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EXECUTIVE SUMMARY 

1. Taxes matter. Taxes affect citizens, economy of the country, businesses, governance 

mechanisms, etc. Not only revenue mobilisation, an effective system of taxation helps in 

formalising the economy, encourages economic growth, shapes political cohesion between 

tiers of the Government, and results in increase in social sector service delivery.  

2. A good tax system should be fair, adequate, simple, transparent, and 

administratively easy to adopt and comply. Fairness means that the tax should be equitable 

– i.e. it should apply to everyone and must not distinguish between different taxpayers. It is 

important that taxpayers believe that they are treated equally. Ideally, taxpayers in similar 

financial condition should pay similar amounts in taxes. Taxpayers who are better off should 

pay at least the same proportion of income in taxes as those who are less well off. The 

government should not become a burden on low-income residents. Tax system should be 

adequate – i.e. taxes must provide enough revenue to meet the basic needs of society. Tax 

system should be transparent, which means that taxpayers and leaders can easily find 

information about the tax system and how tax money is used. Information should be available 

(in broad terms) on who pays the tax and who benefits from tax exemptions, deductions, and 

credits. Administrative ease means that the tax system is not too complicated or costly for 

either taxpayers or tax collectors. Rules are well known and fairly simple, forms are not too 

complicated, it is easy to comply voluntarily.  

3. Pakistan needs considerable efforts to improve its system of taxation. Based on the 

above characteristics of a good taxation system, there is a considerable room for improvement 

in terms of both the tax-policy and tax-administration. The tax base is currently narrow, there 

is limited capacity of the state to extract taxes, informal economy has grown, compliance 

ratios are reducing, and there is a need to improve tax administration.  

4. Pakistan’s tax system cannot be termed as fair as there are wide exemptions and 

preferential treatments available to certain segments of the society, while negligible 

amounts are collected through taxes on agriculture, capital gains, and immovable 

property. The general perception is that the Government is a burden on low-income 

residents. Low-income residents pay withholding taxes1, and sales tax that consumes a larger 

portion of their incomes. Exemptions and preferential treatments (called the tax expenditure) 

reduce tax collection by between 2 and 3 percent of GDP
2
 each year. Agriculture sector that 

contributes 21 percent in GDP, contributes less than 1 percent in taxes. Manufacturing sector, 

that has a share of 13 percent in GDP, contributes around 52 percent in taxes. Services sector 

that contributes to 58 percent in GDP, contributes to 37 percent in taxes. Pakistan falls in the 

league of countries with high tax rates – the corporate tax of 34 percent is amongst the highest 

in the World. ‘Hard-to-tax’ taxpayers comprise the majority of the population. Around 750 

thousand paid income tax in 2010 in a country with a total population of over 180 million 

people. Around 44 percent of registered taxpayers actually file tax returns. As per an 

independent study carried out in 2011, 61 percent of Parliamentarians did not pay taxes. 

While the tax-filers are considerably less in number, the actual taxpayers are substantially 

high primarily because of withholding and indirect (tax on consumption) taxation regime.  

                                                      
1
 A system in which a certain percentage of tax is withheld from a transaction (e.g. payment of electricity bill). 

The tax withheld can be adjusted against final tax liability and assumes that a person carrying out the transaction 

has income that is more than the minimum amount of income that is taxable. 
2
 Gross Domestic Product. The total national income of all the goods and services produced in a country.  
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5. The tax collected in Pakistan is inadequate to meet the needs of the society. The 

total revenue (tax and non-tax revenue) is around 13 percent of GDP, which is lowest 

amongst emerging economies. Due to low revenue, the Government expenditure on health is 

around 0.7 percent of GDP and on education less than 2 percent of GDP. These investments 

are low when compared with regional averages. The result is poor service delivery, and 

continued challenges to meet the goals of human development and poverty reduction. The 

incumbent government (led by Pakistan Muslim League – Nawaz) in its party manifesto has 

planned to increase the tax to GDP ratio (which is currently less than 10 percent) to 15 

percent by 2017-18. This is a challenging task and requires robust taxation reforms. A broad-

based VAT (Value Added Tax) bill was introduced in 2010, which was shot down by 

coalition political parties in the Parliament.  

6. The current system has high cost of compliance. Generally taxpayers have raised 

objections on difficulty in filing tax forms. Pakistan ranks at 162 position in global ‘paying 

taxes’ index compiled by the World Bank. It takes an average of around 560 hours (highest in 

South-Asia) to comply with tax. However, information regarding laws and procedures is 

largely available. The country largely followed a system of self-assessment in the past 

however, there is a growing inclination to start selected audit system.  

7. The tax system is less transparent. Tax exemptions and preferential treatments are 

granted by the Executive, through Statutory Regulatory Orders (SROs) without prior approval 

of the Parliament and are not reported as part of the Finance Bill. 86 percent of custom tariff 

lines are affected by SROs, which reduces the effective custom duties rate.  

8. Tax administration is weak. To improve tax administration ‘Tax Administrative 

Reform Project’ (TARP) was launched by development partners in 2005 that did not achieve 

its desired goals. A function based organisational structure could not be fully put in place in 

the Federal Board of Revenue. Deduction at source is mainly responsible for tax revenues 

followed by voluntary payments. A very less amount is collected through tax demands, which 

presents opportunity for improvement in tax administration system. A recent move by the 

provinces to establish revenue authorities to collect GST (General Sales Tax) on services is 

likely to increase tax revenue of provinces.  

9. The tax measures contained in the 2013 Finance Bill seek to increase revenues by 

0.75 percent of GDP. The measure included: i) an increase in the GST rate; ii) an increase in 

the corporate minimum tax rate; iii) higher personal income tax rates for the top income 

brackets; iv) higher excises on cigarettes; v) increases in several withholding rates; vi) 

introduction of several withholding rates; and vii) imposition of new levy on movable assets. 

The 2013 Finance Bill granted the Federal Board of Revenue access to bank information of 

account holders with an aim to reduce tax avoidance. In addition, the Government intends to 

increase number of risk-based tax audits to 4.2 percent of declarations (from the present 2.2 

percent). The Government also aims to gradually move the General Sales Tax (GST) to a full-

fledged integrated modern indirect tax system with few exemptions and to an integrated 

income tax by 2016/17. 



 

 iii

 

Selected Taxation Facts 

750,000 out of 180 million pay taxes  

100 companies pay 82% of Sales Tax 

Taxes by ONE tobacco company = Taxes by the salaried 

individuals 

25% tax comes from POL at various stages 

POL and Services provided by Telecom contribute around 

55% of Sales Tax on Domestic Goods 

Effective Sales Tax Rate = 3.63% 

37.5% tax collected at Ports 

3.1% Tax comes from Salaries Class 

12% of Income Tax collected in Karachi port under 

presumptive income regime 

61% of Parliamentarians do not pay income tax 

 

10. Tax policy and tax administration reforms together with further deregulations in 

the economy are the main recommendations in this report. The tax policy should be based 

on the principles of equity and fairness and must facilitate economic growth. The 

characteristics of a good tax system, as explained above, should be followed. Specific 

recommendations include: 

a. Taxation system on agriculture income should be debated and new innovative 

ways to tax either through land revenue or agriculture produce should be 

introduced together with enhancement of capability of revenue collecting 

authorities 

b. Corporate tax rate should be reduced to less than 30 percent over the next 2- 

3 years to facilitate economic growth 

c. Exemptions and tax credits should be reduced with immediate effect to 

remove distortions in the tax system. Withholding Tax regime should be 

rationalised so as to lessen the burden on low-income individuals. Custom 

duties should also be rationalised to improve competitiveness in the 

economy. Wealth tax system should be revived to tax individuals with large 

wealth 

d. A broad based system of Value-Added Tax (VAT)3 should be introduced that 

would replace the current General-Sales-Tax (GST) regime together with its 

implementation and management plan 

e. Tax expenditure should be reported as part of the Finance Bill to provide the 

Parliamentarians and the public with information on tax credits, exemptions 

                                                      
3
 A broad based VAT system was introduced in 2010 that was shot down by coalition political parties in the 

Parliament.   
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and deductions. The main reason is that more transparent information leads to 

reduction in Government provided exemptions 

f. Power to grant exemptions should be vested in the Parliament  

g. A ‘National Revenue Commission’ should be established to enhance 

dialogue and discussion on policy options between the Federal and Provincial 

Governments 

h. The Federal Board of Revenue (FBR) should be made autonomous on the 

lines of State Bank of Pakistan and a system of performance management 

needs introduction 

i. A risk-based audit and verification system should be introduced and 

discretion of tax officers should be reduced 

j. Tax procedures, and rules should be simplified. Taxpayers visibility should 

be enhanced and should be given special privileges to attract additional 

taxpayers 

k. An integrated Tax Management System should be introduced linking tax 

system with national databases to enhance visibility of tax avoidance 

l. Tax policy and tax administration should be separated 

m. At the provincial level, the revenue boards / authorities should be gradually 

empowered to take on all the taxes from the Excise and Taxation and Board 

of Revenue departments 

n. Both at the Federal and Provincial levels the Tax Ombudsman office should 

be strengthened 

o. The 8th National Finance Commission (NFC) Award should consider a 

system of matching-grants to incentive provinces to increase their tax 

revenues 

p. Other than the tax policy and tax administration reforms, the government can 

also consider a renewed deregulation policy. Deregulation in airlines, 

railways, utility companies, manufacturing concerns, that are currently in the 

domain of public sector, can enhance competition and bring in investments. 

An example is deregulation of telecom industry in early 2000. Today sizeable 

revenue is collected through telecom industry. 
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CURRENT SITUATION 

REVENUE ANALYSIS 

11. Pakistan’s revenue as proportion of its GDP is lowest amongst the emerging 

markets. In 2012-13 it is expected that the total revenue 4  of national and sub-national 

governments will be around 13 percent of GDP; a performance that ranks Pakistan in the 

lowest of emerging markets
5
. This level of revenue is inadequate to fund the expenditure 

policies of the government. The result is low social sector spending6 and unsustainable budget 

deficits. 

Figure 1: General Government Revenue as Percentage of GDP (Emerging Markets) 

 

Source: IMF, World Economic Outlook database, 2013 

12. Total Government revenue
7
 increased by 17 percent in real terms between 2005-

06 and 2011-12. Federal Government Tax revenue increased by around 26 percent in real 

terms, while Provincial Government Tax revenues increased by around 43 percent over the 

period. The Government also collects revenues through non-tax measures such as fees, 

dividends, royalties, profits, etc. Adjusted against inflation, the non-tax revenue declined by 

about 12 percent. Two-thirds of total revenue is collected through the Federal taxes on 

income, goods, and international trade. The remaining one-third is collected by the Federal 

Government through petroleum and gas levies, and non-tax revenues, and by the Provincial 

Governments through tax and non-tax sources. 

 

 

 

                                                      
4
 Including tax, non-tax, levies and surcharges, and budget grants 

5
 International Monetary Fund, World Economic Outlook Database, April 2013 

6
 The Government spends 0.7% of GDP on health, and less than 2% on education 

7
 Including tax, non-tax, levies and surcharges, and excluding budget grants 
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Table 1: Pakistan Government Total Revenue – Nominal and Real Change – 2006 – 2012 

  
2005-06 

Rs. bn 

Share in 
Revenue 

2011-12 

Rs. bn 

Share in 
Revenue 

Nominal 
Change 

Real8 
Change  

 Total Revenue 1,076  2,566  139% 17.0% 

    Tax Revenue 804 75% 2,075 81% 158% 26.7% 

         Federal 767 71% 1,968 77% 157% 25.9% 

            Tax Revenue 716 67% 1,881 73% 163% 28.9% 

            Levies & Surcharges 51 5% 87 3% 71% -16.3% 

         Provincial 37 3% 107 4% 191% 42.8% 

     Non-Tax Revenue 272 25% 491 19% 80% -11.5% 

         Federal 225 21% 443 17% 97% -3.5% 

         Provincial 47 4% 48 2% 2% -50.0% 

Source: Pakistan Fiscal Operations, Ministry of Finance  

13. Out of the total revenue, tax collections have increased by 27 percent in real terms  

since 2005-06. There has been a decrease in collection on custom duties, federal excise 

duties, and provincial taxes (other than GST on services, which has been a made provincial 

subject through the 18th Amendment to the Constitution).  One of the reasons for reduction is 

custom duties has been a growing number of concessions and duty exemptions provided by 

the Government over time. Collection in federal excise duties has reduced due to gradual 

phasing out of Federal Excise Act of 2005. The tax revenue collections by Provincial 

Governments also reduced as a considerable increase9  was granted as part of provincial 

transfers under 7th National Finance Commission Award announced in 2010 that proved a 

disincentive for provincial governments to increase their own tax effort.  

Table 2: Consolidated Tax Revenues – Nominal and Real Change – 2006 – 2012 

Revenue Heads 
2005-06 

Rs. bn 

Share in 
Total Tax 
Revenue 

2011-12 

Rs. bn 

Share in 
Total Tax 
Revenue 

Nominal 
Change 

Real 
Change 

Total Tax Revenue 804  2,075  158% 26.7% 

  Federal Government Tax Revenue 767 95% 1,968 95% 157% 25.9% 

     Direct Taxes 215 27% 732 35% 240% 67.0% 

     Indirect Taxes 501 62% 1,150 55% 129% 12.6% 

        Sales Tax 295 37% 809 39% 174% 34.6% 

        Custom Duties 138 17% 218 11% 58% -22.4% 

        Federal Excise 68 8% 122 6% 79% -12.0% 

     Levies & Surcharges 51 6% 87 4% 71% -16.3% 

        Petroleum Levy 25 3% 60 3% 141% 18.4% 

        Gas Development Surcharge 26 3% 23 1% -12% -56.8% 

        Others - 0% 4 0%   

  Provincial Tax Revenue 37 5% 107 5% 191% 42.8% 

    Indirect Taxes 37 5% 107 5% 191% 42.8% 

      Property Taxes 9 1% 8 0% -13% -57.3% 

         of which: Agriculture Tax 1 0% 1 0% 25% -38.7% 

      Duties (Excise and Stamp) 12 1% 21 1% 73% -15.3% 

      Motor Vehicle Tax 7 1% 11 1% 59% -22.2% 

      Others* 8 1% 67 3% 743% 313.6% 

Source: Pakistan Fiscal Operations, Ministry of Finance. * includes GST on services. 

                                                      
8
 Using GDP deflator of 203.8 (as provided in provisional National Accounts of 2012-13) – the nominal prices 

have been converted into basic prices of 2005-06 
9
 Transfers through revenue divisible pool increased from around 47% in previous Award to 57.5% 
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14. Over the past many years the ability of the state to extract taxes has reduced.  This 

is a sign of weak governance, inefficient tax policy and administration, and an increase in size 

of informal or undocumented economy
10

. Starting from 1976 overall tax collections have 

witnessed a declining trend11. There is a similar trend in provincial tax collections since 1987. 

Figure 2: Tax Revenue as proportionate of GDP 

 

Tax to GDP Ratio and nominal change in GDP 

 

Tax to GDP Ratio of Provincial Governments 

Source: Pakistan Economic Survey, Ministry of Finance 

15. Since 2005, the average general government
12

 tax to GDP ratio was around 9.4 

percent of GDP. The Medium-Term Budgetary Statement 2013-16
13

 presents the 

Government’s desire to increase the tax revenue (incl. levies and surcharges) to 11.6 percent 

by 2015-16. As per the Party Manifesto of Pakistan Muslim League (Nawaz), the goal is to 

increase the tax to GDP ratio to 15 percent by 2017-18.  

Figure 3: General Government - Tax Realised, Medium-Term Projections and 2017-18 Goal as per Party 
Manifesto of the Ruling Government 

 

P=Preliminary data, B=Budget. Source: Pakistan Fiscal Operations, Ministry of Finance. Medium-Term Budgetary Statement 

2013-16, Ministry of Finance. Party Manifesto 2013 – Pakistan Muslim League (N) – National Agenda for Real Change. GDP is 

based on rebased GDP numbers released by Pakistan Bureau of Statistics in May 2013.  

 

                                                      
10

 Ali Kamal and Ahmad Waqar, Pakistan Institute of Development Economics, estimated that the size of 

informal economy was between 74 and 91 percent in 2008 
11

 There is however, some distortion in data that makes it difficult to run long-term comparisons. Most notable 

distortion is in the year 2000 when the GDP size was increased by 30 percent due to rebasing. This substantial 

increase in GDP reduced the tax to GDP numbers from the year 2000 onwards.   
12

 General Government includes national and sub-national governments  
13

 Presented in the Parliament on 12th June 2013 as part of the Budget 2013-14 and as per the requirements of 

Fiscal Responsibility and Debt Limitations Act of 2005 
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16. Tax collection by the Federal Government as a proportion of GDP is only slightly 

below that in India, Bangladesh, China and Indonesia. This means that Pakistan’s sub-

national (provincial and local) governments collect fewer taxes as compared to other 

emerging economies. Important sources of sub-national taxes are property taxes, taxes on 

agriculture income, and sales tax on services. 

 Figure 4: Federal Tax to GDP Ratio in 13 Selected Countries 

 

Source: World Development Indicators, World Bank 

17. Of the total Federal Taxes collected in Pakistan, the proportion of taxes on 

incomes and profits is low compared with other selected countries, although it is 

comparable to Bangladesh, China and Sri Lanka. Pakistan falls in the list of countries that 

collect majority of their taxes through indirect (based on consumption) tax mode.  

Figure 5: Share of Different Taxes in the Federal Tax Revenues in 13 Selected Countries 

 

Source: World Development Indicators, World Bank 

18. Real change in tax collections appears to have a close relationship with change in 

GDP. The average tax buoyancy
14

 in Pakistan between 1976 and 2013 has been around 1.0. 

However, tax buoyancy has averaged around 0.9 since 2004.  

 

 

                                                      
14

 Tax buoyancy is calculated by dividing tax growth rate by the nominal GDP. It shows the growth in tax 

revenues induced by growth in GDP 
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Figure 6: Real Change in Tax Revenues – 2007 - 2013 

 

Source: Pakistan Economic Survey 

19. The share of direct taxes in the total taxes increased from 35 percent in 1998 to 39 

percent in 2012, while the share of indirect taxes fell from 65 percent to 61 percent. 

Increase in direct taxes has been largely due to a consistent trend towards presumptive
15

 taxes, 

which are considered as a type of indirect taxes. There are different economic impacts of 

indirect taxes. One school of thought considers indirect taxes as inflationary and recommends 

their reduction, while the other prefers them because they create less of a disincentive to work 

since employee retain more of what they earn leading to higher savings. 

Table 3: Federal Taxes – Direct and Indirect Taxes share and growth 1998-2012 

  Direct Taxes Indirect Taxes Total 

YEARS 
Share in 
total 

taxes (%) 

Annual 

Growth 
(%) 

Share in 
total 

taxes (%) 

Annual 

Growth 
(%) 

Annual 
Growth 
(%) 

1997-98 35.1 21.3 64.9 -3.3 4.1 

1998-99 35.7 6.8 64.3 0.6 9.4 

1999-00 32.5 2.5 67.5 18.1 12.5 

2000-01 31.8 10.3 68.2 14.3 13.0 

2001-02 35.3 14.4 64.7 -2.3 3.0 

2002-03 33.0 6.6 67.0 18.0 14.0 

2003-04 31.7 8.7 68.3 15.2 13.1 

2004-05 31.1 11.1 68.9 14.4 13.4 

2005-06 31.5 22.7 68.5 20.0 20.8 

2006-07 39.4 48.3 60.6 5.1 18.8 

2007-08 38.5 16.2 61.5 20.8 19.0 

2008-09 38.2 14.4 61.8 15.7 15.2 

2009-10 39.6 18.6 60.4 11.7 14.3 

2010-11 38.7 14.5 61.3 19.2 17.4 

2011-12 39.2 22.6 60.8 19.7 20.8 

Average 35.4 15.9 64.6 12.5 13.9 

Average since 2005-06 37.9 22.5 62.1 16.0 18.0 

Source: Year Book 2011-12, Federal Board of Revenue 

                                                      
15

 A system through which tax is withheld at the time of undertaking a transaction (e.g. payment of electricity 

bill). Presumptive income taxation is employed primarily in economies where 'hard-to-tax' taxpayers comprise the 

majority of the population and administrative resources are scarce. This system assumes that the person who 

undertakes a transaction (e.g. payment of electricity bill) is an income earner and who’s withheld tax can be 

adjusted against his/her final tax liability. Also See paragraph 23 below.  
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20. For 2013-14 the Federal Government is aiming for a nominal tax increase of 

around 28 percent
16

 (around Rs.540 billion). Since 2005-06 the average annual nominal 

increase of around 18 percent in Federal Taxes has been recorded (Ref. Table 3). Therefore, 

the target of an increase of 28 percent appears challenging. Based on the tax buoyancy of 0.9 

and assuming that the Government is able to achieve around 14 percent of planned increase in 

nominal growth of GDP, the tax revenue is projected at Rs.2,170 billion. This means that new 

tax measures to the tune of Rs.300 billion will be required to achieve the target. As part of the 

Finance Bill 2013-14 the Government has announced revenue measures to the tune of only 

Rs.207 billion. This means that around Rs.100 billion (0.4
17

 percent of GDP) of additional 

measures will be required to achieve the tax target. As part of the agreement with IMF
18

, the 

Government has agreed to impose a gas levy from December 2013 that will increase tax 

revenue by 0.4 percent of GDP on an annualised basis. In addition, the Government has 

announced that measures like IT connectivity, good governance, expansion of tax net, 

removal of SROs and plugging of leakages will be undertaken. In addition, tax notices will be 

sent to over 100,000 persons who are considered to be tax evaders.  

TAX STRUCTURE 

21. The taxation structure of Pakistan includes taxes on income and profits, 

consumption, capital gains, and wealth in addition to levies, surcharges, and customs 

and excise duties. The Constitution of Pakistan provides division between federal and 

provincial level taxes. Details are provided in Annexure 1 that provides relevant 

constitutional articles, and Annexure 2 that provides a table of federal and provincial taxes 

together with their relevant laws. Broadly the taxes are categorised as ‘direct’ or ‘indirect’ 

taxes. Direct taxes are largely under the ambit of Federal Government. At the Federal level, 

since 2006-07 the direct taxes have been around one-third of the total tax collected each year. 

The remaining two-thirds of the tax was collected using the indirect taxation mode.  

                                                      
16

 Tax revenue (incl. provincial taxes, and levies and surcharges collected by Federal Government) in Budget 

2013-14 is estimated at Rs.2,803 billion as compared to around Rs.2,198 billion (based on preliminary data) 

collected in 2012-13 
17

 Based on estimated GDP of Rs.26 trillion in 2013-14. Source: Medium-Term Budgetary Statement 2013-16, 

Ministry of Finance 
18

 Memorandum of Economic and Financial Policies for 2013/14 – 2015/16, Ministry of Finance 
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FEDERAL TAXES 

Income Tax. As per the Income Tax Ordinance 2001 different types of incomes are subject to 

taxation as per different tax rates. The Ordinance also provides list of allowances, tax 

exemptions and deductions. Tax assessments fall under universal self-assessment scheme 

however, there is a system of random audit in place. Income Tax revenues are collected 

through deduction at source (through Withholding Taxes), voluntary payments (payments at 

the time of filing of returns), and collection on demand (based on assessments). The 

Withholding taxes are collected through two sources; 1) deduction at source at the time of 

accrual of income – e.g. salaries, dividends, interest income, etc., and 2) system of 

presumptive taxation through which withholding taxes are collected through utility bills, 

purchase of vehicle, and air travel. Income Tax is levied on individuals, association of 

persons and companies.  

General Sales Tax (GST). Collection of Sales Tax on Goods is a Federal Subject and levied 

under Sales Tax Act 1990. Input and output taxation system under the General Sales Tax 

makes it closer to the system of Value Added Taxation (VAT). The Act provides for 

registration process, filing of returns, offences, and penalties. It has 7 schedules out of which 

the 6th schedule provides for list of exemptions. 

Customs Duties. As per the Customs Act 1969, the First Schedule provides duties on imports 

at the 8-digit level of Harmonized System. The duty structure provides lowest tariffs on 

primary raw materials and highest on finished goods.  

Excise Duties. As per the Federal Excise Duty Act 2005, some goods, such as cigarettes, are 

subject to supervised clearance. The First Schedule of the Act lists excisable goods and the 

rates of duty, which are either specific or ad valorem.  

PROVINCIAL TAXES 

General Sales Tax (GST) on Services. The Sales Tax on Services was introduced in the 

provincial Governments through Sales Tax Ordinance 2000. Since it was integrated with 

Federal GST, all the provisions related to payment, registration, audit, enforcement, and 

penalties are the same. Initially, its coverage was extended at the standard rate of 16 percent 

to hotels, clubs, and caterers; advertisements on television and radio; courier services; 

telecommunication services; stockbrokers; and miscellaneous services provided at ports. The 

responsibility for collecting this tax was assigned to the Federal Board of Revenue’s Inland 

Revenue Service, and revenues were distributed among the provinces on the basis of 

population shares. 

In 2011, the Sindh government introduced its own variant of the tax. It proposed creating its 

own capacity to collect the tax by establishing the Sindh Revenue Board. It has been 

transformed from somewhat VAT-styled tax to a single-stage sales tax. In addition, the 

Punjab Government has established Revenue Authority under the Punjab Revenue Authority 

Act, 2012. At present the Government of Khyber Pakhtunkhwa is working on finalising the 

Act for the establishment of its own Revenue Authority. Provincial sales tax on services is 

based on the fundamental VAT principle of consumption, which means services for example, 

consumed in Punjab, will be liable to sales tax in the province. 

 

Stamp duty. A mechanism introduced in 1899 for authenticating a large number of 

documents / instruments through the use of adhesive stamps. These stamps are either judicial 

or non-judicial. For example, stamp duty on the value of a property sold is 2 percent. 
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Recently, the Government of Punjab is working on a pilot to automate the largely manual 

system if stamp duty through the use of e-stamping initiative.  

Motor Vehicles Tax. Different lump-sum rates are specified for different types of vehicles as 

per the Motor Vehicles Taxation Act 1958. Persons with motor vehicles are obliged to make a 

declaration, pay the tax, and receive a license. The tax is collected by the provincial excise 

and taxation departments, and is intended to cover the cost of road maintenance within the 

provinces. Rates vary among provinces but the normally the tax rises exponentially for larger 

vehicles. 

Urban Immovable Property Tax. Introduced in 1958, the provincial government levies this 

tax in urban areas that have been declared ‘rating areas’. The tax is charged on the assessed 

rental value (ARV) of buildings and lands in a rating area at the rate of 20 percent. It is 

collected by the provincial excise and taxation departments on the basis of a formula for 

assessing the rental value contained in the valuation tables. Revenues from this tax are shared 

with local governments to the extent of 85 percent, after deducting 5 percent as the cost of 

collection. Properties that are owner-occupied and have an ARV of less than Rs.1,080 or are 

located on an area smaller than 125 square yards are exempt. 

Professional Tax. This tax is levied and collected on/from the persons or class of persons 

engaged in a profession, trade, calling or employment in province (e.g. companies, lawyers, 

doctors, etc.). 

22. Income taxes are largely collected through a system of deduction at source. Out of 

total income tax receipts, around 59 percent on average19 were collected through deduction at 

source in 2011-12 and 28 percent through voluntary payments. The remaining around 12 

percent was collected out of demands raised by tax authorities through systems such as audits. 

Table 4: Percentage collected through Withholding Tax Regime in the Total Income Tax 

Fiscal Year 
Income Tax  
(Rs. billion) 

Net 

Withholding Tax 
(Rs. billion) 

Gross 

Percentage of 
Withheld Taxes 

2008-09 422 242 57% 

2009-10 505 295 58% 

2010-11 582 357 61% 

2011-12* 719 420 58% 

Average   59% 

Source: Federal PEFA Report, 2012. * Year Book 2011-12, Federal Board of Revenue 

23. There has been a consistent increase in the proportion of income tax raised 

through presumptive taxes. Under this system a certain percentage is withheld as an 

advanced tax on certain transactions (e.g. on purchase of a vehicle, withdrawal of cash from 

banks, etc.). The withheld tax (called the Withholding Tax – or WHT) can be claimed20 

against the final tax liability owed after a financial year
21

. The withholding tax regime, which 

expanded rapidly in 1990s, presumes that the individual has enough earning capacity to be 

taxed. WHT is primarily applied on income tax but there is also a system of WHT on sales 

tax, which is currently limited to five types of withholding tax agents.   

24. The Government’s ability to collect revenues from the ‘direct tax’ mechanism has 

reduced and hence the reliance on WHT regime has increased over the years. Eight 

                                                      
19

 Average of withholding taxes as percentage of total income tax between 2008-09 and 2011-12 
20

 As per the Finance Act 2013-14, the WHT can no longer can deducted from the final tax liability of salaried 

individuals, instead the amount will need to be claimed as refund from the Federal Board of Revenue 
21

 In Pakistan, the financial year is July – June each year 
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major withholding taxes contribute around 90 percent of the total WHT revenue. However, 

the system of WHT overburdens the corporate sector, as compliance costs are high. This 

creates problems like the processing, recording, jurisdictional and enforcement issues, 

accounting problems, etc. for the tax department.  

Table 5: Main Categories of Withholding Taxes (WHT) on Income - Items that contribute 90 percent 

Description 
Percentage share 

in total WHT 

Contracts  25.8 

Imports   20.3 

Salaries  13.7 

Telephone Bills 8.8 

Exports  5.5 

Bank Interest & Securities  8.1 

Electricity Bills 3.5 

Dividends  4.2 

Total 90 

Source: Year Book 2011-12, Federal Board of Revenue 

TAX POLICY 

25. Tax policy creates the incentives framework in an economy. The tax policy landscape 

can be seen through the tax revenue collections by sectors.  Because of almost no taxation 

on agriculture income, the proportion of tax collection in this sector is less than 1 percent. The 

majority of the tax revenue collected falls under the manufacturing sector, which is heavily 

taxed through corporate taxes, income taxes on workforce, and other presumptive taxes. Tax 

collection from services sector also remains below potential. The main reason is opaque and 

complex tax policy. Examples are: 

a. 54 percent of customs tariff lines have different tariff rates for different 

importers 

b. 86 percent of customs tariff lines are affected by Statutory Regulatory Orders 

(SRO) 

c. 44 percent of value of imports are affected by Statutory Regulatory Orders 

d. There are multiple sales tax rates (0,5,7,17,19.5,22 percent and 3 percent 

additional tax on commercial importers) 

e. Overall, the agricultural income tax contributes 0.03
22

 percent of income 

from agriculture. Property tax generates 0.6 percent of rental income 

generated nationwide, and sales tax on services represents 0.5 percent of 

income generated in services sector. 

                                                      
22

 World Bank Pakistan estimates 
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Table 6: Tax collections by main Sectors (2011-12) 

Sector 
Percentage of 

GDP 
Percentage of Tax 

Collected 

Agriculture 21% 1% 

Manufacturing 13% 52% 

Export sector 12% 1% 

Services 58% 37% 

Whole sale and Retail 18% > 1% 

Finance and Insurance 3% 6% 

Source: Economic Survey (2011-12), and Federal Board of Revenue. NB: Industrial sector (excluding manufacturing) 

contributes around 7 percent in GDP and 10 percent in taxes 

26. In nominal terms, General Sales Tax fetched highest revenue of 43 percent in total 

tax collected by the Federal Board of Revenue in 2011-12. Around 45 percent of sales tax 

is collected on POL products and telecommunications. In terms of Federal Excise duty more 

than half of the collections were made on cigarettes and natural gas. One-fourth of the 

customs duty is collected against import of vehicles and POL products. While two-third of 

direct taxes are collected through corporation taxes (taxes on profits).  

Table 7: Major Tax Collections by Federal Board of Revenue – 2011-12 Data 

Total Tax Collected by Federal Board of Revenue in 2011-12 (Rs.1,881 billion) 

Sales Tax 

(Rs.809 billion) 

Federal Excise Duties 

(Rs.123 billion) 

Customs Duty 

(Rs.217 billion) 

Direct Taxes 

(Rs.732 billion) 

POL Products – 38% Cigarettes – 42% Vehicles – 19% Corporate – 68% 

Telecommunications – 6% Natural Gas – 10% POL Products – 8% Non-Corporate – 32% 

Machinery – 5% Cement – 10% Edible Oil – 8%  

Natural Gas – 4% Services – 8% Mechanical Machinery – 5%  

Fertilizers – 4% Beverages – 6% Electrical Machinery 4%  

Edible Oil – 4%    

Source: Federal Board of Revenue 

27. There are a number of areas that are either taxed at a very low level or are not 

taxed at all. Less than 1 percent of the total tax collected in 2011-12 was collected through 

tax on sale / purchase of stock exchange shares and capital gains tax23. There is no capital 

gain tax on real estate, and there are no taxes on outflow of capital. In addition, very limited 

amount of taxes are collected through agriculture (representing 21 percent of GDP) income. 

Details of history of agriculture income tax are provided in Annexure 3. 

28. Pakistan falls in the group of countries with high tax rates. The Corporate Tax Rate 

of 34 percent24 is amongst the highest in the World. The average corporate tax rate in Asia is 

around 23 percent, while in North America it is around 33 percent. Similarly the General 

Sales Tax (an indirect tax) rate of 17 percent is also amongst the highest in the World. The 

average indirect tax rate in Asia is around 12 percent.  

                                                      
23

 As part of Finance Bill 2011-12, the federal government imposed 0.01 percent capital value tax (CVT) on 

purchase of shares of a public company listed on a registered stock exchange where amount would remain invested 

for a period of 120 days 
24

 Revised through the Finance Bill 2013-14 
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Table 8: Tax Rates in World Regions, and Selected Countries 

Regions Corporate Tax Rate  

Average (%) 

Indirect Tax Rate  

Average (%) 

Africa  29.02 14.57 

Asia  22.89 12.24 

Europe  20.5 20 

Latin America  28.3 12.79 

North America  33 5 

Oceania  28.6 12.92 

 

Selected Countries Corporate Tax Rate 

(%) 

Indirect Tax Rate 

(%) 

Afghanistan  20 N/A 

Bangladesh  27.5 15 

China  25 17 

Egypt  25 10 

India  32.45 12.5 

Indonesia  25 10 

Kazakhstan  20 12 

Malaysia  25 10 

Pakistan  34 17 

Philippines  30 12 

Sri Lanka  28 12 

Turkey  20 18 

United Kingdom  24 20 

Source: KPMG Corporate and Indirect Tax Survey 2012. Pakistan’s Corporate and 

Indirect Tax Rates have been presented as those applicable through Finance Act 

2013-14.  

STATUTORY POWERS TO LEVY TAXES AND DUTIES AND GRANT 

EXEMPTIONS 

29. Different laws provide statutory powers to the Federal Government to levy duties 

and taxes. The powers are prescribed below: 

Table 9: Laws providing Statutory Powers to Federal Government to Levy Duties and Taxes 

Duties and Taxes Related Laws Powers 

Customs Duty 
Section 18: Customs Act, 

1969 

Power of the Federal Government to Levy Regulatory Duty 

Power of the Federal Government to levy additional duty 

Sales Tax 
Section 3: Sales Tax Act, 

1990 

Power of the Federal Government to levy extra tax via ‘Statutory Regulatory 

Orders’ (SROs) 

Power of the Federal Government to levy tax in lieu of tax under sub-section (1) 

which specifies sales tax rate on taxable supplies and goods imported into 

Pakistan 

Excise Duty 
Section 3: Federal Excise 

Act, 2005 

Power of the Federal Government to levy any class or classes of goods or 

services by notification in the official Gazette at such higher or lower rate or rates 

Income Tax (imports) 
Section 148: Income Tax 

Ordinance, 2001 
 

30. In addition, the Federal Government has the power to grant exemptions. The 

exemptions regime distorts the level playing field in the economy. Evidence shows that while 

exemptions and concessions are granted to organisations, the benefits are not passed onto the 

end consumer. Conglomerates are often given preferential treatment. The exemptions also 

require complex record keeping and monitoring mechanism and involvement of a number of 
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stakeholders in ‘approvals’ e.g. Board of Investment, Engineering Development Board, etc. 

Through the exemptions the stated tariff is rendered ineffective and results in much lower 

effective rate of tax.  The following laws provide powers to Federal Government to grant 

exemptions: 

Table 10: Laws providing Statutory Powers to Federal Government to Grant Exemptions 

Duties and Taxes Related Laws Powers 

Customs Duty Section 10: Customs Act, 1969 

General power of exemption by Federal Government – exemption can be whole or 

part of levy 

The Federal Government can also remit fine, penalty, charge or any amount 

The above two powers can be exercised through issuance of ‘Statutory 

Regulatory Order’ 

 Section 20: Customs Act, 1969 
Federal Board of Revenue has the power in exceptional circumstances, to grant 

exemption from whole or part of levy, on cases to case basis, by special order 

Sales Tax Section 13: Sales Tax Act, 1990 

The Federal Government can issue exemption on goods specified in 6th Schedule 

and taxable supplies or imports. The exemption can be from whole or part of levy 

granted via issuance of an SRO 

In addition, Federal Board of Revenue has the power to grant exemption under 

Section 13(2)(b) by given special order but with reasons 

Excise Duty 
Section 16(2): Federal Excise 

Act, 2005 

Powers of the Federal Government to exempt goods or class of goods from whole 

or part of duty levied via notification in the official Gazette 

Income Tax 
Section 148: Income Tax 

Ordinance, 2001 
5 percent advance income tax levy in place on imports 

 

Section 53: Income Tax 

Ordinance, 2001 read with Part 

II of the second schedule 

Federal Government has the power to exempt or reduce the rate of income tax 

levy via notification in official Gazette 

TAX GAP 

31. Various studies have been undertaken to calculate tax gap using different 

methodologies. For the purpose of this report, ‘tax gap’ is defined as the amount of tax 

liability faced by taxpayers that is not paid on time. As per a study25 conducted in 2008, the 

tax gap in 2004 was 69 percent of the actual tax receipts. This was further bifurcated into tax 

gap of 143 percent in direct taxes and 36 percent of indirect taxes. In an internal study
26

 

conducted by the Federal Board of Revenue, the tax gap in 2011-12 was 79 percent of the 

actual tax receipts.  

32. The revenue foregone on account of tax expenditure is substantial. Tax expenditure 

is defined as ‘tax revenue loss resulting from those preferential provisions of the law that 

provide certain taxpayers/class of taxpayers or certain sectors with concessions that are not 

available to other taxpayers or sectors and that results in the collection of fewer tax revenues 

than would be collected under the basic tax structure’. Various studies have used different 

methods to calculate tax expenditure in the past. Three main studies are reproduced below. 

The first study is conducted by the Federal Board of Revenue and printed as part of the 

Economic Survey each year. The second study was recently conducted by Robina Ather 

                                                      
25

 Pakistan’s Tax Gap: Estimates by Tax Calculation and Methodology. Robina Ather Ahmed, Mark Rider, 2008 
26

 http://beta.dawn.com/news/634686/tax-evasion-hit-79pc-fbr-admits 
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Ahmed27 funded by the World Bank. While the third study was conducted by Dr.Hafiz Pasha 

and Aisha Ghaus Pasha
28

.  

Table 11: Pakistan’s Tax Expenditure – Using Three Different Methodologies 

Revenue Heads 
Robina Ather 

Ahmed 

Hafiz Pasha and 
Aisha Ghaus 

Pasha 

Economic 
Survey (2011-

12)* 

 
2010-11 Tax data 2010-11 Tax data 2011-12 Tax data 

Federal Taxes 402 466 239 

  Direct Taxes 126 164 82 

  Indirect Taxes 276 302 157 

   Sales Tax 148 155 37 

   Custom Duties 128 136 120 

   Federal Excise Duties 
 

11 
 

Provincial Taxes 
 

95 
 

  Agriculture Income Tax 
 

50 
 

  Urban Immovable Property Tax 
 

30 
 

  Capital Gains Tax 
 

15 
 

Total 402 561 239 

  As %age of Revenues 21% 35% 13% 

  As %age of GDP* 2% 3% 1% 

N/C – Not Calculated, * Ministry of Finance 

Table 12: Tax Expenditure in Selected Countries 

 Selected Countries 
Year of 

Information 
Tax Expenditure 

(% of GDP) 
% of Revenue 

India 2009 5.1 68.0 

Bangladesh 2006 2.5 31.3 

Canada 2009 3.17 64.3 

Germany 2008 0.64 8.3 

Korea 2007 2.52 14.3 

Netherlands 2012 1.78 4.8 

33. Pakistan is a country where tax avoidance is high, and only a limited number of 

people / organisations pay tax. The overall taxation compliance29 is reproduced below: 

 

                                                      
27

 Study on Tax Expenditures in Pakistan, March 2013 
28

 Pakistan Moving the Economy Forward. ‘The Future Path of Tax Reforms in Pakistan’, Hafiz A. Pasha and Aisha Ghaus 

Pasha, 2012-13 
29

 Figure provided by Sakib Sherani, ex-Economic Advisor, Ministry of Finance. Includes data from presentation 

of Mr.Irshad Ali Hakeem, ex-Chairman, Federal Board of Revenue. Statistics relate to year 2009-10 
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34. The total taxpayers
30

 as a proportion of Pakistan’s labour force are around 3.4 

percent. Out of a total of around 5831 million workforce the number of registered taxpayers 

are around 1.7 million. When compared with other countries, Pakistan’s has by far the lowest 

proportion of tax filers. 

Table 13: Tax Filers as Percentage of Total Population – Selected Countries 

Country 

Tax Filers as 

Percentage of Total 

Labour Force 

Pakistan 3.4% 

India 4.7% 

Argentina 16.5% 

France 58% 

Canada 80% 

Source: London School of Economics, Federal Board of Revenue, 2011 

35. As per the recent independent study most of the Parliamentarians do not pay 

taxes. Of all the lawmakers in the Parliament and the Provincial Assemblies about 61 percent 

did not pay taxes in the year they contested the elections. 51 percent of Senators did not pay 

tax. Around 62 percent of Cabinet Ministers did not file tax returns.  

                                                      
30

 Persons, corporations, and other taxpaying entities that regularly file tax declarations or tax returns with the tax 

administration 
31

 Source: Labour Force Survey, Pakistan Bureau of Statistics 
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Table 14: Percentage of filers in the Cabinet – Based on independent study carried out in 2011 

  

Source: Taxation without Representation. An Analysis of MP’s Income Tax Returns for 2011. Umar Cheema.  

36. Number of income tax payers in Pakistan is substantially high primarily because 

of a Withholding Tax regime. People pay withholding tax irrespective of the amount of 

income earned on a number of transitions, including: 

a. More than 120 million mobile subscribers pay withholding taxes  

b. There are around 36,500 millionaire accounts holders who contribute to 

income tax via withholding tax on interest income. In total there are almost 

17.7 million account holders 

c. More than 120,000 vehicles are sold each year and withholding tax is paid on 

their purchase 

d. Over 306,800 industrial units and over 2.9 million commercial enterprises 

pay withholding tax on electricity bills. 

37. Compliance ratio is high in case of salaried individuals because of deduction at 

source regime. The compliance ratio is lowest amongst business individuals / association of 

persons (i.e. partnerships) as these groups largely fall under either voluntary tax payments, or 

taxes that are collected through audit / other efforts of tax authorities – known as tax 

demands.  

Table 15: Tax Compliance, 2011 

Types 
Number of Tax 
Registrations 

Number of 
Tax Filers 

Compliance 

Company 50,840  22,068  43% 

Association of Persons 150,281  38,312  25% 

Business Individuals 1,830,555  512,903  28% 

Salaried Individuals 1,356,442  928,347  68% 

 Total 3,388,118  1,501,630  44% 

Source: Federal Board of Revenue 

38. A considerably large number of business establishments are either not registered 

(with income or sales tax departments) or are registered but do not file tax returns. An 

example is wholesale and retail trade. There are about 1.5 million wholesale and retail 

establishments in the country, but only a small segment (around 12 percent) is registered with 

sales tax and income tax departments. However, the actual tax filers are only 6 percent of the 

overall base of this sector. 
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Table 16: Example of Wholesale and Trade Sector – Tax Compliance Ratio 

Year Sales Tax Registered Number of Tax Filers Compliance Ratio (%) 

Retailer Wholesaler Total Retailer     Wholesalers Total Retailer Wholesaler Total 

2001-02 1,559 23,553 25,112 730 13,434 14,164 46.8 57.0 56.4 

2002-03 1,685 28,084 29,769 807 16,665 17,472 47.9 59.3 58.7 

2003-04 1,881 30,553 32,434 966 16,718 17,684 51.4 54.7 54.5 

2004-05 2,296 32,510 34,806 1,238 16,786 18,024 53.9 51.6 51.8 

2005-06 3,123 34,666 37,789 1,547 16,274 17,821 49.5 46.9 47.2 

2006-07 4,694 37,111 41,805 2,452 16,779 19,231 52.2 45.2 46.0 

2007-08 5,442 39,680 45,122 2,818 17,347 20,165 51.8 43.7 44.7 

2008-09 6,259 42,783 49,042 3,137 17,758 20,895 50.1 41.5 42.6 

2009-10 7,152 46,503 53,655 3,255 17,288 20,543 45.5 37.2 38.3 

2010-11 7,700 50,313 58,013 3,655 19,445 23,100 47.5 38.6 39.8 

2011-12 8,174 53,314 61,488 3,934 21,068 25,002 48.1 39.5 40.7 

Source: Quarterly Review, December 2012, Federal Board of Revenue 

39. Pakistan’s ranks at 162 in ‘paying taxes’ index in the World Bank’s Doing 

Business Report 2013. It takes an average of around 560 hours (highest in South-Asia) to 

comply with tax.  

Table 17: Paying Taxes Ranking – Pakistan and other South-Asian Countries 

South-Asian Countries Rank 
Payments 
(number 
per year) 

Time 
(hours per 

year) 

Profit tax 
(%) 

Labour tax 
and 

contributio
ns (%) 

Other taxes 
(%) 

Total tax 
rate (% 
profit) 

Afghanistan 94 20 275 0 0 36.4 36.4 

Bangladesh 97 20 302 25.7 0 9.2 35 

Bhutan 71 8 274 36.3 0 4.4 40.8 

India 152 33 243 24.6 18.2 19 61.8 

Maldives 57 17 252 13.5 7.9 9.3 30.7 

Nepal 114 34 326 17.2 11.3 3 31.5 

Pakistan 162 47 560 17.9 15.1 2.3 35.3 

Sri Lanka 169 61 254 1.6 16.9 31.6 50.1 

Source: World Bank Doing Business Ranking, 2013 

TAX EVASION 

1. While there is no accurate methodology available to calculate tax evasion, 

different studies point to between 2 – 4 percent of GDP lost each year due to tax evasion 

in Pakistan. This is similar to the Asian average but much less than in Europe and South-

America. If the shadow economy is taxed at the normal Sales Tax rate of around 17 percent, 

then Pakistan can collect revenues enough to increase its public health spending by 3 – 5 

times. Also in that case, the tax to GDP ratio would almost double and the fiscal deficit would 

be rendered in surplus.  
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Table 18: Tax Evasion to GDP – Pakistan in Comparison with Other Regions 

 
Countries 

Total GDP 
($ mn) 

Total Size 
of 

shadow 
economy 
($ mn) 

Average 
percentage 
shadow 
economy 

Average 
tax rate 
as % of 
GDP 

Total tax 
evasion 
loss  

($ mn) 

Tax 
evasion 
/ GDP 

Healthcare 
Expenditure 
as % age of 

GDP 

% of 
healthcare 
spending 
lost to tax 
evasion 

Europe 36 18,947,416 3,882,593 20.5% 38.9% 1,511,714 8.0% 9% 86.8% 

Africa 39 1,383,070 481,442 34.8% 16.5% 79,235 5.7% 6% 97.7% 

Asia 40 19,333,826 3,421,985 17.7% 19.5% 665,930 3.4% 6% 61.8% 

  Pakistan ** 213,854 68,433 32.0% 10.9%  7,485  3.5% 1% 357.1% 

  Pakistan * 213,854 194,607 91.0% 2.7%  5,346  2.5% 1% 500.0% 

North-
America 

13 17,376,075 1,876,751 10.8% 24.1% 452,828 2.6% 14% 18.5% 

South 
America 

12 3,632,841 1,336,330 36.8% 28.2% 376,298 10.4% 7% 138.5% 

Oceania 5 1,064,690 149,868 14.1% 31.0% 46,485 4.4% 9% 50.9% 

** using monetary approach (A.Gulzar, N.Junaid, A Haider, 2010). * using consumption approach (M.Kemal, A.Qasim, 2012). 

State Bank of Pakistan (2008) study calculated 2.5 percent of GDP of tax evasion. N.Junaid (2010) study calculated tax evasion 

of 3 percent – 4 percent of GDP. Health care expenditure include public expenditure only 

TAX ADMINISTRATION 

2. More than 95 percent of the total tax revenue is collected by the Federal Board of 

Revenue. The Federal Board of Revenue is headed by a Chairperson and currently has two 

deputy chairpersons; Customs and Inland Revenue. Members of the board assist the two 

deputy chairpersons. These members are divided into Customs, Inland Revenue, Support and 

Functional areas. Withholding Tax agents are part of the Inland Revenue and include tax 

agents for employers, government departments / ministries, banks, telecommunication 

companies, electricity and gas distribution companies, airlines, and provincial tax 

departments. 

3. In terms of ‘Transparency of Taxpayer Obligations and Liabilities’ the Federal 

Government has considerable room for improvement. Frequent change in tax legislation 

and discretionary powers to the FBR reduce transparency. However, information is widely 

available on taxpayers’ tax liabilities and administrative procedures. Tax appeal mechanism is 

functioning however, recommendations of Alternative Dispute Resolution Committee is no 

longer binding on FBR. Further details are provided in Annexure 4. 

4. There are weak controls in terms of taxpayer registration system. However, 

penalties for non-compliance are consistently applied. Also a national audit plan is in place 

since 2009. Further details are provided in Annexure 5. 

5. There is a considerable room for improvement in terms of reconciliation of taxes 

claimed in the tax return and tax collected through National Bank of Pakistan. At the 

Federal level, taxes are directly deposited into National Bank of Pakistan (NBP), which acts 

as agent of State Bank of Pakistan (central bank) and treasury of federal government. 95% of 

tax is collected in online branches of NBP. This presents a weak control in tax collections and 

needs reconciliation on regular basis. In addition there are significant tax arrears, which need 

regular follow-up. Further details are provided in Annexure 6. 
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Table 19: Organisational Chart – Federal Board of Revenue and Provincial Revenue Organisation 

Federal Board of Revenue Provincial Revenue Organisation 

• Excise and Taxation Department is responsible for 

collecting Urban Taxes – e.g. Property Tax and Motor 

Vehicle Tax.  

• Provincial Boards of Revenue operate in rural areas 

and collect land revenue, agricultural income tax, and 

stamp-duties. 

• Following the 18th Amendment, Sindh and Punjab have 

created their own GST on Services collection 

authorities. * KhyberPakhtunkhwa is currently under 

process of establishing a Revenue Authority. 

Source: Organisational Chart, Federal Board of Revenue 

TAX REFORMS 

6. Tax Administration Reform Project (TARP) has been the main tax administration 

reform of the Government in the past decade. The reform programme started in August 

2005 and completed in December 2009 with assistance from the World Bank and Department 

for International Development (DFID). The performance of the reform initiative on the 

Government’s side remained ‘unsatisfactory’32 while that of borrower remained ‘moderately 

unsatisfactory’ (Annexure 8). The programme had three objectives; 1) improve the 

effectiveness, responsiveness, efficiency, integrity and fairness of tax administration, 2) 

promote compliance with tax laws and broaden the tax base, and 3) promote trade facilitation.  

7. A number of key lessons were learnt from the initiative. These include: 

a. Substantial enhancement of tax administration effectiveness requires 

fundamental organisational change 

b. Tax policy and other legal reforms must be identified and prepared in 

advance of tax administration reform 

                                                      
32

 Implementation Completion and Results Report – June 25, 2012, World Bank 

Revenue Division, Ministry 
of Finance and Revenue

Federal Board of 
Revenue

Customs
InlandRevenue 

Service

Policy

Operations

Support

Strategic 
Planning

Legal

Administration

Functional

Enforcement

Taxpayers 
Audit

Human 
Resource 

Management

Facilitation 
and Taxpayer 
Education

Accounting

Provincial 
Government

Excise and 
Taxation 

Department

Board of 
Revenue

Punjab 
Revenue 

Authority, KP 
*Revenue 
Authority, 
Sindh 

Revenue 
Board



 

 19

c. A broader and continued policy dialogue on tax reform is needed in parallel 

d. Newly deployed IT systems must be accompanied by requisite operating 

business procedures and continued training 

e. A thorough and systematic political economic analysis should be a key 

component of project design and implementation. 

MOVE TOWARDS VALUE ADDED TAXATION 

8. In 2010 the Government introduced a Bill on VAT in the Parliament, which was 

rejected by the coalition political parties. The VAT bill 2010 proposed a number of 

important regulations for the introduction of a broad-based VAT system.  

Table 20: Difference between Sales Tax Act, 1990 and the VAT Bill, 2010 

 
Sales Tax Act, 1990  VAT Bill, 2010  

Tax on Services  
To be charged under Federal Excise 
Duty (FED) Act, 2005  

FED Act Abolished and clubbed in VAT Bill 2010  

Payment of Tax  Simple Procedure  Complex Procedure  

Registration  Brief Explanation  Detailed provisions  

Book keeping, Invoicing, Returns 
and Declarations 

Almost Unchanged  Almost Unchanged  

General Exemptions  
A lot of exemptions to various sectors of 
economy  

Very limited exemptions to selected sectors under 
First Schedule  

Zero Rating  More zero rated goods  Comparatively Less zero rating  

Rates  Between Zero and 23 percent 15 percent 

Specific Exemption  Can be granted by the FBR  No exemption  

Appeal, and Adjudication Same Same 
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STRATEGIC SHIFT AGENDA 

9. A high-level strategic shift agenda that provides the current situation and the 

proposed future situation needs careful analysis and political and bureaucratic 

agreement. The agenda is presented below: 

Table 21: Strategic Shift – Current and Future State 

Current State  Future State 

Inequitable Tax System Equitable 

Impedes Economic Growth  Tax Policy Facilitates Economic Growth 

GST Indirect Tax Structure VAT 

High Cost of Compliance Low 

Low Cost of Non Compliance High 

Difficult to follow Tax Procedures Simple, and easy to follow 

Executive’s domain 
Authority to give concessions, 

exemptions 
Parliament’s domain 

Unified Tax policy and administration Separated 

Discretionary Assessment Audit Audit Plan 

Excise & Taxation, Board of Revenue, 
Revenue Authorities 

Provincial Tax Collecting 
Organisation 

Autonomous Revenue Authorities 

Disjoined IT systems Automation 
Integrated, and linked with national 

databases 

Ad hoc planning Strategy Strategy drives business 

Civil Services Leadership Professional 

Process based Measurement of Success Impact based 

Activities driven Management Performance driven 

Facilitates status-quo Culture of Workforce Facilitates change 
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REFORMING TAX SYSTEM 

TAX POLICY 

10. An equitable
33

 tax-policy that facilitates economic growth, and taxes all segments 

of the society based on level of income earned. The opaque and complex taxation system 

needs to transform to easy to understand and transparent taxation policy. The following 

recommendations are made: 

a. Taxation on Agriculture Income. The current system of taxing agriculture 

through land revenue/land-based income taxes is inefficient, and creates 

inequity and distortions in the economy. The agriculture taxes are collected 

through provincial revenue departments, which employ local 'patwaris' to 

administer tax returns. These local officials are poorly paid, trained, and 

supervised. Because these departments lack the capacity and expertise to 

efficiently handle the collection of these taxes, there is considerable room for 

corruption and mismanagement in the existing system. In addition there is 

currently no incentives for the local governments to use the proceeds from 

agricultural taxes for their own expenditure. Four specific recommendations 

are made: 

i. The land revenue rates defined in the first Schedule of Agriculture 

Income Tax Ordinances are between Rs.100 and Rs.300 per acre. 

These rates need to increase to around Rs.1,000 – Rs.1,500 per acre 

ii. In order to collect taxes on agriculture income as defined in the 

second Schedule of Agriculture Income Tax Ordinance a method of 

tax assessments / audits need to be introduced. In addition, the 

penalty on failing to file income tax return, which is currently 

Rs.1,000 need to increase to the amount of tax assessed, following 

detection of non-filing or under filing 

iii. The usage of income tax on agriculture needs to align with 

decentralisation. The Local Government Act may specify the usage 

(up to certain percentage) of the land revenue or agriculture income 

tax at the disposal of union councils 

iv. A new national policy on agriculture tax, either based on land 

revenue rate increase, and/or other innovative method of collection of 

tax needs to be debated 

v. The administrative capacity needs enhancement. The assessment, and 

collection may initially be taken over by the Federal Government for 

a period of 10 years until the time the local level capacity is 

enhanced.  

                                                      
33

 People with a similar ability to pay taxes should pay the same or similar amounts. The tax system should not 

discriminate between similar things or people, or provide undue exemptions.  
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b. Reduction in Corporate Tax Rate. The tax on profits of corporations is 

currently at a high rate of around 34
34

 percent for large companies. The 

average of tax on profits in Asia is around 23 percent. The recommendation 

is to gradually lower the corporate tax rate to less than 30 percent over the 

next 2 – 3 years. 

c. Reduction of exemptions and special treatments and creation of a 

uniform rate tax on incomes of individuals. A number of tax exemptions 

are available to different groups of income (e.g. military personnel) as 

specified
35

 in the Income Tax Ordinance 2001 and in the Statutory 

Regulatory Orders issued from time to time. These include exemptions, 

concessions, deductible allowances, tax credits, zero rate income bracket, 

special provisions and certain withholding taxes. The recommendation is to 

remove these exemptions and create a system of progressive
36

 taxation for 

salaried and non-salaried individuals. 

In addition, currently most forms of unearned income are taxed at source as 

separate blocks of income at fixed and final rate of 10 percent. These fixed 

taxes should be converted into withholding taxes especially in case of 

dividends, interest on securities, income from savings schemes, prize bonds, 

etc. For persons earning less than the minimum taxable limit, the withholding 

taxes should be claimed as refunds.  

Fixed taxes are also levied on income proxies. In the case of contractors, 

suppliers, service providers, and importers, the recommendation37 is creation 

of a scheme whereby the current fixed rate is raised for taxpayers who want 

to treat this as their Final Tax Regime, and lower rate for those who prefer to 

make a withholding tax payment and include the income as part of their tax 

returns.  

d. Rationalisation of Withholding Tax (WHT) Regime. Over the past many 

years the Federal Tax is moving towards presumptive system of taxation. 

This requires rationalisation and all withholding taxes should be adjustable 

against final income tax liability. The Finance Act 2013-14 has however, 

required that WHT should be claimed as tax refunds. This policy needs to 

change. 

e. Division of Taxation between Provinces and Federal Governments. The 

Finance Act 2013-14 has taken a step towards increasing the presumptive 

taxation regime. The Act has introduced WHT on builders, retailers and 

educations institutions. In addition, rates of WHT/advance tax have been 

enhanced in case of professional services; tax rate on rental income, and 

                                                      
34

 Finance Act 2013-14. For small companies the corporate tax is at the rate of 25 percent 
35

 The Second Schedule of the Income Tax Ordinance 2001 presents an extensive list of exemptions and tax 

concessions that take up almost ninety pages of the Income Tax Manual. The Second Schedule also provides for 

preferential tax rates for select groups of taxpayers 
36

 Finance Act 2013-14 has increased the income tax for salaried individuals with a maximum tax rate of 30 

percent from an earlier rate of 20 percent and for association of persons maximum tax rate has been increased to 

35 percent from 25 percent levied earlier. In addition, the Finance Act 2013-14 has introduced a system of 

progressive taxation for individuals and association of persons 
37

 The Future Path of Tax Reforms in Pakistan, Hafiz and Aisha Ghaus Pasha, 2012 
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advance tax on motor vehicles has been increased; excise duty on financial 

services has been introduced; and fixed presumptive taxation on foreign 

produced films TV plays and serial has been introduced. These taxes fall 

under the preview of provincial GST on services taxes and the step is likely 

to increase cost of compliance for taxpayers (which may result in greater 

evasion) and limit the scope for additional resource mobilisation by 

provincial governments. For example, the advance tax of 10 percent and 16 

percent of sales tax on services combined can increase tax for taxpayers 

The recommendation is that tax policy matters should be discussed between 

the Federal and Provincial Governments on regular basis to avoid double 

taxation. Also, clear rules should be developed through the Council of 

Common Interests (CCI) on what type of advance taxes can the Federal 

Government lay that also fall under the ambit of GST on services at the 

provincial level.  

f. Rationalisation of Custom Duties. Due to wide exemptions and 

complicated tax code, the effective rate of custom duties is much less than the 

generally stated rate. In addition, there is discrimination across different 

sectors.  Also, the present regime is a licensing regime in effect. Commercial 

importers and small business are directly hit since they have no financial 

muscle to go through the process of obtaining concession through complex 

procedures. Some specific recommendations are: 

i. Remove legacy errors like wrong Tariff Code headings, and rates 

ii. Make Customs Duty text more understandable 

iii. Eliminate quotas, remove conditions, and introduce simplification in 

the system 

iv. Adhere to statutory tariff rates and create three slabs – of 5 percent, 

15 percent, and 25 percent 

v. Removal of Statutory Regulatory Orders (SROs) other than those 

that relate to trade agreements 

vi. To remove the problem of under-invoicing, create a system of 

minimum import prices for certain commodities / items and their 

prices should be revised periodically. 

g. Introduction of a broad-based Value-Added Tax (VAT) system replacing 

the current General-Sales-Tax (GST) based system of indirect taxation. 

A discussion on VAT should be restarted at the level of Council of Common 

Interests (CCI) whereby the VAT Bill 2010 could be the starting point that 

can be revisited. Through the 18th Amendment to the Constitution, the GST 

on Services has been made a provincial subject. This will complicate the 

discussions around establishment of a broad-based VAT system. In addition, 

through the VAT newer services can be added in the tax net including sales 

tax on credit cards, security services, consultancy, accounting and auditing, 

air travel agents, etc.  
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The discussion on standard rate of VAT would also be important. Initially 

zero rate and around 10 – 12 percent rate for the VAT can be introduced with 

progressive inclusion of additional sectors and gradually increase to 15 

percent over the next five years.  

h.  Revival of Wealth Tax. The wealth tax was abolished in the year 2000. The 

latest debate is that the wealth tax is a provincial subject as under the 18
th
 

Amendment it is part of the domain of the provincial governments. However, 

since the Federal Government is charging withholding tax on rental income, 

the counter argument is that it is a Federal subject. The recommendation is 

that the Federal Government should consider adopting 1 – 2 percent of 

wealth tax on global assets (including immovable property).  

i. Removal of Tax Expenditure. As stated above (Ref. Table 11: Pakistan’s 

Tax Expenditure – Using Three Different Methodologies) the tax expenditure 

in the taxes on income and profits, indirect taxes, customs and excise duties, 

and provincial taxes is around 1 – 3 percent of GDP. The following are the 

specific recommendations: 

i. The Government should promulgate through law (e.g. Finance Act 

2014-15) a requirement of explicitly providing the value of tax 

expenditure, method of calculation, and specific SROs through which 

expenditure arises as part of the annual budget to be presented in the 

Parliament each year. A specific section on Tax Expenditures can be 

included in the ‘Budget in Brief’ document presented in the Cabinet / 

Parliament 

ii. A 1 – 2 year roadmap of removal of exemptions should be created for 

the different tax types based on specific policy research on the effect 

and impact assessment of removals and how to mitigate risks of 

distortions 

j. Introduction of taxes on capital gains on stock exchange and property. 

Capital gains tax on sale of shares and property needs careful analysis and 

implementation. Recommendation is to introduce 5 percent tax on capital 

gains with a roadmap to increase this to around 10 percent over the next five 

years.  

k. Power to levy taxes and duties and grant exemptions should be vested in 

the Parliament. As per Article 77 of the constitution, which states that ‘No 

tax shall be levied for the purposes of the Federation except by or under the 

authority of Act of Parliament’, all laws (Sales Tax Act, Income Tax 

Ordinance, etc.) should be rewritten and powers of the Executive to levy 

taxes should be withdrawn. Similarly, powers to grants exemptions should 

also be withdrawn from the Executive and a ex-ante approval from the 

Legislature should be ensured.  
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CREATION OF NATIONAL REVENUE COMMISSION 

11. Establishment of National Revenue Commission comprising of Federal and 

Provincial Governments is recommended. A National Revenue Commission that is headed 

by Federal Finance Minister and include members such as Chairman Federal Board of 

Revenue, Chairmen Provincial Revenue Board / Authorities, Secretary Excise and Taxation 

and board of Revenue, Federal and Provincial Finance Secretaries, and 2 – 3 tax experts / 

business community representatives, is recommended to be formed. The commission should 

meet on monthly basis and include functions such as:  

a. Discussion on developing a national tax policy 

b. Announcement of national taxation reform initiative, its roadmap and follow 

up 

c. Communication of tax policy objectives and plan  

d. Update of revenue collections, impediments and future implementation 

strategy / plans 

e. Lessons learning from different geographical areas on revenue enhancement 

methods / techniques 

f. Provision of policy recommendations to the National Finance Commission 

g. Integration of IT systems to improve tax registration initiative 

h. Areas of double-taxation and measures to resolve conflicts 

i. Authorising research in specific areas of tax policy / administration 

j. Update of legal disputes in tax tribunals  

k. Discussion on new proposals such as outsourcing tax audits, creation of 

mechanism to facilitate taxpayers, simplification of laws, etc.  

TAX ADMINISTRATION 

12. At the Federal Level, the Federal Board of Revenue should be made an 

autonomous organisation very much like the State Bank of Pakistan. Over the years the 

civil services and political control over the State Bank of Pakistan has reduced and its 

autonomous structure together with considerable effort to revamp human resources (with 

different methods of recruitment, postings, transfers, career elevation, pay-structure, etc.) has 

led to a strong institution. A similar effort is required for the Federal Board of Revenue.  

a. A proper legal framework for tax administration that provides an appropriate 

balance between the rights of taxpayers and the powers of the tax agency 

should be considered 

b. Gradually, the Customs & Excise, and Inland Revenue civil service groups 

need to be merged to develop functional expertise 

c. The entire organisation should be reorganised around functional lines (tax 

policy, enforcement, audit, human resources, financial management, etc.) 
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with minimal management layers and appropriate spans of control, 

streamlined field operations, and organisational alignment to key taxpayer 

segments (e.g., a large taxpayer office), and sufficient numbers of staff 

assigned to each level of the organisation and each function  

d. The autonomous FBR should be headed by a Governor, who has a tenure 

post, under a proposed FBR autonomy law and his/her selection be done 

through the board of Governors 

e. The basic pay scale should be abolished and a performance based pay 

structure should be introduced. 

f. The FBR should be allowed to use 1 percent as cost of collection through 

which it finances its activities. 

13. Creation of a Risk-based audit and other verification programmes. This is aimed at 

detecting taxpayers who avoid taxation, supported by effective dispute resolution. There 

needs to be an audit plan, separation of tax assessment auditor, and tax recovery manager, and 

reduction of discretionary powers of the income tax officials.  

14. Simplification of Tax Procedures and Rules. A study should be conducted on 

simplification of tax rules, procedures, laws, forms, etc. and drive for tax facilitation should 

be enhanced.  

15. An integrated Information Technology Landscape should be adopted. The IT 

systems should be integrated with other national databases to improve identification of tax 

evasion. There should be an ‘Integrated Tax Management System’ and which should integrate 

different tax systems in place in FBR. There have been instances in the past where there have 

been debates on selection of off-the-shelve application vs. programming customised solution 

by the Pakistan Revenue Authority Limited.  The recommendation is to adopt an 

internationally accepted off-the-shelve application for customs and boarders management, 

sales tax registration and enforcement management, etc. This type of automated system is 

particularly recommended for withholding tax payments.  

16. A system of Performance Measurement in the Federal Board of Revenue needs 

introduction and follow up. Each year as part of the Medium-Term Budgetary Framework 

initiative the Finance Division forwards medium-term indicative budget ceilings to the 

Federal Board of Revenue for the recurrent and development budgets. Based on the ceilings, 

the FBR should undertake a ‘business planning’ excise and introduce a system of 

performance measurement. In this regard the institution should enhance its capability to 

undertake research and formulate strategic plans to improve efficiency in tax collection. In 

addition, a system of Monitoring and Evaluation needs to be devised to report performance 

against specific indicators on periodic basis to the National Revenue Commission. Annexure 

7 provides details of relevant performance indicators for a tax authority.  

17.  There should be separation of tax policy and tax administration functions. The 

revenue policy should be part of the fiscal and growth policies of the Government. The 

growth strategy of the Government should specify the tax structure that facilities economic 

growth. While the fiscal policy should specify the tax policy that fulfils its fiscal 

consolidation / expansion objectives. Ultimately however, the fiscal policy should be 

subservient to national growth strategy that should specify either consolidation or stimulus. 

The tax policy should be; 1) Based on a clear strategic vision and solid policy analysis, 2) 
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Evaluate the entire tax system and not assessed on tax on tax basis, 3) Based on some types of 

constraints – e.g. fiscal policy constraint, constraint as part of the National Finance 

Commission Award, or agreement as part of the IMF programme, etc., and 4) Evaluated ex-

post on regular basis. Therefore, it is recommended that a tax policy unit under the Finance 

Division may be created that has functional expertise of formulating tax policy and administer 

its outcomes.  

18. Increasing visibility of taxpayers. An annual directory of taxpayers should be 

uploaded on the Federal Board of Revenue’s website. All tax officials, Parliamentarians, civil, 

military and judiciary officials, etc. should be mandated to file income tax returns on regular 

basis. In addition taxpayers should be provided special privileges e.g. speedy tax refund 

service, partial or full-exemption from Withholding taxes (as a system to improve cash-flow), 

and a specific tax-credit.  

19. At the provincial level, the Revenue Boards / Authorities should be gradually 

empowered to take on all the taxes from the Excise and Taxation and Board of Revenue 

departments. The Excise and Taxation and Board of Revenue should be abolished over the 

next couple of years and all the processes and tax collections should be gradually taken over 

by the independent revenue authorities. The revenue authorities should move quickly towards 

automating taxation efforts such as through e-stamping, e-token tax, and other initiatives that 

facilitate taxpayers and provide variety of payment methods.  

20. Both at the Federal and Provincial levels the Tax Ombudsman office should be 

strengthened. There needs to be an increase in focus on resolution of tax complaints of 

taxation authorities. Additional power needs to be vested to Ombudsman to decide on these 

cases.  

TAX POLICY AND THE DESIGN OF 8
TH

 NATIONAL FINANCE COMMISSION 

AWARD 

21. The targets of tax collections defined in the 7
th

 NFC Award are highly unlikely to 

be met. The 7
th
 NFC Award states, ‘The NFC recommended that the Federal Government 

and Provincial Governments should streamline their tax collection systems to reduce 

leakages and increase their revenues through efforts to improve taxation in order to achieve a 

15% tax to GDP ratio by the terminal year i.e. 2014-15. Provinces would initiate steps to 

effectively tax the agriculture and real estate sectors. Federal Government and Provincial 

Governments may take necessary administrative and legislative steps accordingly’. The 

revenue target is highly unlikely to be met by 2014-15 because there is no system of 

incentives for the provinces to increase taxation as the NFC provides increased share
38

 from 

the divisible pool.  

22. It is recommended that the 8
th

 NFC Award should consider equalisation grant 

system. As per the equalisation grant, the provinces will be provided with matched grants 

from the Federal divisible taxes if they demonstrate increased tax revenue efforts. In addition, 

                                                      
38

 The 7th NFC Award increased the provincial share in divisible taxes to 57.5 percent from 46 percent under the 

previous Award 
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an agreement 39  between the Federal Government and Provincial Governments on some 

amount of fiscal surplus would pose added stress on the provincial governments to raise their 

own taxes.  

TAXES AND DEREGULATION POLICY 

23. Over the past two-decades a drive towards privatisation has resulted in increase 

in tax collections. Three important sectors; banks, telecommunications and media have seen 

deregulation that resulted in creation of a number of competing organisations, which generate 

considerable revenue to the national exchequer. Further deregulation and privatisations in the 

sectors such as; Airlines, Railways, Utility Companies, etc. can provide competitive 

environment and enhance tax revenue.  

                                                      
39

 While in a meeting of the Council of Common Interests (held on 23rd July, 2013) the matter of fiscal surplus of 

Rs.117 billion was discussed it is yet to see whether all provinces would agree to generating a surplus for the year 

2013-14 



 

 

Annexure 1: Constitutional Provisions – Federal and Provincial Taxes 

 

The Constitution of Pakistan provides provisions related to taxation in the country. These are 

detailed below: 

1. Taxes will be levied through the Act of Parliament – Article 77 

2. Money Bill shall be presented by the Government each year in the National / Provincial 

Assemblies for the purposes of imposition, abolition, remission, alteration or regulation of 

any tax – Article 73 / Article 115 

3. Provinces cannot impose a tax that discriminates between goods produced in the 

provinces and goods produced in other parts of the country 

4. Province may levy tax on consumption of electricity within the Province – Article 151 

5. The Parliament can raise taxes on income, including corporation tax, taxes on sales and 

purchases of goods imported, exports, produced, manufactured and consumed – Article 160 

6. Prior sanction of the President is required to Bills affecting taxation in which provinces 

are interested. Prior sanction is required if a Bill or amendment imposes tax or duty that 

varies the meaning of the expression of ‘agricultural income’, or which affects the principles 

on which monies are distributable to Provinces – Article 162 

7. Provinces can impose taxes on persons engaged in professions, trades, callings or 

employments, based on limits fixed by the Parliament, and this will not be regarded as 

imposing a tax on income – Article 163 

8. The Federal Government will not, in respect of its property or income, be liable to 

taxation under provincial taxes and similarly the Provincial Government will not, in respect of 

its property or income, be liable to taxation under federal taxes or under taxes of other 

provincial governments – Article 165 

9. If a trade or business is carried on by or on behalf of a province outside that province, 

that Government may, in respect of any property used in connection with that trade or 

business or any income arising from that trade or business, be taxed under Act of Parliament 

or under Act of the provincial assembly of the province in which that trade or business in 

carried on – Article 165(2)  

10. Corporation tax is tax on income that is payable by companies on conditions that; a) it 

is not chargeable in respect of agriculture income, b) it cannot be paid out of dividends 

payable by the companies to individuals, and c) for computing individual’s income-tax 

liability on dividends, the corporation tax paid will not be taken into account – Article 260 

11. Agricultural income means agricultural income as defined for the purposes of the law 

relating to income-tax – Article 260 

12. Taxation includes the imposition of any tax or duty, whether general, local or special, 

and ‘tax’ shall be construed accordingly – Article 260 

13. ‘Tax on income’ includes a tax in the nature of an excess profits tax or a business 

profits tax – Article 260. 

 

 



 

 

 

 

Annexure 2: Constitutional division between Federal and Provincial 
Duties, Fees and Taxes 

 

Federal Government can 
Legislate on 

Related Laws Provincial 
Governments can 

Legislate on 

Related Laws 

Duties 

Duties of customs, including 
export duties 

• Customs Act, 

1969 

  

Duties of excise, including 
duties on salt  

• Federal Excise 

Act, 2005 

• Central Excise 

and Salt Act, 

1944 

 

Duties on alcoholic 
liquors, opium and other 
narcotics (regulated by 
Hadd Ordinance, 1979) 

• Khyber Pakhtunkhwa Province 

Prohibition Act, 1938 

• The Punjab Excise Act, 1914 

• Sindh Prohibition Ordinance, 1979 

• Balochistan Prohibition Ordinance, 

1979 

Duties in respect of 
succession to property 

 

Estate duty in respect of 
property 

Estate Duty Act 1950  

Excise duty on Services  

Stamp duties • Stamp Act, 1899 

• Sindh Stamp Ordinance, 2002 

  Entertainment Duty • Entertainment Duty Act, 1958 

Taxes 

Taxes on income  Income Tax 
Ordinance 2001 

Taxes on Agriculture 
Income 

• Punjab Agricultural Income Tax Act, 

1997 

• Sindh Agricultural Income-tax 

(Amendment) Ordinance, 2000 

• Khyber Pakhtunkhwa Land Tax and 

Agricultural Income Tax Ordinance, 

2000 

• Balochistan Agricultural Income Tax 

Act 1996 

Taxes on Corporations 

Taxes on the sales and 
purchases of goods imported, 
exported, produced, 
manufactured or consumed 

Sales Tax Act 1990 

 

Sales Tax on Services  • Provincial Sales Tax Ordinance, 

2001 

• Punjab Sales Tax on Services Act, 

2012 

• The Sindh Sales Tax on Services 

Act, 2011 

Taxes on the capital value of 
the assets 

Income Tax 
Ordinance, 2001 

Wealth Tax Act, 
1963 

Taxes on immovable 
property 

• Urban Immovable Property Tax Act, 

1958 

 Taxes on capital gains on 
immovable property 

  Motor Vehicle Tax • Balochistan, Khyber Pakhtunkhwa, 

Punjab and Sindh Motor Vehicles 

Act, 1958, and Ordinance 1965 

Taxes on mineral oil, natural 
gas and minerals for use in 
generation of nuclear energy 

 Taxes on professions, 
trades, callings or 
employments 

• Khyber Pakhtunkhwa Professions, 

Trade and callings Tax Rules, 1991 
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Federal Government can 
Legislate on 

Related Laws Provincial 
Governments can 

Legislate on 

Related Laws 

Taxes and duties on the 
production capacity of any plant, 
machinery, undertaking, 
establishment or installation 

  • Punjab Finance Act, 1977 

• Sindh Professions, Trade, Callings 

& Employment Tax Rules, 1976 

• Balochistan Finance Act, 1996 
Terminal taxes on goods, or 
passengers carried by railway, 
sea or air; taxes on their fares 
and freights 

 

Fees 

Fees in respect of any of the 
matters in Federal Legislative 
List, but not including fees taken 
in any court 

(Courts Fee Act, 
1870) 

  

 



 

 

Annexure 3: Agriculture Income Tax – Historical Perspective 

 

Under the British rule in the sub-continent, income taxes with wide coverage (i.e. including 

taxes on agricultural income) were imposed in 1860. This was at a time when agriculture was 

already heavily taxed through land revenue. However, agricultural income was only taxed for 

9 years before it was exempted from taxation, and has since then remained almost tax-free for 

over a century. One reason for this exemption was that land revenue raised a considerable 

amount of funds (in 1860, they constituted almost 45% of the total central and provincial tax 

revenues). Later, the Government of India Act 1935 officially barred the central government 

from imposing tax on agricultural income. It gave provincial authorities to impose and collect 

such a tax if they wished. Although some provinces in the undivided India levied a form of 

agricultural income tax, none of these areas fell into present-day Pakistan.  

In the Finance (Supplementary) Act of 1977, the land revenue/tax was replaced by an 

agricultural income tax by the Pakistan Peoples Party (PPP) government of Mr. Zulfikar Ali 

Bhutto, but this move was suspended and eventually reversed by the military government that 

came into power after the coup d'etat of July 1977, who exempted agricultural income from 

taxation once more through the Income Tax Ordinance of 1979. 

In the 1990s, under pressure from foreign donors such as the World Bank and the 

International Monetary Fund to bring the agriculture sector into the tax net, some efforts were 

made to reform the system.12 The 1992 caretaker government directed provinces to levy a 

new land tax at a flat rate of Rs. 2 per Produce Index Unit (PIU) on any landholdings above 

4,000 PIUs. The exemption limit proved too high, and the resources and effort mobilised too 

low to collect any significant revenue. 

All four provinces also promulgated their own “Agricultural Income Tax” Ordinances in the 

1990s. These measures are often “confusingly” described as agricultural income taxes. 

“Agricultural income” as defined collectively by the Constitution and the Income Tax 

Ordinance 2001 was not taxed under these Ordinances. 

These Ordinances have been amended since, most notably in 2000. The First Schedule of 

each of these Ordinances contains rates of land taxes (henceforth referred to as the “acreage 

tax”). The Second Schedule of each province stipulates agricultural income tax rates, which 

are to be levied on income exceeding Rs. 80,000. Later, the Second Schedule of 2001 

introduced progressive rates on net income through Section 3(3) of the Act. However, the 

older system was also retained and farmers/agriculturalists were required to pay whichever of 

the two taxes was higher. 
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Annexure 4: Transparency of Taxpayers Obligations and Liabilities 

 

Dimension Score Brief explanation of status 

Clarity and 
comprehensiveness 
of tax liabilities 

C 

• Legislation and procedures for major taxes are comprehensive; however, frequent changes in tax 

legislations reduce clarity 

• Discretion of tax officer still exists regarding selection of cases for audit under Section 177.  

• Once a case is thus selected either under Income Tax Ordinance or under Sales Tax Act, there is 

substantial discretion with the tax official to re-determine the tax liability of the taxpayer.  

• Discretion is available with Federal Board of Revenue (FBR) to condone any delay in deciding of any 

appeal by Commissioner/Collector (appeal) making the statutory limit of 4 months practically 

ineffective 

Taxpayer access to 
information on tax 
liabilities and 
administrative 
procedures 

B 

• Taxpayers have easy access to information through brochures and the FBR website.  

• 24-hour helpline has been developed.  

• Information on tax liabilities at import stage is not easily available.  

• Updated Sales Tax Act is not available on website. 

Existence and 
functioning of a tax 
appeals mechanism 

B 

• The established tax appeals system needs improvement to work fairly, transparently and effectively.  

• However, Alternative Dispute Resolution Committee’s decision is not binding on FBR 

• Federal Tax Ombudsman (FTO) has been vested with the same powers as that of Supreme Court for 

non-compliance of any of its recommendation.  

• During 2010, 1,446 complaints were received by FTO out of which 242 cases were rejected and in 

remaining cases, maladministration was found and appropriate recommendations were given to FBR 

for implementation 

 

Annexure 5: Effectiveness of Measures for Taxpayer Registration and 
Tax Assessment 

 

Dimension Score Brief explanation of status 

Controls in the Taxpayer 
Registration system 

D 

• A database of taxpayers is maintained for individual taxes – Pakistan Revenue Automation 

Limited (PRAL) – a subsidiary of Federal Board of Revenue maintains and develops software 

and databases 

• Linkages with other registration authorities are weak and currently there are no provisions for 

conducting surveys of potential taxpayers. Legislation does not provide for sharing of 

information by Securities and Exchange Commission of Pakistan, Registrar of Firms in each 

district and Board of Investment at Federal level regarding registration of new businesses in 

form of companies and partnerships to establish better control on taxpayer registration 

Effectiveness of penalties for 
non-compliance with 
registration and declaration 
obligations 

B 
• Penalties for non-compliance are not consistently applied to give a real impact on 

compliance due to discretion of the tax official to impose penalties during last three years 

Planning and monitoring of tax 
audit and fraud investigation 
programs 

B 
• A national tax audit plan has been in place since 2009. The latest audit plan is quite detailed 

with risk indicators/policy guidelines. However, it applies to selected corporate cases only 

 



 

 

Annexure 6: Effectiveness in Collection of Tax Payments 

Dimension Score Brief explanation of status 

Collection ratio for gross tax arrears, 
being the percentage of tax arrears 
at the beginning of a fiscal year, 
which was collected during that fiscal 
year (average of the last two fiscal 
years) 

C 
• The debt collection in the most recent year was above 60% and the total amount of tax 

arrears is significant 

Effectiveness of transfer of tax 
collections to the Treasury by the 
revenue administration 

A 

• Taxes are directly deposited into National Bank of Pakistan (NBP), which acts as agent 

of State Bank of Pakistan (central bank) and treasury of federal government. 95% of tax 

is collected in online branches of NBP 

• The tax so collected becomes available to Federal government treasury within 24 hours 

Frequency of complete accounts 

reconciliation between tax 

assessments, collections, arrears 

records and receipts by the Treasury 

D 

• Reconciliation for taxes claimed in the tax return and tax collection in NBP needs 

improvement 

• The current practices have different gaps in recording, reporting and reconciliation of tax 

paid and tax self-assessed under Universal Self-Assessment Scheme 

• Reconciling differences between Accountant General, FBR and State Bank of Pakistan 

remain unresolved 

Source: Federal PEFA Assessment, 2012. ‘A’ is the best score, and ‘D’ is the worst score 
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Annexure 7: Performance Measurement Indicators for FBR’s Output-
Based Budgets 

 

Tax administration 
functions  

Quantity measures  Timeliness and quality measures  

Registration and filing 
compliance  

• Number of new registrants Number of non-

filers by tax type  

• Average time to complete new registration   

• Average time to resolve non-filer case 

• Late penalties assessed  

• Accuracy of taxpayer register  

Taxpayer services 
and education  

• Total Number of taxpayers assisted   

• Number of advisory visits Number of 

educational seminars 

• Average taxpayer wait time for service  

• Average time to respond to written taxpayer 

requests   

• Accuracy of responses provided   

• Utility of visits and seminars (determined by 

surveys) 

Returns processing 
and payment  

• Number of returns processed, by tax type   

• Number of refunds issued, by tax type   

• Percentage of returns filed electronically   

• Percentage of returns filed by paper   

• Number of payments processed (manually 

and electronic)   

• Total value of payments processed  

• Average processing time  

• Average number of days to issue a refund   

• Return processing accuracy/ error rate   

• Payment processing accuracy/ error rate 

Arrears collection  • Total value of arrears collected 

• Total number of collection cases closed  

• Total number of taxpayers contacted  

• Total resources (person years) assigned 

Average annual collection per person year  

• Average age of collection cases   

• Percentage of cases resolved within X months  

• Collection case quality (based on specific scoring 

tools)  

Audit and 
investigations  

• Number of audits completed by tax type 

(and by taxpayer segment where 

applicable)   

• Additional tax assessed by audit, by tax 

type  

• Total resources (person years) assigned  

• Additional tax assessed per person year 

Number of investigations completed  

• Average time to complete audit by type of audit  

• Audit quality (based on specific scoring tools)   

• Average time to complete an investigation  

Appeals  • Total number of appeals cases closed  

• Total resources (person years) assigned  

• Value of adjustments on appeal Number of 

cases heard by courts  

• Average length of appeals case  

• Appeals case quality (based on specific scoring 

tools)   

• Degree to which legal deadlines are met  

Source: Revenue Administration: Performance Measurement in Tax Administration, William Crandall, Fiscal Affairs 

Department, IMF 



 

 

Annexure 8: Plan vs Achieved – Performance against TARP Log frame – 
2012 

 

Indicator Year Target Achieved 

Revenue collection as %age of target 2011 100% 97.1% 

Tax to GDP ratio 2011 9.8% 8.6% 

Improved perception by stakeholders 

(through survey) 
2011  

Improvement in overall level of 

transparency and Large Taxpayers’ Unit 

operation, and deterioration in tax filing 

procedures and disposal of appeals 

Stop-filers as % of registered active 

taxpayers 
 

Income tax: 67% 

Sales tax: 4% 

(Target: 2008-09) 

Income Tax: 28% 

Sales tax: 8% 

(Achievement: 2010-11) 

Additional tax paid after audit as % of total 

tax collection of domestic tax: increase 

Revised 

target 

(2011) 

Rs.7,700 million 
Rs.6,231 million 

81% 

Modernised FBR organisational structure 2009 Organisation based on tax-type 

Moderate to significant shortcomings in 

achieving full functional FBR 

organisation 

Administrative cost of collection as % of 

total revenues (annual) 
2009-10 Under 1% 0.87% 

Number of staff trained 2010-11 5,000 annual 2,694 (54%) 

% of tax returns filed electronically 2010-11 36% 
100% for sales tax and corporate tax; 

32% for rest of taxpayers 

Number of registered taxpayers 2010-11 4 million 3.8 million 

Reduction of the average customs 

clearance time  
 

to less than one day by the end of 

2006 – to under 4 hours by the end of 

project at designated sites 

Data not available 

Source: Implementation Completion and Results Report – World Bank, 2012 

Factors that negatively affected project implementation:  

a. Lack of reform ownership by FBR rank and file officers, frequent changes of 

FBR leadership after 2008, weak monitoring and evaluation, undetermined 

continuity of project management 

b. Inability of the Government to secure Parliamentary approval of broad-based 

General-Sales-Tax legislation 

c. Inspection Panel review requested by officers of Customs and Excise 

Association slowed reform momentum, underlined divisions among staff 

from different service groups, and delayed the restructuring process 

d. Reorganisation along functional lines, reactivation of audit function, and 

improvement in Information Technology Management System (ITMS), faced 

tangible opposition forces from within FBR (leading to partial reversal of the 

functional structure in February 2011) 

e. Indecision of over two years of the IT strategy to the followed to procure the 

tax management system between off-the-shelf solutions or own design of 

systems through the Pakistan Revenue Automation Ltd (PRAL). However, 

once the decision was made on the later option, FBR failed to mobilise 
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resources to adequately monitor the internal development of ITMS by PRAL, 

resulting in non integrated tax management system. 

Positive outcomes seen as part of the reform: 

f. Completion of several physical and IT infrastructure related sub-projects at 

several locations across Pakistan 

g. Introduction of Universal Self-Assessment Scheme (USAS) 

h. Significant increase in number of registered and active taxpayers, electronic 

return filers for both income and sales tax, and in the volume and timeliness 

of sales tax refunds, especially to exporters.  

 


