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FBR Can Enforce Vat Mode Parliament's Approval Not Required 
(B. Recorder 20-12-2010)
 ISLAMABAD  (December 20, 2010) : The Federal Board of Revenue (FBR) has the legal authority to continue with the existing value-added tax (VAT) regime and levy Federal excise duty (FED) in VAT mode to increase documentation by amending the existing Sales Tax Act 1990 without obtaining prior approval of the Parliament.

Sources told Business Recorder here on Saturday that the FBR is legally empowered to use the existing VAT arrangement and charging FED in VAT mode for broadening the tax base through expansion of the VAT regime. Instead of introducing entirely a new law, the FBR can amend the existing Sales Tax Act to expand the scope of the VAT for documentation of the economy. The FED in VAT mode could be effectively utilised for bringing maximum services into the tax net by applying a lower rate on new service providers. The new services could be documented under the existing Sales Tax Act by imposing FED in VAT mode. In this way, the documentation of services is possible within the excise regime, without moving new Bills in the National and Provincial Assemblies. The FED in VAT mode is the most appropriate tool to document services sector without taking permission of the Parliament.

Sources said that currently sales tax is applicable in the value-added mode with multiple rates ranging from 17 percent to 26 percent. At the same time, the federal excise duty is also in the value-added mode and its slabs have been considerably reduced over period of time. The VAT is already being implemented through the Sales Tax Act and the government does not require approval from the parliament to use the two existing indirect taxes--sales tax and FED. Both these taxes could be used for increasing revenue collection as well as expansion of the tax base without facing criticism and resistance from the business community as well as politicians.

The FBR can adopt a fast track method to timely notify amendments in the Sales Tax Act and withdraw notifications dealing with the zero-rated sectors. This would give some time to the corporate sector, business associations and the political parties to obtain clarifications on reforms being introduced in the sales tax. Without introducing new legislation, the FED in VAT mode could be used for broadening the tax base without going into the Parliament.

Sources said that the FBR is fully equipped, under the existing Sales Tax Act, to take enforcement action against the non-compliant registered persons within the supply chain for documentation purposes. The RGST is an attempt of the government to increase documentation by increasing the number of items to be brought into the RGST net.

Under the existing Sales Tax Act, the FBR had implemented a law i.e. 'Missing Traders Fraud' under which all partners in the supply chain would be jointly liable to deposit the unpaid amount of tax not paid at any stage of supply. In 2006-07 budget, the board had introduced several strict provisions in the Sales Tax Act, 1990 to reject the fraudulent refund claims where the amount has not been actually deposited by the supplier in the national exchequer. The section 8 of the Sales Tax Act was amended through Finance Bill 2006 to disallow refund or 'input tax adjustment' in case the tax claimed has not been deposited by the respective supplier.

The section 8A was enacted in the Sales Tax Act, 1990 fixing joint liability of persons in a supply chain where tax is unpaid and all persons in the chain shall be jointly liable for payment of such unpaid amount of tax.

Similarly, the board had introduced a new system for checking the refunds claimed by persons whose suppliers have collected tax from them, but not deposited in the treasury. Under the Missing Traders Fraud, both the buyer and the seller would be responsible for depositing the amount of due tax if not deposited. Prior to this, the buyer was not held responsible even if his supplier had not deposited the tax recovered from him.

At that time, the tax authorities had copied this law from section 77A of the UK Value Added Tax Act, 1994. Later, the FBR had amended the law to suit its own business environment for incorporation in the 2007-08 budget. Under the British law, 77A (joint and several liability of traders in a supply chain where tax unpaid) was applicable on telephone, any other equipment including parts/accessories and computers and related equipment. British tax department has to notify specific transaction of goods for applying strict provisions of this law.

Contrary to this, the FBR obtained powers to exempt any transaction from "Missing Traders Fraud" bringing all others transactions under the purview of section 8A of the Sales Tax Act. Under amended section 8A, the board may exempt transaction or transactions from the provisions of "joint liability for payment of unpaid tax". This amendment was introduced in 2007-08 budget with the objective to obtain powers for exempting any transaction from this provision.

The law is in vogue in European countries to punish persons involved in obtaining fraudulent refund on fake invoices of blacklisted units etc. It seemed that the board wanted to invoke the provisions of 'Missing Traders Fraud' in 2007-08. So far, the law was not suspended and no cases were framed against the taxpayers.

In the presence of such strict enforcement provisions of the Sales Tax Act, there was no need to introduce new kind of enforcement laws under the RGST Bill 2010. In the presence of 'Missing Traders Fraud' law, the FBR has no need to introduce new legislation for the documentation of the economy. If the said enforcement provisions have been effectively implemented, the entire supply chain could be documented under the Sales Tax Act, 1990.

When contacted, a tax expert said that the reforms in the sales tax only require 1-2 hours work for the FBR. The rescinding of statutory regulatory orders would not require much time. Similarly, distortions in the Sales Tax Act could be removed on paper in one day. The only issue is to develop consensus among the provinces on collection of sales tax on services.

The FBR has the first option to incorporate all new concepts of VAT in the existing Sales Tax Act. The FED in VAT mode could be used for bringing services into the tax net. The second option is to remove distortions through SROs without going to the Parliament. In this case, the FBR can take away exemptions without tabling amended Sales Tax Bills in the Parliament. It would result in continuation of the existing sales tax law by rescinding all SROs, which created hurdles in true implementation of the VAT.
Release Of $3.4 Billion Tranche IMF Formally Asked To Extend SBA To March 31 (B. Recorder 20-12-2010)
 ISLAMABAD  (December 20, 2010) : Islamabad has finally submitted its formal request, in writing, to the International Monetary Fund (IMF) to extend its standby arrangement (SBA)-a $11.3 billion bailout package-for three months, up to March 31, 2011.

"We had actually made the request to IMF for extension in SBA to secure two remaining instalments of $3.4 billion of $11.3 billion SBA in the second week of December knowing fully well that the deadline of December 31, 2010 was, for sure, going to be missed to bring in reformed general sales tax (RGST), a condition linked by the Fund for releasing to Pakistan the remaining $3.4 billion. But the submission of a formal request was intentionally kept a secret to keep the concerned authorities pushing those who were resisting RGST in the Parliament", said a Finance ministry official on Saturday. The government authorities in Islamabad are confident that IMF will accept Pakistan's request and would extend SBA till March 31, 2011 to help it get through parliamentary process to make law for imposing RGST.

Making RGST a law to enhance taxing to some key areas has emerged as a Herculian task for the Gilani government. It is facing tough resistance from within and outside the parliament. It, at the same time, is facing fiscal pressure as a result of less revenue and more expenditure. This imbalance is making inflows whatsoever and from whosoever these come more important for the government to keep reserves at a comfortable level to ensure timely payment of debt servicing as well as finances for major imports. Pakistan is in a situation when oil prices are on the rise and it needs huge foreign reserves to import required quantity of petroleum products. It also needs to be vigilant for having sufficient funds available for other imports like fertilisers and sugar which, of course, require huge amount in dollar terms.

The Finance Ministry, fully cognisant of the situation arising out of quickly depleting forex reserves, is knocking every door to let the other stakeholders feel the urgency and pave the way for early passage of the bill from the parliament to make the law to put in place RGST. The authorities are convinced that RGST is the best tool available with the government to not only stop leakage of taxes but also to bring some new areas in the tax net to broaden tax base and collect more taxes to increase the state income. The IMF and other donors are hard on the issue of Pakistan's income from taxes. They have, time and again, reminded Pakistani authorities that they need to give up existing lethargic attitude towards tax collection and require to introduce a better system, in RGST form, to substantially increase income from taxes. Since the government is under pressure as a result of rising expenditures, it showed firm commitment to IMF to impose RGST in the first half of the current fiscal year. The IMF accepted Pakistan's request, but linked release of two instalment of SBA, approved in 2008, with RGST implementation.

Although the bill has been introduced in both houses of the parliament and standing committee of the finance in upper house has cleared the draft on RGST, it is still pending with the standing committee of the National Assembly. The standing committee of finance of the national assembly is the real resistance in clearance of RGST bill and finally putting in the lower house for voting, the finance ministry official conceded.
Zardari Asks For Nawaz Help On RGST Issu 
(Dawn 20-12-2010)
 ISLAMABAD, Dec 19: Amid political uncertainty in the country, President Asif Ali Zardari on Sunday extended an olive branch to PML-N chief Nawaz Sharif, seeking his cooperation for getting the controversial Reformed General Sales Tax approved from the National Assembly and addressing some other important issues, including promulgation of a new accountability bill, threats to democracy and political instability. 
In reply to Mr Sharif`s letter of Nov 10 in which he had raised some issues and concerns, the president wrote a letter to the PML-N chief inviting him to nominate senior party representatives to jointly take difficult decisions required to take the country forward.

The president`s spokesman, Farhatullah Babar, said the letter had been delivered to the former prime minister`s residence in Raiwind.

However, PML-N spokesman Ahsan Iqbal said that his party chief had not received any letter so far, but heard reports about it through the media.

Mr Iqbal said the PML-N would not support the RGST bill because it considered it against the people. “Instead of extending a hand of friendship towards Mian Nawaz Sharif, the government should utilise its energies for the elimination of corruption,” he added.

The president in his letter sought the cooperation of PML-N on the RGST issue and reminded it that its nominee, former finance minister Ishaq Dar, and some other senators of major political parties had unanimously recommended the GST law with some 15 amendments.

“The Senate adopted those recommendations along with the bill, and referred it to the National Assembly. We also hope for your support in the National Assembly for the passage of this important reform measure,” the letter said.

A copy of the letter has also been sent to Prime Minister Yousuf Raza Gilani.Taking note of PML-N chief`s concern about the Accountability (Ehtisab) Bill, the president recalled the history of how the proposed bill passed through successive stages of legislative process before the PML-N protested that amendments proposed by them had not been incorporated.

“The chairperson of the standing committee has decided to reconsider the bill and to deliberate upon the outstanding issues arising out of the dissenting note of PML-N`s members,” the president assured Mr Sharif.

Pointing out the need for the restructuring of public sector enterprises (PSEs) for pursuing the economic reforms agenda, the president sought Mr Sharif`s support. He said: “We will be grateful if your party facilitates the government in its restructuring plans for these entities, and extends support tour policy to promote public-private partnership to protect Pakistan`s national interests.”

“A cabinet committee on restructuring of PSE has already been formed and a comprehensive plan for restructuring of the power sector companies has been launched with the aim of bringing the private sector into the management of the distribution companies,” the letter said, adding that the restructuring of power sector companies would bring a saving in excess of Rs250 billion in 2011-12.

Reshaping PSEs

Outlining the plans for restructuring of PSEs, the letter said: “A restructuring plan of Pakistan Railways has also been approved and work initiated to convert Pakistan Railways over a period of 3-4 years into a profitable organisation.

Business plans are under preparation for all other loss making PSEs like Pakistan Steel Mills, Pakistan International Airlines, Trading Corporation of Pakistan and Utility Stores Corporation, with a time frame of 4-6 months for implementation.”

The president sought cooperation of PML-N in pursuing the economic reforms agenda through the restructuring plan.

Defending the policy of not giving indiscriminate subsidies, the president said: “A subsidy can only lead to the fiscal indiscipline that Ishaq Dar referred to as finance minister, and will contribute to inflation indirectly by increasing the fiscal deficit.”

Mr Babar said the president shared the concerns expressed by Mian Nawaz Sharif over the increase in petroleum and electricity prices and urged the former prime minister to “appreciate that POL prices in Pakistan are linked directly to international market prices, and are free from the government interference”.

The president said in his view “the seeds of Pakistan`s current energy deficit were sown by the reversal of power policy in the aftermath of the end of Benazir Bhutto`s second term in office (in 1996)”.

“As a result of this policy 5,653MW were added to the national grid in a record span of three years by allowing a uniform rate of 6.5 cents per KW to the IPPs for a locked period of 20 years as compared to 18 cents per KW today. The failure of successive governments after the dismissal of ours to attract investment in this sector has created a supply shortage that will take time to clear. Unfortunately, there is no magic wand that can be waved to restore investors` confidence and remove the deficit of 15 years, overnight,” he said.

President Zardari did not say explicitly that some elements might have been wishing to see politicians divided and squabbling but borrowed a quotation from German poet philosopher Goethe to warn against “divide and rule” and calling for unity.

The PML-N spokesman Ahsan Iqbal said the president had turned a deaf ear to the suggestions of Mr Sharif about corruption. “The menace of corruption and price hike could be hit hard if the advice of Mr Sharif is seriously considered,” he said.

“This is time to be practical and not to make promises again. The RGST will be like a new tsunami on the people who have already been crushed by unprecedented price hike,” the PML-N leader said.

Are There Options Better Than RGST 
(Dawn 20-412-2010)


INCREASED documentation of national economy and higher tax-to-GDP ratio are the two major stated objectives of the government for introducing reformed general sales tax. The RGST blueprint, however, is apparently in clear conflict with the stated objectives.

To say the least, much easier options for achieving better documentation and higher revenue yields remain off the radar screen of policymakers.

Notwithstanding opposition parties’ demand for plugging the corruption and inefficiency in the tax administration to generate Rs500-600 billion per annum as an alternate to RGST, as estimated by former finance ministerShaukat Tarin, the turnover threshold for registered RGST payers would only act against the documentation objective.

International experiences suggest that better revenue outcomes are easier to achieve when taxation is seen by the taxpayers as fair and equitable. This is generally done through maximum direct taxation on the basis of incomes earned by citizens across the sectors and segments of the  economy, unlike Pakistan, where direct taxation (including withholding tax) accounts for less than 35 per cent of total tax revenue.

No surprises that direct taxes account only of 3.5 per cent of GDP, in a tax-to-GDP ratio of nine per cent. The RGST would further reduce the contribution of direct taxes to the GDP and increase the share and burden of indirect taxes. The principle of equitable, just and fair taxation could be achieved only if incomes of more than Rs300,000 per annum earned by people in agriculture, real estate, stock market and other walks of life are taxed like the salaried class.

But extortion has survived – both in civilised and uncivilised societies.

The powerful have always used their leverage against weaker sections of society.

Whether this instinct of promoting self-interest prevails would be seen in the next few weeks when RGST bill reaches the National Assembly for adoption.

The possibility of the poor getting a raw deal from the rich must have crossed the minds of lawmakers when they adopted the Constitution in 1973 to protect the vulnerable against the strong. In Article 3 of the Constitution they provided that ‘the state shall ensure the elimination of all forms of exploitation and the gradual fulfilment of the fundamental principle, ‘from each according to his ability, to each according to his work’.

The constitutional provision speaks of reciprocity between the citizens and state that underlines the social contract between the ruler and the people in civilised societies. The FBR has chosen to advocate and the government to accept the RGST as the preferred option to raise the country’s tax revenues despite the fact that, contrary to the constitutional provision, indirect taxation through RGST disregards the common citizens’  ability to pay the tax.

The incidence of an indirect tax like RGST ultimately falls on the consumers, 70 per cent of whom, mostly being poor, will be deprived of a comparatively much bigger chunk of their disposable incomes unlike the other 30 per cent rich with deep pockets.

Even those opinion makers who have rallied in favour of RGST seem to be supporting its objectives and not the extortion which underlies this mode of taxation.

The objectives of documentation of economy and a raise in the tax-to-GDP ratio have mesmerised those who have not studied deeper to appreciate  the heavy cost which the 70 per cent poor consumers will pay. Such supporters of RGST  do not seem to have explored the better options which could realise the same  objectives in a fairer and judicious manner.

The present GST was enforced in 1990. It could not bring documentation of the economy to a desired level. Neither could it raise tax-to-GDP ratio. The GST failed in  these objectives not because of the exemptions and distortions which the FBR now intends to remove to transform it into RGST. The GST failed because business units with annual turnover up to Rs50 million were given freedom to remain undocumented and government lacked the necessary political will to roll in the GST net big retail sector even if its turnover exceeded the stipulated threshold.

The raise in exemption threshold from Rs5 million to Rs7.5 million in the RGST Bill will ensure that even bigger part of the economy remains undocumented. This will encourage bigger traders to split their business and evade the tax net. So much incentive to remain smaller and out of documented economy and part of black economy.

Precisely this was the cause that hindered the GST from achieving the desired level of documentation in the economy which has now been incorporated in a worse form in the RGST Bill. Some estimates indicate more than 600,000 existing registered sales taxpayers would get out of the net because of higher threshold.

For the documentation and for raising tax-to-GDP ratio, it would have been a better option to lower RGST rate to around five per cent, as in many developed countries, and to eliminate the exemption threshold altogether. It should not be expected of the business units exempted from RGST because of their turnover threshold to sell 15 per cent cheaper. Such units will keep their prices near those charged by RGST registered units (the exemption will not be used to pass on the benefit to the consumer) to inflate their own profit margins.

Five per cent RGST without any exemption threshold is a better option even to raise tax-to-GDP ratio. Remaining faithful to the constitutional provision, the law makers should divert their energies and ingenuities to the direct modes of taxation, the progressive incidence of which actually falls on those who have the ability to pay.

It is a better option to tax wealth which helps identify the stream of taxable incomes which, over a period of time, has accumulated in the form of wealth.

It is a much better option to tax incomes identified with documentation  of economy effected through a low rate RGST. It is the earned income which needs to be  taxed. It is time to bring into income tax net the sources of income which mostly are the domain of the powerful and ruling elite like agriculture, capital gains on real estate and all other capital assets.

The only reason that the direct taxation is not the focus of those sitting at the helm of affairs seems to be that it adversely affects their own collective interests. The poor are being asked to make bigger sacrifices so that the rich could multiply their wealth.

Plan “B”: Latest reports indicate that keeping in view a possible deadlock in the parliament on RGST, the government envisages withdrawal of sales tax exemption and zero ratings in major sectors through a cabinet decision.
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