Unaddressed issues in tax reforms
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THE World Bank funded ‘Tax Administration Reform Project’ for improving effectiveness, accountability and transparency of the tax administrative machinery ended on December 31, 2011 without achieving the desired results.
But the government is now keen on continuing this programme with a changed nomenclature—the Revenue Mobilisation Project and plans to seek the World Bank technical assistance of $3 million for the purpose. It will be a one year project.

The WB Implementation Review Mission of Tax Administration Reform Project (TARP) has conveyed to the FBR that their overall performance has fallen short of objectives. The FBR’s is underperforming as evident from the reduced tax compliance level, erosion of tax bases, lack of strong monitoring framework, still unaddressed issues in organisation, administration and human resource management etc.

However, the WB has expressed its willingness to work with the FBR to develop a sound and results-oriented strategy. But a legitimate question arises whether the FBR will be able to achieve the objectives envisaged under the new RMP.

The WB’s prescriptions to improve our taxation system have been found to be neither practical in our environment and culture nor the tax-officials seem to be interested to apply them sincerely. The Income Tax Ordinance 2001 drafted by the WB consultants has failed to address the taxpayer problems. The ordinance is being amended from time to time to bring its provisions in line with the repealed Income Tax Ordinance 1979. TARP has ended with similar results.

The charm of the government/FBR in the WB programme is to get dollars under one pretext or the other. The present representative government should rely on local consultants who, because of their intimate local knowledge, can contribute much more to a result-oriented taxation system.

The tax policy needs to be factored in the overall growth strategy and in evolving economic policy objectives while building an effective tax administration that facilitates and improves compliance with tax laws.

The FBR has decided to complete a proposed list of activities under Project Preparation Facility (PPF) for launching RMP. The list cannot be relied upon exclusively. In order to raise revenue, significant efforts are required to broaden tax net and explore the untapped tax potential and eliminate tax exemptions. The provincial governments levy a land tax on farmers which is interpreted by some as tax on agricultural income.

On this count, the country is losing an estimated Rs60-70 billion. The present tax rules provide an opportunity for many to show income from non-agricultural sources as agricultural income too. That serves as a source of money laundering for those who have both farm and non-agricultural incomes.

Equity demands that all incomes, whatever their source, should be taxed without any discrimination. Agriculture accounts for 21.6 per cent of the GDP but contributes less than one per cent to the total tax revenue. Effective enforcement of tax on agricultural incomes will lead to a rise in tax- to-GDP ratio.

According to the WB study, the tax gap which was 69 in 2008 has now gone up to 79 per cent in Pakistan and the FBR chairman concedes that this is the highest ever figure.

Having failed to increase tax-GDP ratio, the FBR remains busy in issuing SROs, circulars enhancing or reducing the tax rates or exempting incomes; it has failed to document the economy. It is unable to even enforce production of Computerised National Identity Card Number and National Tax Number. It makes tall claims of having increased tax revenue whereas its quarterly report reveals that the withholding tax continues to be the leading source of direct tax receipts.

Further increase in revenue collection is attributed to variations in exchange rates, increase in energy prices and overall inflation. Thus the efforts of the tax officials in revenue collections are marginal but their salary packages have been set at market rate.

The Federal Tax Ombudsman estimates that the FBR has the potential to collect tax revenue up to Rs5 trillion by adopting a proactive and across-the-board approach by going after big tax evaders, improving the compliance level, removing lacunas in legislation and upgrading administrative set-up.
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