitment compensation, training, and discipline will have to go hand in hand with changes in process and procedure. Government should review its legal implications and decide on the necessary form of autonomy that would enable CBR to function flexibility without the hindrance of government’s routine procedure. 

1.14
The Task Force believes that the job of the Chairman of the CBR is one of the two or three most important and difficult ones in the public sector. The position should be filled from among the most competent and dynamic persons in the public and private sectors. During the last decade, the average tenure of the Chairman has been less than one year. In addition, some persons of questionable ability and integrity have occupied the position. There should be continuity and security of tenure for the Chairman. Even a person of extraordinary talent needs time to come to grip with the complexities of such a task and to make a genuine contribution to it. Therefore, we suggest a term in office of five years.

1.15
Individuals are not a concern of this Task Force. However, it wishes to emphasise that the management team responsible for implementing reforms should be in place early, thereby giving itself sufficient time to translate ideas into specific, detailed, and time bound plans. These reforms would reflect the organisation’s new mandate as well as lay the foundation for improved governance and external financing of change.      

1.16
More important than the preparation of this report is the implementation of change and preparation for it. Government should quickly put in place a mechanism to review this report. An official of the rank of federal secretary in the Ministry of Finance should be assigned full time the responsibility to coordinate this. Once a broad programme has been adopted, the Central Board of Revenue should constitute itself as the implementation committee. The person in the Ministry of Finance responsible for the report should be ex-officio member of the implementation committee and report regularly to the Finance Minister, who should regularly brief the Chief Executive in the implementation of change. 
1.17
A supervisory council headed by the finance minister should be created to approve the annual programme of the CBR and its performance criteria. The council should periodically review CBR’s performance, provide guidance to and recommend to the Chief Executive appropriate action where necessary.
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