CHAPTER 2PRIVATE 

FEDERAL TAX RECEIPTS

The CBR is entrusted with the primary responsibility of resource mobilization and collection of federal tax revenues. CBR collects 89.3% collection of total federal taxes for the F.Y. 2003‑04, the remaining 10.7% are Surcharges on Gas and Petroleum products. These surcharges are also collected by the CBR through the Customs and Central Excise departments as an agent of the Government.

2.
Financial year 2003-04 has been a year of reforms and achievements. The Tax Policy and Administrative Reforms have greatly improved the resource mobilization by CBR. It is the second year that the original revenue target has been achieved. The growth in revenue was 13.1% over the last year. The increase in net collection by Rs. 60.2 billion during the year 2003‑04 was all time greater than the previous years. Similarly, the tax‑GDP ratio has increased from 9.15% in the year 1999-00 to 9.54% in the F.Y. 2003‑04.

TREND OF COLLECTION

3.
With the exception of 2001‑02 due to 9/11 effect, the average growth of federal taxes during last 5 years has been 13.1%. The five year trend is shown in Table 2.1 below :-
	PRIVATE 
TABLE 2.1

	TREND OF FEDERAL TAX RECEIPTS

	(Rs. in million) 

	YEAR
	COLLECTION
	% CHANGE

	1
	2
	3

	1999-00
	347,104
	12.5% 

	2000-01
	392,277
	13.0%

	2001-02
	404,070
	3.0%

	2002-03
	460,627
	14.0%

	2003-04
	520,843
	13.1%
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DIRECT AND INDIRECT TAXES

4.
The Central Board of Revenue collects the following Direct and Indirect taxes. 


Direct Taxes

1)
Income Tax


2) 
Wealth Tax (abolished since 1st July, 2001)

3) 
Capital Value Tax


4) 
Corporate Assets Tax


5) 
Worker’s Welfare Fund


Indirect Taxes

1) 
Customs Duties


2) 
Sales Tax



a)
Import Stage



b)
Domestic Sales

3) 
Central Excise Duties

5.
Direct and Indirect Taxes are different in nature, tax base and method of collection. A brief overview of each tax is given in this Chapter. 
6.
It is evident from the Table 2.2 that except for the years 2002‑03 and 2003-04, the revised budget estimate (R.B.E.) targets in the remaining three years were not achieved. The highest downward revision of 6.6% was in 2001-02 due to 9/11 effect. However, the targets for the last two years i.e. 2002‑03 and 2003‑04 have successfully been achieved by surpassing the target with quite a healthy margin. The original budget target in 2003-04 was fixed at Rs. 510,000 million which was not revised. 

	PRIVATE 
TABLE 2.2

	FEDERAL TAX RECEIPTS

	(Rs. In million)

	YEAR
	O.B.E.*
	R.B.E.**
	% OF DOWNWARD REVISION
	COLLEC-TION 
	% ACHIEVE-MENT OF R.B.E.

	1
	2
	3
	4
	5
	6

	1999-00
	 362,500
	 351,700
	3.0%
	347,104
	 98.7%

	2000-01
	430,000
	406,500
	5.5%
	392,277
	96.5%

	2001-02
	443,700
	414,200
	6.6%
	404,070
	97.5%

	2002-03
	458,900
	458,900
	-
	460,627
	100.4%

	2003-04
	510,000
	510,000
	-
	520,843
	102.1%




 *
O.B.E : Original Budget Estimates.


**
R.B.E : Revised Budget Estimates.
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COLLECTION AND ACHIEVEMENT OF

TARGETS BY DIRECT TAXES

	PRIVATE 
TABLE 2.3

	COLLECTION FROM DIRECT TAXES

	(Rs. in million)

	YEAR
	TARGET (R.B.E.)
	COLLEC-TION
	% ACHIEVE-MENT OF R.B.E.
	% 

CHANGE

	1
	2
	3
	4
	5

	1999-00
	109,900
	112,950
	   102.8% 
	  2.5%

	2000-01
	133,900
	124,585
	93.0%
	10.3%

	2001-02
	146,500
	142,505
	97.3%
	14.4%

	2002-03
	148,400
	151,898
	102.4%
	6.6%

	2003-04
	161,500
	165,079
	102.2%
	8.7%


7.
Table 2.3 shows that Direct taxes have grown at a satisfactory rate of 8.7% in the F.Y. 2003‑04 as compared to the year 2002‑03 when 6.6% growth was recorded. These taxes increased from Rs.112,950 million in 1999-00 to Rs.165,079 million in 2003-04, showing an increase of 46.2%. Budget estimates (targets) were exceeded in three years i.e. 1999‑00, 2002-03 and 2003‑04 whereas these were missed in 2000-01 and 2001‑02 by 7.0% and 2.7% respectively.
SHARE OF DIRECT TAXES IN 

TOTAL FEDERAL TAX RECEIPTS

8.
Table 2.4 shows that the share of Direct taxes has varied between 31.7% to 35.3% during the last five years.
	PRIVATE 
TABLE 2.4

	% SHARE OF DIRECT TAXES IN

TOTAL TAX COLLECTION

	

	YEAR
	% SHARE 

	1999-00
	32.5%

	2000-01
	31.8%

	2001-02
	35.3%

	2002-03
	33.0%

	2003-04
	31.7%


INCOME TAX

9.
Income Tax is payable by Individuals, Companies, Association of Persons, etc. It is charged on total income of the income year as per the provisions of the Income Tax Ordinance, 2001. Apart from revenue generation, it tends to reduce economic disparity through redistribution of resources. It is, therefore, recognized as a more equitable form of taxation.
	PRIVATE 
TABLE 2.5

	COLLECTION FROM INCOME TAX

	(Rs. in million)

	YEAR
	TARGET (R.B.E.)
	COLLEC-TION
	% ACHIEVE-MENT OF R.B.E.
	% 

CHANGE

	1
	2
	3
	4
	5

	1999-00
	102,500
	105,337
	102.8%
	2.1%

	2000-01
	125,751
	117,462
	93.4%
	11.5%

	2001-02
	142,000
	136,542
	96.2%
	16.2%

	2002-03
	142,200
	145,366
	102.2%
	6.5%

	2003-04
	154,638
	157,448
	101.8%
	8.3%


10.
In 2003-04, Income tax contributed 95.4% in Direct taxes, while the remaining 4.6% is from other direct taxes. Income tax receipts of Rs. 157,448 million in 2003-04 registered an increase of 8.3% over the receipts of Rs. 145,366 million in 2002-03. Over the five years period, there is an increase of 49.5%. 
	PRIVATE 
TABLE 2.6

	COLLECTION FROM OTHER DIRECT TAXES

	(Rs. in million)

	YEAR
	TARGET (R.B.E.)
	COLLEC-TION
	% ACHIEVE-MENT OF R.B.E.
	% 

CHANGE

	1
	2
	3
	4
	5

	1999-00
	7,400
	7,613
	102.9%
	8.5%

	2000-01
	8,149
	7,123
	87.5%
	-6.4%

	2001-02
	4,500
	5,963
	132.5%
	-16.3%

	2002-03
	6,200
	6,532
	105.4%
	9.5%

	2003-04
	6,862
	7,631
	111.2%
	16.8%


WEALTH TAX

11.
Wealth Tax Act has been abolished since 1st July, 2001. However previously Wealth tax was payable on the net wealth of the individuals, firms, companies and association of persons computed on the basis of the valuation of assets held on the valuation date i.e. 30th June. It was leviable on the net wealth in excess of Rs. 2.5 million. Registered firms and limited companies pay wealth tax on the value of immovable properties constructed for sale or for letting out. The arrears of Wealth Tax (installment) was to the extent of Rs. 132 million in 2003‑04. 
	PRIVATE 
TABLE 2.7

	COLLECTION FROM WEALTH TAX

	(Rs. in million)

	YEAR
	TARGET (R.B.E.)
	COLLEC-TION
	% ACHIEVE-MENT OF R.B.E.
	% 

CHANGE

	1
	2
	3
	4
	5

	1999-00
	4,300
	3,927
	91.3%
	12.1%

	2000-01
	1,812
	1,496
	82.5%
	-61.9%

	2001-02
	400
	474
	118.5%
	-68.3%

	2002-03
	-
	228
	-
	-51.9%

	2003-04
	-
	132
	-
	-42.1%


CAPITAL VALUE TAX (CVT)
12.
Capital Value Tax is payable on purchase of motor vehicles not previously used in Pakistan (i.e imported) and air tickets for foreign travel. Collection from CVT is Rs. 757 million in 2003-04 as against Rs.608 million in 2002-03 showing an increase of 24.5%. It has contributed 0.1% in the federal tax collection and 0.5% in Direct Taxes collection respectively.
WORKER'S WELFARE FUND (WWF)
13.
Worker's Welfare Fund is levied @ 2% on the manufacturers having income of Rs. 100,000 and above. Collection from Worker's Welfare Fund increased from Rs. 2,964 million in 1999-00 to Rs. 6,742 million in 2003-04 i.e. by 127.5%. Compared with the collection of Rs. 5,693 million in 2002‑03, the increase in 2003-04 is 18.4%. 

CORPORATE ASSETS TAX (CAT)
14.
Corporate Assets Tax is levied under section 12 of the Finance Act, 1991 in 1991-92. This is a one time levy payable by a Company (as defined in the Companies Ordinance, 1984) on the value of fixed assets held by it during the period 01.07.1991 and 30.06.1992 for which the Balance Sheet was prepared and if the value of Net assets exceeded Rs. 50 million. Tax receipts from this source continue to trickle. In 2003‑04, this was nil.
INDIRECT TAXES

15.
The incidence of Indirect taxes passes on to the ultimate consumer. Pakistan has over-relied on customs duties in the past. Due to globalization and competition, the government has to slash down customs duty rates. Main focus was shifted from Custom duty to Sales tax after world-wide success of GST in term of revenue generation.
16.
Total collection from indirect taxes during 1999-00 to 2003-04 is depicted in Table 2.8.  It increased from Rs. 234,154 million in 1999-00 to Rs. 355,764 million in 2003-04 i.e. by 51.9%. The composition of Indirect taxes during 2003‑04 has changed to a great extent after emergence of Sale tax as the leading tax. Sales Tax contributed 42% in the total Federal taxes. Collection in 2003-04 increased by 15.2% over the preceding year, and target has been achieved to the extent of 102.1%.

	PRIVATE 
TABLE 2.8

	COLLECTION FROM INDIRECT TAXES

	(Rs. in million)

	YEAR
	TARGET (R.B.E.)
	COLLEC-TION
	COLL. AS % OF (R.B.E.) 
	% CHANGE

	1
	2
	3
	4
	5

	1999-00
	241,800
	234,154
	 96.8%
	18.1%

	2000-01
	272,600
	267,692
	98.2%
	14.3%

	2001-02
	267,700
	261,565
	97.7%
	- 2.3%

	2002-03
	310,500
	308,729
	99.4%
	18.0%

	2003-04
	348,500
	355,764
	102.1%
	15.2%


SHARE OF INDIRECT TAXES IN 

TOTAL FEDERAL TAX RECEIPTS
17.
Table 2.9 shows a mixed trend in contribution of Indirect taxes in the total tax receipts of the country. The share in 1999-00 was 67.5%, which rose to 68.2% in 2000-01. It has come down to 64.7% in 2001‑02, started increasing in 2002‑03 from 67% in 2002‑03 and reached 68.3% in 2003‑04. Upward growth in the last two years in the share of Income tax is in line with the government Policy of focusing Income tax in the reforms.
	PRIVATE 
TABLE 2.9

	% SHARE OF INDIRECT TAXES IN
TOTAL TAX RECEIPTS

	

	YEAR
	% SHARE 

	1999-00
	67.5%

	2000-01
	68.2%

	2001-02
	64.7%

	2002-03
	67.0%

	2003-04
	68.3%


CUSTOMS DUTIES

18.
Customs Duties are levied at import stage and charged on dutiable imports. The collection of Customs duties depends on the level of dutiable imports.
19.
Table 2.10 gives the picture of Customs duties collected in the past five years. Although revenue from custom duties declined from Rs. 61,659 million in 1999‑00 to Rs. 47,818 million in 2001‑02 due to gradual reduction in Customs Tariff. However, the last two years, the Imports have increased and collection of Customs duties also increased. Besides increased dutiable Imports, correction in rebates has also resulted in increased net collection of Customs duties.
	PRIVATE 
TABLE 2.10

	COLLECTION FROM CUSTOMS DUTIES

	(Rs. in million)

	YEAR
	TARGET (R.B.E.)
	COLL.
	%

CHANGE
	% ACHIEVE-MENT OF R.B.E.
	% SHARE IN INDIRECT TAXES
	% SHARE IN TOTAL TAXES 

	1
	2
	3
	4
	5
	6
	7

	1999-00
	64,800
	61,659
	 -5.6%
	95.3%
	26.3%
	17.8%

	2000-01
	64,600
	65,047
	5.5%
	100.7%
	24.3%
	16.6%

	2001-02
	50,500
	47,818
	-26.5%
	94.7%
	18.3%
	11.8%

	2002-03
	59,000
	68,836
	44.0%
	116.7%
	22.3%
	14.9%

	2003-04
	86,600
	91,045
	32.3%
	105.1%
	25.6%
	17.5%


CENTRAL EXCISE

20.
Central Excise Duties are levied on manufacturing of domestic production of selected commodities like cigarettes, Cement, POL, Natural Gas, etc.
21.
Table 2.11 gives the picture of collection of Central Excise duties from 1999-00 to 2003-04. During this period, revenue from this source decreased from Rs. 55,784 million in 1999-00 to Rs. 45,552 million in 2003-04 i.e. by 18.3%. This declining trend is arising as a result of government policy to expand the base of Sales tax. A number of items including Services have been shifted from Central Excise Duties to Sales Tax. Now Central Excise Duties is a fading tax. Despite shrinking base, it has shown a growth of 1.8% over the preceding year 2002‑03 due to healthy growth in manufacturing sector during 2003‑04. In 2003‑04, 104.7% of the target has been achieved.
	PRIVATE 
TABLE 2.11

	COLLECTION FROM CENTRAL EXCISE DUTIES

	(Rs. in million)

	YEAR
	TARGET (R.B.E.)
	COLL.
	% CHANGE
	% ACHIEVE-MENT OF R.B.E.
	% SHARE IN INDIRECT TAXES
	% SHARE IN TOTAL TAXES

	1
	2
	3
	4
	5
	6
	7

	1999-00
	57,000
	55,784
	-8.4%
	97.9%
	23.8%
	16.1%

	2000-01
	52,200
	49,080
	-12.0%
	94.0%
	18.3%
	12.5%

	2001-02
	47,100
	47,186
	-3.9%
	100.2%
	18.0%
	11.7%

	2002-03
	47,500
	44,754
	-5.2%
	94.2%
	14.5%
	9.7%

	2003-04
	43,500
	45,552
	1.8%
	104.7%
	12.8%
	8.7%


SALES TAX

22.
Sales Tax is collected at two stages:- It is charged on goods imported into Pakistan (import stage) and on goods manufactured in the country (domestic) except those specifically exempted by the government.
23.
Table 2.12 gives a picture of collection of Sales Tax during the period 1999-00 to 2003-04. Collection during this period increased from Rs. 116,711 million in 1999-00 to Rs. 219,167 million in 2003-04 i.e. higher by 87.8%. Although share of Sales Tax increased from 33.6% in 1999-00 to 42.1% in 2003-04, the annual targets assigned were not achieved during these five years except in 2003‑04 where target was achieved by 100.4%. The main reason of missing targets during 1999‑00 to 2002‑03 was that targets were extremely high. It is evident from the fact that a considerable growth in the collection recorded but still targets were not achieved. During 2003‑04, 57.4% of Gross Sales Tax is collected at the import stage and the rest i.e. 42.6% on domestic goods. As the tax base of the Sales Tax on imports and domestic is different in certain respects, therefore, these are analysed separately.
	PRIVATE 
TABLE 2.12

	COLLECTION FROM SALES TAX

	(Rs. in million)

	YEAR
	TARGET (R.B.E.)
	COLL.
	% CHANGE
	% ACHIEVE-MENT OF R.B.E.
	% SHARE IN INDIRECT TAXES
	% SHARE IN TOTAL TAXES

	1
	2
	3
	4
	5
	6
	7

	1999-00
	120,000 
	116,711  
	61.9%
	97.3%
	49.8%
	33.6%

	2000-01
	155,800
	153,565
	31.6%
	98.6%
	57.4%
	39.1%

	2001-02
	170,100
	166,561
	8.5%
	97.9%
	63.7%
	41.2%

	2002-03
	204,000
	195,139
	17.2%
	95.7%
	63.2%
	42.4%

	2003-04
	218,400
	219,167
	12.3%
	100.4%
	61.6%
	42.1%


SALES TAX ON (IMPORTS)
24.
Sales Tax at the import stage is collected by the nine Customs, Collectorates. Table 2.13 shows that collection from Sales Tax on imports, increased from Rs. 67,261 million in 1999-00 to Rs. 125,875 million in 2003-04 i.e. higher by 87.1%. The assigned target has been achieved in 2003‑04 by 101.9%. Collection from this source reflects a notable change because its share in the total collection of Indirect Taxes increased from 28.7% in 1999-00 to 35.4% in 2003‑04. Similarly, its share in total collection of federal taxes increased from 19.4% in 1999-00 to 24.2% in 2003-04. The increased revenue generation due to this source is due to increased imports partly due to reduction rates of Customs duties and greater demand for imports due to expansion of economy.
	PRIVATE 
TABLE 2.13

	COLLECTION FROM SALES TAX ON (IMPORTS)

	(Rs in million) 

	YEAR
	TARGET (R.B.E.)
	COLL.
	% CHANGE
	% ACHIEVE-MENT OF R.B.E.
	% SHARE IN INDIRECT TAXES
	% SHARE  IN TOTAL TAXES

	1
	2
	3
	4
	5
	
6
	
7

	1999-00
	69,360
	67,261
	56.4% 
	97.0% 
	28.7% 
	19.4%

	2000-01
	89,843
	88,554
	31.7%
	98.6%
	33.1%
	22.6%

	2001-02
	94,922
	92,779
	4.8%
	97.7%
	35.5%
	23.0%

	2002-03
	110,365
	105,605
	13.8%
	95.7%
	34.2%
	22.9%

	2003-04
	123,500
	125,875
	19.2%
	 101.9%
	35.4%
	24.2%


SALES TAX (DOMESTIC)
25.
The sales tax on domestic goods is collected by one Sales Tax Collectorate, one Enforcement, three composite and five ST&CE Collectorates in the country. Table 2.14 shows that collection from Sales Tax (domestic) which was Rs. 49,450 million in 1999‑00, increased to Rs. 93,292 million in 2003-04 showing a growth of 88.7% over the five years period. The share of Sales Tax (domestic) in total Indirect Taxes, increased from 21.1% in 1999-00 to 26.2% in 2003-04. Its share in total tax receipts (Direct and Indirect) increased from 14.2% in 1999-00 to 17.9% in 2003-04. 
	PRIVATE 
TABLE 2.14

	COLLECTION FROM SALES TAX (DOMESTIC)

	(Rs in million) 

	YEAR
	TARGET (R.B.E.)
	COLL.
	% CHANGE
	% ACHIEVE-MENT OF R.B.E.
	% SHARE IN INDIRECT TAXES
	% SHARE IN TOTAL TAXES

	1
	2
	3
	4
	5
	6
	7

	1999-00
	50,400
	49,450
	70.0% 
	97.7% 
	21.1% 
	14.2% 

	2000-01
	65,957
	65,011
	31.5%
	98.6%
	24.3%
	16.6%

	2001-02
	75,178
	73,782
	13.5%
	98.1%
	28.2%
	18.3%

	2002-03
	93,635
	89,534
	21.3%
	95.6%
	29.0%
	19.4%

	2003-04
	94,900
	93,292
	4.2%
	98.3%
	26.2%
	17.9%


TAX/GDP RATIO

26.
Tax/GDP ratio is one of the most important economic indicators to judge the performance of the tax collection with respect to resource mobilization in the country. The collection performance is dependent on the in‑built flexibility of the tax system i.e. whether it is elastic or not. Whereas it is important to generate sufficient resources to meet the increasing current and development expenditure, the tax/GDP ratio in Pakistan has remained stagnant around 9 percent. It is hoped that reforms in tax system will improve the tax/GDP ratio in the coming years.
27.
Table 2.15 shows the Total Taxes to GDP ratio of Pakistan during the last five years. The ratio increased from 9.15% in 1999-00 to 9.54% in 2003-04. If surcharges are added to the total taxes, then the Tax/GDP is 10.68% in 2003-04. The stagnant level, in fact the decline in Tax/GDP ratio calls for a great deal of effort to widen the tax base so as to mobilize additional domestic resources to bring this ratio at par with other countries which are more or less at the same levels of economic development.
	PRIVATE 
TABLE - 2.15

	TAX / GDP RATIO IN PAKISTAN

	

	
	TAX / GDP RATIO (%)

	YEAR
	TOTAL DIRECT TAXES
	TOTAL INDIRECT TAXES
	TOTAL TAXES

	1
	2
	3
	4

	1999-00
	2.98%
	6.17%
	9.15%

	2000-01
	2.99%
	6.43%
	9.42%

	2001-02
	3.24%
	5.94%
	9.18%

	2002-03
	3.15%
	6.40%
	9.55%

	2003-04
	3.02%
	6.52%
	9.54%


TAX/GDP RATIO (DIRECT TAXES)
28.
The ratio of Total Direct Taxes to GDP remained in the range of 2.98% to 3.02% during the five years period from 1999-00 to 2003-04 as is shown in Table.2.16.
TAX/GDP RATIO (INCOME TAX)
29.
Tax/GDP ratio for Income Tax has slightly increased from 2.78% in 1999-00 to 2.88% in 2003-04. On the other hand, the Tax-GDP ratio of other Direct Taxes has decreased from 0.20% in 1999‑00 to 0.14% in 2003-04.

	TABLE 2.16

	TAX / GDP RATIO DIRECT TAXES

	

	
	TAX / GDP RATIO (%)

	YEAR
	INCOME TAX
	OTHER DIRECT TAXES
	TOTAL DIRECT TAXES

	1
	2
	3
	4

	  1999-00
	2.78%
	0.20%
	2.98%

	   2000-01
	2.82%
	0.17%
	2.99%

	2001-02
	3.10%
	0.14%
	3.24%

	2002-03
	3.02%
	0.14%
	3.15%

	2003-04
	2.88%
	0.14%
	3.02%


TAX/GDP RATIO (INDIRECT TAXES)
30.
Indirect Taxes to GDP ratio increased from 6.17% in 1999-00 to 6.52% in 2003-04 as shown in Table 2.17. The main reasons of this phenomena was tariff rationalization in Customs duties and narrow base of Indirect Taxes.
TAX/GDP RATIO OF CUSTOMS DUTIES

31.
The Tax/GDP ratio of Customs duties shows a declining trend during the last four years when it fell from 1.63% in 1999-00 to 1.43% in 2002-03 but increased to 1.67% in 2003‑04. 

TAX/GDP RATIO OF CENTRAL EXCISE DUTIES

32.
Central Excise Duty to GDP ratio dropped from 1.47% in 1999-00 to 0.83% in 2003-04. This was due to shifting of a number of items from Central Excise to Sales tax. 

TAX/GDP RATIO OF SALES TAX

33.
Sales Tax to GDP ratio increased from 3.08% in 1999-00 to 4.02% in 2003-04 due to shifting of items from Central Excise to Sales tax and increased imports. Moreover, reforms in Sales tax has also been widely undertaken.
	TABLE 2.17

	TAX / GDP RATIO INDIRECT TAXES

	

	
	TAX / GDP RATIO (%)

	YEAR
	CUSTOMS
	CENTRAL EXCISE
	SALES

TAX
	TOTAL INDIRECT TAXES

	1
	2
	3
	4
	5

	1999-00
	1.63%
	1.47%
	3.08%
	6.17%

	2000-01
	1.56%
	1.18%
	3.69%
	6.43%

	2001-02
	1.09%
	1.07%
	3.78%
	5.94%

	2002-03
	1.43%
	0.93%
	4.05%
	6.40%

	2003-04
	1.67%
	0.83%
	4.02%
	6.52%
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