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Govt Hikes Power Tariff By 27 Paisa
ISLAMABAD: The federal government increased power tariff by up to 27 paisa per unit across the country on Tuesday through a 2 per cent special surcharge to meet the commitment it has made to the International Monetary Fund.

The increase, with immediate effect, will apply to consumers of all power companies, including Karachi Electric Supply Company (KESC), except lifeline consumers who use less than 50 units per month. The ministry of water and power has issued a formal notification to the effect.

The increase will generate about Rs900 million to Rs1 billion a month, which means the government will get additional revenue of Rs4 billion during the remaining period of the current financial year.

A senior water and power ministry official said the special surcharge had been imposed to cover a legal problem arising out of the National Electric Power Regulatory Authority (Nepra) Act. As a result, the power tariff will go up by an average of 17 paisa per unit, ranging between 8 to 27 paisa per unit.

He said the tariff should have been increased on March 12, but the law ministry advised the government against it saying it could be challenged in the court. After a series of consultations among legal, financial and technical teams of the government, it was decided to use special powers of the government to impose the surcharge as an equalisation measure to maintain uniform rates across the country.

Under the Nepra Act, the government cannot increase power tariff beyond the benchmark tariff of Islamabad Electric Supply Company (Iesco) determined by Nepra and currently being charged at a uniform rate across the country. Since the tariff of other power companies was comparatively high and did not meet the average electricity cost, the government has used its powers under a previous finance bill to impose the special surcharge.

The rates for the first residential consumers of 300 units a month were lower than the existing applicable rates and hence were increased through a determination of Nepra.

GENERAL CONSUMERS: Under the revised rates, the tariff for first 100 units for domestic consumers will increase by 8 paisa per unit to Rs4.45 per unit and for units between 101-300 will become dearer by 13 paisa to Rs6.73 per unit.

The third slab of domestic consumers with 301-700 units of monthly use would have to pay 21 paisa per unit more at Rs10.86 while consumers of more than 700 units will be charged at Rs13.55 per unit, with an increase of 27 paisa per unit.

The rates for bulk domestic consumers in housing colonies have been increased by 17-23 paisa per unit.

COMMERCIAL CONSUMERS: Commercial consumers with a sanctioned load of less than five kilowatts (kW) capacity will pay 26 paisa a unit more, rates at Rs13.26 per unit, while larger consumers with sanctioned load of more than 5 kW would have to pay 16 paisa per unit higher rates at Rs8.30 per unit.

The peak rates will increase by 23 paisa per unit to Rs11.71 and off-peak rates by 13 paisa per unit to Rs6.63.

INDUSTRIAL CONSUMERS: The rates for B-1 industrial consumers have been increased by 18 paisa to Rs9.08 per unit and for B-2 rates by 15 paisa to Rs7.74 per unit. The peak rates for B-2, B-3 and B-4 consumers have been jacked up by 22 paisa per unit.

AGRICULTURAL CONSUMERS: The rates for SCARP consumers have been increased by 17 paisa per unit to Rs8.64 per unit and for agricultural tubewells by 11 paisa to Rs5.42 per unit. The peak rates for SCARP and other agriculture tubewells have been increased by 20 paisa per unit to Rs10.33 per unit.

Rs120bn Mini Budget Unveiled
ISLAMABAD: In a major development, the government introduced on Tuesday a Rs120 billion ‘mini-budget’ through presidential ordinances, envisaging Rs53 billion of additional taxes on income, imports, agriculture and domestic sales of export-oriented items, after having failed to introduce reformed general sales tax through parliament.

Immediately after the ordinances were issued, the major opposition Pakistan Muslim League-N rejected them and described the move as a violation of the Constitution.

The government also announced a set of expenditure control measures, including cuts in development programme, ban on fresh recruitments and purchase of durable goods and 50 per cent reduction in non-salary expenditures to save about Rs67 billion.

The combined financial impact of tax measures and expenditure cuts has been estimated at Rs120 billion.

The new tax measures were introduced with immediate effect for the remaining period of the current fiscal year (till June 30) through separate presidential ordinances to meet some of the conditionalities of the International Monetary Fund (IMF) to restrict current year’s fiscal deficit below 5.5 per cent of GDP.

The revenue collection target has been reduced to Rs1,600 billion from the budgetary target of Rs1,667 billion.

The government had assured the IMF last week to take major policy measures within a few days to remain engaged for a wider financial support from other lending agencies like the World Bank and Asian Development Bank.

Under the ordinances, the government will collect Rs20 billion additional revenue through 15 per cent surcharge on income tax, Rs25 billion through withdrawal of sales tax exemptions and zero ratings, Rs6 billion through 2.5 per cent special excise duty on imports and Rs2 billion through increase in applicable tax on sugar.

To achieve the objective, President Asif Ali Zardari issued an ordinance to amend Income Tax Ordinance of 2001 to impose 15 per cent surcharge on income tax to generate Rs20 billion in three months.

This would mean that existing income tax payers would have to pay an additional tax of 15 per cent.

For example, if a taxpayer is currently paying an annual tax of Rs100,000 billion, he will have to pay Rs115,000.

Another ordinance further amends the Sales Tax Act 1990, and withdraws general sales tax (GST) exemptions on fertilisers, pesticides and tractors.

The facility of zero rating on plant machinery and equipment, including parts has also been withdrawn. That would mean 17 per cent GST on the agricultural inputs and engineering items.

Similarly, zero rating on export-oriented sectors has also been withdrawn which would mean levy of 17 per cent GST on the sales of plant, machinery and equipment and domestic sales of export-oriented items like textiles, leather, carpets, sports and surgical goods.

The withdrawal of GST exemptions and zero ratings would generate an additional revenue of Rs25 billion.

Another presidential ordinance increased special excise duty by 150 per cent to 2.5 per cent on items already subjected to one per cent duty to generate Rs6 billion additional revenue in three months.

Among many other items, this will increase the duties on all beverages, cigarettes and cement.

Another Rs2 billion would be generated during the remaining three and a half months of the current year by removing the taxable value of sugar at Rs28.80 per kg.

The ex-factory price of sugar will be considered as prescribed price for the levy of eight per cent GST on its sales.

PML-N’s spokesman Ahsan Iqbal immediately criticised the taxation measures and said that new taxes could be imposed only by the National Assembly but the government had established a new precedent of violating the Constitution by imposing a ‘mini-budget’ through ordinances.

The government has been moving back and forth on introduction of new tax measures through parliamentary approval, issuance of statutory regulatory orders and achievement of political consensus on reforms measures but always backtracked owing to stiff resistance from opposition parties and coalition partners.

Finally, it had to take the unilateral route of presidential ordinances to meet international commitments for tax reforms under IMF pressure.

In a separate announcement, the ministry of finance said the expenditures controls and revenue measures have been introduced to secure public finances as part of its commitment to stabilise the economy and pursue its reforms agenda despite the shocks of unprecedented floods and rising oil prices.

It said the expenditures on POL entitlements, purchase of stationery and travelling allowances have been cut by half and a complete ban has been imposed on fresh recruitments and purchase of durable goods.

Likewise, it said it had already completed an exercise to ensure surrender of budgetary allocations beyond last year’s level, besides rationalising public sector development programme without affecting social sectors, projects of strategic importance and less developed areas.

The finance ministry said the government’s initiatives for economic stabilisation had already started showing results.

It said the anticipated eight per cent budget deficit had been reigned in and would now be under 5.5 per cent of GDP, the recourse to State Bank of Pakistan borrowings has been aggressively managed to bring it down to Rs68 billion on Feb 28 against a high of Rs321 billion in first half of the current year.

The finance ministry said that inflation rates had started declining during the past two months to 12.9 per cent in February against 15.7 per cent in December, while external sector had shown extraordinary performance.

It said exports had increased by 26 per cent in eight months and were expected to cross $25 billion at the end of the year and remittances were expected to surpass the $11 billion mark.

Chambers Reject Flood Tax RGST
ISLAMABAD, March 15: The country`s chambers of commerce and industry have unanimously rejected the tax measures announced by the government including the imposition of Flood Tax and the RGST. 
The declaration came at the end of 3rd All Pakistan Chambers Presidents` Conference, held in Bhurban on Tuesday.

The leaders of the business community asked the government to broaden the tax base.

They said law and order was the most serious issue as it has not only restricted the growth of the economy but discouraged foreign and local investments in Pakistan.

The conference was organised by Rawalpindi Chamber of Commerce and Industry, (RCCI) and the participants of the conference demanded the government to launch broad anti-corruption initiatives, to reduce tax leakages.

The declaration said, “The business community has rejected any new tax measure because the government needs to broaden the tax base and include the sectors and areas which are tax free now.”

The FPCCI vice president, Chaudhri Aamer Ata Bajwa, said the government did not listen to them on RGST, flood tax and other measures that was why they were opposing them. The policies were based on the reports of bureaucrats and not on the basis of the concerns faced by the stakeholders.

He said that the government was not doing enough to improve productivity in the country. The leaders of the business community highlighted terrorism and growing cases of street crimes, organised crime and lawlessness as a serious cause of concern for the business community.

The presidents of various chambers of commerce and industry demanded strong government measures to eradicate terrorism and introduce the system of community based policing.

“There is nothing more precious than life and it was becoming difficult to operate in an environment of threat and terror,” said the RCCI president Syed Ali Raza.

However, for the first time the business community has come forward over social and national issue of water shortage, demanding the government to establish a `Water Front` that would include members from all walks of life.

Lahore Chamber of Commerce and Industry (LCCI) President Shazad Malik said that India was using water as a tool against Pakistan and in such a case the whole nation would suffer.

The declaration also demanded that the Special Economic Zones (SEZ) Act should be passed through the parliament at the earliest.

The business community deplored the government for not developing infrastructures at industrial zones.

The Presidents of All Pakistan Chambers of Commerce and Industry adopted a unified declaration calling upon the government for taking short term and long term steps for the economic growth of the country.

Besides discussing measures to be taken by the government for economic reforms, the conference dilated on water sector reforms, energy sector reforms and improving the law and order situation.

The Energy sector reforms are the key to economic growth. The public sector organizations must clear their liabilities. Every Disco must bear its own losses and conducive policies aimed at encouraging the private sector investment in hydel power projects.

16m Of 17m Taxpayers Are In Lowest Tax Bracket
ISLAMABAD: If official figures are to be believed, out of Pakistan’s 1.7 million taxpayers, around 1.6 million taxpayers pay about Rs21,000 each as income tax every year.
All of these people fall into the lowest tax bracket where their annual income tax is less than Rs500,000.

Even more interesting is the fact that this particular tax bracket has not gained many new entrants over the past three years; to be exact, statistics show that 1.663 million taxpayers paid less than Rs500,000 as income tax in 2008. This number went down to 1.478 million in 2009 and then back to 1.662 million in the tax year 2010.

Clearly, over the past three years not many new taxpayers have stood up and been counted by the FBR.

This is not the only staggering statistic compiled by the Federal Board of Revenue; less than 20,000 people in Pakistan earned enough to pay between Rs1 million and Rs5 million (10 lakhs to 50 lakhs) as their annual income tax in 2010, while 21, 077 taxpayers have paid annual income tax in the range of Rs0.5 million to Rs1 million (five to 10 lakhs) and earned the state exchequer a little over Rs13.5 billion.

This means that each of these 21,077 people paid an annual income tax of around Rs650,000. And this was the income tax bracket with the second highest number of taxpayers.

No wonder Pakistan is known for its low compliance level to income tax rules and international donors want the country to widen its tax base before asking the rest of the world for more aid and help.

Only 7,680 taxpayers earned enough to pay income tax in the range of Rs1 million to Rs1.5 million (10 to 15 lakhs). With a total collection of over Rs8 billion, each of these taxpayers contributed a mere Rs1.52 million to the government exchequer in the year.

Around 3,000 taxpayers paid income tax between Rs1.5 million and Rs2 million (15 to 20 lakhs) a year while 2,414 taxpayers paid tax in the range of Rs2 million to Rs2.5 million (20 t0 25 lakhs).

For the next tax bracket, the number of taxpayers dropped steeply. Only 1,526 people paid tax in the range of Rs2.5 million to Rs3 million (25 to 30 lakhs) followed by 838 taxpayers who paid Rs3.5 million to Rs4 million (35 to 40 lakhs) as annual tax in 2010.

The number reduces to a mere 602 when it comes to people who paid more than Rs4 million to Rs4.5 million (40 to 45 lakhs) as annual tax. And only 526 taxpayers paid up to Rs5 million (50 lakhs). Each of them contributed Rs4.5 million (45 lakhs) to the government; this is less than the amount that one would need to purchase a Prado Land Cruiser.

Also, there are only 4,426 taxpayers across Pakistan who declared income tax to be more than Rs5 million. However, FBR officials point out that this bracket includes corporate and other businesses.

Although the number of these taxpayers was low, their contribution in the total income collection stood at Rs286.023 billion during 2010 out of the total collection of Rs373.685 billion from 1.706 taxpayers.

In other words, income tax collection from Pakistan’s 1.6 million taxpayers remained Rs87.662 billion.

A senior tax official told Dawn that the introduction of universal self-assessment scheme (USAS), a scheme to allow taxpayers to determine their tax themselves without being questioned by the tax officials and in the absence of income tax audits, is among the reasons for the low level of tax payment in the country.

Bodies To Study Energy Crisis Cotton Output
LAHORE, March 15: President Asif Zardari has constituted two committees to suggest ways to overcome the energy crisis and cotton shortage in the country.

The committees have been formed on the recommendation of the All Pakistan Textile Mills Association (Aptma).

“The Presidency has issued directions to increase cotton production and availability of energy to the industry,” an Aptma spokesman said on Tuesday.

Aptma chairman Gohar Ejaz had presented textile vision to the president on behalf of the textile industry during the association`s annual dinner held at the Presidency last month.

The textile vision included short and long-term measures to tackle energy crisis, increase in raw material availability, competitive interest rate regime, and market access.

The committee on cotton will devise a plan of action for improvement in all sectors and brief the president about the progress once a month.

Another committee on shortage of gas will submit proposals for resolution of issues relating to production, import, distribution and pricing of gas.

This committee will submit its interim report within three weeks.

The spokesman said Mr Ejaz had urged for immediate steps to increase cotton output per hectare.

Pakistan produces 570 kg per hectare against 1,250 kg per hectare in China.

The Aptma chairman had stressed the need of importing LNG in bulk.

The short and long-term objectives of this committee are under preparation by the task force and would be soon made public, he added.

The Aptma had suggested keeping the LNG scheme a private sector-led project with facilitating role of the government.

He termed it as an achievement of the Aptma by getting committees notified to meet larger objectives of the industry.

Conversion Rates
KARACHI:  The following are March 16, State Bank conversion rates for foreign currency deposits, dollar bearer certificates, foreign currency bearer certificates and special US dollar bonds. US dollar Rs 85.4144

Japanese yenRs 1.0484

Pound sterlingRs 136.6033

EuroRs 118.4784

LIBOR

The following is Libor rate for calculating interest on special US dollar bonds for March 15. Libor

For 6 months0.46%

THE NEWS
Rs53 billion taxation sans representation
ISLAMABAD: The universally accepted democratic principle of ‘no taxation without representation’ was thrown in the bin on Tuesday when a desperate government imposed additional taxes of Rs53 billion through a presidential ordinance, eschewing bringing the matter to parliament for approval.
The controversial measure has been undertaken to achieve the revised target of Rs1,604 billion for the current fiscal year. This draconian measure of taxing-the-already-taxed to generate additional revenues is in line with the government commitment given to the IMF in the latest round of talks held in Islamabad.
The additional revenue generating measures imposed through this ordinance titled, the Sales Tax (Amendment) Ordinance 2011 to further amend the Sales Tax Act 1990, include 15 percent surcharge on income tax which is expected to yield Rs20 billion, withdrawal of sales tax exemptions for generating Rs25 billion and hiking the excise duty up to 2.5 percent to raise Rs8 billion in the last quarter of the fiscal year 2010-11. “We will generate Rs53 billion in three major taxes in the remaining period of the current fiscal year in order to achieve the revised target of Rs1,604 billion,” confided a top official of the Finance Ministry.
The presidential ordinance will also impose 17 percent GST on tractors and maintain the earlier 8.5 percent on sugar. There is a typical bureaucratic silent-killer here. While the government has kept the old 8.5 percent GST on sugar, but now it shall be calculated on an ex-factory price of Rs55 per kg instead of the earlier Rs28 per kg and this will immediately result in a price hike of Rs7-8 per kg.
The 15 percent surcharge has been imposed on tax liabilities exceeding the annual limit of Rs300,000. The withdrawal of sales tax exemption will result in imposing 17 percent standard GST on tractors and key other areas including fertilisers and pesticides. Five major exportable sectors including textile, leather, sports, carpets, surgical instruments will now be liable to 17 percent GST on the locally used products while zero rating regime would remain available to registered manufacturers cum exporters.
The hike of excise duty from 1 percent to 2.5 percent through the presidential ordinance will generate additional revenues in the range of Rs6 to 8 billion in April-June period of FY 2010-11.
The government has also slashed down expenditures by Rs120 billion through cutting down development and non-salaried spending for curtailing the budget deficit at desired level of under 5.5 percent of GDP for June 2011. The federal government has imposed a ban on all new hiring except those positions which have already been advertised and has also invoked other saving measures like slapping a ban on buying new vehicles etc.
The FBR had set annual tax collection target of Rs1,667 billion on the eve of budget, which was revised downward to Rs1,604 billion in the aftermath of severe floods in October 2010. It was decided at the time that the target would be increased to Rs1,630 billion, but the inability of the government to impose additional revenue measures from December resulted in further scaling down the target.
During the talks held between Pakistan and the IMF from March 1 to 11, the fund assessed that the FBR would not collect more than Rs1,550 billion without taking additional revenue measures. In order to achieve the Rs1,604 billion target, the FBR required additional taxes of Rs53 billion, and since the government was aware of its inability to steer this measure through the parliament it opted for the forever-convenient presidential ordinances.
FBR drive against tax thieves begins
ISLAMABAD: Federal Board of Revenue Chairman Salman Sadiq and Member IRS Khawar Khurshid Butt have started the campaign to arrest tax thieves.
Director General of Intelligence and Investigation Muhammad Riaz, through his letter No EC No (1) (3) DGC I/Custom/ 1792/2011, informed the FBR chairman that the rich personalities of Gujranwala Marghoob Shakir Izhar and Muhammad Muzaffar Iqbal have been arrested and an FIR has been registered against them.
According to the letter, DG Muhammad Riaz caught the theft case of Rs29 million Sales Tax and this case is of M/S Gujrat Pre-casting Industries. This industry is unregistered unit and these industrialists were supplying taxable (material) without paying Sales Tax and Federal Excise Duty, the letter said.
FIR has been registered against the unit and two persons of the industry Marghoob Shakir Izhar and Muhamad Muzaffar Iqbal have been arrested, it said.
Commission on loans
The two-member Supreme Court bench hearing the case on the Rs 256 billion loan write-offs by commercial banks over the last four decades, has agreed to a suggestion by the counsel for the State Bank of Pakistan that a commission be set up to examine the details of the waivers given to various industries and the powerful individuals behind them. It has also asked the SBP to publish suggestions for the setting up of the commission, for which banks would be charged, so that any borrower having an objection to the process would be able to come forward and approach the court. We must hope the process produces results. The loan write-offs have cost the exchequer huge amounts of money and have been a chief means of promoting corrupt practices of all kinds in the country. What is striking is the fact, as noted by the court, that only four of the beneficiaries on the list have come forward after their names appeared on widely publicised lists. This indifference to the plight of the nation by some of its richest sons is in many ways quite terrifying. A country abandoned by its own people stands little chance of moving ahead in any decisive direction.
For the same reasons, as has indeed been noted during the hearings of the case, we need to put in place tougher measures to deal with the loaning process by banks. It is an irony that while ordinary citizens who seek to build a house, obtain a car, or meet other needs have to go through a long and laborious process and then face immense pressure – or even threats – if they are even a few days late in paying an installment, people many times wealthier than them can get away with massive write-offs that quite often have little to do with the state of their finances. Some of the borrowing that takes place is based around the knowledge that this will happen. Today, no doubt, even as these words are being read, more loaning agreements are being negotiated at banks, with those wielding power eager to acquire sums they have no intention of returning. The findings of the commission to be constituted to look into these matters will be interesting. They should also aid in the vital process of setting up controls to prevent write-offs in the future. The SBP will almost certainly need to tighten its controls and ensure banks follow a set of rules laid down to prevent malafide write-offs and benefit those who seek funding for all the wrong reasons. Through the years many such cases have come forward; some like the case involving the Bank of Punjab remain before the courts. The SC’s vigilant suo motu action in the loan write-off case should help prevent other similar acts of crime and protect the interests of both the citizens and the state.
Government announces measures to stabilise economy
ISLAMABAD: The government of Pakistan is committed to stabilising the economy and pursuing its reforms agenda despite the shocks of unprecedented floods and rising oil prices. The determination and resolve of the government is beginning to show visible results.
These improvements include:
1) The budget deficit, which some observers had predicted to cross 8+ACU- has been reigned in and will be under 5.5+ACU- of GDP.
2) Recourse to SBP borrowings has aggressively managed. SBP borrowing stood at Rs68 billion at end-February 2011 from a high of Rs321billion reached during the first half.
3) Inflation rates have begun to decline for the last two months. During February 2011 the CPI was 12.9+ACU- significantly down from 15.7+ACU- recorded in December, 2010.
4) The external sector has shown extraordinary performance. Exports have increased by 26+ACU- in the last eight months. For February 2011, growth in exports was at historic 46+ACU-. Exports at this rate are likely to cross +ACQ-25 billion.
5) Remittances will surpass the +ACQ-11 billion mark, which will also be historic.
More works remains to be done to ensure that these gains are consolidated and a solid foundation is laid for stability, growth in the economy and the prosperity of the citizens. The government has decided to further control expenditures and to raise revenues to secure the public finances.The following expenditure control measures for remaining part of the budget year will be effective immediately:
1) Expenditures on POL entitlements, purchase of stationary and travelling allowance are cut by half.
2) There will be complete ban on purchase of durable goods.
3) There will be ban on fresh recruitment unless process already initiated through proper advertisements.
4) An exercise was undertaken successfully to secure surrender of excessive budgetary allocations over and above the last year.
5) Numerous other small heads of account relating to grants to entities and bodies outside the government have been closely examined and savings effected.
6) The PSDP has been rationalised while protecting projects in social sectors, less-developed areas and of strategic significance. The combined impact of these measures will be Rs.120 billion. The following additional revenue measures have been adopted to partially offset the increase in expenditure demands on account of floods, foregone revenues due to postponement of RGST and to remove inequities in the tax system:
1) One-time surcharge of 15+ACU- on income tax payable for the remaining period of tax year 2010-11.
2) Additional special excise duty (SED) of 1.5+ACU- on items already subjected to SED for the remaining period of tax year 2010-11.
3) Withdrawal of exemption of sales tax on fertilizer, pesticides and tractors. The facility of zero-rating on plant, machinery and equipment including parts thereof has also been withdrawn.
4) Zero-rating on five major export oriented sectors (textiles, carpets, leather, sporting goods and surgical goods) has been restricted to registered exporters and manufacturers-cum-exporters for export purpose only.
5) A clear distortion visible in the assessable value of sugar by artificially limiting it to Rs28.88 per kg has been removed. 
The ex-factory price shall hitherto be the prescribed price for levy of sales tax on sugar. However, to protect the consumers, special rate of 8+ACU- for levy of sales tax on sugar has been retained.
These measures would assist in achieving the revenue target of Rs1600 billion during 2010-11.
State Bank to follow Supreme Court orders on loans write-off Kardar
KARACHI: The central bank would follow the directives issued by the Supreme Court regarding loans write-off, said Shahid H Kardar, Governor, State Bank of Pakistan on Tuesday.
The Supreme Court had directed the SBP to publish its suggestions regarding the constitution of a commission for examining the cases pertaining to persons who got their bank loans written off in the print media.
Talking to newsmen at a conference on “SME banking in Pakistan: Global/local trends and role of value-added services” jointly organised by the SBP and International Finance Corporation (IFC), he said that the central bank could not identify the loans waived under political influence. “This could be done by the board of directors of banks,” he added.
The State Bank provides protection to the accountholders and none of the depositors had lost their savings, he said.
Earlier, in his keynote address at the conference, Kardar said, at present, the financial industry lacks relevant skills to evaluate small and medium enterprises (SMEs) on non-traditional parameters that are reflected in the lack of innovation in the financial products to address the financing needs of the sector.
Kardar expressed concerns over decline in the banks’ lending to SMEs during the last three years.
He said the bank credit to SMEs declined from Rs437 billion in 2007 to Rs334 billion in December 2010, showing a significant decline in real terms at a time when input prices had increased sharply, pushing up the demand for working capital credit.
He said that the future of banking industry in Pakistan is dependant on the strength and performance of the economy in which the SME sector had attained a crucial role in terms of its growth potential and greater employment opportunities. The SBP governor emphasised upon the significance of the SME sector and said that it could not be ignored.
“Most particularly and especially when you consider that almost 99 percent of all business establishments are services, providing employment to 77 percent of the non-agro workforce and contributing 30 percent to the GDP, no one can deny a key role of this sector in the overall economy,” he added.
The SBP is trying to develop financial institutions to support the SME sector growth.
“We issued specific prudential regulations in 2003 to facilitate banks in financing SMEs in an effective and prudent manner and more recently credit guarantee schemes were launched and now the SBP is conducting cluster surveys on SMEs in collaboration with IFC and LUMS,” he added.
The new communications technology has also brought new areas, such as services (computer software, consultancy), into the framework, he said.
Earlier, services were not tradable across time and space. Now, they can be exported via the internet and even stored electronically and used for a long time after they have been produced, he added.
Now that services are tradable they can be included as a component in the comparative advantage of developing countries, exports of labour-intensive services (typing, programming, call centres, etc),” said Kardar.
“Computers can be used to automate low productivity tasks previously performed by office secretaries. The tradability of services across space, the reduced attraction of large markets and shrinking importance of economies of scale are all combining to provide developing countries the opportunity to sell their labour-intensive services and manufactures,” he added.
Kardar said that the existence of global commodity chains either producer-driven (capital and technology-intensive products) or buyer-driven (design and marketing-intensive for products such as textiles and leather) have left industrial enterprises with no other choice, but to become part of these chains, to be able to access markets.
He said that Pakistani manufacturing units, even those small-sized, had also realised that they could not operate in isolation any more.
“However, to be accepted as a part of these production and trade networks, individual enterprises have to meet standards of the buyers with respect to price, quality and delivery schedules,” he added.
Remittances to touch $11 billion this year
ISLAMABAD: Remittances sent home by Pakistani expatriates are likely to reach $11 billion by the close of this financial year, said Rana Matloob Ahmed, Director of Bureau of Emigration and Overseas Employment, on Tuesday. Speaking at a seminar on “socio-economic development and labour emigration”, he said over 5.3 million labour went abroad during the last 38 years. From 2005 to 2010, over 1.8 million labour was exported including 39,371 in highly-qualified category, 120,857 in the bracket of highly-skilled people, 766,803 skilled and 21,148 in semi-skilled category. He said 96 percent labour was exported to the Gulf Cooperation Council (GCC) countries.

FBR to keep vigil on banks’ withholding tax deduction
KARACHI: The Federal Board of Revenue (FBR) on Tuesday launched monitoring of withholding tax deductions made by banks, a senior official said on Tuesday.
“Notices have been served on banks on Tuesday for the monitoring and teams of tax officials would be deployed for physical inspection inside banks’ premises,” the official said on the condition of anonymity.
“Around five-seven branches of each bank have been selected randomly for the monitoring,” the official said.
The FBR teams would conduct on-spot audit on the identification of deductions, which were not made as per the laws.
The exercise would be completed by April 15 under which the revenue body has estimated collection of substantial revenue, besides addition of a number of new taxpayers to the tax net.
The FBR’s Board-in-Council meeting on February 28 had decided to launch such monitoring in the banking sector where immense potential of revenue exists.
The prime focus of monitoring would be on profit on debt and cash withdrawal from banks, the official said.
An important meeting regarding the issue would be held at the Large Taxpayers Unit (LTU), Karachi on March 18 in which senior tax managers would give proposals to the FBR to broaden the tax base through withholding tax, the sources said.
An official at the LTU Karachi said that several people, who are engaged in transactions through financial institutions, are not included in the tax net. 
“Those people would be identified through the monitoring,” the official added.
The revenue body has devised the procedure for monitoring of withholding tax under which tax officials would conduct a macro-analysis of profit on debt paid by the banks to the accountholders and the amount of tax deducted and deposited by all branches. Besides, data reported to the State Bank of Pakistan (SBP) would also be obtained for cross verification.
The tax officials also advised to collect information from the central and other banks and hold an analysis of withdrawal and tax deducted.
A FBR report on withholding tax revealed that the present level of compliance by the bank is low. “The banks deposit tax through composite challans and do not furnish particulars of the accountholders,” the report said. “Whereas examination of some of the accounts has indicated short deductions,” it added.
The tax officials, under the monitoring procedure, advised to check huge withdrawals on sample basis to ascertain the direction of money towards various sectors and for taking further necessary actions as per the law, the report added.
SBP extends submission of claims date
KARACHI: The State Bank of Pakistan (SBP) on Tuesday extended the date by one-month for submission of claims against loans write-off in Malakand, Swat, Buner and Chitral districts under the prime minister’s fiscal relief package to rehabilitate economic life in the Khyber-Pakhtunkhwa, Federally- and Provincially-Administered Tribal Areas, a bank statement said on Tuesday.
The central bank issued a circular to extend the date from March 15 to April 15.
Earlier, on February 2, the central bank had issued a circular for complete loans write-off in the areas under the relief package and devised a procedure for reimbursement of loans write-off outstanding as of December 31, 2009 against the borrowers of the areas.
The State Bank of Pakistan said that the banks, development financial institutions (DFIs) and microfinance banks would write-off the entire loans outstanding as of December 31, 2009.
B RECORDER
Three ordinances promulgated 17 percent GST on fertiliser and other items, 15 percent income tax surcharge
ISLAMABAD  (March 16, 2011) : President Asif Ali Zardari on Tuesday promulgated three ordinances to impose 17 percent sales tax on fertilisers, agricultural tractors, pesticides, plants, machinery and equipment including its parts, a 15 percent income tax surcharge for Tax Year 2011 and raised special excise duty (SED) from 1 to 2.5 percent.

The government would generate an additional revenue of Rs 53 billion through these fresh taxation measures in the remaining period of the current fiscal year. Through notifications, the Federal Board of Revenue (FBR) has restricted the sales tax zero-rating facility of five export sectors - textile, leather, surgical, sports and carpets - to only registered manufacturers-cum-exporters or exporters for export purpose by amending SRO509(I)/2007. The domestic supplies of these five zero-rated sectors will now be liable to sales tax at the standard rate of 17 percent.

The FBR has rescinded SRO.564(I)/2006 whereby sales tax was charged on sugar at the rate of Rs 28.88 per kg. Now, the sales tax would be assessed on the actual market price of sugar. The rate of sales tax on sugar would remain unchanged at 8 percent. The assessable value of Rs 28.88 is creating a market distortion since ex-factory prices range between Rs 50 and Rs 60. The FBR has withdrawn sales tax zero-rating facility on plants, machinery and equipment by amending the SRO.549(I)/2008. The sales tax exemption has been withdrawn on fertilisers, pesticides and tractors. The FBR has also withdrawn sales tax exemption of input tax on agricultural tractors.

Official sources said that the FBR has rescinded various notifications to impose 17 percent sales tax on the said items. The Income Tax (Amendment) Ordinance, 2011 and Federal Excise (Amendment) Ordinance, 2011 have imposed a one-time 15 percent income tax surcharge and raise in the SED from one to 2.5 percent respectively for the remaining period of the current fiscal. The Sales Tax (Amendment) Ordinance, 2011 has been issued to impose 17 percent sales tax on agricultural tractors.

The government has taken a number of measures to reduce its expenditure. These include a ban on the purchase of durable goods till July 1, 2011. The government has also imposed a temporary ban on fresh hiring and recruitment. In addition, the government has totally banned capital expenditure and effected a 50 percent cut in travel and stationery budget. The cut in travel and stationery would help government save Rs 1 billion.

Following is the text of the Ordinances issued here on Tuesday: Sales Tax (Amendment) Ordinance, 2011: WHEREAS it is expedient further to amend the Sales Tax Act, 1990, for the purposes hereinafter appearing; AND WHEREAS the Senate and the National Assembly are not in session and the President is satisfied the circumstances exist which render it necessary to take immediate action:

NOW, THEREFORE, in exercise of the powers conferred by clause (1) of Article 89 of the Constitution of the Islamic Republic of Pakistan, the President is pleased to make and promulgate the following ordinance:- Short title and commencement:- This Ordinance may be called the Sales Tax (Amendment) Ordinance, 2011;

It shall come into force at once. Amendment in the Sixth Schedule, the Sales Tax Act, 1990: In the Sales Tax Act, 1990, in the Sixth Schedule in column 1, against Serial No 69, in column (2), for the words and comma "Tractors, bulldozers" the word "Bulldozers" shall be substituted.

Federal Excise (Amendment) Ordinance, 2011: WHEREAS it is expedient further to amend the Federal Excise Tax Act, 2005, for the purpose hereinafter appearing; AND WHEREAS the Senate and the National Assembly are not in session and the President is satisfied that circumstances exist which render it necessary to take immediate action;

NOW, THEREFORE, in exercise of the powers conferred by the clause (1) of Article 89 of the Constitution of the Islamic Republic of Pakistan, the President is pleased to make and promulgate the following Ordinance: Short title and commencement:- This Ordinance may be called the Federal Excise (Amendment) Ordinance, 2011;

It shall come into force at once. Amendment of section 3A, the Federal Excise Act, 2005: In the Federal Excise Act, 2005, in section 3A, in sub-section (1), for the word "one", the words "two and a half" shall be substituted. Income Tax (Amendment) Ordinance, 2011: WHEREAS it is expedient further to amend the Income Tax Act Ordinance, 2001, for the purposes hereinafter appearing;

AND WHEREAS the Senate and the National Assembly are not in session and the President is satisfied the circumstances exist which render it necessary to take immediate action;

NOW, THEREFORE, in exercise of the powers conferred by clause (1) of Article 89 of the Constitution of the Islamic Republic of Pakistan, the President is pleased to make and promulgate the following Ordinance:-

Short title and commencement:- This Ordinance may be called the Income Tax (Amendment) Ordinance, 2011;

It shall come into force at once. Amendment of section 2, Ordinance XLIX of 2001:- In the Income Tax Ordinance, 2001, after section 4, the following new section shall be inserted, namely:-

"4A. Surcharge:- (1) Subject to this Ordinance, a surcharge shall be payable by every taxpayer at the rate of fifteen percent of the income tax payable under this Ordinance including the tax payable under Part V of Chapter X or Chapter XII, as the case may be, for the period commencing from the promulgation of this ordinance, till the 30th June, 2011.

Surcharge shall be paid, collected, deducted and deposited at the same time and in the same manner as the tax is paid, collected, deducted and deposited under this ordinance including Chapter X or XII as the case may be. Provided that this surcharge shall not be payable for the tax year 2010 and prior tax years and shall be applicable, subject to the provisions of sub-section (1), for the tax year 2011 only".
Two percent increase in power tariff notified
ISLAMABAD  (March 16, 2011) : The Ministry of Water and Power has notified two percent increase in power tariff across the board after getting it vetted by the Ministry of Law and Justice, official sources told Business Recorder. "We have increased two percent surcharge on power tariff which would be implemented from March 15, 2011, through which about one billion rupees will be collected," sources added.

The government had earmarked Rs 84 billion in the federal budget 2010-11, of which Rs 10 billion were for the Federally Administrated Tribal Areas (Fata), Rs 30 billion for tariff differential, Rs 4 billion as General Sales Tax (GST) refund and Rs 40 billion for interest payment on Term Finance Certificates (TFCs) issued by the Power Holding Company Limited (PHCL).

Last year, initially Pepco had projected Rs 265 billion shortfall which was reduced to Rs 239 billion, however, after two percent increase in power tariff the projected shortfall declined to Rs 196 billion for the whole year. "If we divide Rs 196 billion over 12 months, the government has to extend a subsidy of around Rs 16.3 billion per month to keep tariff unchanged," the official maintained.

When contacted, an official of the Water and Power Ministry told Business Recorder that it assisted each Disco to develop a credible and robust business plan and assessed managerial capacities and adequacy of processes in each of the Discos and Gencos and remedial measures initiated.

The official also claimed that load shedding has been reduced by almost 50 percent as compared to last year through the addition of 1975 MW and more efficient management of the generation units. The shortfall last year was close to 4000-4500MW while presently it is only 2000-2100MW daily. However, this claim does not match the ground realities, as duration of load shedding in villages is not less than 10 hours these days. The official also claimed that reduction in tariff differential subsidy from Rs 256 billion to just over Rs 100 billion in one year is not credible as it has crossed Rs 150 billion.
15 percent surcharge also applicable on salaried class
ISLAMABAD  (March 16, 2011) : The imposition of 15 percent surcharge on income tax for Tax Year 2011 would also be applicable on salaried class with immediate effect. Legal experts told Business Recorder here on Tuesday that the surcharge would be applicable on salaries paid after March 15 2011 and before June 30, 2011. The 15 percent tax would be applicable on the already deducted tax, directly affecting the salaried class already overburdened with inflation and indirect taxation.

They said the Income Tax (Amendment) Ordinance, 2011 stipulates surcharge @ 15% of the Income Tax Payable for the Tax Year 2011. The specifically identified taxes are those stated in Part V of Chapter X and Chapter XII of the Ordinance. This means that this surcharge will be collected on Advance Tax payable under section 147 and withholding of tax on all provisions, including imports; salary; dividends; profit on debt; payments to non-residents; payments for supply of goods, contracts and services; non-resident media; exports; property income; prizes and lottery; petroleum products; on pension funds; cash withdrawals; cash transactions in banks; on private vehicles; brokerage and commission; transactions on stock exchange; CNG stations; electricity consumption; telephone users; auction and purchase of domestic air tickets.

Experts said that it has also been stated that the surcharge shall be paid, collected, deducted and deposited at the same time and in the same manner as the tax is paid, collected, deducted and deposited under relevant provisions of this Ordinance including Chapter X or Chapter XII of this Ordinance. This means that not only the surcharge will be paid on the tax withheld but also when the tax is paid while filing the tax return for the Tax Year 2011. It also means that the surcharge is to be paid for the full tax year 2011. The Ordinance, however, seems to have some legal issues that need to be clarified.

According to legal experts, the first lacuna will be that the Section 4A (1) clearly states the applicability of the surcharge from the date of promulgation to June 30th 2011. The big question: how come it will be applicable on the period prior to promulgation?

"If a person who does not have to pay any tax at the time of filing of the tax return (ie, his total tax liability has been deducted at source) then how will it be applicable to such a person?," they raised another question. The Ordinance does not clearly apply to past and closed transactions; it has no clear retrospective effect. This will also be for the courts to decide, legal experts added.

All Pakistan Chambers Presidents' Conference Business community not to accept flood surcharge, RGST
BHURBAN  (March 16, 2011) : The Business community of the country has unanimously said that they will not accept the flood surcharge and the Reformed General Sales Tax (RGST) imposed by the government on the conditions of the International Monetary Fund (IMF). The Business community said this at the 3rd All Pakistan Chambers Presidents' Conference organized by the Rawalpindi Chamber of Commerce and Industry here on Tuesday.

The conference was attended by 40 presidents of chambers of commerce and industries. Giving the press briefing President Rawalpindi Chamber of Commerce and Industry Asad Raza Kazmi said that the business community of Pakistan was already paying a number of taxes. "We want the broadening of tax net but currently as we are facing the electricity and gas shortages, we will not accept RGST and the flood surcharge". He added, "We want to have a detailed discussion with the government on all the issues facing the country but the government has never consulted the business community".

He disclosed that our Foreign Direct Investment (FDI) is declining with each passing day due to the worse law and order conditions. Raza revealed, "Federation of Indian Chamber of Commerce has suggested the Indian government on the issue of water management that 'India must use water as a tool against Pakistan'.

About Pak-Afghan Transit Trade (ATT), he said that the banks' guarantee and the tax slapped by the Sindh government on Afghan goods are the main issues of concern for the locals as hundreds of these items are being sold in the local market. The Business community of the country has once again rejected the imposition of Reformed General Sales Tax (RGST), saying that the government has to bring other sectors into tax net for generating additional income. They said after three-day long deliberations on an entire range of economy related issues the business community urges the government to sell out all the non-profitable state owned organisations and curb the increasing rate of corruption.

The business community also adopted a unified declaration calling upon the government for taking short term and long term steps for the economic well being of the country, which is experiencing worst ever energy crisis The Business community also announced that it has set-up "Pakistan Water Front" consisting of the members of business community which would hold consultative meeting with all the political parties of the country to convince them for building mega dams like Kala Bagh Dam and others.

Asad Raza Kazmi said that Indian government has allocated $120 billions for the water management projects and India would continue constructing water reservoirs on the river flowing to Pakistan. He said that within next five to six years Pakistan would be confronted with severe water crisis and the government has to decide building of mega water projects, which would be utilised for the irrigation as well as for generating cheaper electricity.

Later on briefing the media men about the conference, the RCCI President, Asad Raza Kazmi besides other Presidents of their chambers and industries told that besides discussing measures to be taken by the government for economic reforms, the conference dilated on water sector reforms, energy sector reforms and improving the law and order situation.

The Energy sector reforms are the key to economic growth. The public sector organisations must clear their liabilities; every DISCO must bear its own losses and conducive policies for encouraging the private sector for investment be made in Hydel Power projects

Tax reforms should be made by reducing tax brackets to broaden tax net. The National Database should be developed through NADRA to enhance the tax reforms. SEZ ACT should be passed from the parliament at the earliest for rapid industrialisation in Pakistan.

The declaration called upon the government for taking business community into confidence to form firm policies towards cross border trade. APTTA (Afghan Pakistan Transit Trade Agreement) should be properly regulated monitored by Pakistan security forces. Infrastructures should be developed for support of industrial zones at individual provinces linking to the national motorways and express ways. Moreover, the government should develop an SME policy for women entrepreneurs. The conference also expressed solidarity with the Japanese nation on the devastation caused by the earthquake, causing huge loss of lives and other damages to the property.
Seminar on Italian textile technology
KARACHI  (March 16, 2011) : Federal Advisor on Textile, Government of Pakistan, Dr Mirza Ikhtiar Baig has inaugurated the Italian Textile Technology Seminar organised by Italian Trade Commission Pakistan at a local hotel in Karachi. The seminar was attended by Italian Trade Commissioner Antonio Avallone, Deputy Trade Commissioner A. R. Daudpota and Abbas Moraj, the leading brands of Italian Textile Machinery Manufacturers and a large number of technical representatives from the textile mills in Sindh.

Dr Baig in his speech said Italian Textile Machinery have a long history with the Pakistan textile industry and have contributed immensely to the growth of textile sector in Pakistan. Under National Textile Strategy 2009-2014, the government of Pakistan has withdrawn all custom duties and taxes and introduced concessional financing LTFF on the import of textile machinery to encourage new investment in the textile sector.

There has been 40% increase in the import of textile machinery jumping to US $297 million in 2009 and 2010 as compared to US $211 million in the previous year. Italy is the 5th largest seller of textile machinery to Pakistan with 10.11% share after China (22.7%), Japan (19.55%), Germany (18.22%) and Switzerland (14.9%).

Dr Baig said a couple of years before our textile industry invested more than US $5 billion in the textile sector under BMR. The results of IGATEX and Textile Asia were equally rewarding. As a result we have witnessed 25% growth in our export of textile. Pakistan is the 4th largest producer of raw cotton with the most modern textile technology, experienced and skilled workers, an ideal combination to enhance our exports to US $25 billion by the year 2014. Dr Baig hoped that the Italian Textile Machinery will be able to introduce new technology in Pakistan textile industry through this seminar to further boost our exports.-PR
A bold decision that means a lot to IMF 
EDITORIAL  (March 16, 2011) : Taxes are justified as they fund activities that are considered necessary and beneficial to society. It can be argued that a government forfeits its right to stay in power if it fails to impose taxes for three fundamental reasons - generate revenues, regulate behaviour and redistribute wealth - on its citizens.

Without revenues, the government cannot sustain itself - it cannot pay for all the public goods, safety nets, and agencies or institutions it controls without money. Governments also use this money to meet defence needs.

Reality is a bitter pill to swallow. President Zardari has taken a bold decision to promulgate three ordinances that would impose taxes contained in the Finance Amendment Bill 2010 tabled in parliament in November and never submitted for passage given the unlikelihood of its approval with the opposition and coalition partners publicly opposing it. His is a profoundly tough decision in the face of dogged resistance these taxation measures have received from all the political parties except for the one he himself heads - the PPP.

These Ordinances envisage a 15 percent surcharge on existing taxpayers for the balance period of FY11. Increase in special excise duty from 1 to 2.5 percent on all imports, withdrawal of sales tax exemption on fertiliser, tractor and pesticide sectors abolishment of zero-rated facility on import of plant, machinery and equipment as well as domestic sale of cloth and garment. The concessional sales tax rate of 8 percent will continue on sugar not on the assumed ex-factory of Rs 28 per kg but on market price (Rs 55-58) of the commodity. The total revenue expected as a consequence of the promulgation of the Ordinance, which seeks to buy time till July 1, 2011 with a view to adhering to a commitment made with the IMF, is forecast at 53 billion rupees till the end of the current fiscal year on 30 June 2011. The ordinances also makes it mandatory for the government to bring down its expenditure, albeit symbolically, by imposing a ban on governmental purchase of durable goods as well as fresh recruitment and a 50 percent reduction in expenses related to travel and office stationery. This will help government save as much as Rs 1 billion in the remaining period of fiscal 2010-11.

Be that as it may, the taxation measures in these Ordinances would definitely meet the main IMF's condition to reduce the fiscal deficit to 5.3 percent of the GDP. We hope that the Fund would appreciate the bold move and not get hung up on RGST.

While members of the opposition and some of the government's coalition partners may well accuse the President of circumventing parliament by promulgating the ordinance yet the critical factor is the need to understand that the government has no other viable option at this point in time. To suggest that the government curtail corruption, as recommended by the PML (N) in its 10-point agenda, and thereby reduce the pressure on scarce budgetary resources may sound great in theory but is unlikely to bear fruit in the short-term defined as the next three months, which is the validity of the ordinance. In addition, to suggest that the government begins to tax the income of the rich landlords is very sound advice, however with the resistance in the national and provincial assemblies to the imposition of such a tax and with the constitution delegating this subject as a provincial subject this proposal too is unlikely to be implemented any time in the short term. Additionally the opposition parties as well as some members of the coalition have suggested to the government to reduce its wasteful expenditure. However, it is critical to understand that the bulk of the current expenditure is on defence and debt servicing of domestic and foreign debt - expenditure items that the government is simply not in a position to slash. Thus Business Recorder lauds the decision taken by the President to promulgate the ordinance, a bold decision that may have some negative political repercussions, but it must be borne in mind that the onus of taking unpopular decisions, by definition, rests with the government of the day and not with the opposition or coalition partners.

Understandably, these ordinances, however, have not included the provision of another money bill pending in parliament since November namely the Reformed General Sales Tax (RGST). The opposition to this tax has been surreal given that it seeks to bring the undocumented sector, widely acknowledged as illegal, into the tax net. However, informed sources have revealed that the Ministry of Finance has assured the IMF that RGST would be implemented from next fiscal year claiming that all the provinces are on board. In other words the government remains on course to implement all the conditions it agreed to with the IMF team in November of 2008 and which led to the approval of the 11.3 billion dollar Stand-By Arrangement. The agreed reforms must not be viewed as an anathema, but as a means to bring our own house in order sooner rather than later. The promulgation of these ordinances abundantly shows that the country's leadership has embraced the Fund's programme in letter and spirit, and now with diligence and sincerity of purpose can hope to achieve financial and economic stability in due course. It has also demonstrated its willingness to meet Fund's historic demands for transparency and structural reforms as a pre-condition for financial assistance.

While hailing the bold moves we would like to express a note of caution. Can exemptions on zero-rated concessions provided to business sectors through a Money Bill (ie Finance Bill) be amended through an ordinance? Withdrawing a concession provided through a Statutory Regulatory Order (SRO) is another matter because the government reserves the right to grant or withdraw sector-specific duty exemptions and concessions, and other protections under SROs. It has to be seen whether any amendment to Money Bill through an ordinance does not militate against the constitutional provisions.

