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Foreword: The national economy is facing the most critical moments of its history.  The on-going war on terror and military actions in the tribal areas including provincially administrated areas has dampened the growth of Trade and Industry in the country particularly in the NWFP. The Foreign Direct Investment is showing downward tendency with FDI showing a decline of over 45% i.e. US$85 Billion over the last year. The local investors in the NWFP have been shifting to safer places due to highly alarming law and order situation and recurring threats of lives and property. While the law and order situation is badly affecting the growth of trade and industry, the energy crisis in the country has further compounded the situation. There is a great need for attracting investment in the energy sector particularly in the hydropower generation. The NWFP has a potential for hydropower generation which need to be exploited through prudent energy planning and making joint ventures with the countries having expertise in the energy sector. An international investors conference focusing on energy sector should be convened in collaboration with BOI, SCCI, NWFP Government and specialized department to product the potential sites of NWFP which have capacity to produce bulk hydropower energy for the national consumption. A similar approach should also be made toward tourism industry where the country could attract huge foreign investment if the infrastructure is improved and law and order situation is brought under control. The region specific industries like fresh fruits and vegetables, furniture, marble and granite, precious and semi-precious stones and medicinal herbs need to be promoted to help revive the stale industrial activities in the Province. 
CUSTOM & EXCISE TAX

1.
Export from EPZ & Manufacturing Bond:

In order to boost the exports to Afghanistan and minimize the Refund and Duty Drawback claims the no duty no refund based scheme has to be encouraged. For this purpose the unnecessary regulation has to be removed from these schemes. In S.R.O 1021 Para 8(d) of October 08, 2007, issued by Ministry of Commerce, the facility of zero rating of Sales Tax and Duty Draw Back of Custom Duties is not allowed on exports made through the land route from EPZ & Manufacturing Bond. This illogical condition makes these export friendly schemes of EPZ & Manufacturing Bond ineffective. Surprisingly the goods of International Security Assistance Force (ISAF) are allowed without this condition. We suggest that all regular export to Afghanistan should be allowed without this conditionality.

2.
Zero rated raw materials: 
In order to make our manufacturing sector competitive, we suggest that all raw materials imported for industrial consumption should be zero rated and rate of sales tax be lowered. This will help reduce the cost of production and expand industrial output. All raw materials, imported by industrial importers should be exempted from income tax.  

3.
Withholding tax (WHT) on imports: 
The withholding tax is a tax on tax, which is totally unjustified and unfair. Withholding tax increases the cost of industrial raw materials subjected to WHT. The WHT should be calculated on the value of goods, excluding sales tax at customs stage and not the duty paid value by amending section 148(9) of Income Tax Ordinance. 

Exports Sector:

4.
Land Route Export to Afghanistan in Foreign Currency 
In order to curb smuggling of goods and to earn foreign currency the export of goods to Afghanistan should be carried in Foreign Currency and not Pak Rupees. The items on which we spend millions of dollars to import, go to Afghanistan against Pak rupees payments or smuggling causing extreme difficulties in the country. One of the key reason behind price hike in items like Ghee Cooking Oil, Wheat and Fertilizers is this land route export to Afghanistan is allowed in Pak Rupees. We suggest that the present system needs to be changed completely, borders sealed and proper exports to in the documented sector be carried to Afghanistan.

5.
Anomalies in Sales Tax and Custom Duties:

a. Pharmaceutical Industries in Pakistan are exempted to collect Sale Tax on its output. However the same industry is paying Sale Tax on Input at the time of Import and local purchases. It enhances the cost of sales of medicines. On the other hand the importers who imports Medicines in finished form are exempted to pay Sale Tax at the time of imports. In view of above the local manufacturers of Medicines are suffering in respect of Input Tax and not allowed to collect the same on outputs. Moreover they are not able to sell their products at compatible rates in the market as compared to the imported medicines. We suggest that the sale tax on Input of Pharmaceutical raw and packing material should be abolished so that Pharmaceutical Industry could be able to sell the products at competition. Incase this is not possible then finished packing material be taxed at time of entry to the country.

b. The duty structure on the import of Neutral Glass tubing is as under:- 

Raw Material



Neutral Glass Tubing USP Type I

H.S. Code



7002.3910

Rate of Duty



20%

Rate of Sales Tax


16%

Rate of Income Tax


  2%

Rate of Special Excise Duty
  1%

As per the SRO 565(I)/2008 dated 11.6.2008, the duty structure of Dome Type Ampoules is 5%. More than 80% of production is based on Dome Type Ampoules and as per the custom tariff 7002.3910, the manufacturer pay 20% custom duty on the import of Neutral glass tubing whereas the import duty on the Dom Type Ampoules is 5%. 

It is proposed that import neutral glass tubing should be allowed on zero rated custom duty to provide level playing field for the local manufacturers and to improve upon the balance of payment position. 

Customs

6. 
Raw Materials imported by registered manufacturers should be subjected to concessionary rate of duty.

7. 
Rate of customs Duty and other taxes on the raw materials uses in the production of Vanaspati Ghee, edible oils (all types) should be 0%.

8. 
Customs Valuation Committee be formed at local Collectorates with members from the Chamber of Commerce & Industries.

9.
A separate department/committee should be constituted at all RCOs for the implementation of the orders issued by the Courts as well as Tax Ombudsmen.

10.
Zero rating of export oriented industries

a.
The logic of extending facility of zero rating to certain sectors was to facilitate them and save these sectors from the hassle of refund and rebate. The basic purpose was to boost up exports and encourage “no duties no draw back” system. We propose that this facility should not be restricted to a few sectors but extended to all those industries engaged in exports and especially industries working in EPZ and manufacturing bond schemes.

b.
The export of carpets reduced drastically which is reflected on the carpet export figures. This state of affairs is not only affected the exporter’s community but also the Government Exchequer. The Rebate incentive was playing a significant role in sustaining the growth of Carpet Sector in recent past. The hikes in fuel, electricity and transportation costs have forced the exporters to raise the prices of their products. WTO regime demands quality products on cheaper rates. The stiff competition is seen from the neighboring countries particularly India where a rebate of more that 11% and in Iran 15% is given to carpet sector.  Buyers have no choice but to divert to cheaper sources. Apart from this, the Government has imposed a withholding tax on carpet export ranging from 0.75% to 1% , thus forcing carpet exports to decrease drastically. We suggest that the Government should provide at least 5% rebate to make our products competitive. The Withholding tax should be reduced to .25% to provide added benefit to our exporters. This change will bring confidence in the carpet exporters and the country will earn valuable foreign exchange.

11.
Tariff Based System (TBS):  

Auto policy stresses upon indigenousization of Auto Sector. To achieve this goal the indigenously designed vehicles should be given special window to become competitive with the foreign branded vehicles, which enable us to export our own branded vehicles. It will help us to decrease trade gap between import and export but TBS is only encouraging foreign branded vehicles manufacturing /assembling in the country and hurdle in indigenousization.

12.
Gems & Jewelry Sector:

Gems & Jewelry Sector can bring foreign exchange to the country, if long term planning is carried out.  Duty free import of gem cutting, polishing and carving machinery should be allowed so that the process of value addition of local gems is boosted. All lapidaries be treated at par with units, anywhere in Pakistan. Also the gemstones which are not available in Pakistan should be allowed to enter the country under entrustment scheme as advance.

13.
Export Refinance Facility: 
Peshawar/NWFP has become a hub of Gemstones in recent times. The Government must facilitate this sector by enhancing the export refinance facility from 50% to 80%. This will raise the gemstone exports considerably and the foreign exchange reserves will also develop. The gems & jewelry industry should be announced a zero rated industry, as it is export-based industry.

i) The import of polished & unpolished, cut & uncut and rough precious & semi precious gems & diamonds should be exempted from levy of 15% sales tax and 6% income tax as these goods are very expensive & precious having been taxed so heavily, which attract the malpractice’s and smuggling of these goods. Our neighbor competing country India earns large value by cutting and polishing or by setting in jewelry for export worth billions of dollars only last year.

ii) Gemstone Industry should be exempted from the Taxes for 5 years.

iii) Incentives for Exploration, Mining, Cutting & Polishing of Gemstones for Export on Scientific lines is required to be rationalized at par with the Neighboring Gems producing countries.

iv)
Wide overseas publicity of Gemstones through local foreign press, Pakistan Trade Mission abroad should be made to attract foreign investment.

Armoury Sector:

14.
Income Tax: CBR circular No. 1 of 2007 (Income Tax) dated 02-07-07 whereby amendments have been made in the I. Tax Ordinance 2001 through the Finance Act 2007. The addition of new sub section 6(B) to section 153 has directly affected Arms & Ammunition sector as under:

-
Income Tax Exemption Certificate U/S 153 stopped.

-
Tax deductible U/S 153 on Sales of Goods will be discharged of final tax liability. 

-
Arms & Ammunition projects become unviable due to deduction of Tax U/S 153 if treated as Final Tax Liability.

This situation has made this sector unviable. Earlier the customer were deducting Income Tax U/S 153 from the bill on sale of goods which stand refundable to the manufacturing unit as per our outstanding refund amount with the I. Tax Department and advance tax payment. Against this, I. Tax department were issuing I. Tax exemption Certificate which is stopped. Naturally the customers have started deduction from bills of the manufacturing units. So if all the deduction of tax U/S 153 by the client becomes final tax liability then all these projects would become UNVIABLE and fear closure due to loss.

15.
I% Federal Excise Duty:

The Federal Govt. has imposed 1% Excise Duty under section 3A and sub section(2) of section 16 of the Federal Excise Act-2005 vide Notification (Federal Excise) SRO:655(1)2007 dated 29-6-2007.

The manufacturers of Defense Weapons for Government of Pakistan should be included in the Table of those who are exempted for the payment of special Excise Duty 1% in the SRO 655(1) 2007-dated 29-6-2007.

16.
Protection of Regulatory Duty:

Certain units in this country are protected from local competition through imposition of regulatory duty. Despite lapse of the stipulated period, further extension has been given to them. For providing level playing field to the country’s businessmen, we request that this unlawful extension be withdrawn at once.
Income Tax:
 
17.
Difficulties in getting NTN :
The commencement of the centralized system for issuance of NTN has worsened the process instead of facilitating the tax payers. Though the FBR has provided a facility to apply for getting NTN electronically or manually, but both the procedures do not help taxpayers in getting the number within the prescribed period of 48 hours. The registration process, which is supposed to be done in hours, has been halted for months because of the applications galore. The situation is so much deplorable that even for minor alteration or change in the existing NTN certificates, taxpayers have to undergo immense hardships and difficulties. Delays in the issuance of NTNs and lack of coordination between the FBR, Islamabad and field offices, like Regional Tax Offices and Large Taxpayers Units, are not only depriving taxpayers from getting the tax number within the prescribed time but it also deprives the national exchequer from billions of rupees in revenue along with tax returns. Under the laid down conditions by the FBR no taxpayer could get sales tax registration without NTN registration. This means that no business establishment could start functioning till it gets NTN and thereafter sales tax registration. This pathetic condition of the FBR and its field offices at the 1st step (i.e issuance of NTN), also raises concerns regarding the smooth functioning/handling of detailed assessment procedures. 
18.
Withholding tax: 
The concept of withholding tax came in World War II to meet the day to day expenditure of war but the same is indiscriminately applicable in various areas of Income Tax. The Federal Government must pay attention to eliminate advance tax/withholding tax in the coming budget. However if the government feels any set back in collection of funds, it should be eliminated in phases. The withholding tax collected from the exporters who makes 100% exports is required to be exempt from payment immediately.
19. 
Taxable Income: 
Keeping in view the accelerated rate of inflation, it is proposed that exemption limit for an individual male be raised from Rs.180,000/- to Rs.300,000/- and for women from Rs.250,000/- to Rs.400,000/-. 

20. 
Tax payer card: 
Tax payer card is proposed to be introduced to all tax payers who have filed and completed tax return for last 3 fiscal years and a mechanism may be established to monitor these taxpayers on annual basis to facilitate the process, with clear benefits such as 50% discount on government fees like passport fee, driving license fee, waiver on loan processing fee and any other one time charges taken by banks for loan/finance processing, reduced markup rates, exemption in withholding tax charged against other banking services etc.

21.
MANDATORY E-FILING OF INCOME TAX RETURN BY AOP’S & SPECIFIED INDIVIDUALS: 
With the e-filing of income tax returns being made mandatory, especially for AOP’s and specified individuals, their problems have actually been increased. Most of the traders are computer illiterate and are facing extreme problems in e-filing their income tax returns, therefore, Federal Board of Revenue (FBR) should immediately defer the condition of e-filing of income tax returns to provide relief to businessmen.

The government must promote computer culture in the country by providing computers and Internet facility to people at affordable rates because forcing them for e-filing without facilitating them was highly unjustified.

E-filing should not be made mandatory for all AOPs in one go, rather it should be implemented gradually so that AOPs may not face problems. 


The FBR should arrange training programmes on e-filing system for traders so that they could get better awareness of this latest technology and the condition of e-filing for traders should be defer till the time they became well-conversant with this system.

22.
ISSUES REGARDING BROADENING OF WITHHOLDING TAX BASE AND E-FILING WITHHOLDING TAX STATEMENTS:

The expansion of withholding tax regime and complicated tax rules/regulations has increased the compliance cost of the business community.


The withholding tax regime, while contributing significantly, had created many problems for the taxpayers and the department alike. Deduction, deposit of tax and e-filing of periodic withholding statements, is mandatory for withholding tax agents. The persons obliged to do so under the Income Tax Ordinance 2001 have to fulfill these statutory obligations within a specific time span. With the e-filing being made mandatory for majority withholding tax agents, a fairly large number of withholding tax agents continue to face challenges in this respect. Due to inadequate education, small companies and offices find it difficult to meet their tax obligations in this regard. 

The ever-expanding withholding tax regime overburdens corporate sector, which in order to fulfill their responsibilities and multiple obligations, have to bear cost of compliance and duplication of the same work. The requirement for deduction/collection and deposit of tax and periodic e-filing of the statements adds to hassle on their part.

There are advantages to pay on-line to save a lot of time and hassle but a problem free electronic system of deposit of deducted tax is still to be developed.

The tax deposit system presents many problems such as non-documentation of the multiple Challans and lists of payees. The automated tax deposit system of the banks is not working to the satisfaction of the stake holders and electronic payment mechanism is in infancy.

23.
REDUCTION IN TAX RATES AND RELIEF FOR WAR EFFECTED AREAS:

Peshawar, the provincial capital, has been severely affected by the wave of terrorism. Peshawar is at the verge of industrial breakdown as many industrial units have been closed. A number of industrial workers lost the jobs In order to revive the industry, the government should take special measures to provide fiscal relief to businessmen and industrialists in the province. 


Not only the industries sustained an irrecoverable loss, but the traders, businessmen, professionals, service providers, hotels i.e all businesses are badly effected due to the security crisis & terrorism.


Taking into consideration the said critical situation, a suitable relief package shall be given in addition to the measures taken recently by the government, to the war affected areas including the following and other such measures:

· Reduced rates of corporate tax should be introduced.

· Abolishing certain withholding taxes.

· Reduced rates of taxes for individuals.

These shall be given for a period of 3-4 years in order to revive economic activity in the areas otherwise the stoppage of industrial and business activity will lead to zero based tax.


24.
MISCELLANEOUS  

· Procedure of income tax refund should be rationalized and as a model sales tax refund procedure can be adopted. This will not only reduce the botheration on taxpayers but also improve the FBR credibility.

· It came to the knowledge, that taxation officers are issuing notices for payments of tax while the appeal is pending in CIT Appeals. It is proposed that taxation officers should be directed to not issue the demand notices until the decision of Appeals.   

· Simultaneously two officers are doing audit of a particular client. (One normal audit other audit in the name of monitoring of withholding taxes, this has made the procedure cumbersome and increased the burden on Taxpayers.

· CBR has claimed that the restructuring will result in one window operation (ground reality is that applying for STRN require the same particulars and formalities which are submitted for obtaining NTN) (the concept of one window operation seems a slogan only)

· Formats for monthly statements and annual statements of withholding taxes need to be modified as stupendous observations are raised by the Monitoring officers who themselves are not trained to interpret the monthly and annual statement of withholding taxes.

· Deemed income rules should be abolished as FBR is claiming to have proper infrastructure and access to information.

· Dis-allowability of Salary and other expenses due non-deduction of tax as well as the making the transaction through non banking channel. These two offences have similar consequence. (Leading to inequitable law and encourages people who have defaulted one aspect to default the other one too).

· Duplicating provincial taxes should be abolished otherwise these taxes have very negative impact on the tax payers. E.g. fixed tax on lawyers, chartered Accountants and other professional.

· Consistency of fiscals laws in order to rebuild the confidence of the tax payer which is severely deteriorated in the recent past due to undue pressure our government has taken from International finance provider.

· Clarity needs to be introduced in the fiscal laws as far as the PATA & FATA areas are concerned. As current system is running on circulars and departmental letters. etc. 

· The private practice of FBR employees should be monitored as currently some FBR officials are doing invisible private practice (e.g. inspectors). Codes of Ethics for FBR officials and Officers neither made nor implemented which has created a serious conflict of interest which is resulting in a huge loss of revenue.  

· The threshold for withholding tax on cash withdrawal should be increased from Rs 25,000 to Rs 50,000 and exemption should be granted to the salaried class in order to provide relief to them.
Sales Tax

(i) Rates of Sales Tax: The prevalent high rates of sales tax invites for evasion of tax which not only paves way for smuggling but also inflicts a severe burden on the existing tax base. The rates of tax may 5be rationalized by reducing it to maximum extent of 50%. This will help to lessen financial burden upon the end consumer but also be helpful in broadening the tax base. 

(ii) Refunds: The computerized system of STARR instead of facilitation has entrenched the tax payers into multiple problems. The problems also pertain to such objections which primarily pertain to the field formations of sales tax. For instance, the objection “scrutiny for input tax verification” exclusively pertains to the tax administration. It is required that when ever there exists such objection, the respective RTO/LTU should take prompt action to scrutinize the record and remove the objection so that his recipient of supply get his refund claim without hassle and loss of time. There is a dire need that FBR may instruct the RTOs/LTUs to process the claims within 30 days, the extent of refund being validated by the system.

(iii) Refund of amount in appeal cases: Sales Tax Collectorates collects the adjudged tax liability immediately after the decision from the taxpayer. If the taxpayer is successful in appeal the amount collected by the department remains recoverable for ages. The department, if file appeal against any order under which refund has been accrued, refuse to refund the amount on the pretext that appeal has been filed. A Sales Tax General Order is required to be issued in this regard.

(iv) E-Filing: Each and every registered person is now required to file his return through e-filing, which has certainly created difficulties for registered person having small businesses or having difficulty in access to web portal. The FBR may realize such hardships and implement the scheme gradually. 
(v) Sales Tax registration procedure: The procedure regarding sales tax registration may be simplified. CNIC, NTN and bank certificates should be considered as adequate requirements for registration. Further more the registration process is required to be made prompt which may not take more than a week after fulfilling of requirements.
(vi) Multiplicity of Audit: Section 25 read with the Sales Tax General Order 3/2004 places restriction on multiple audits, however, further audit is warranted under exceptional circumstances. Besides audit by the Collectorate, a taxpayer is also subject to audit conducted by chartered accountants/cost and management accountants under section 32A of the Act and Department of Revenue Receipt Audit (DRRA). It is pertinent to note that the core thrust of audit carried out by DRRA is to examine and analysis the audit conducted by the department. Hence, the DRRA should aim to guide the sales tax department in performance of its audit obligations under the provisions of the Act rather than carrying out the audit themselves. Moreover, specific provisions should be introduced in the law to restrict multiplicity of audit.
(vii) Registration requirement for importers not involved in taxable supply: Registration requirement under section 14 enlists categories of persons liable for registration. These persons include importers also. The sales tax department insists for registration for all those importers who intend to import goods for their own use. It is suggest that the requirement of registration under section 14 should be followed by the departments in its legal spirit and should not force the importers to get registration under Act, if they are not engaged in any kind of taxable activity. The law should be amended to require only those importers for registration who are engaged in the course or furtherance of taxable activity. 
(viii) Accountability of tax Collector: The taxpayer is subject to all sorts of penal actions by the authorities even in case of inadvertent error on his part. However, the law does not provide for any penal action for the authorities when they resort to arbitrary manner of assessments/collection of tax. There is a dire need for insertion of provisions of law in the Sales Tax Act, 1990. 
Zero rating of import of raw material by the registered person: Since the registered person reclaim input adjustment or refund of tax paid on import stage, therefore, his import is required to be zero rated to avoid cumbersome procedure of subsequent refund claims. 

(iix)   GST on industrial electricity bills. The charges indicated in electricity 
bills are of two types firstly fixed charges secondly price of electricity. The Sales Tax is charged on aggregate of the above two charges. Section 30 of the Sales Tax Act clearly envisage that Sales Tax is leviable on value of supply. The value of supply is the price of electricity, therefore, fixed charges shall not be taken for assessment of Sales Tax. 
(iiix) Input adjustment.   Sales tax paid on purchase of generators, building 
materials and stationery items should also be allowed as input for adjustment. 
(vix)  Procedural mistakes. Procedural mistakes in maintaining record, filing

     returns should be once warned instead of using harsh sales tax law.             

(xv) Revised returns.  The registered persons may be allowed to submit 
revised sales tax returns for the period when he himself finds an     omission in sales or input.
(xvi) Over ruling powers.   Overruling powers regarding STARR objections 
should be restored in refund processing to the auditors which are presently given to Additional   Commissioners  to avoid un-necessary delay in  processing of refund cases.

vxx)        Un-necessary   Litigation.
By virtue of notification issued under section 30 of the Sales Tax Act empowering the Directorate of Intelligence to be the officers of Sales Tax created unrest among the registered persons for the reason of their misuse of powers in the garb of law. The said misuse of powers gave rise to unnecessary litigations. The representations received by the FBR against Directorate of Intelligence for their harassment is the glaring example of misuse of authority. The FBR may look into it to harass the unbridled powers of the said Directorate and issue notification in that behalf. 
Special Excise Duty

Special Excise duty was levied vide Finance Act, 2007 to get more revenue for filling up the gape between expenditures and receipts on one time basis but the same continued till date, which has not only increased taxation burden on the citizens but also pays to increase cost of doing business in Pakistan. Goose is not to be slaughtered but it should gently be protected for golden egg in perpetuality.  There is a dire need that this extra taxation may be eliminated in the coming budget.

General 

(i) Simplification of tax laws: Generally these laws should be unambiguous, clear, easily comprehensible and free from intricate provisions which should not baffle the minds of the taxpayers. At present these laws are prone to abuse and misinterpretation, thereby leading to corruption, tax evasion and unnecessary disputes. The tax law should therefore, be just, fair and honorable piece of legislation that makes a taxpayer feel honored, proud and inclined fearlessly and voluntarily to make his full contribution, which otherwise, he obviously will not do it when he is looked upon as a suspect straight away. It should be so simplified, classified and compiled that any particular class of taxpayer is able to find most of the basic provisions relating to his class, at one place.
(ii) Broadening of tax base: The major weakness in the tax structure includes narrow and punctured tax base because of vide ranging exemptions and concessions and rampant tax evasion. The Chamber, for a long time, has been pleading that the tax net be broadened and income be taxed wherever it is generated, but all the government's efforts to broaden the tax net, are always confined to trade and industry and agriculture sector, which contributes about one-fourth in GDP enjoys exemption from income tax.

(iii) Frequent changes in law/rules: Since literacy rate in our country is low and specifically understanding law and rules is not a matter of days and months. The frequent changes in law/rules have opened flood gate of litigations which is not only detrimental to interest of the tax payers but also to the exchequer.
