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No-Increase-In-Power-Tariff-This-Month
ISLAMABAD: The government has decided not to increase electricity tariff this month because of lower utilisation of power subsidy earmarked for the current fiscal year.
“No more tariff increase during the current financial year (ending June 30)”, a senior power ministry official told Dawn on Friday. He said the decision had been taken in view of acute power shortage that could not politically go along with a two per cent increase in tariff originally envisaged under an understanding with international lending agencies.

He said the finance ministry had given a revised power sector subsidy ceiling of Rs142 billion for the outgoing financial year after consultations with the lenders. But budget exercises completed early this month suggested that the subsidy would be at Rs139.5 billion.

“We have achieved a fiscal cushion of about Rs2.5 billion by lower utilisation of the ceiling and there is no justification for a tariff increase during the current month. Secondly, it will be politically unfeasible to increase tariff when people don`t get enough supplies and there are street protests in many cities,” the official said.

He said the Pakistan Electric Power Company (Pepco), which looks after financial and operational affairs of distribution and generation companies, had been asked to submit a business plan to meet next year`s subsidy ceiling of Rs102 billion.

The official said the business plan would envisage recovery of longstanding electricity bills and reduction of line losses. “Every effort will be made to bridge the financing gap through recoveries and loss reductions to ensure that consumers are not burdened even during the next fiscal year,” he added.

The water and power ministry has convened a meeting of power companies on Tuesday to finalise next year`s business plan for the power sector before Pepco is practically abolished on June 30 as announced by Finance Minister Dr Abdul Hafeez Shaikh in his budget speech.

Another official said that Pepco, which has survived more than 12 years through several extensions although it had been created in 1998 for two years, was unlikely to be abolished and could be given another extension to complete the transition process.

The government has assured the lending agencies that it will increase tariff by two per cent every month till full recovery of cost of service. Last month, it announced a two per cent, or up to 27 paisa, per unit increase for all consumers across the country through a special equalisation surcharge.

The surcharge was imposed to cover a legal problem arising out of the National Electric Power Regulatory Authority (Nepra) Act under which the government cannot increase tariff beyond the benchmark tariff of Islamabad Electric Supply Company 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 used its powers under a previous finance bill to impose the special surcharge.

Conversion-Rates
KARACHI: The following are June 18, State Bank conversion rates for foreign currency deposits, dollar bearer certificates, foreign currency bearer certificates and special US dollar bonds.
US dollar             Rs   85.8478
Japanese yen    Rs     1.0682
Pound sterling    Rs 138.7129
Euro    Rs 122.3675
LIBOR
The following is Libor rate for calculating interest on special US dollar bonds for June  17.

Libor
For 6 months    0.39%
THE NEWS
Budget debate ends with a whimper
Pakistan offers unilateral withdrawal of sensitive items list
B RECORDER
Mplementation Of Rgst Fbr To Introduce Structural Changes In St System
The Federal Board of Revenue (FBR) has to introduce structural changes in the sales tax system for implementation of the revised general sales tax (GST) as so far exemptions have been withdrawn to broaden the tax base.

Sources told Business Recorder here on Friday that the structural changes would mean total revamping of the sales tax system by removing distortions and special tax schemes under the Sales Tax Act, 1990. At present, the FBR has gradually withdrawn sales tax exemptions, which has resulted in expansion of the tax base. However, structural changes in the sales tax system have yet to be introduced for implementation of the value-added tax (VAT) in its true sense.

The documentation of new sectors is a first step towards implementation of the RGST, but until or unless system is changed, the RGST cannot be enforced. The basic area of structural changes in the taxation system has not been touched, which is necessary for the RGST enforcement at national level.

According to sources, the FBR had initially withdrawn exemptions on certain sectors in March 2011. Later more exemptions have been withdrawn in budget for 2011-12. This withdrawal of exemptions has been instrumental in bringing the exempted sectors into the documented regime. Without structural changes in the sales tax system, it is not possible to implement the full-fledged VAT or RGST. Mere withdrawal of sales tax exemptions is only one component for implementation of the broad-based VAT. For this purpose, the existing system needs to be changed, which is full of distortions due to special procedures, fixed sales tax schemes and multiple rates in the existing VAT system. When the FBR would be able to introduce the structural changes in the sales tax system, the RGST or VAT would be implemented in Pakistan.

Sources admitted that presently "we are away from the RGST or VAT in the absence of the structural changes in the sales tax system". Presently, the sales tax collection system is totally distorted in the presence of Sales Tax Special Rules and Procedures having different tax treatment for different sectors. For example, the Board had issued Sales Tax Special Rules, 2007 vide Notification No SRO 480(1)/2007 containing XII (12) chapters pertaining to Retailers, Electric Power, Natural Gas, TCP, Services, Sugar supply to TCP, Advertisements, Customs Agents and Ship-handlers, Stevedore, Oil Marketing Companies, Vehicle dealers, Ginned Cotton, Commercial Exporters, Steel Melters and Re-rollers ship breakers etc, Biscuits and Confectioneries etc.

The Third Schedule of the Sales Tax Act, a major distortion in the sales tax regime, is still applicable on items on which sales tax has been collected on the basis of printed retail price. There are many other similar distortions in the sales tax regime. The FBR has to bring structural changes in the existing sales tax system for implementation of the RGST.
Deleted items of sixth schedule government yet to clarify ST application
The government has yet to clarify the application of sales tax on items deleted from Sixth Schedule of the Sales Tax Act 1990 which are now subject to sales tax at standard rate of 16 percent. Tax experts told Business Recorder here on Friday that the sectors, including software industry on which sales tax exemptions have been withdrawn from June 4, 2011, are waiting for the modalities for collection of sales tax, without facing legal complications.

They said that the Board has to clarify the methodology of collection of sales tax on sectors from which exemptions have been withdrawn from June 4, 2011. For example, software industry is unclear about the specific application of tax on branded or licensed software.

Sources related to the software industry have said that in case of sales of authorisation code, the user may not be entitled for the entire rights of the software and would only be eligible to use the software for certain period as authorised through the computerised code. Such activity in this contention does not fall into the purview of software sale. However, the Bard has not issued any guideline which precisely defines the scope of software sale. The question arises whether such authorisation for using the software would be subjected to sales tax, sources added.
Leaders agree on MFN status to India
Sindh government urged to impose tax on net agricultural income
MQM on Friday said that it wanted the Sindh government to introduce a tax on "net" agriculture income to swell the province's fiscal receipts, adding that taxing the largest sector of economy has now become imperative. The debate resumed at the post-budget session in the Sindh Assembly with Speaker Nisar Khohro in the chair, as provincial legislators continued their speeches on the fifth day.

Sindh Sports Minister Muhammad Ali Shah reiterated his party's longstanding demand for taxing net agriculture income in the province to end the tax exemption regime to the largest sector. He said the landlords in the province were paying only irrigation, land and such related charges and not tax on their net profits on crops. He urged the farmers to count their existing levies as expenditure and not income tax.

Ali condemned the killing of a three-time Olympian boxer of Pakistan, Syed Abarar Hussain, in Quetta, saying that it was the first incident when a sportsman had been gunned down in the country. He appreciated the government's plan of cutting its expenditures with presenting a surplus outlay of Rs 882 million. With a mild-toned warning, he said, "I will not accept this budget unless P&D includes his proposed small projects [14/51, 14/52] in the budget". He alleged that P&D had "deliberately" removed these sports-related schemes from the budget.

He lauded government's efforts for increase in doctors' pay-scales with improved salaries package, adding that Rs 150 million for upgradation of Civil Hospital would help the province-wide patients to get better medical treatment. Muhammad Bachal Shah, of PPP, urged the government to take steps to overcome violence in the province, besides improving irrigation system.

Minister for Women Development Tauqeer Fatima Bhutto said the government had included greater projects for women uplift in the next fiscal budget. She lauded that the government had set up working women's hostels in five districts of the province. Earlier, Law Minister Ayaz Soomro informed the house that there had been no increase in the fee for LLB, LLM since 2008-09 at SM Law Collage.

He said the government was constructing new law court buildings in 11 different districts of the province. These buildings are: an annexe building of Sindh High Court, Karachi, District Court Jamshoro, District Court Kamber, District Court Umerkot, District Court Kandhkot, District Court Matiari, District Court Tando Muhammad Khan and District Court and District Court in Pannu Aqil two buildings each at District Court in Mehar, Dadu and District Court Rohri, Sukkur, besides four court buildings in Gambat, Khairpur.
KESC withholds Rs 1.396 billion tax charged from consumers
The Large Taxpayers Unit (LTU), Karachi has detected massive financial irregularities of Rs 1.396 billion in the ledger of Karachi Electric Supply Company Ltd (KESC) relating to payments of advance tax deducted from commercial consumers. According to sources, the company is allowed to charge advance tax under section 235 of Income Tax Ordinance 2001 on electricity consumption.

Therefore, the KESC is liable to withhold advance tax at specified rate from commercial consumers on electricity consumption. They said the Karachi LTU, a tax collecting arm of the Federal Board of Revenue (FBR), has observed that the utility has not been depositing the said levy in the national kitty since September, 2010, despite charging the same from its consumers. Keeping this in view, the LTU on the directives of Board has started issuing tax demand notices to the company, they maintained.

The sources further said the department has raised tax demand of Rs 1.396 billion against KESC for the period July-2010 to March 2011 under section 161 of the Income Tax Ordinance, 2001. However, they said the utility has refused to pay the said amount to the tax department, arguing that the company is not able to settle the said liability because of liquidity crunch.

Answering to a question, they said the KESC, which is liable to collect advance tax on behalf of revenue body from commercial consumers and deposit the same in national kitty within seven days, has used these payments to meet its operational expenditures.

"The company, which had to act as withholding agent, has committed serious offense by utilising the government revenue for its operational purposes, forcing the tax department to take stern measures against the utility to recover these payments," they informed. Therefore, the Karachi LTU has adjusted its sales tax refund against advance tax payments made in the period of August 2010 to December 2010 besides issuing default-surcharge notices of Rs 311.77 million to the company.

Capital flight a point to ponder
Khalid Abdul Razzak, Malaysia's Consul General in Karachi, revealed that Pakistanis had transferred 180 billion rupees (about 2.1 billion dollars) to Malaysia under Malaysia My Second Home Programme, with Pakistan emerging as one of the top 10 countries that benefited from this programme.

This programme allows a person to enjoy the country's facilities for 10 years, provided a sum of 300,000 dollars is transferred to a bank account held in Malaysia. Thus the number of Pakistanis who have benefited from this programme to date is around 700 people. While at first glance this may not be a large number of people, yet significantly it does reflect a disturbing trend: the wealthy, whether they are industrialists/service providers/rich farmers are seeking alternate residences given the increasing lawlessness in this country.

The Consul General also revealed that most of the 700 individuals are from Karachi which must, one hopes, bring it home to the city's administrators that something needs to be done on an emergent basis to reverse the deteriorating law and order situation in that city. It is a foregone conclusion that if politics is allowed to hold the economy hostage then Pakistan's financial capital as well as the rest of the country would suffer from sustained heavy capital flight.

The general perception in this country is that there is a continuing and sustained deterioration over a range of issues. Inadequate electricity supply, third year running that is accounting for several hours of loadshedding each day, is throttling the life blood of economic activity in this country.

This has accounted for many businessmen investing abroad. Additionally the Bangladesh government has succeeded in getting preferential trade deals with the European Community which has led to many a Pakistani textile manufacturer opting to relocate factory units in that country. However, a request by the EU for extending such a deal for a limited period in support of Pakistan's flood victims remains pending in the WTO because of Indian objections.

But there are other factors that account for a general lack of interest in investing in Pakistan, other than law and order problems as well as the ongoing energy crisis. One such factor is the perception that the country's education system is not up to international standards which, in turn, has accounted for the children of the country's elite opting to take the British GCSEs and, upon completion, to go abroad for studies. This accounts for the fact that the number of Pakistani students going to UK institutions is one of the highest in the world. Within this context, it is unfortunate that the outlay on education remains well below the UN target of 2 percent of GDP per annum.

Successive Pakistani governments have been unable as well as unwilling to dramatically change the expenditure priorities which account for large annual injections into current expenditure with defence and interest payments as well as salaries of civil servants contributing to the bulk of expenditure; while the dearth of physical infrastructure with an in-built element of corruption/nepotism in the award of contracts - considered a much more attractive prospective for politicians than investment in the social sectors like education - account for the bulk of allocation in the Annual Development Programme.

It is, however, extremely disturbing that the national budget, which is the economic treatise of a government for one year, has suffered and continues to suffer from a lack of appropriate debate in parliament due to the predominance of other negative factors in our country including the challenges facing the security agencies, post-Osama bin Laden, the energy crisis, corruption/nepotism in appointments in autonomous entities leading to ever-rising bail out packages, failure to render the tax structure more equitable and last but not least, the failure to have an economic vision premised not on foreign loans but on indigenous resources.
