Chapter: 8
Organisation of the Central Board of Revenue


8.1
The Central Board of Revenue (CBR) is a statutory body constituted by the CBR Act, 1924. Its functions were vested in the Revenue Division with the authority of the Federal Government for tax policy, levy and collection of taxes and hearing of appeals and revisions. In September, 1960, the Revenue Division was abolished and CBR was made an attached department of the Ministry of Finance with a board comprising three members, are the Finance Secretary as its Chairman. In 1969, a full time Chairman with the status of a Federal Secretary was appointed.

8.2
To make the organisation more effective and independent, the Revenue Division was recreated in October, 1991 and CBR was placed under its administrative control. In June 1994, the Revenue Division was abolished in an adhoc manner, and CBR reverted to the pre-1991 arrangement. Yet another administrative change established the Revenue Division in October 1999 - this time even without the skeleton organisation for the Secretary’s office which had existed under the arrangement prior to 1994. Under the existing setup, the Chairman CBR also functions as the Secretary Revenue Division.

8.3
CBR (appendix 8.1) comprises a Chairman and a Member each for direct taxes, customs, central excise, sales tax and tax policy. Chairman CBR provides overall leadership of the CBR and undertakes all high level coordination. The five members collectively oversee the strategic direction for the CBR, corporate governance and higher management. Each of them is responsible for the policy and operation of the respective tax. In their work, the line  Members are assisted by teams of senior commissioners/collectors and additional commissioners/collectors designated as chiefs and secretaries respectively. Member Tax Policy is, however, inadequately staffed and plays a relatively minor role in tax policy analysis and formulation. Information management and automation are looked after by Pakistan Revenue Automation (Private) Limited which reports to Chairman CBR. There is no organisation at the higher level specifically dealing with human resources, administration and finance, tax audit, legal and adjudication, and tax payer assistance and education. These matters are handled by the respective line members. 

8.4
The organisation of the CBR is cylindrical rather than functional. Both policy and operation matters are handled by the line members. Generally, the broad issues of tax administration are decided in Board-in-Council. Occasionally, tax policy issues also come up for discussion on this forum. However, in the absence of adequate policy analysis emanating from the office of the Member Tax Policy, revenue considerations tend to dominate as the underlying rationale for decisions in the Board-in-Council. There is limited decentralisation of operational issues. This results in line members' over engagement in resolving some basic issues coming from the field and taxpayers. Excessive centralisation with little functional management inhibits CBR from dealing with diverse issues of tax policy, and administration, human resources, audit standards, tax payer education and business processes. 

8.5
As in the rest of the government, the value of CBR employees' salaries has been eroded by inflation, affecting morale and productivity and the quality of new recruits. Moreover, where CBR has to recruit qualified persons with specialised skills such as auditors, it can not compete with the private sector. 

8.6
CBR is governed by the Government’s Rules of Business. It is dependent upon Government's system of personnel recruitment, training, pay and allowances, service rules, etc. It has no financial autonomy and has to follow the same procedure for budget allocation and expenditure as applicable to other government departments. Cumbersome operating procedures of government for re-appropriation of the overall budget allocation leave little flexibility for the CBR to organise its expenditure and address key problems such as management, maintenance of offices, office supplies and hiring. 

8.7
Hitherto, the report has argued that improving the efficiency and integrity of tax collection, and creating public confidence in the tax machinery would require radical and sustained changes in business processes, administration of individual taxes, recruitment, training, compensation, performance management, reward and discipline of staff, reconfiguration of staff and information management. The approaches recommended, particularly in personnel related matters, are radically different from those in the rest of the public sector. The justification is that improvement of tax collection is critical for the survival of the state and, therefore, uniquely different policies are justified. Moreover, the fact that CBR staff deal directly with the public and have large opportunities for coercion and collusion calls for innovation to make sure that public interest is safeguarded. It is also important that the tax administration functions in a transparent manner and it is also perceived by the people as honest and efficient. Accordingly, we have to devise such a scheme of Restructuring, which when implemented, may become a model for the rest of the public sector. 

8.8 These objectives would, therefore, be a thorough redesign of the CBR. Our broad parameters of a redesigned CBR  are as follows:

· Adequate budgetary resources and budgetary flexibility for the maintenance of high quality staff and infrastructure. 

· Authority to make changes in staffing processes and organisation as needed.

· Capacity for sustained analyses and guidance in key policy and functional issues.

· Operational decentralisation 

· Recruitment and maintenance of high quality professionals

· A well functioning information system to assist management and operations

· A new relationship with taxpayers focussing on assistance to taxpayers, their education on taxes and consultation with them on processes and policies, 

8.9
To achieve these, the task force recommends a change in the legal and administrative status of CBR, its organisation, its supervision and consultative processes.

8.10
The restructuring of the tax administration would make heavy demands on the management of CBR and its processes and policies. Initial consultation with the Ministry of Law has indicated that there would be substantial legal hurdles unless the CBR’s legal status changes, particularly since, personnel policies of the CBR would be radically different from the rest of the public sector after the implementation of our recommendations. Government should, therefore, consider a form of autonomy for CBR which, under the guidance, of a Supervisory Council, headed by the Finance Minister, would give it freedom to set its operating procedures, internal organisation, staffing policies and financial management. Within the overall budget approved by the government, the Supervisory Council, comprising Minister of Finance, Minister of Commerce, Secretary General Finance, Chairman CBR (Member - Secretary) and one person from the private sector, should approve the annual programme and budget of CBR, lay down performance targets, review them periodically and report to the head of government and recommend any policy and management changes.

8.11
The central features of the suggested processes for the individual taxes are improved human resource management, audit, substantial strengthening of information management and taxpayer assistance and education. The Central Board of Revenue should, therefore, be reconstituted on a functional basis so that these critical issues, as well as tax policy, become integral features of management. Line management would be strengthened by interaction of members responsible for operations with members responsible of specialist functions. The Board itself should move from a hierarchical and command and control style to a more collegial and consultative mode, where the Chairman would be the primus inter pares. The Task Force suggests addition of members on human resources, audit, member legal, information management, and taxpayer relation and education. In regard information management the Task Force recommend that PRAL be explicity recognised as a contractor and a member information management should supervise the definition of information systems and the contact with PRAL. To avoid conflict of interest, the chairman CBR and other officials of CBR should cease to be the chairman and board member of PRAL. Alternative arrangement should be designed for the corporate management and possible privatisation of PRAL. Chairman CBR disagrees with recommendation regarding PRAL and the addition of members on information management audit taxpayer relations and legal matters. He feels that the current arrangements are satisfactory and that the suggested changes would add little value. The majority of the Task Force however, feels that the functional expansion of the CBR is critical to the new concept. Since information management audit and taxpayer relations are at the centre of the proposed improvements in tax administration. Their functional management would therefore, be essential for the success of self-assessment and selective audit which is the centrepiece of the proposed design of tax process. Referred to appendix 8.1 and 8.2.

8.12
With 33,000 functionaries, collection of large sums, constant interaction with businesses and private individuals the post of Chairman CBR is one of the more difficult and challenging positions  in the public sector. The position must be filled by a person of known leadership and management capacity and integrity. However, even the best of persons needs time to come to grips with such a huge responsibility and make a real contribution. During the last ten years the average tenure of Chairman has been less than a year and some persons of questionable integrity and capacity were appointed to this important position. The Chairman must have a fixed term of five years. He should be appointed at the recommendation of the Supervisory Council, which should consider candidates from public and private sectors. The Chairman should be removed only on the recommendations of the Supervisory Council for a significant failure in meeting agreed performance criteria.  

8.13
Line members of the CBR should be appointed on merit from a competitive pool of the ablest in the respective tax departments, while functional members may be drawn from the private sector, if specialists are not available within revenue services. Members should be appointed for a term of three years, renewable for a maximum of three years. They should be subject to the same procedure for removal as the Chairman.  
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Appendix-8.3 

Functions of Chairman and Members of CBR
Chairman

· Management of CBR.

· Liaison with the Government and Policy Board for policy formulation and providing broad strategic direction for implementation.

· Interaction with various Ministries and taxpayer groups on policy and administrative matters.

· Overall administration and collection of federal taxes.

Member Direct Taxes

· Enforcement of laws concerning direct taxes and collection of tax revenues agreed with the Government at the beginning of the year.

· Liaison with Member Tax Policy for preparation of budget proposal relating to direct taxes.

· Administration of officers and support staff of all taxes concerning their postings, promotions, level, pensions, etc.

· Liaison with the functional members in matters concerning human resource management, tax audit and inspection, preparation of tax audit manuals, legal and adjudication, information management systems, taxpayers assistance programme, and drafting of tax forms.

Member Sales Tax and Central Excise

· Enforcement of laws concerning sales tax and central excise duties, and collection of tax revenues agreed with the Government at the beginning of the year. 

· Liaison with Member Tax Policy for preparation of budget proposal relating to sales tax and central excise duties.

· Administration of officers and support staff of all taxes concerning their postings, promotions, level, pensions, etc.

· Liaison with the functional members in matters concerning human resource management, tax audit and inspection, preparation of tax audit manuals, legal and adjudication, information management systems, taxpayers assistance programme, and preparation of tax forms.

Member Customs

· Enforcement of laws concerning customs duties and collection of tax revenues agreed with the Government at the beginning of the year.

· Liaison with Member Tax Policy for preparation of budget proposal relating to customs duties.

· Administration of officers and support staff of all taxes concerning their postings, promotions, level, pensions, etc.

· Liaison with functional members in matters concerning human resource management, valuation, examination and inspection, preparation of tax audit manuals, legal and adjudication, information management systems, taxpayers assistance programme, and drafting of tax forms.

· Liaison with Interior Ministry and para-military forces for anti-smuggling activities.

Member Human Resource Management

· Preparation of an overall policy on matters concerning organisation, officers and staff requirements, recruitment, training, compensation, performance evaluation, career development, separation.

· Management of training facilities for direct and indirect taxes.

Member Audit and Inspection

· Develop uniform standards for tax audit (including system audit), examination and valuation.

· Develop policies on inspection and internal audit of all taxes including preparation of procedures and practices for this purpose.

· Preparation of industry standards and benchmarks for tax audit, and preparation of technical manuals for this purpose.

· Functional responsibility for supervising work of audit and inspection divisions under the control of line members.

Member Legal 

· Drafting of tax laws, notifications, other statutes incorporating the tax policy decisions of the Government.

· Preparation of guidelines on all taxes in the light of court decisions.

· CBR's representation on legal matters before appellate authorities and courts.

· Advance revenue rulings concerning all taxes.

· Functional monitoring of the work of legal cells established in the field outfits.

Member Information Management System

· Preparation of an overall policy on information management system and its continuous up-gradation.

· Continuos review and definition of the business processes and information needs of the organisation.

· Maintaining an enterprise data management (at national level) for overall supervision of revenue functions and policy formulation.

· Choosing contractor (currently PRAL) for establishment expansion maintenance and operation of information system negotiating a contract for it and supervising its fulfilment.

· Evaluating the performance services provider and taking suitable measure to ensure efficiency and a high level of service.

Member  Co-ordination

· Implementation of the infrastructure development policies (including procurement of goods and services) given by Member HRM/IMS for all taxes.

· Preparation of expenditure budgets for all taxes.

· Monitoring of actual expenditure, preparation of cash flow statements and re-appropriation.

· Liaison with Government Organisation, parliamentary bodies etc.

· Any other issue assigned by the Chairman CBR.

· Preparation of annual expenditure reports and arranging for their external audit. 

Member Taxpayer Relations & Education

· Liaison with the taxpayers for assistance and education of broad issues of tax policy and administration.

· Preparation of technical and non-technical material concerning 
tax provisions including procedures and practices.

· Preparation of tax forms.

· Interaction with media and taxpayer groups including Trade & Industry  associations.

· Functional supervision of customer service centres for all taxes.

· Liaison with line members and Member Fiscal Research in performing his functions.

· Complaints, grievances and petitions of taxpayers.

Summary of Recommendations

Income Tax

· Improve effectiveness of existing processes through the work reorganisation which reduces tax payer/tax collector interface, provides pre-audit anonymity of auditors, assigns and distributes functions and responsibilities in a manner that reduces discretion of assessing officers, promotes one window operation, assigns functional responsibilities to specialised divisions, relieves assessing officers from non-assessment functions, and moves to a systematic basis for selection of cases for tax audit.

· Develop a system with key features of universal self assessment with selective audit, centralised information system, survey and research capability, functional specialisation, taxpayer education and customer service. 

· The organisational structure of the proposed system envisages five regions (headed by regional commissioners) with six divisions (headed by commissioners) for management information system, operations and audit, legal and prosecution, survey and research, customer service, enforcement and collection, and inspection and internal audit with following functions:

· Management Information System Division: responsible for data entry, processing, storage, upkeep, access and security of all databases. This will be net worked with the enterprise data management system. It will have the capabilities to identify tax payers, provide on-line access from any point in the net work, process data, generate notices and compute taxes and penalties, track tax collections, monitor payment of refunds, allow monitoring progress of audit cases, handle electronic filing of returns and statements, integrate information on all taxes through a common tax identification number, generate MIS for policy analyses, and provide information on legal matters to the assessing officers.

· Operation and Audit Division: responsible for conducting tax, system and compliance audits.

· Legal and Prosecution Division: responsible for defining the offences discovered through audit and prescribe penalties for them. This division will also handle appeal and prosecution cases, maintain record of all legal decisions, and interface with CBR on behalf of taxpayers for advance rulings on legal queries. 

· Survey and Research Division: responsible to liaise with government departments, public and private institutions, collect information on tax payers’ incomes, expenditure, bank accounts, properties, assets and investments. It will also bring together in one place information concerning all taxes.

· Customer Service, Enforcement and Collection Division: responsible for taxpayer assistance, enforcement and collection. It would receive applications for registration and de-registration of tax payers, tax returns, requests for extension in filing of returns, maintain tax payers’ record, applications for rectification, and exemption certificates. It will attend to taxpayers complaints on all matters. A separate wing of Customer Services Division would be responsible to follow up non-filers, collect taxes and levy penalties.

· Inspection and Internal Audit Division: responsible for internal audit of the operations and audit division, audit of tax refunds, and reopening of assessments u/s 65 and 66A of Income Tax Ordinance, 1979.

· Pilot the proposed reorganisation at Corporate and Southern Region Karachi. Create a special office of commissioner in these regions to clear all pending assessments, appeals and collections. Initiate similar actions in other regions, once the new system is introduced there.

· Introduce necessary legislative changes to ensure that the proposed system has legal cover.

· Initiate education of taxpayers and withholding agents through a well-integrated programme of media campaign, booklets and brochures. While doing so important considerations should be:

· Simplify and standardise the process of issuance of exemption certificates.

Sales Tax

Organisational Structure

· Create a separate Member (Legal and Adjudication) office, and a legal cell. Member (Legal and Adjudication) will provide functional support to the appellate and adjudication function. 

· Create sales tax administrative regions administered by the regional collectors. The divisional collectors will administer the work of specialised divisions at the level of the region. Pilot this concept at Karachi and Lahore.
· Create the posts of Collector (Appeals). Simultaneously, end the adjudication process at the level of Additional Collector (Adjudication).
· Create a specialised audit organisation within the CBR headed by a Member Audit (all taxes). At the field level, collector audit will head audit divisions, a clear functional hierarchy for audit and refund, an internal audit division and taxpayer assistance unit at CBR. The refund division would also come under the functional hierarchy of the audit organisation.
· Create internal audit division headed by collector internal audit to conduct the audit review and monitoring function. 
· Create a legal cell in the collector audit’s office to represent the department in adjudication and appeals, including appeals to superior courts. The legal cell may comprise of a panel of legal officers.
· Create taxpayer assistance units as a point of contact between the department and the taxpayers. Its functions should include: receipt of registration, de-registration and refund applications, issuance of registration certificates, notices and orders u/s 11 of the Sales Tax Act and any other acknowledgement for the tax payers, administer the voluntary disclosure process, provide tax payer education and training, and register tax payer complaints.
Process Reforms

· Create an exception – based process of refunds using information on an exporter’s compliance history to ensure the access of compliant exporter to a fast track contingent on future compliance performance backed by a strong audit. As a medium term measure, introduce input tax verification scheme. 
· Treat all refunds claimed in the returns as contingent liabilities unless found inadmissible.
· Develop support systems for audit, standardise audit work, develop well-defined work programmes and check lists for different types of audits. A risk-assessment instrument may be developed to systemise the steps to be taken during an audit in each risk area.
· For large corporate taxpayers, develop system audits of their record keeping and accounting systems to evaluate its comprehensiveness, control procedures and transaction flow systems.
· Revenue targets should be based on gross receipts.
· Upgrade the auditors by recruitment in Executive Group 1 and enact reward rules for auditors. 
· Train auditors, both in-house and outsourcing with professional firms on regular bases.

· Discontinue the multiplicity of audit. A taxpayer should not be audited more than once a year.
· Retain outsourcing of audit keeping in view the revamping and transition cost of adopting a modernised audit system. Establish rigorous pre-qualification criteria as a key improvement in the system.
· As a part of the adjudication process reform, induce greater independence in adjudication, develop a sustained specialisation in the adjudication function, and improve the human capital and physical infrastructure for adjudication. 
· To reduce pressure on adjudication, short filing, late filing, and non filing should send directly to recovery. 
· Introduce the concept of advance rulings by the CBR. 
· Institute voluntary disclosure to encourage voluntary settlements by the taxpayer.
· Reform the recovery process to streamline the multifarious enforcement functions, efficient mechanism of charging of additional taxes, and provide a 30 days grace period prior to which recovery will not be initiated. 
· Avoid introducing tax amnesty schemes.
· Re-design the return form to capture vital information on arrears and adjudication. 
· Create a networked database on adjudication, arrears and recoveries to provide essential information for control purposes. 
· Develop a procedure for return rectification in the event unwarranted errors are committed. 
· Develop a semi-automated pilot programme for filing of returns and tax payments initially for large tax payers, which may be extended to other tax payers at a later stage.
· Implement NTN as a common tax number on a priority basis to harmonise documentary requirements and lower the manpower usage in registration across taxes. 
· Reduce the existing exemption thresholds for registration.
· To facilitate the taxpayer stay of recovery should be allowed on submission of bank guarantee.
· Make a provision in the law, which allows for a transfer of jurisdiction in the event a taxpayer shifts location.
· Make the compulsory registration process more systematic. Create a centralised national database, which captures information from sales tax, income tax and customs, utility bills, PTCL, SECP, industrial associations, and state enterprises. The selection of cases to be registered should be automated to reduce discretion. A separate register should be maintained for the same.
· Undertake measures to lower the extent of non-filing. Remove the contaminated portion of the register, and maintain a separate register for effective monitoring.
Enablers

· Remove the physical infrastructure constraints with great urgency. These include building space, basic amenities and record rooms.

Taxpayer Education  

· Improve the task of taxpayer education by publishing booklets and brochures explaining VAT principles, procedures and practices, and methods of record keeping. The information sharing with taxpayers regarding the audit work programme would help. Arrange regular seminars with traders and industry associations. Keep CBR web site up to date with user friendly material. Reinforce business advisory committees at the Collectorates’ level.

Customs

Business Process Reforms

· Make a paradigm shift from the manual system of operations and business processes to a fully automated and information based system. 

· Delete redundant steps in business processes, automate elements of processes and reduce document flows therein, reduce official discretion by providing information base for the processes, and relocate steps to cut the numbers of officials involved in the processes.

· Improve business processes concerning imports. Constitute appraisement groups. Revise examination (KPT and KICT), accounting systems (cash section and personal deposit accounts) delivery (KPT), bonded warehouse (receipt and delivery system), safe transportation, transhipment permit procedures, indemnity bond (deposit and release), bank guarantee (deposit and release), and import refund procedures.

· Improve export processes concerning temporary import (SRO 818), manufacturing bond (Custom House and bonded warehouse), bank guarantee (deposit and release) temporary export, processing of bill of export, examination, rebate claims.

· Improve airport processes concerning unaccompanied baggage, immediate clearance groups, import airfreight unit, export processing and examination.

· Replace the exiting system of filing of declarations on hard copies with electronic data processing system (EDPS) to effectively address the problem areas peculiar to the existing operational environment based on a manual system. The basic custom functions recommended for automation through EDPS technique are:

· Imports i.e. submission of declarations, validation against IGM, validation of bills of entry, online assistance for customs, automated allocation to appraising groups/officers,

· Appraising groups i.e. automated verification of value/classification/SROs and import policy application, automated application of selectivity criteria, identification of high risk consignments, online assistance for classification/valuation, automated calculation of duties and taxes, maintenance of desired data, and automated generation of tax demands/execution of bonds and bank guarantees,

· Payment of duty i.e.. automated generation of challans, messages to National Bank of Pakistan and daily scrolls,

· Examination i.e. automated allotment of bill of entry to appraising/examining officers, recording of examination reports, issuance of out-of-charge instructions, application of selectivity criteria for examination based on profiling systems, 

· Bonded warehouses  i.e. central control, online availability of inventory of goods, sanctioning the renewal of bonded warehouses/issuance of notices/enhancement of bond value/closure of bonds/recovery of duties and taxes, access of the appraisement groups to data base of bonded warehouses, complete profile of licensees of bonded warehouses, record of entry/removal of goods from bond with time/date stamping , 

· Exports i.e. submission of electronic declarations, validation of bills of exports, 

· Processing section i.e. automated allocation of bills of export to appraising officers, on-line linkage to export policy order/duty draw-back notifications, automated communication of examination instructions to the examining staff, 

· Examination i.e. allocation of bills of exports to sheds/examination areas/appraising officers, automated random selection or package numbers for examination, recording of examination report, preparation of export general manifest, 

· Duty draw back  i.e. avoiding separate submission of duty draw back claims, automated calculation of amount of duty draw back, pre-audit of duty draw back claims, automated remittance of duty draw back amount to exporter’s bank account, etc..

· Introduce a comprehensive system of profiling and risk management based on past experience and records in respect of customs’ clients and stakeholders. Develop risk management techniques to identify high risk commodities, importers/exporters, various combinations of traders and clearing agents, countries of supply and ports of transhipment, travel patterns and nationalities of smugglers, etc. Replace the present system of positive profiling of reliable importers by a system of negative profiling.

· Streamline the transhipment of goods from one custom station to another by:

· establishing computerised link between the port of shipment and the port of destination,

· allowing the transhipment after necessary checks/scrutiny and electronic endorsement to the port authorities, 

· data entry of the date, time and conveyance number carrying the cargo, etc. which should be available online to the computer net work of the port of destination, notifying the arrival of cargo at the port of destination to the computer net work of the port of shipment, and specifying the transit routes to be followed by the approved carriers, and 

· tracking the movement of automotive vehicles through satellite communication net work, and developing complete profiles of carriers, importers, commodities and clearing agents based on risk assessment criteria.

· Streamline the warehousing and safe transportation process by:

· maintaining appropriate computerised inventory controls and capturing of relevant data on customs computers, laying down standard transit time with in-built checks in the system to identify delays in receipt of goods at the bonded premises, verification of marks and numbers of consignments,

· specifying the transit routes to be following by the approved carriers and tracking the movement of carriers through appropriate technology,

· profiling of licensees of bonded warehouses, clearing agents and transporters, and their periodic system audit, and

· reviewing the warehouse approval procedure.

· Frame comprehensive import refund rules prescribing standard operating procedures.

· Streamline the imports under concessionary notifications. 

· Simplify the duty draw back sanctioning process. It should be considered as a routine activity and end at the deputy collector level. The time frame fixed by CBR for sanctioning the duty draw back claims should be closely monitored.

· Streamline the airport processes through:

· system profiling of persons who have previously indulged in serious customs offences, and its linking with other law enforcement agencies,

· broad dissemination of information on customs baggage rules, rates of duty on baggage items and their clearance procedures,

· establishing customs facilitation counters in arrival/departure lunges,

· installing scanning machines on the conveyor belts, and

· payment of customs duty in Pak rupees as well as any other foreign currency.

· Standardise customs processes and operations at dry ports.

· Improve the quality of adjudication and address the genuine concerns of trade and industry. Provide extensive training to the adjudicating officers and evaluate their performance based on the quality of their decisions and efficiency in disposing of their work. Enhance number of benches of customs appellate tribunal. Suitably enhance the monetary limit of Rs. 100,000 of duty/taxes for the single-member bench. Prescribe time limit for disposal of cases where goods are lying in the port area pending completion of adjudicating process.

Organisational Structure

· Assistant Collectors should be assigned the present position occupied by the Principal Appraisers/Superintendents along with their statutory functions as devolved upon them under the Customs Act. Grant competent Principal Appraisers/Superintendents fast track promotion to the rank of Assistant Collector. Rest of them may be relocated to the audit organisation.

· Merge posts of Examining Officers and Appraising Officers as a measure of reducing the number of tiers and flattening the organisation.

· Induct Appraising Officers through FPSC with preference for science, engineering and business graduates. The existing system of promotion from the ranks of support staff may be restricted.

· Establish a unified appraisement service group for the entire country. This will give  senior management the flexibility to move appraising staff from one customs station to the other.

Corruption

· Create an healthy relationship amongst the three stakeholders in the taxation system viz: GOP, CBR and taxpayers.

· As confidence building measures and to address tax payers concerns, Government must demonstrate genuine austerity at the top levels, arrange public disclosure of tax returns of ruling elite, earmark some percentage of incremental revenues for specific social sectors, and create a demonstrable linkage between revenue generation and development expenditures of an area.

· GOP should create on enabling environment through legal changes autonomy and effective supervision so as to improve its efficiency and integrity. 

· Improve CBR’s credibility with taxpayers through improved organisation design and human resource management along with re-engineering of income tax, sales tax and customs processes.

· Improvements in  organisational and human resource management should entail:

· maximum autonomy to the tax administration,

· separate tax assessment and adjudication,

· improved recruitment, training, compensation, evaluation of promotion systems, and

· a permanent and independent watchdog body comprising representatives from tax administration, tax payers and professionals.

· Business process reengineering should entail minimum tax payers/tax collectors interaction, simplified systems and rules, reduced discretionary powers, strengthened monitoring and accountability, and increased transparency.

Human Resource Management

· Improve the present system of recruitment, training, compensation, performance evaluation, promotion, separation and accountability.

Recruitment

· Reorganise the present system of pay scales of officers and staff. There should be two categories of tax administration staff: the executive group (EG) and support group (SG). The executive group will correspond to BS-17 to 22 and divided into five grades, EG-I through EG-V. The support group will correspond to BS-1 to 16 and divided into six grades, SG-I through SG-VI.

· Recruit officers in EG from among persons with demonstrated competency in areas relevant to tax administration through an Independent Recruitment System in tax administration rather than through the FPSC. Seventy five percent of the officers in  EG-I should be directly recruited on a national basis. Twenty five percent of the recruitment would be through promotion from SG-VI on the basis of performance while in service and suitability based on several tests. 

· Recruitment examination should comprise general aptitude tests in quantitative skills (mathematics and statistics), verbal skills (English comprehension and communication), and analytical skills (understanding and reasoning). It should be compulsory to appear in two subject tests out of principles of accounting, principles of finance, micro and macro economic, business administration, public administration and fundamentals statistics, patterned on the GRE Subject Test.

· Give extra- weightage to graduates in business admin, economics, accounts, mathematics, and statistics

· There should be no direct recruitment in EG-IV – V except in the case of specialise posts (to be determined by the tax administration). 

· Recruit in Support Group-I and II ( i.e. drivers, notice servers and guards)  regionally. They should be posted within the region of recruitment.

· Recruit support staff in SG-III – IV ( i.e. assistant officers, junior officers and officers) from among persons with an under-graduate degree or equivalent. Recruitment in SG-III should be through a competitive examination administered by the tax administration. The staff in SG-IV and V should entirely come through promotion.

· Support Group-VI should be manned by persons both through promotion and direct recruitment.

Training

· Establish a Tax Administration Academy under a Board of Management consisting of seven Members as an overall policy making body on the training programmes. The Directorates of Training for Income Tax and Customs may be merged into the Academy. The Academy would also conduct refresher courses for the serving officers.

· The major programmes and activities of the Academy would include: foundation training programme, specialised training programme, executive training programme, short courses and support group training.

· The foundation training programme for newly recruited executive group trainee officers would consist of on-campus course work, attachment with private sector organisations and synthesis, and evaluation over a period of six months.

· Specialised training programme as presently being conducted would be strengthened, particularly in the managerial and information technology areas. The training quality and resources need to be upgraded.

· Executive training programme for EG-II officers with 5-8 years of service would provide training in specialised disciplines relevant to their work.

· Advanced training programme would impart general management skills and knowledge to prepare senior managers to strategically manage their responsibilities. This would replace the present training at NIPA and PASC.

· Introduce systematic, effective and quality training for the support group of tax administration. While on-the-job training would be sufficient for SG-I – II, the SG-III to IV should be training in basic office procedures, administrative, communication and computer skills. SG-V – VI, being the front-line staff, should undergo systematic and effective training that equips them to adequately perform their duties.

· On the basis of continuous needs assessment, train selected number of employees at different national and international institutions for training in general management and leadership courses. A three year training plan is given in Table-I and II of the chapter on Human Resource Management.

· Upgrade the quality of faculty for the proposed Training Academy. Posting of officers to the Academy be given extra weight at the time of promotion. Give better monetary incentives to attract the external faculty resources.

· Encourage use of interactive methods, case situations, extensive use of information technology and audio-visual material for enhancing effectiveness of all training programmes.

Career Management

· Rename the existing job titles to change the clerical mind set of present tax administration. The employees in SG-III to IV should be named as Assistant Officers, Junior Officers, Officers and Senior Officers respectively.

· To improve the overall efficiency and effectiveness of the organisation, the proposed Support Group and Executive Group shall have six and five hierarchical layers. In this way, the present 18-layer management structure will be reduced to 11 layers – excluding the position of the Chief Executive.

· Develop objective criteria to screen out the incompetent from amongst the existing staff in BPS-1 to 16. After the rationalisation exercise, the employees in BS-1 to 16 should be adjusted into the proposed Support Groups. Appointments to EG-III to V should be opened to competition from outside. Twenty five percent appointments in these groups should be made through an open competition to improve the in-house capacity, particularly in audit, information technology and human resource management. These appointments should be made through an Independent Recruitment System based on eligibility criteria to be determined by the restructured tax administration.

· Provide fast track promotion opportunities to good performers. At least twenty five percent posts in SG-VI and EG-III should be open for fast track promotion to internal candidates only. The independent recruitment system should assess suitability for promotion against this stream to ensure objectivity and transparency in promotion.

· Reserve fifty percent posts in SG-IV to VI for direct recruitment. Allow internal candidates to compete against these positions if they satisfy the minimum eligibility criterion determined by the organisation. These should be filled through the independent recruitment system.

Man-power Rationalisation Strategy

· Specific targets for manpower rationalisation are not recommended. The restructured tax administration should undertake manpower rationalisation on a unit to unit evaluation. The actual officers to staff ratios are expected to change after reform of business processes, reduction of layers, installation of automated information management system and greater reliance on professional staff in Executive Group performing specialised responsibilities.

Compensation

· The present salary structure for officers and staff in tax administration does not provide living salaries. Based on comprehensive analysis/surveys, it is recommended to adopt the compensation structure followed by the local banking sector (excluding foreign banks). Table 6.1 of the Chapter on Human Resource Management presents the proposed salary structure. These salaries should be adjusted every three years, based upon the salary survey of domestic banks.

· The proposed salary structure should be phased over two years..

· For the Chief Executive Officer of the tax administration, the present M-I grade can serve as a reference point in determining the compensation package.

· A band of seven percent (maximum for outstanding performance), four percent (for average performance), and zero percent (for below average performance) may be used as a guiding principle for annual raises to address the problem of low motivation and morale arising out of slow promotion and move-over.

· Over and above the proposed compensation structure, provide one month’s basic salary as medical reimbursement, health insurance for hospitalisation, government vehicle for field duty, performance bonus, gratuity or contributory pension scheme, and contributory provident funds. 

· Officers and staff presently residing in government accommodation may continue to live in these premises but should be liable to pay market rent. 

· The existing staff should be given the option to accept the new compensation as a total package or stay in the existing contractual arrangement.

Performance Management

· Introduce a process-based system of performance management, which ties individual’s performance with overall departmental and organisational objectives. 

· Introduce a new Instrument for Performance in tax administration, which should replace the present ACR Performa. Major components of the proposed Performance Management Instrument include: planning performance objectives, appraisal against objectives, behavioural & trait performance dimensions, comparative performance rating, potential assessment, and identification of training & development needs. The standards for performance measurement, assessment and deadlines should be established at the beginning of the performance year. Each section of the appraisal instrument would carry different weights. 

· After the adopting of the new performance evaluation system for the first two years, the bottom ten percent employees should be put on six month probation. If the desired performance is not visible at the end of this period, their services may be terminated. Where there is an integrity issue, services should be right away terminated.

· Performance appraisal process should include its documentation, quarterly performance evaluation with regular feed back, proper job description, realistic target settings through a consultative process, and training of ratters.

Information Management 

· The proposed information management systems should address matters concerning automation of business processes, creation of data bases in carrying out tax-related functions, and generation of information for control and decision making (MIS) and supporting decision making processes (DSS).

· Replace separate tax payer registration processes presently in place in CBR with a single registration process which should involve entry of a certain minimum amount of information for a registered tax payer irrespective of the types of taxes which he is liable to pay; recording of an indication of taxes which are applicable; and additional information required for each type of tax that is applicable.

· Separate processing of tax documents from audit. The former should be carried out by the data processing facilities in each tax department.

· Introduce concept of Customers Service Centres (CSC’s) in all taxes to provide full range of services. Also, allow designated professional firms to provide certain functions like submission of tax returns and pass on the transaction to the CSCs.

· Introduce electronic declaration and processing system (customs) concerning import and export consignments. Necessary steps for this purpose would include simplification of document formats (single administration document). Standardise the electronic format on which documents are to be submitted, prepare software to be used by the agents/trading partners for document preparation and submission, allow agents/trading partners to submit the electronic documents either on-line or to a CSCs.

· Introduce risk management system for selection of cases for audit/scrutiny. For customs, the system will function as a filter through which all declarations will have to pass. It should have the features of development and maintenance of profiles for various data elements, compilation of historical data, development and maintenance of a risk matrix to determine the criteria based on which cases will be selected.

· Establish Customer Service Centres at all locations where there are significant numbers of taxpayers. These should service a minimum member of taxpayers below which division of work on functional lines would not be possible. The CSCs should be functionally responsible to the information management function within the CBR. In the initial stages of development, CSCs could continue to function within individual departments. In the longer term, CSCs at smaller locations for different taxes should be merged into single entities providing a range of services for all taxes. Each CSC should be given access to the central data base of the CBR to the required extent to perform the functions assigned to them.

· To encourage the electronic submission of data, license certain professional firms and large tax payers for submission of electronic data. They should be linked with a particular CSC both for income tax and sales tax. Service firms should be allowed data entry and validation of manual returns/submission of the electronic forms to CSCs over communication link, and facilitation of tax payment through generation of challans related to automated payments as well as payment through transfer entries.

· Automate all core business processes. The key applications that require to be addressed include: 

· Income Tax (internal operations) : Registration and de-registration of tax payers, filing of tax returns, collection (including monitoring of withholding taxes) and tax payer’s ledger, appeal tracking, and internal survey.
· Customs (internal operation): Declaration filing and processing, appraisement, revenue accounting, warehouse management, duty draw back processing, license management, bonds and guarantee management, and examination.
· Sales Tax (internal operation): Registration and de-registration of tax payers, return processing, delinquent tax payer’s monitoring, refunds and recoveries and appeals monitoring.
· Applications for third parties who would be required to submit data electronically.
· Identify in clear terms the information needs for strategic, tactical and operational management. This information should be capable of being ‘drilled down’, preferably to the transaction level and be an important element in design of information architecture. Types of information needs at various level would include:

· Strategic management (Chairman and Members) : Information on external environment, revenue figures reported by AGPR, appropriation accounts, industry reports, numerical data on registered tax payers, summary of transactions, revenue receipts, taxes assessed/appraised, arrears/refunds/rebate due, turnover and taxable income, effects of tax policy measures, performance related information on audit, and specific information CBR may required.
· Technical Management (Commissioners and Collectors) : Data on registered tax payers and summary of transactions, gross and net revenues, collections under various provisions of law, tax assessed/appraised, arrears/refunds/rebate due, number of cases completed and pending, and specific information as required.
· Strengthen information management capacity within the CBR. The functions of this department should include:

· designing and re-engineering of business processes within CBR and its sub-ordinate departments,

· defining information needs, developing and maintaining information systems strategy and information model, 

· defining standards with regard to technology, documentation, data integrity, data encryption, service levels, etc.,

· preparing and maintaining business continuity plan, and 

· preparing plans with respect to projects to be initiated/completed, related expenditure and monitoring performance against plans.

· Strengthen technical capacity of CBR in development and implementation of standard procedures with respect to systems design and development, change management, documentation, systems deployment, quality assurance and audit, net work and data security, planning and project management. Also strengthen technical man-power resources with experience of working in large information systems organisations which follow formal procedures.

· Consider sharing of outsourced functions of a local firm in collaboration with a foreign outsourced partner.

· Build specific expertise to manage properly the outsourcing process and relationship, particularly for evaluating the functions to be outsourced, drawing up terms of reference for outsourcing and setting performance benchmarks, identifying suitable vendors and inviting/evaluation bids, negotiating contracts, and monitoring/reviewing outsourced contracts.

Organisation of CBR
· Reorganise CBR with the following broad parameters:

· Adequate budgetary resource and budgetary flexibility for the maintenance of high quality staff and infrastructure.

· Authority to make changes in staffing processes and organisation as needed.

· Capacity for sustained analyses and guidance in key policy and functional issues.

· Operational decentralisation.

· Recruitment and maintenance of high quality professionals.

· A cell functioning information system to assist management and operations.

· A new relationship with taxpayers focussing on assistance to taxpayers, their education on taxes and consultation with them on processes and policies.

· Change the administrative status of CBR, its organisation, its supervision and consultative process to achieve the above objectives.

· Constitute a supervisory council headed by the Finance Minister to set CBR's operating procedures, internal organisation, staffing policies and financial management, within the overall budget approved by the Government. The supervisory council should approve CBR's annual programmes and budget, lay down performance targets, review them periodically and report to Government.

· The supervisory council should comprise Ministers of Finance and Commerce, Secretary General Finance, Chairman CBR (Member/Secretary) and one person from the private sector.

· Reconstitute CBR on a functional as against the present cylindrical basis so as to strengthen the critical issues of human resource management, audit, information management system, legal and adjudication, co-ordination and finance, fiscal research and statistics, and tax payer assistance and education along with the line functions.

· CBR should move from a hierarchical and command and control style to a more collegial and a consultative mode where the Chairman is the Primus inter pares. The suggested organisation is described as an appendix.

· Position of Chairman CBR may be filled by a person of known leadership, management capacity and integrity with a fix term of five years. He should be appointed on the recommendations of the supervisory council. The Chairman should be removed only for a significant failure in meeting agreed performance criteria.

· Line members of CBR should be appointed on merit from a competitive pool of the ablest in the respective departments. Functional members may be drawn from the private sector, if specialists are not available with the revenue services.

· Members should be appointed for a term of three years, renewable for a maximum of three years. They should be subject to the same procedure for removal as the Chairman.

Transition of Reform

Income Tax

· A three phase transition programme is proposed:

· The first phase (July – December 2001): devote to extensive transition and budgeting, organisational restructure, training and re-engineering of processes as preparation for the implementation of the proposed reform.

· The second phase (January – December 2002): run a pilot programme in two IT regions ( Corporate and Southern Region, Karachi. The entire reform programme should be  implemented in the pilot regions. Simultaneously, introduce a number of new systems and procedure in other income tax regions.

· The third phase (beginning January 2003): after lessons from the pilot are learnt,  implement all systems in other three regions.

· Undertake the following measures for  successful implementation of reform programme during three phases of the transition plan:

· Legislative changes (Budget 2001/2002) stipulating minimum record keeping requirements for various categories of businesses, and assigning the powers of reopening of cases u/s 65 and 66A of Income Tax Ordinance, 1979 to Internal Audit and Inspection Division.

· Clear backlog of assessments appeals and collection: Create a special office of Commissioners to clear all pending work in the pilot regions (Phase-1 and 2) and other regions (Phase 3).
· Operationalising MIS: Identification and development of software and purchase of hardware of pilot (Phase 1), its use for processing and purchase of hardware for other regions (Phase 2), complete use of software/hardware and integration of data bases (Phase 3).

· Developing data bases for federal and provincial taxes, establishing industry benchmarks, expenditure and assets of tax payers (phase 1 to 3).

· Education of tax payers and withholding agents: preparation of booklets, pamphlets and news payer supplements, communicating the changes in the philosophy of income tax department regarding the assessment, processes/documentation requirements/record keeping/penalties (Phase-I).

· Audit measures: Determination of audit selection criteria and audit manuals (Phase 1 to 3).

· Training programmes: introduce specialised programmes for field audit, tax law and accounting procedure, survey, investigation and research methods, use of the income tax applications, and orientation into new business processes (Phase 1 to 3).

· Determination of lines of responsibilities and preparation of manuals of new processes (phase-1), document problems in the implementation of new processes in the pilot regions,  and revise  manuals to document new processes (Phase 2 and 3).

· Designation and appointment of senior officers for planning and implementation of the pilot (Phase 1 to 3), repeat the same for other regions in phase 2.

· Appointment of Legal and Prosecution Division from among competent lawyers to assist in the pilot region (phase1), repeat the same for other regions in phase 2.

· Planning of location of new Divisions and offices (Phase 1 & 2).

· Planning for the pilots and extension to the other regions (Phase 1 & 2).

Sales Tax

· Transition is spread over ten quarters. Reserve the first two quarters for approval of and preparation for transition. 

· Creation of regional collectors offices piloting in Karachi and Lahore (1-2 quarters) and their extension to other area (7-8 quarters); 
· Creation of divisional collectors offices (piloting in Karachi and Lahore (1-2 quarters) and extension to other areas (7-8 quarters); 
· Changes in return format (1 to 2 quarters), 
· Networking data bases, the adjudication and arrears (1 to 6 quarters),
· Return rectification (1 to 5 quarters), 
· Automated return filing (1 to 8 quarters), 
· Revised refund processes (1 to 2 quarters),
· Changes in audit organisations (1 to 4 quarters), 
· Appeal reorganisation (1 to 3 quarters).
Customs

· Simplification of business processes (1-2 quarters).

· Establishment of nucleus organisations (1-2 quarters)

· Introduction of electronic declaration of processes systems (1-10 quarters).

· Profiling systems (1-8 quarters).

· Training (1-4 quarters).

· Clearing agents licensing criteria (1-2 quarters).

· Regulatory frame work (2-6 quarters).

· Organisation design and human resource reforms (1-5 quarters).

· Screening of clearing agents (3-4 quarters)

· Standard operating procedures (3-6 quarters).

· Warehouses, self integration and other functions and automation (2-6 quarters).

· Electronic declaration of processes system testing (11th quarters).

· Electronic declaration and processes systems implementation (12th quarters).

Human Resource Management

Recruitment: 

· Convert job title and names for officers and staff by December 2001.

· Implement proposed recruitment system beginning July 2001 and finish by end December 2001.

· Start recruitment of first batch of Executive Group starting January 2002 and complete by end March 2002. Functional specialists needed for business processes should be recruited simultaneously. Recruitment of first batch of Support Group should start in July 2002 and end in September 2002. For recruitment for first batch of Executive and Support Groups, outsource testing services.

Training

· Establish Tax Administration Academy as soon as possible. Initiate planning of curriculum and infrastructure of Academy in July 2001, pass its charter by September 2001 to make the Academy functional by April 2002. Conversion and upgrading of the campuses should start in October 2001 and delivery of courses begin in April 2002.

· Training needs assessment of existing staff should begin in October 2001. This should be a continuous activity in order to improve the efficiency of employees. Executive training programme for existing officers should begin in April 2002. Foundation training programme for newly recruited Executive Group employees should start in April 2002. The new specialised training programme for new recruits in the Executive Group should start in August 2002. Training programme for new recruits in Support Groups should start in October 2002 and continue on on-going basis.

· A plan for short courses with time schedule is recommended during 2001-2002. Interim short courses should be offered during the next three years starting July 2001 (list of programmes proposed).

Career Management

· Definition of job descriptions for various levels should start in July 2001 and finish by December 2001. 

· Initiate adjustment of existing staff into new cadres in August 2001 and continue until April 2002.

· Initiate assessment of the existing staff for fast track promotion beginning May 2002 and end in June 2003.

Manpower rationalisation Strategy

· Commence determination of surplus staff from August 2001 and complete by December 2001.

· Initiate placement of surplus staff into a common pool beginning July 2002 and complete by end March 2002.

· Start categorisation of surplus staff into ‘in’ and ‘out’ groups in April 2002 and complete by end June 2002.

· Commence retirement and termination of ‘out’ categories from July 2002. Adjust remaining staff into new cadres simultaneously. Complete both activities by December 2002.

Compensation

· Stagger implementation of new compensation package over next two years to ease the pressure on present limited resources. First year’s salary increase should be substantial enough to create the desired impact on the motivation and morale of the employees.

· The new compensation package should be implemented after reengineered business processes, information management system, and a restructured tax administration have been put in place. 

· Bring only those staff members under the proposed compensation system who are at present actively involved in the work of tax administration. Staff on deputation and secondment have to revert to tax administration to be eligible for the proposed compensation package.

· Approval of the new salary package should begin by July 2001 and the adjustment of existing staff to new salary packages should start from January 2002.

Performance Management

· Approve new performance management system by end July 2001. 

· Organise training workshops for new system beginning July 2001. Subsequent training workshops for annual performance evaluation process should resume in April 2002.

· Initiate consultative process for tax area targets in June 2001 and complete it by July 2001.

· Start monitoring and feed back of agreed targets in August 2001 and complete by end May 2002.Complete annual performance evaluation and review by end June 2002. Start selection out of staff immediately thereafter.

CBR Organisation

· Up front restructuring of CBR and appointment of Members for line and specialised functions. This exercise should end by July 2001.

Member


IM





Member


Audit  and & Insp.





Member HRM





Responsible for drafting of taxation laws and procedures, advance rulings concerning tax matters, representation before appellate forums, monitoring the work of legal cells in the field outfits.





Responsible for information management, business process and design, management and evaluation of contract for the establishment and management of information system. 





Member


Customs





Member


Direct Taxes





Member


ST/CE








Member


Fiscal Research & Statistics








Responsible for monitoring, enforcement and collection of taxes, international agreements concerning taxes.








Responsible for monitoring, enforcement and collection of taxes, international agreements concerning taxes.














Responsible for monitoring, enforcement and collection of taxes, international agreements concerning taxes.




















Responsible for research on tax issues, revenue forecasts, and collection and maintenance of statistics as tools of policy and management.





Responsible for HRM officials dealing with  recruitment, training, performance evaluation, promotion and career management of officers and support staff. 





Member


Legal 





Responsible for developing  uniform standards  for tax audit , preparation of  tax audit manuals, internal audit reviews, and monitoring the work of audit division in the filed outfits.








Responsible for developing appropriate technical and non-technical material concerning all taxes for taxpayer education and assistance, developing tax forms, interaction with media and taxpayers, and monitoring the work of service centers.











Preparation and management of budget coordination with government organisations, parliamentary affairs and any other functions assigned by chairman. 
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Taxpayer Education and Assistance





D. General Revenue Academy





CHAIRMAN


PAKISTAN REVENUE AUTHORITY
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ORGANOGRAM  OF CENTRAL BOARD OF REVENUE (PROPOSED)
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Secy (Dev)
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Secy (CTR)
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Secy (Jud)
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CHAIRMAN
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Director General
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CHIEF (EP)
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CHIEF (DDS)
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Member
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D. General
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D. General
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D. General
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Director MIS/PR
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