Chapter: 7
Information Management 

INTRODUCTION
Role of Information Management in Tax Policy and Administration

CBR’s Objectives

7.1
The Central Board of Revenue (CBR) has two main objectives:

· To assist the Federal Government in formulation of federal tax policy.

· To administer the tax policy in an equitable and efficient manner, i.e., to collect the proper amount of tax revenue at the least cost; serve the public by continually improving the quality of services; and perform in a manner warranting the highest degree of public confidence in its integrity and fairness. 

7.2
In order to achieve these objectives, the Central Board of Revenue (CBR), has, over time, developed an organisation structure and business processes. To carry out its business processes and make decisions, the CBR has certain information requirements. These include the following:

7.3
Formulation of Tax Policy:

a) Provision of data required for formulation of policies, e.g., time series data allowing the use of regression analysis to enable future projections to be made.

b) Generation of information indicating the effect of various policy initiatives.

c) Development of macro-economic models to project revenue streams which may be generated under various policy alternatives.

7.4
Tax Administration:

a) Automation of business processes, this being necessitated by the volume of transactions, the geographical diversity of economic transactions relating to each assessee, and the complexity of and inter-relationships between various tax systems.

b) Creation of data repositories to assist the tax administration agency in carrying out the various functions assigned to it, for example generic information providing guidance on norms in various industries as well as micro-level information on individual taxpayers.

c) Generation of information for control and decision making (Management Information Systems) and for assisting in the decision making process itself (Decision Support Systems). 

Role of Information Systems

7.5
The role of the information systems in collection and dissemination of information has meant that these systems have to be more focussed if they are to be effective. The collection of data and the distribution of information have to reflect the needs of the business and its survival. 

7.6
Technology is the primary enabling resource that should allow the government to be more "user friendly" in delivering services on the schedules and ways desired by taxpayers at lower costs. The need for face-to-face encounters should continue to diminish. They will be replaced by telephones, personal computers in homes and offices, and publicly available computers in designated places.

7.7
In addition, technology should serve as the mechanism to change the paper-based processes currently used by the CBR departments to electronic interactive-based services. Use of technology needs, however, to be carefully planned, astutely managed, and effectively used.

Management of Information

7.8
In order for information to be used to the maximum extent possible, it needs to be managed from a countrywide perspective and used as a sharable resource. The information of CBR has traditionally been collected under the auspices of a single circle or collectorate, which then considers itself to be the "owner of the data". This practice has resulted in a situation where the same information exists in many separate files, often in the same or slightly different formats, which makes sharing the data across departmental boundaries difficult. However, the requirements to change the way services are provided, or to share the management and operation of those services between governmental organisations at different functional levels--local, provincial and federal--mean that the way data is viewed must be changed. Data must be shared, not duplicated, and the collecting and maintaining entity must serve as the "steward" for this commonly owned asset of the organisation as a whole.

7.9
During the process of information gathering by the consultants, staff at all levels and across all departments expressed their need for information that will allow them to carry out their day-to-day duties more efficiently and effectively. It was also made very clear that existing systems and manual processes were constraining the staff in their desire to improve their particular area of service provision. There was general commitment to supporting new information systems in making procedures both quicker and better. 

7.10
Whether it is the customer or administrative processes involved, the end result must be improvement in the quality of service and information to the end user. These services may range from infrastructure and application support through the provision of Internet-based filing service to full-fledged tax collecting services. The ultimate goal would be to:

· Achieve higher levels of taxpayer convenience and voluntary compliance.

· Reduce the unit costs of assessment, audit, accounting and collection.

· Reduce the incidence of evasion and late payment.

· More accurately predict for policy makers the effects of possible taxation regimes in the economy and resulting tax yield.

Long Term Vision

7.11
The long-term vision for information technology in CBR is based on the primary need to develop an information management infrastructure that provides complete, accurate, and up-to-date information, which is delivered in a useful manner and at a reasonable cost. This infrastructure will consist of an integrated countywide communications network and uniform technical features and characteristics, which assure that all taxpayers, agents and related organisations will be able to share information and integrate services within an environment that satisfies the appropriate level of security.

7.12
The new infrastructure will permit full realisation of the many benefits offered by new and emerging technologies. Functions not now available, or available on a limited basis, will become commonly accepted means for the delivery of public services. Technology will improve the accuracy and speed of the processing of tax payer and organisation end user requests for information and services, with a corresponding reduction in paperwork. Taxpayers should be able to access tax related information and conduct business with government from home-based personal computers, business computer systems, and publicly available computers.

ANALYSES OF EXISTING INFORMATION SYSTEMS
Introduction

7.13
The use of information management in the various departments of the CBR has followed independent paths, not only with respect to technology but also with respect to the overall approach. In the case of Sales Tax, the applications in use were designed as a part of an overall design of business processes, and therefore the information systems play a more useful role than in the case of other taxes. In the case of Pakistan Customs, much appears to have been achieved. Yet, due to the fact that the approach taken has been to largely automate manual processes, few advantages of automation have been realised in practice, with the manual systems existing (and in some instances, being the principal source of information) alongside the automated system. In the case of Income Tax, many attempts have been made to introduce automation. However most of these attempts have been aborted and there has not been any attempt to learn from the experiences gained from these attempts in planning for the future.

7.14
A brief history of computerisation in each department is summarised in this section.

Income Tax

Overview of Systems

7.15
The commencement of computerisation activity in the department of Income Tax took place in 1983 with the development of tape-based applications for recording challans and assessment data (via IT-30 forms). Significant investments in infrastructure (hardware, networking and ancillary equipment) and in development of software applications were made in the early 1990s under the auspices of the Resource Mobilisation and Tax Reforms Commission (RM&TRC), largely based on IBM AS/400 systems (AS/400 machines being installed at 8 locations) with software being developed in RPG/400. These applications were taken over (and largely redeveloped) by CBR in 1995. A decision to switch from the AS/400 platform to AIX/ORACLE was subsequently made and many of the applications were also developed on this platform and implemented at other locations.

7.16
The standardisation of development platforms (language/tools) has not been achieved yet, resulting in many applications having to be maintained on two platforms. A significant number of applications have been developed over time, but few have been implemented on a sustained basis. The core applications that deserve mention include the following:

· The NTN application, which is used to issue NTN Certificates and maintain the Master Index. This was initially developed as a decentralised application but subsequently centralised to an NTN Cell located in Islamabad where it currently operates.

· The Tax Accounting system, consisting largely of entry of challans (done at the DPCs/ DPUs). The data captured is, however, used only in a limited way for reconciliation of collections and for verification. A duplicate record of collections is maintained at the circle level in manual form.

· Salaried Assessments, this being originally developed by consultants hired by the Resource Mobilisation and Tax Reforms Commission (RM&TRC) and subsequently redeveloped by PRAL using the same overall flow. The application continues to operate intermittently with data entry being done at the DPC level.

7.17
Income Tax automation has also included provision of data from utilities and similar resources for online search within the main Income Tax buildings.

7.18
Recently, the CBR has developed a Circle Management System (CMS) (in ORACLE) seeking to automate all the functions of a circle. CMS is the key to the CBR’s strategy for automating the Income Tax department. A pilot project to implement the CMS in 6 ranges throughout the country is currently under way.

Assessment

7.19
The use of information systems in Income Tax at a practical level is currently almost absent, barring the entry of challans and the issuance of NTN certificates. Although a number of other applications have been implemented in various locations, none has had any impact on the department’s business processes. One major application in use until 1995 was the IT-30 application, which was used for the purpose of statistical reporting and analysis. This was discontinued as a result of which little or no reliable information on assessments has been produced for the last 5-6 years.

7.20
A major issue is the standardisation of the technology platform. While CBR has a plan to migrate all systems to the UNIX/ORACLE platform, no documented strategy exists at the moment. 

7.21
A great deal of dependency is being placed by the department and the CBR on the success of the CMS. The software itself has been well developed and covers the full functionality of a circle, barring one important area, withholding taxes. There is also an issue with the methodology used for processing challans, as ideally the CMS should draw upon the central collection database to give credit to taxpayers for taxes deposited by them or deducted by withholding agents.

7.22
The effect of any large scale re-engineering of business processes (as is being recommended in this report) on the CMS needs to be studied in detail. 
Sales Tax

Overview of Systems

7.23
The Sales Tax information systems consist of:

· Collectorate based systems which are operated by Data Processing Centres (DPCs) located in each collectorate, each DPC being responsible for all information processing requirements like data entry through processing, report generation and handling any enquiries.

· A central system operated in the Sales Tax Computer Division in Islamabad which basically consolidates data received in electronic form from the collectorates and generates reports.

7.24
The applications at the collectorate level provide support to all the core functions of the collectorate, including registration, entry and validation of sales tax returns, monitoring of arrears, selection of cases for audit, and processing refunds. One major area, which has not been automated as yet, is that of tracking adjudication cases.

7.25
The applications have been developed in an AIX/ORACLE environment, using Bull machines. Since PRAL has taken over responsibility for Sales Tax computerisation, it has reviewed the applications and has plans to redevelop them.

Assessment

7.26
The overall approach to Sales Tax computerisation is commendable. However there is a major issue in that the systems have been implemented purely as back office systems with the users having no access to the system itself. Data is passed from the users to the Data Processing Centres (DPCs) for entry and reports are generated by the DPCs and provided to users. The systems need to be more customer focussed, with users having direct access to the systems.

7.27
The other major issue is the existence of programmers at each collectorate to generate ad hoc reports. Requirements are likely to be fairly similar between collectorates and therefore standard reports should be generated and reporting tools provided to users to run ad hoc queries.

Customs

Overview of Systems

7.28
The Information Systems at Pakistan Customs largely run on the IBM AS/400 platform - AS/400 installations existing in 7 cities. Each location runs independently and maintains its own database.  Only transhipment data is replicated on remote locations.  Referential files are also sent to remote locations through dialup connectivity or the Internet.  In some instances, data and referential files are sent by courier to remote locations using data cartridges.

7.29
Under a recent network expansion plan, all the locations within the Karachi area are now connected via Radio modem links to the Main system at Customs House. Transactions and enquiries from these locations can now be made online, rather than be processed post-clearance, as was previously happening. Recently, the gates through which the goods are cleared at the ports have also been linked with the main Customs House computer thus enabling a check on the status on the appraisement and examination of the goods prior to release.

7.30
CBR introduced the concept of a Service Centre at the Karachi Customs with the objective of putting all service providers related to import and export transactions under one roof and to deal with data reliability issues more expeditiously. Currently, only import related transactions are handled by the Service Centre. Since this concept has largely been successful, there are plans to open up similar centres at all locations.

7.31
The submission of Import General Manifest (IGM) is also now captured electronically via diskettes and directly uploaded to the computer system. Import General Manifest provides import related information about the carrier and off-loaded cargo and is used in processing the Bill of Entries. Over 100 shipping agents now use this feature though they are still required to submit a paper copy as well . 

7.32.
Among the core applications, the significant ones are: -

· Declaration Processing System, which handles major import related activities and supports the Bill of Entry processing.  This covers filing of Bill of Entry (BoE) in the Import/Bond Section, receipt and appraisement in Groups, duty calculation, recording of revenue and examination/release of goods.

7.33
The system also provides facilities to enquire on tariff, exemptions and valuation from the reference files, maintains exchange rates, records clearance of goods from gates and provides query facility to track the movement of Bills of entry.

· Bill of Export Processing System, which consists of three sub-modules that handle EGM registration and port clearance, filing of Shipping Bill, and post shipment process.  The first module automatically generates EGM numbers, records extension of arrival date, arrival and berthing, blocking/de-blocking of shipping agent and arresting/clearance of vessel.  It also generates port of clearance certificate.  The second module records the Shipping Bill into the computer, verifies the entered data, calculates the duty, and prints export slips.  The third module records Mate Receipt list (submitted by Shipping Agent) and prints short shipment certificate.

7.34
The database containing shipping information is used to verify the duty drawback claims.  

· Duty Drawback System, which facilitates the processing of export duty drawback claims. Up-to-date information about claims is maintained by the system and used for correlation with shipping bills. 

· Electronic Assessment System (EASY), under which the assessment is done electronically by the computer system for pre-determined categories of goods and importers. The Bill of Entry is directly taken for payment of duties and taxes instead of taking it to the Appraising Officer. Some percentages of BoEs are randomly selected by the computer system for detailed scrutiny.

· Bonded Warehousing System, which monitors and records various activities performed at the Bonded Warehouse.  An inventory of goods in the bond is maintained with facilities for recording receipt of goods in the warehouse. The system also manages the auction of un-cleared goods and produces a list of goods to be auctioned, auction notices, and recording of clearance of auctioned goods.

Assessment

7.35
Although there are a fairly large number of applications developed to support the Customs related transactions, their use has not been optimised. While the core applications appear to have required basic functionality to automate existing processes, a parallel paper process is also followed. In effect, processes remain essentially manual beyond filing of documents and the system largely serves as a record keeping mechanism. 

7.36
The use of dumb terminals, with their non-graphical user interface, based on the legacy IBM AS/400 platforms is one contributory factor that does not lend itself to effective use of the systems. This has also been compounded by the existence of a limited network infrastructure, both local and wide area, which does not provide simultaneous access to all key users and locations involved in the end-to-end processing of documents. Further, while applications have been developed largely to support individual processes or units, their non-integration to support end-to-end processing causes breaks in the use of the system, eventually resulting in a lack of confidence in the system and a reliance on the manual, paper-based system. Additional issues relating to the timely an easy availability of valuation and transhipment data have also contributed to non-utilisation of the system. 

7.37
The CBR has currently expanded the use and scope of the EASY, electronic-based assessment system, although the system can only be used for a pre-determined selection of goods and importers. True electronic-based assessment systems would require the application of profiling as well as risk-based selectivity to effectively manage the workflow, as is done in many modern Customs administrations. 

Management Information

7.38
Until a few years ago no attempt to evaluate information requirements or develop a management information system was undertaken at the level of the CBR. Information needs were largely based on requirements of the government of the day, although some ad hoc requirements did emanate within the CBR itself.

7.39
A few years ago the CBR set up a Management Information System (MIS) Wing, which is currently managed by the Director General (MIS). There are some attempts towards an MIS design and development and testing of a software application in order to implement the MIS Although not a perfect document this attempt at defining an MIS (including a performance evaluation system) is a significant step forward in formalising the definition of information requirements in the CBR.

7.40
Prior to the setting up of the MIS Wing, the Directorate of Research and Statistics was primarily responsible for producing management reports. The directorate’s role has diminished with the ability of individual departments to produce their own reports, and its main role appears to be that of production of statistics in the form of formal publications. It is unclear if the directorate ever carried out any serious research work, as the organisation does not seem to have the required capacity.

Existing Initiatives

7.41
The current management of the CBR has placed a great deal of emphasis on the use of information systems in bringing about improvement in CBR’s business processes. As a result a large number of projects have been initiated, these being listed in Table 1 -  Existing Automation Initiatives of the CBR.

Table 7.1
Existing Automation Initiatives of the CBR

Common to All Taxes/ Initiatives at CBR Level

Application
Current Status
Future Plans

Common Tax Identifier
· Decision taken to use NTN as the Common Tax Identifier without changing nomenclature. Jurisdiction code removed,  check digit added.

· Around 1.2 million NTN certificates issued.

· Some work under way to “sanitise” the Master Index, i.e., to clean the record.
· Issuance of NTN to be decentralised to circles.

· Issuing of Trial Register numbers to be discontinued.

· Master Index to be extended to serve as the taxpayer reference for all taxes. Appropriate changes to be made to Customs and Sales Tax applications.

Tax Payer Profile
· Design under process to include information from survey (to be used as a base), information from returns & challans, information from property tax records, and information from motor vehicle tax records.
· System to be developed in order to enable this data to be updated automatically without manual intervention.

Management Information System
· Reporting format designed. Software developed.


· Network to be established in CBR.

· Software to be implemented.

· Entry module to be developed to allow field officers to complete form and send it electronically to CBR.

Income Tax

Application
Current Status
Future Plans

Migration from AS/400
· Core new application (Circle Management System) developed in ORACLE. Will be implemented in phases.

· ORACLE versions of Salaried Assessments/ Collection system already exist.

· Network installation for implementing ORACLE applications planned for main Income Tax Buildings where AS/400s installed.
· Plan to move away from AS/400 and switch wholly to UNIX/ORACLE platform over the next 2 years.

· AS/400 servers and peripherals made redundant may be temporarily used in Customs.

Circle Management System
· CMS designed, developed and approved for pilot implementation.

· Pilot implementation has commenced in 6 ranges.
· CMS to be modified to take into account of (a) decentralisation of NTN issuance; (b) connectivity with centralised collection record rather than entry of collections at circle level, and (c) Master Index to be used as the basis for following up submission of returns.

W/H Tax System
· Identified as a need. Working paper prepared in February 2000.

· Committee formed to look at various issue and identify requirements.
· Major new application identified for future development.

Salaried Returns Processing
· Versions have been designed and developed on both the AS/400 and ORACLE

· Implementation under way for assessment year 2000-01.
· Effort to be made towards increasing electronic submission of employee returns by employers.

· Matching of returns submitted directly by employees with S139 returns to be introduced.

Table 7.1
Existing Automation Initiatives of the CBR

Income Tax (continued)

Application
Current Status
Future Plans

Collections
· Legacy system operational at DPC level on both ORACLE and AS/400 platforms.

· Plan to introduce system whereby challans are entered at the bank itself, and data is sent electronically to department for centralised collection record.

· Detailed study carried out by Ferguson.

· Agreement reached on proposals with State Bank and National Bank. AGPR still to agree.
· Implement proposal once AGPR agrees on strategy.

Customs

Application
Current Status
Future Plans

Trade and Export Promotion for Industry (TEPI)
· ADB funded project to automate export-related activities. The project encompasses the development of appropriate software and set up of MIS and database servers for Collectorates connected over a wide area network. 

· Procurement Plan for Hardware completed and tenders invited. Vendor evaluation and selection in progress.
· Subsequent phases of the project, including hardware installation, software development, networking and training to be completed.

Networking/Connectivity
· Wide Area Network expansion plan for Karachi area connecting Customs locations to Main Computer at Customs House.
· Plans to connect Lahore and Islamabad AS/400 systems to Karachi AS/400 over backbone link.

· Under TEPI project, plans to connect export MIS and database servers which is to be set up over WAN.

· Under TEPI project, LAN to be set up for connecting workstations to local Servers in Collectorates and CBR.   

Setting up Other Service Centres 
· Service Centre in operation at Customs House, Karachi and being set-up at M.I. Yard, AFU Karachi and Port Qasim. 
· Similar Service Centres to be set up at other locations. 

· Under TEPI project, plans to set up CSCs at Collectorates processing more than 50 transactions per day 

Migration from AS/400
· All Core applications running on IBM AS/400 platform.
· Plans to move away from AS/400 platform over a 5-year period.

Sales Tax

Application/ Project
Current Status
Future Plans

Sales Tax System
· System currently running developed by Sales Tax Computer Wing which has now been taken over by PRAL.

· System apparently has structural defects and needs to be redeveloped.
· Redevelop system.

Refund System
· Specifications developed.
· System to be developed and deployed.

RECOMMENDATIONS
Broad Departmental Requirements

7.42
Departmental requirements with respect to Information Management are of three types, which are as follows.

· The automation of business processes, this being necessitated by the volume of transactions; the geographical diversity of economic transactions relating to each assessee; and the complexity of and inter-relationships between various tax systems.

· The creation of databases in order to assist the tax administration agency in carrying out the various functions assigned to it, the databases including generic data providing guidance on norms in various industries as well as micro-level information on individual taxpayers.

· The generation of information for control and decision making (Management Information Systems) and sometimes assisting in the decision making process itself (Decision Support Systems). 

7.43
The requirements have been defined in the sections dealing with business process in each department, which have been used as the basis for determining departmental information requirements. There are certain significant recommendations made in the above reports that need to be highlighted. These are as follows:

a) Common Registration Process

A decision to use the National Tax Number as a common identifier for all taxes has already been taken by the CBR. This is also recommended by the task force. A consequent change as a result of this is the replacement of the separate registration processes currently in place with a single registration process, which will involve:

· The entry of a certain minimum amount of information for a registered tax payer, irrespective of the types of taxes which he is liable to pay.

· The recording of an indication of taxes which are applicable (including, in the case of Income Tax, whether he is liable to deduct withholding taxes under various sections or not).

· The entry of additional information required for each type of tax that is applicable.

b) Separation of Processing from Audit/ Appraisement

In case of the Income Tax department, a significant proportion of the work that is done with respect to the “assessment” process is of the nature of processing and not of audit of the declared income. Yet, in the current system, these have to be carried out by the DCIT. Given the move towards selective assessment (audit) of tax returns, it is necessary to separate those steps that involve a review of the declared version of income (and therefore require specialist knowledge) and those which are simply clerical processing (and therefore may be done by persons who do not necessarily have any specialist knowledge). 

This philosophy of separating processing from audit has already been adopted by the Sales Tax Department and Pakistan Customs. In the Sales Tax Collectorates the data entry of returns is carried out by the Data Processing Centres within each collectorate which are managed by PRAL. In the Karachi Customs the loading of the IGM to the computer system and the initial entry of the Bills of Entry are carried out by the Customer Service Centre set up and managed by an independent entity to which the work has been out-sourced.

c)
Introduction of the Concept of Role of Service Centres

The proposal for introducing service centres emanates basically from the changes discussed in the chapter on Income Tax processes. These centres will be the primary interface with the taxpayers and will perform all those functions which do not require any specialised knowledge of tax law. 

The concept of service centres already exists in the form of a Customer Service Centre in Customs House Karachi, and, to an extent, within Sales Tax Collectorates, if the Audit and Adjudication functions are excluded.

Extending the concept a little further it is proposed that Designated Service Centres will be of two types:

· Service Centres which provide the full range of services and are organisations specifically set up for the purpose (called Customer Service Centres - CSC).

· Designated professional firms and large taxpayers who are allowed to provide certain functions like submission of returns (called Service Firms). These firms will be allowed to carry out limited processes and then pass on the transaction to a Customer Service Centre. Designated Service Firms are likely to include Tax consultants (lawyers and accountants) and Clearing Agents.

This concept is discussed in more detail in sub-section 3.2 below.

d)
Introduction of EDPS - Electronic Declaration and Processing System (Customs)

The introduction of the EDPS will require that all declarations currently submitted for import and export consignments viz. Bill of Entry, Shipping Bill, IGM, EGM are filed in an electronic form. Currently the IGM is submitted in electronic form on diskettes by Agents/Trading partners. This will require the following steps to be undertaken:

· Simplification of document formats. The adoption of the Single Administration Document (SAD) format (a standard used by many trading communities) is recommended. 

· Decide on standards for the electronic format on which documents are to be submitted. The UN/EDIFACT standard recommended by the World Custom Organisation should be adopted.

· Software to be used by the Agents/Trading partners for document preparation and submission to be developed. This can either be prepared by the CBR (Customs) and provided to the Agents/Trading partners or allow Trading partners to prepare their own based on specifications provided by the Customs, ensuring that adequate validation, security, controls and audit trails are incorporated in the software. If Agents/Trading partners prepare their own software, they must first test it with Customs.

· Agents/Trading partners should be able to submit the electronic documents prepared by the Software either online by connecting to the Customs computer, or via submission to a Customer Service Centre.

· The requisite regulatory changes would need to be made to cater for the above.

The filing of electronic IGMs has proved to be successful, therefore the extension of electronic filing to other documents should not pose a technical issue, though the volumes of electronic data that would need to be handled would have to be adequately catered for. It is understood that CBR is contemplating the introduction of Direct Trader Input, similar in concept to that of EDPS as proposed by the Customs BPR consultants. 

e)
Introduction of Risk Management System 

The introduction of a Risk Management System for selection of cases for audit/scrutiny has been proposed for all three taxes (Customs, Income Tax and Sales Tax). This will enable the departments to better utilise their resources, as well as facilitate customers by speeding up transaction processing. 

In the case of Customs the system will function as a filter through which all declarations will have to pass. The introduction of this system will require two features:

· Development and maintenance of profiles for the various data elements that can be used in the declaration e.g. Importer/declarant, Customs value, Commodity Code, Country of origin/consignment, etc. Historical data will need to be compiled to provide meaningful risk-based selection.

· Development and maintenance of a Risk Matrix or Table to determine the criteria based on which cases will be selected and then treated.

Though the Profiling and Selectivity and Risk Assessment applications already exist, the current legacy AS/400 system limitations and environment do not enable them to be used effectively

f)
The issue of a common registration process and a common audit needs to be reviewed. For the former it is suggested that all Sales Tax and Customs computer applications be linked with the Master Index and that the same software be used for registration purposes by all departments of the CBR. This will necessitate standardisation of taxpayer classification as well as require modifications to be made to the design of the Master Index as well as to the software existing for Sales Tax and Customs.

Customer Service Centres

7.44
Customer Services Centres (CSCs) will provide the following services to taxpayers:

Income Tax and Sales Tax

· Registration (of taxpayers and withholding agents)

· De-Registration

· Follow up of non-submission of returns/ information required

· Acceptance of return/statement (Electronic/manual) (including withholding tax returns)

· Facilitation of payment of taxes through:

· generation of challans relating to automated payments

· Payment through transfer entries

Customs

· Filing of Bills of Entry

· Filing of Shipping Bills

· Submission of IGM/EGM

· Agent’s Registration

· Duty Drawback Claims Handling

· Warehouse Licensing

7.45
In the case of Customs the CBR is already implementing a plan to establish CSCs in locations other than Customs House Karachi where it already exists. In the case of Sales Tax the Registration, Enforcement and DPC sections together effectively already form a Service Centre. 

7.46
In the case of Income Tax it is proposed to separate various tax related functions. The Customer Service Centres would be the focal point of interface with the taxpayers but would not process or enter data on tax documents. These centres would have access to the overall information management system for assisting taxpayers. Returns received would be sent by the centres to the Management Information Systems (MIS) Division where they would be entered and checked. Where these errors are found, demand notices will be sent to taxpayers. Notices to non-filers would also be sent centrally from the MIS division.

7.47
It is recommended that:
· Service Centres exist at all locations where there are a significant number of taxpayers. The rationale for not limiting these to a few large service centres is the unreliable nature of postal services and the lack of education, which therefore requires the ability to physically deliver returns to centres.

· Centres service a minimum number of taxpayers, below which division of work on functional lines would not be possible. 

7.48
Each CSC would be given access to the central database of the CBR to the limited extent required to perform the functions assigned to them. It is recommended that, for the time being, a tax payer be registered at a particular CSC so that there is specific responsibility for following up non-submission of returns, etc.

Service Firms/ Large Taxpayers

7.49
In order to encourage the electronic submission of data, it is proposed to license certain professional firms and large taxpayers for the submission of electronic data (collectively called “service firms”. 

7.50
Each service firm will be linked with a particular CSC and will be a source of revenue for the CSC. Functions assigned to service firms will be as follows:

Income Tax and Sales Tax

· Data entry and validation of manual returns (including returns relating to withholding taxes) and submission of the electronic forms to CSCs over communication links

· Facilitation of payment of taxes through:

· Generation of challans relating to automated payments

· Payment through transfer entries

7.51
The software to be used by the service firms will be developed by the Information Management organisation of the CBR and will be upgradeable automatically upon the service firm dialling into its designated CSC.

Prior to granting licenses to service firms the CBR should satisfy itself as to:

· The integrity of the persons/ organisations applying to be licensed.

· The technical capability of those who will be assigned to manage the electronic submission.

· Possible conflicts of interest.

· The economic viability for the CBR (i.e., not to license firms unless there is likelihood of submission of a significant number of returns electronically).
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Automation of Business Processes

7.52
Given the volumes of transactions involved in tax administration, all core business processes need to be highly automated. Details of recommended applications have been given in the full Information Management report. The key applications that require to be addressed are as follows:

Common for All Taxes

a)
Registration: The registration of a person or entity as a taxpayer, assignment of a number to be used as an identifier for all taxes, recording of key details.

b)
Taxpayer Profile: Accept data from Returns Processing and Collection Applications (all taxes) as well as external agencies (eg., utility consumption, property ownership, vehicle ownership, school fee payments, international travel, etc.

c)
Risk Profiling and Audit Selection : Acceptance of various risk parameters and generation of cases for total audit.

Income Tax (Internal Operations)

d)
Returns Processing : Receipt and processing of returns (both paper based and electronic). Suggest separate sub-applications for companies, salaried persons, 143B statements and others.

e)
Withholding Tax Monitoring : Registration of Withholding Agents, entry of returns received, follow up of returns not received, matching returns with collections and giving credit to assessees for tax deducted.

f)
Collection and Taxpayer’s Ledger : Entry and validation of challans, acceptance of credits from withholding tax system, generation of tax payer’s ledger, generation of refunds.

g)
Appeal Tracking : Acceptance and tracking of appeals.

h)
Internal Survey : Record agencies from which data is to be obtained, following up and obtaining data, automatically updating Taxpayer’s Profile.

Customs (Internal Operations)

i)
Declaration Filing & Processing: Submission of import/export related declarations, validation, amendments, identification of high-risk consignments, allocation of cases to Appraising Officers.

j)
Appraisement: Verification of declared value, classification of goods, SRO application, calculation of duty and taxes.

k)
Revenue Accounting: Generation of duty payment challan and daily scroll, handling of electronic details between National Bank and Customs for reconciliation and tax credit purposes, payment of duty drawback claims and refunds, accepting of recoveries amounts, generate payment cheques or remittances to bank account.

l)
Warehouse Management: Maintains an inventory and monitors activities of goods, manages auction related activities.

m)
Duty Drawback Processing: Acceptance of claims, validation of claims, calculation of amount due.

n)
License Management: Manages the process of license application and renewal for warehouses and agents. Maintains profiles of licensees.

o)
Bonds and Guarantee Management: Maintains inventory and activities of bonds and guarantees against movement of goods, duty drawback claims, and in-bonding/ex-bonding activities.

p)
Examination: Allocates cases to selected examination area, records examination report, issuance of release instructions.

Sales Tax (Internal Operations)

q)
Returns Processing: Processes monthly return-cum-challans (manual and automated) 

r)
Delinquent Taxpayers Monitoring: Identifies delinquent taxpayers and generates and tracks notices and action taken.

s)
Refunds and Recoveries: Accepting and processing of refund cases, payment of refunds.

t)
Appeals Monitoring: Acceptance and tracking of appeals

7.53
Apart from applications for internal operations, there would be a need to develop applications for third parties who would be required to submit data electronically.

7.54
The operational information needs for each department are provided in Tables 2 and 3 in Appendix 1

Management Information Needs

Management Tiers

7.55
Management of the CBR, for the purpose of this sub-section, consists of:

· Strategic Management, which consists of the Board itself, i.e., the Chairman and the Members, supported by a number of officers (Chiefs and Director Generals of various functions), who make strategic decisions relating to tax administration as well as recommendations to the government with respect to tax policy.

· Tactical Management, which consists of senior field officers, including the Regional Commissioners and Commissioners of Income Tax and Collectors of Customs and Sales Tax. This level is involved more in monitoring and managing the implementation of decisions made by the CBR itself.

· Operational Management, which consists of the lower level field officers involved in actual transaction processing (presently DCITs, Appraisers, etc.).

7.56
The operational information needs discussed in the previous sub-section dealt with the third tier. This sub-section deals with information needs of the Strategic and Tactical management tiers of the CBR and its sub-ordinate departments.

7.57
Essentially information required at these levels is of the following types:

· Statistical Reporting in order to report onwards to Federal Government as well as measure achievements against targets at a macro-level. Statistical reports also provide input into macro-economic models that can then be used for tax policy formulation.

· Performance Reporting which allows management to measure the efficiency of various organisational units against performance benchmarks (which may or may not be fiscal targets alone).

· Exception Reporting, which flags, for management consideration, any serious departure from expected norms.

7.58
The nature of information needs also varies by management tier, both in terms of the type of information required as well as the level of consolidation. As a matter of policy, however, given the nature of management in the country, all figures reported in a consolidated form should be capable of being “drilled down”, preferably to the transaction level. This could be an important element in design of the information architecture.

7.59
A brief summary of the types of information required at various levels is given in Table 4 below.

TABLE 7.4
Summary of Types of Management Information Needs

Tier
Nature of Information
Important Information

Strategic Management

(Chairman and Members)
Unstructured/ External
· Information on External Environment (eg. Economic Indicators, Trade Figures, etc.)

· Revenue figures reported by the AGPR

· Appropriation Accounts relating to the CBR and sub-ordinate departments prepared by the AGPR

· Industry Reports

· Press Reports


Statistical/ Analytical
· Numerical data on registered taxpayers, additions, deletions

· Numerical summary of transactions (numbers of Bills of Entry, numbers of Income/ Sales Tax Returns filed, etc.)

· Gross and Net Revenue (by Zone/ Collectorate)

· Collection under various sections

· Tax Assessed/Appraised

· Arrears/ Refunds/Rebates Due (Aged)

· Turnover, Taxable Income, etc. by Industry, Geographical Area, etc.

· Effects of Tax Policy Measures


Performance
· No. of Cases Completed and Pendency (for different functional areas, e.g., Assessments, Appeals, Survey, etc.)

· Internal Audit Report

· External Audit Report


Exception
· List of Highest Defaulters

· Cases Pending Beyond a Given Period 

· Serious Complaints

Tactical Management

(Regional Commissioners, Commissioners, Collectors)


Statistical/ Analytical
· Numerical data on registered taxpayers, additions, deletions

· Numerical summary of transactions (numbers of Bills of Entry, numbers of Income/ Sales Tax Returns filed, etc.)

· Gross and Net Revenue (by Zone/ Circle/ Appraisal Group)

· Collection under various sections

· Tax Assessed/Appraised

· Arrears/ Refunds/Rebates Due (Aged)


Performance
· No. of Cases Completed and Pendency (for different functional areas, e.g., Assessments, Appeals, Survey, etc.)


Exception
· List of Highest Defaulters

· Cases Pending Beyond a Given Period 

· Complaints

Organisation
Current Position

7.60
The responsibility for information management in the CBR is in a state of transition. Until a few months ago the following organisations existed with respect to information management:

· Pakistan Revenue Automation Limited (PRAL), which has had complete responsibility for the Income Tax and Customs systems for the past five years and has recently been assigned responsibility for Sales Tax.

· The Computer Wings of the Sales Tax department, which has since been taken over by PRAL.

· The Directorate of Research and Statistics, which is also being slowly taken over by PRAL.

· The Director General (Management Information Systems) who is responsible for defining the MIS requirements of the CBR and senior officers in the various departments.

7.61
In addition there are Computer Wings of the Income Tax Department and Customs, which essentially only exist in order to create a vehicle for administratively dealing with employees of the Data Processing Centres who were government servants. For all practical purposes these personnel are managed by PRAL.

PRAL’s Role

7.62
PRAL was established in August 1994 by the Central Board of Revenue (CBR), as a private limited company with a paid-up capital of PKR 350,000,000. The new company took over from the now-defunct Resource Mobilisation and Tax Reforms Commission (RM & TRC). Government has provided large sums of grants for PRAL’s functions since PRAL’s inception. PRAL’s role is defined by its management to include the following, for all departments of the CBR as well as the CBR itself:

· Systems Design and Development, including:

· Systems Analysis

· Requirement Analysis (a major problem area, as users are unable to define in detail as to what their requirements are)

· System Design (there being a problem in this as no sign off is usually obtained from users)

· Identification of Resource Requirements (Hardware, Software, Infrastructure and Manpower)

· Systems Development

· System Testing (Users never sign off and are rarely involved)

· Implementation Support and Maintenance

· Operations, this essentially involving managing all Data Processing Centres (of which there are approximately 33 – 9 being in Income Tax, 10 in Sales Tax, 10 in Customs, 3 or 4 in Central Excise and the NTN Cell in Islamabad.)

· Hardware, software and infrastructure procurement and maintenance.

· Bulk document processing (including data entry, data control, etc.), including:

· Processing all NTN applications and producing NTN Certificates

· Entry of Income Tax Challans, Returns, etc.

· Entry of Bills of Entry, Shipping Bills, transfer of IGM, etc. in the Customs system

· Entry of Sales Tax Returns

· Providing support to users in terms of generating reports and running ad hoc queries. The latter is especially a requirement in Customs House, Karachi.

· MIS Compilation

· MIS Support to CBR

7.63
User involvement in the design and implementation of application systems is almost absent in most cases. There is rarely a user sign off either at the design stage or prior to implementation. The only exception has been the recently developed Circle Management System (CMS), where there is support from the top management of the Income Tax Department (RCITs) and the CBR (Members and Chairman), and there has been the full support of a resource person from the Income Tax Department.

7.64
Users are also generally not involved in entry of data, processing or production of reports. 

The only exceptions are as follows:

· Customs: Entry of Appraisal and subsequent events

· Income Tax:  Entry of some returns in the salaried circles.

7.65
The survey exercise undertaken by the present government warrants mention as this has taken up a considerable amount of PRAL’s resources and therefore affected progress of projects. The survey forms are collected by the departments. Once collected all forms are sent for data entry and further processing to three data entry centres established by PRAL at Karachi, Lahore and Islamabad.

PRAL Organisation Structure
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7.66
PRAL has around 220 employees of which around 40 are developers. Of these around 120 are placed on the Motorway project. In addition PRAL manages around 650 government employees of which around 95% are data entry operators.

Computer Wing of Sales Tax Department

7.67
Unlike Income Tax and Customs, the Sales Tax department, until recently, had an active Computer Wing which was responsible for development and implementation of all software used in the department. The department was also functionally responsible for Data Processing Centres located at all collectorates and for consolidating data on a country-wide level at the CBR.

Role of Directorate of Research and Statistics

7.68
The DRS was originally the source of all MIS in the CBR. With the advent of PRAL, however, the DRS only deals with reports prepared monthly or less frequently. More frequent reports are usually produced by PRAL or directly by the concerned department itself.

7.69
Originally the DRS developed its own software, and to date it has posts of programmers on paper. Some software applications used by the DRS have been developed by PRAL.

Role of Chief Co-ordinators of Computer Wings

7.70
Chief Coordinators exist in Custom and Income Tax, but purely to bridge the administrative gap between PRAL and technical government employees. For all practical purposes these employees work for PRAL. The Coordinator’s role is limited to:

· Disbursement of salaries, as the concerned persons (ex-DPC/DPU employees continue to be govt. servants).

· Signing off on transfer documents, etc., prepared by PRAL.

· Payment of hardware maintenance costs come to Chief Coordinators budget (only for IBM mainframes).

Director General (MIS)

7.71
Until around a year ago CBR had the position of a Member (MIS), supported by a Director General. The role of the DG (MIS) is primarily one of defining Management Information Requirements of the CBR and its sub-ordinate departments. 

Committees

7.72
The current Chairman CBR has assigned a great deal of importance to Information Management in his efforts to bring about improvements in the CBR and its departments. Two committees have been set up at the apex level in order to define requirements, prepare plans and monitor implementation related to improvements geared around technology. Both committees are chaired by the Chairman himself, one consisting of users (Members and other supporting officers) while the other consists of computer personnel. The regularity and level of formality of the meetings has, however, not been maintained.

7.73
The minutes of the meetings were the major source of the documentation of existing initiatives which is contained in Table 1 -  Existing Automation Initiatives of the CBR.

Analysis 

7.74
An analysis of the existing arrangements for Information Management can be carried out from three perspectives:

· Institutional commitment to Information Management.

· Adequacy of processes being followed with regard to the design and implementation of the information management framework.

· Adequacy of organisational arrangement.

· Infrastructure.

Institutional Commitment

7.75
The CBR has a fairly chequered history with regard to the importance given to Information Management. There have been periods where a very high degree of importance was given to automation in particular and others where information management and automation have been totally ignored. Institutional ownership of efforts in this direction appear to have been absent, any initiatives taken in this direction having almost totally been driven from the top.

7.76
This lack of ownership of any effort to define information requirements or automation needs is perhaps the most significant factor responsible for the present low level of automation or lack of integrated information systems within the CBR and its departments. 

7.77
The recent initiatives taken by the CBR for upgrading the role of information management in the operations of the CBR and its departments represent perhaps, the most serious attempt ever made. However, despite a very high level of commitment at the top, the comment made above about lack of ownership throughout the various departments, is still valid. There is an urgent need to educate departmental personnel on the importance of automation and information management, and to involve them in the process of identifying information needs, and in designing and implementing information systems.

Processes

7.78
Given the enormous complexity of Information Management within an institution as large, geographically wide-spread and complex as the CBR (including its sub-ordinate departments), and the varying demands of information made upon it from government and international agencies, a formal and documented approach needs to be followed in the definition of information requirements and in the design and implementation of information systems. This is currently absent, with the exception of some formal methodologies being adopted (especially in the area of defining MIS and in the development of certain software applications). 

7.79
There is an urgent need to follow structured methodologies in the overall information management effort, and, in fact, also in the area of business planning within the CBR. The holding of regular meetings to discuss strategy with respect to information management and to follow up on agreed actions does lend a definite structure to the overall approach in that :

· Information system initiatives are documented.

· Implementation plans do exist at a high level.

· There is some high level project management to follow up implementation.

7.80
However, even the process currently being followed suffers from the following deficiencies:

a)
Strategic planning in a formal sense does not exist within the CBR at all, not only for information management but also for its core business processes. Broad schemes do exist in the minds of key individuals and have been the subject of discussions at the Board level. In addition, many of the current initiatives are a part of an overall scheme of things which are again discussed in committee meetings and highlighted in various presentations, position papers, discussions, etc. However there is a clear lack of a detailed and documented strategic plan to cater for CBR’s information management requirements. As a result, automation efforts have a risk of being adhoc and inconsistent. At the very least there is likely to be lack of coherence between the approach taken for various taxes.

b)
An Information Model defining data and information needed to support CBR’s business is absent, although a significant amount of groundwork in this direction has been done to define the CBR’s information needs. In the absence of an Information Model, information systems are built and implemented in isolation with different systems containing the same elements of data obtained and stored independently. 

c)
Documented standards do not exist with regard to technology, documentation, data integrity, data encryption, service levels, etc. 

d)
Formal processes followed with respect to Information Management do not exist. Areas that need particular attention include formal policies and procedures for:

· Systems design and development

· Change management

· Documentation

· Systems deployment

· Maintenance

· Operations (including monitoring hardware utilisation)

· Quality Assurance and Audit

· Network and Data Security

· Planning and Project Management

· Resource Management

· Problem Reporting and Management

e)
No apparent Business Continuity Plan exists to cater for the eventuality of system disturbance due to a disaster.

Organisation

7.81
Within the CBR there have been multiple organisational units involved in information management, the primary one being PRAL, others including:

· The MIS Wing of the CBR

· Computer Wing of Sales Tax Department

· Computer Wing of Income Tax Department

· Computer Wing of Customs

· Directorate of Research and Statistics

7.82
While the Computer Wings of the Income and Sales Tax have now been operationally placed under the responsibility of PRAL, the Directorate of Research and Statistics, ostensibly the “Data Bank of the CBR”, still independently gathers and processes information collected from the various Collectorates. 

7.83
Despite the existence of the DRS and an MIS Wing, a significant amount of resources (both at the field level and also within the information management organisation) is currently spent in gathering data relating to ad hoc information requests. It is estimated by some field officers that more than half their time is spent in gathering data relating to queries initiated by the CBR, which are often a result of queries of government departments. Often information requested is simply not available, which sometimes leads field offices to “manufacture” this information based on “guesstimates”.

7.84
CBR perceives PRAL to be playing a key role in CBR’s current efforts to improve information management and in the automation of business processes in all departments. Its strength includes a number of capable individuals. There are however, three critical issues in the relationship between CBR and PRAL. First the relationship between the two is not based on a formal contract, performance expectations and evaluation of performance. Second, there is no mechanism within CBR to define its information needs link them with decision making and business process and to monitor the performance of PRAL. Third, the chairman of CBR acts also as chairman PRAL and therefore, the appearance of conflict of interest is unavoidable.

7.85
An well functioning information system will be the key stone of the function of CBR. CBR cannot, therefore, put itself in the hands of a monopoly provider of service without an adequate system of control, evaluation, rewards, penalties and choice of an alternate provider. CBR must therefore, have a department of information management headed by a member, responsible for a continuous review of information needs, contract management and constant review and evaluation of the contractor. Chairman CBR should cease to be chairman PRAL and alternative arrangement for the operation of PRAL as a cooperate entity must be designed. The majority of the Task Force agrees with this view. Chairman CBR, however, is of the view that the current arrangement is fully satisfactory and maximises CBR efficiency and minimises its costs. He regards the alternative as disruption 

Function
Current Responsibility

Strategic Planning and Control

Business Planning
Not clear

Information Architecture
Not clear

Applications Architecture
PRAL

Infrastructure Architecture
PRAL

Security Architecture
Not clear

Project Management
Not clear

Project Status Reporting
Not done

Application Systems Design, Development and Implementation

System Design
PRAL

System Development
PRAL

Implementation
Theoretically users. However little user ownership to date

Implementation Support
PRAL

Maintenance
PRAL

Quality Assurance
Does not formally exist

Documentation
Generally not available

Technical Operations

Technology Decisions
PRAL

Hardware/Network Sizing
PRAL

Procurement & Maintenance of PCs/ Office Automation
PRAL

Procurement & Maintenance of Hardware/Operating System
PRAL

Network Management
PRAL

Data Centre Management
PRAL

Application Operations

Application System Operations
Theoretically users but very little use other than in Customs

Service Centre Management
PRAL, although some responsibilities are out-sourced

Bulk Document Processing
PRAL

Ancillary Functions

Training – Application
PRAL

Training – Other
Not done in any structured manner

Help Desk
Does not exist

IS Audit – Service Centres
Not done presently

IS Audit – Central Site
Not done presently

Maintenance of Web Site
PRAL

Management of Outsourced Vendors
PRAL

Management Information

Definition of Information Requirements
Ad-hoc

Definition of Data Ownership
Does not exist

Generation of Reports/ Ad hoc Queries
PRAL/DRS

Infrastructure

7.86
CBR currently possesses a diverse and, at many locations, proprietary infrastructure, rather than a standards-based infrastructure with a consistent set of policies. The lack of clearly defined and published standards and policies would have impeded CBR's ability to effectively establish an architecture that would provide it the scalability and flexibility to keep up with IT advances and the organisation’s needs. 

7.87
CBR’s diversity in applications and systems and absence of a centralised systems management capability increases the organisation’s overall management difficulties. 
7.88
CBR’s current network environment is limited in scope, design and implementation. Local Area Networking exists only in the form of limited asynchronous connectivity to Users in Customs AS/400 locations and Token Ring implementations at some Income Tax locations. Wide Area Networking, implemented recently in the Karachi area consists primarily of a number of radio modem links to connect Customs stations to the Main Karachi Custom House. Other than that dial-up connectivity has been provided to almost all Customs Collectorates to enable users to dial in to the various AS/400 databases. Dial-up is also available for the Sales Tax Data Centers to link into the Main Data Center in Islamabad.  In addition, limited Users have been provided access capability, and where provided (eg. Customs) the access is through dumb terminals. 

Recommendations

7.89
Our principal recommendations with regard to the organisation of information management functions are given below. 

Strengthening Information Management Capacity within the CBR

7.90
The MIS function within the CBR needs to be strengthened. The functions of this department should include:

· Designing and, from time to time, re-engineering business processes within the CBR and its sub-ordinate departments.

· Defining information needs and developing and maintaining the Information Systems Strategy and the Information Model.

· Defining standards with regard to technology, documentation, data integrity, data encryption, service levels, etc
· Identifying areas where functions are to be outsourced, and, for this purpose:
· defining terms and conditions on which the outsourcing is to take place

· defining performance benchmarks
· monitoring performance
· Preparing and maintaining the Business Continuity Plan

· Preparing plans with respect to projects to be initiated/ completed and related expenditure and monitoring performance against plans. This should include an annual plan to be prepared as a part of the annual budgeting exercise.

7.91
In order to execute these functions the manpower resources available to the MIS Wing will also need to be strengthened. Ideally these should be in the form of personnel employed on a full time basis. It is possible, however, that in some areas (eg., in terms of preparing the initial Information Model) consultants be hired on short or long term contracts in order to perform the functions and also train CBR personnel on the job.

Strengthening Technical Capacity

7.92
CBR also needs to strengthen its technical capacity in certain areas as listed above. Of specific importance are the development and implementation of standard procedures with respect to: 

· Systems design and development

· Change management

· Documentation

· Systems deployment

· Quality Assurance and Audit

· Network and Data Security

· Planning and Project Management

7.93
In addition to processes, CBR also needs strengthening in terms of technical manpower resources with experience of working in large information systems organisations which follow formal procedures. Again ideally these should be in the form of personnel employed on a full time basis. It is possible, however, that in some areas (eg., in terms of drafting and implementing standard procedures) consultants be hired on short or long term contracts in order to perform the functions and also train PRAL personnel on the job.

Outsourcing

7.94
The task force also reviewed the possible outsourcing of certain information systems functions, focussing on the following issues and alternatives:


Extent of Outsourcing

· Complete IS Function

· Partial Function

· Hiring in Specialists on Contract

Possible Outsource Vendors

· Foreign entities.

· Local entities.

· Joint ventures of local and foreign entities.

7.95
There are a number of factors that drive the decision to outsource. Among these are the following:-

· Functions believed to be outside the current capacity of the organisation (the CBR and PRAL in this case).

· Functions that require one time input and are not likely to be of a repetitive nature, so that it does not make sense to create expertise within the organisation.

· Functions where the level of expertise is such that CBR will find it difficult to attract and retain suitable personnel with the existing environment and pay scales.

7.96
Given that the gaps observed in the current IM organisation are fairly systemic, outsourcing is clearly an option which should be adopted, especially in the short run. 

7.97
With regard to the possibility of totally outsourcing the IM function, this is not recommended. While this is fairly common in advanced countries (the Inland Revenue in the UK being a recent example), there is a lack of established outsourcing providers in Pakistan offering complete IT services. Although one can consider the option of outsourcing the total IS function to an organisation outside Pakistan, however, this option can prove to fairly expensive and is not necessarily guaranteed to yield results. Also this may be the longest option to get off the ground due to the selection and negotiation process that would be required in this case. There would also be a high risk in managing transition due to the current low level of documentation of application and systems that prevails within the IM organisation. In addition, strong outsourcing management function would need to be established within CBR to obtain the greatest benefits. 

7.98
It is strongly recommended, however, that certain functions be outsourced to firms while for others short term contract employees or individual consultants (possibly seconded from firms on a full time basis) be brought into the CBR and PRAL to work on the basis of specific terms of reference and with specific targets to be achieved. Functions with respect to which outsourcing may be considered are defined in Table 5.

TABLE 7.5
RECOMMENDED OUTSOURCING OPTIONS MATRIX

Function
CBR/ Depts.
IM Wing/ PRAL
Out-Source

Strategic Planning and Control

Business Planning
(



Information Architecture

(
((*)

Applications Architecture
(
(
((*)

Infrastructure Architecture

(
((*)

Security Architecture

(
((*)

Project Management

(


Project Status Reporting

(


Application Systems Design, Development and Implementation

System Design

(


System Development

(


Implementation

(


Implementation Support

(
(

Maintenance

(


Quality Assurance


(

Documentation


(

Technical Operations

Technology Decisions

(
((*)

Hardware/Network Sizing

(
((*)

Procurement & Maintenance of PCs/ Office Automation

(


Procurement of Hardware/Operating System

(


Maintenance of Servers


(

Network Management


(

Data Centre Management
(

((*)

Application Operations

Application System Operations
(



Service Centre Management
(



Bulk Document Processing
(



Ancillary Functions

Training – Application

(
(

Training – Other


(

Help Desk


(

IS Audit – Service Centres


(

IS Audit – Central Site


(

Maintenance of Web Site

(


Management of Outsourced Vendors

(


Management Information

Definition of Information Requirements
(
(
((*)

Definition of Data Ownership
(
(
((*)

Generation of Reports/ Ad hoc Queries
(



(*) – 
Out-sourced only to the extent of recruiting consulting assistance of Specialised Consultants
Local vs Foreign Vendor

7.99
As pointed out above, there are no local firms providing complete IS services. Outsourcing to local firms may be considered in the following areas:

Software Development          
(Local)

Networking/Infrastructure
(Local)

Equipment Maintenance 
(Local)

Customer Service Centres
(Local)

7.100
In other areas some form of collaboration with an international firm is considered to be necessary. However, outsourcing directly to a foreign entity, although providing the immediate services which may be required, is not recommended as:

· This is likely to be extremely expensive, especially as the quality of individual consultants deployed are not up to standard (which is often the case in Pakistan).

· There will be difficulties with respect to settling disputes, as has been experienced in similar experiments elsewhere. 

· The start up time is likely to be far too long.

· Transfer of technology to CBR personnel will be difficult.

7.101
The option that merits serious consideration is the sharing of outsourced functions of a local firm/s in collaboration with a foreign outsourced partner. Ideally the local firm should front the joint venture and also provide local personnel for all functions where local expertise is available. Where foreign expertise is required this should be brought in for specific functions and also for the shortest time possible. The local firm should try and build the expertise in these functions in the shortest possible time, this being one of the terms which should be specified in the outsourcing agreement.

Managing the outsourcing process

7.102
While there are several benefits to outsourcing it is important that the outsourcing process and relationship is managed properly to obtain the maximum benefits of outsourcing, without which the relationship can fail. Specifically expertise needs to be built in:

· Evaluating whether a particular function needs to be outsourced or not.

· Drawing up terms of reference setting out terms and conditions on which the outsourcing is to take place and setting performance benchmarks.

· Identifying suitable vendors, inviting and evaluating bids.

· Negotiating contracts.

· Monitoring and reviewing outsourced contracts.

7.103.
The process that would need to be followed is provided in the attached Diagram 1.

7.104
Whereas PRAL has been assumed to be a part of CBR throughout this report, there is also a strong case for  PRAL being considered to be an outsourced vendor, especially with regard to the setting up of performance benchmarks and monitoring of performance against these.
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7.105
Many of the recommendations being made by the Task Force rely heavily on the use of technology to be implemented. In addition, the CBR itself has a number of ambitious automation plans either in the pipeline or under active consideration.

7.106
Some of the key information management implications garnered from the recommendations are:-

· Setting up of Customer Service Centres (all taxes).

· Automation of selection of cases for audit on risk base profiling (all taxes)

· Creation of a Centralised National Tax Database (all taxes).

· Creation of a knowledgebase containing SROs, rulings, notifications, legal judgements (all taxes).

· Creation of a Industry Information Database including market intelligence, and industry benchmarking (all taxes).

· Creation of a Collections database (all taxes).

· Introduction of Electronic Filing of Returns (Income Tax) and Declarations (Customs).

· Universal access to Databases (all taxes).

· Introduction of Office Automation (all taxes).

· Introduction of a high level of automated and information support for the Audit function (all taxes).

7.107
The implementation of the above (and several other) recommendations would have the following technology implications:-

Infrastructure

· Upgrade of office work environment to a level to support modern technology equipment.

· Set up of local area networks within office buildings connecting user-friendly computer workstations to small local file and print servers.

· Installation of large enterprise servers to house the core applications, centralised databases and data warehouse.

· Establishing a Wide Area Network that will encompass all locations to support universal access.

· Establishing an infrastructure to cater for client-server, distributed application architecture.

Applications

· Modifications to legacy Customs AS/400 applications to implement immediate requirements
.

· Reengineering of/modifications to Sales Tax applications to cater for specified requirements7.

· Reengineering of Income Tax Circle Management System7.

· Development of new applications to cater for various specified requirements7.

· Development of a strategy to move from main-frame centric to client-server, distributed architecture.

· Installation of Office Automation applications

Databases

· Development and implementation of an Enterprise data model that will describe the integrated information requirements of the entire organisation.

· Development of physical data element definitions.
· Description of enterprise and local data repositories.
· Mapping of the major applications supported by data repositories.
Training

· User training for modified and new applications.

· Technical training for Information Management organisation in new technologies.

7.108
The proposed transition Plan for Information Management linked to the Departmental transition plans by phases follows.

INFORMATION MANAGEMENT TRANSITION PLAN

(based on Business Process transitions plans)

Phases

(from Project Initiation)
CUSTOMS BP 

Transition Plan
INCOME TAX BP

Transition Plan
SALES TAX BP

Transition Plan
INFORMATION MANAGEMENT

Transition Plan

Phase I

0 - 6 Months
· Selection of systems for EDPS will have taken place. 

· System development work for Warehousing, Safe Transportation, Airports and other functions would have started. 

· The work on the development of profiling system based on risk management techniques will be initiated. 

· Criteria for the renewal of licenses of existing clearing agents will be ready who would be authorised to lodge electronic declarations. 

· Changes in the Organisation Design and Human Resource reforms will be initiated.
Phase 1 (of I.Tax Plan)

Operationalising MIS

· Identification of software and hardware requirement for computerisation of income tax records, tax processing, audit selection, MIS, and database management in all income tax regions.

· Obtaining bids for: (1) development of software for use in all regions, (2) purchase of computer hardware in the pilot and other regions, and (3) local area network (LAN) of computers in the pilot regions.

· Provision of funds for software development for use in all income tax regions.

· Provision of funds for hardware purchase in the pilot regions.

· Provision of funds for LAN.

· Subcontracting software development for completion within Phase 1.

· Purchasing hardware for the Pilot.

· Subcontracting LAN in the Pilot regions for completion in Phase 1.

Development of Databases

· Development of databases of taxpayers by NTN. The process to be completed for taxpayers in the Pilot regions.

· Initiate development of databases on federal and provincial taxes by common NTN.


Return Processing & Data Capture

· Changes in the Return Format (Incorporate modifications to current application system)

· Creation of Database on Adjudication & Arrears, Networking of database

· Development of Rectification Return Form (Modification to current application system)

Automated Return Filing

· Development of automated module

· Creation of automated payment window at selected bank branch and networking to central database

Refund

· Networking of S.Tax database with Import/Export database

· Initiate development of Refund module

· Initiate creation of claims acceptance history database

Input Tax Verification Scheme

· Modifications to current system

· Initiate networking between Collectorates

Audit

· Initiate upgrade to current audit module
Organisation/Planning

· Complete the preparation of an Information Systems Strategy Plan (ISSP)

· Initiate Capacity Building program for IM organisation

· Initiate technical training programs for IM staff on new technologies

· Identify and select Outsourcing Partners

Development

· Complete development of Information model.

· Complete specifications for new applications to be developed 

· Complete Database designs 

· Commence system development work on new systems 

· Modifications for interim changes to existing systems based on BP consultants recommendations to be completed

· Develop specifications for Electronic Filing software

Project Management

· Set up Project Teams for New Systems to be developed and implemented

· Develop specifications and plans for local and wide area networking

· Develop technical environment specifications for Customer Service Centres

· Track changes to organisation design to determine impact on IM strategy plans

· Complete migration plan and project initiation for IBM AS/400 systems

· Commence identification and collection of SROs, rulings, notifications, legal judgements, etc. for creation of Knowledgebase

Phase II

7 – 12 Months
· The task of writing SOPs would have been initiated

· Training of officers will have taken place to work in the automated environment. 

· Clearing Agents will have been screened and a restricted number will remain, who will be required to install their computer systems. 

· Port authorities will also take necessary measures to change their manual processing to an automated system. 

· Change in Organisation Design will be completed. 

· The work on developing application software for the EDPS would be well underway.
Phase 1 (of I.Tax Plan) - continued

Development of Databases

· Initiate process of establishing industry benchmarks against which the performance of individual businesses could be compared. This function to be handled at the CBR level.  

· Initiate development of database on expenditure and assets of existing and potential taxpayers to assist tax auditors conduct more robust tax audit. This database will also assist in identification of new taxpayers. 

· Create a database of SROs, legal rulings, and common issues by industry. This should be available initially through CBR publications but eventually through computer network to all tax officers. 


Return Processing & Data Capture

· Introduce the New Return

· Networked database of Adj/Arrears

· Prototyping in a selected Collectorate

Automated Return Filing

· Creation of automated payment window at selected bank branch and networking to central database

Refund

· Complete development of Refund module

· Initiate prototyping

· Complete creation of claims acceptance history database

Input Tax Verification Scheme

· Complete modification to current system 

· Continue networking between Collectorates

Audit

· Complete upgrade of current audit module
· Track SOP preparation to incorporate any system related changes that might be required

· Work with Port Authorities to synchronise common system elements

· Commence extraction/collection of historical data for profiling

· User testing of newly developed systems to be completed

· Work on local and wide area networking to commence for major locations

· Commence installation of Office Automation software

· Develop Specifications for Audit Software

· AS/400 Migration Project underway

Phase III

13 - 18 Months
· SOPs will be ready. 

· Profiling and Risk Management system would be ready. 

· Automated systems for Warehousing, Safe Transportation, Airports and other functions would be ready.
Phase 2

Operationalising MIS

· Use of software for processing of tax returns, selection of cases for audit in the Pilot regions.

· Integration of withholding tax data within the Pilot regions.

· Purchase of hardware for other three regions.

· Extending LAN to all income tax regions of the country.

· Initiate integration of databases

Development of Databases

· Extend the process of taxpayer database development to all regions.

· Continue the development of databases on federal and provincial taxes. 

· Extend and update the scope of industry surveys. This will be an ongoing activity that will increase in its usefulness, as it becomes more comprehensive and regularly updated.


Return Processing & Data Capture
· Generalised adoption of networked database on Adjudication & Arrears

· Generalised adoption of Rectification Returns

Automated Return Filing

· Prototyping of module

Refund

· Complete prototyping of  module

Input Tax Verification Scheme

· Complete networking between Collectorates

· Adoption of Scheme
· Set up Infrastructure for EDPS testing at Pilot site

· Work on local and wide area networking to commence for remaining locations

·  Complete installation of Office Automation software

· AS/400 Migration Project completed

Phase IV

19 - 24 Months
· EDPS Pilot testing



Refund

· General adoption of refund module

Automated Return Filing

· General adoption of automated return filing
· Local and Wide area network implementation completed 

Phase V

25 – 30  Months
· EDPS testing continues

· EDPS Users countrywide training program
Phase 3

Operationalising MIS

· Use of software for processing of tax returns, selection of cases for audit in all regions of the country.

· Integration of withholding tax data across all regions.

· Complete integration of databases.

Development of Databases

· Continue with phase 2 activities 


· Set up infrastructure for EDPS at all locations

Phase VI

31 - 36 Months
· EDPS Implementation

· EDPS Post-implementation review




TABLE 7.2
PROPOSED OPERATIONAL INFORMATION NEEDS (INCOME AND SALES TAX DEPARTMENT)

Process
Entity
Information

Registration
Tax Payer
· Basic Details relating to tax payer such as NTN, name, address, status (Individual, Company, Registered Firm, etc.), NIC (Individual) or Incorporation No. (Corporate Entity), details of businesses, business address, etc. 


Withholding Tax Agent
· NTN
 (cross reference to basic record) along with details of the sections under which the agent is to submit withholding tax returns.

Income/ Sales Declaration
Tax Payer
· NTN

· Figures per Return

· Supporting Financial Statements 


Tax Law
· Parameters for Determination of Income

· Tax Rates applicable (including rates relating to penalties and additional tax)

Tax Audit


Industry
· Basic Practices

· Performance Benchmarks

· Macro Statistics

· Financial statements of major players


Tax Payer
· Filed Information (including return)

· Financial Statements (if business entity)

· Major Economic Transactions available to Government, eg. Property Ownership, Vehicle Ownership, Imports, Exports, Business Travel, etc.

· Tax Paid under various sections

· Tax withheld from payments received

· Risk Profile

· Results of any previous audits


Tax Law
· Parameters for Determination of Income

· Guidance notes and previous decisions on similar cases.


Processed Returns
· Details of processed returns of other taxpayers who may have had business transactions with the tax payer whose return is being audited.


Receipts
· Details of taxes deducted by withholding tax agents and of taxes paid under various sections.

TABLE  7.2 (continued)

PROPOSED OPERATIONAL INFORMATION NEEDS (INCOME AND SALES TAX DEPARTMENT)

Process
Entity
Information

Appeals
Same as for Tax Audit
· Same as for Tax Audit

Monitoring Withholding Taxes
Withholding Tax Agent
· Identifier along with details of the sections under which the agent is to submit withholding tax returns.


Tax Law
· Details of when withholding tax returns are due.


Processed Returns 
· Details of returns submitted and stage of processing


Receipts
· Details of amounts deposited by Withholding Agents with regard to withholding taxes deducted.

Collection
Tax Payer
· Identification of Tax Payer for validation purposes (generally NTN, name and status)


Challans Initiated
· Details of challans (if any) initiated either electronically by the tax payer or by the department.


Tax Law
· Details of heads under which 


Federal Government Chart of Accounts Relating to Tax Revenues
· Heads of Account relating to various categories of collection.

Refunds/ Recoveries
Tax Payer
· Identification of Tax Payer for validation purposes (generally NTN, name and status)

· Assets owned by the Tax Payer which could possibly be used for recovery purposes.

· Correspondence with the Tax Payer with regard to recovery/ refund.


Processed Returns
· Details of various returns of the tax payer which have been processed along with any modifications as a result of audit or appeal.


Tax Law
· Rules relating to levying of penalties on late collection from tax payer or on interest on late payment of refunds.


Arrears
· Details of arrears relating to Tax Payer for other assessment years.


Receipts
· Details of taxes deducted by withholding tax agents and of taxes paid under various sections.

TABLE  7.2 (continued)

PROPOSED OPERATIONAL INFORMATION NEEDS (INCOME AND SALES TAX DEPARTMENT)

Process
Entity
Information

Accounting
Processed Returns
· Details of various returns of the tax payer which have been processed along with any modifications as a result of audit or appeal.


Arrears
· Details of arrears relating to Tax Payer for other assessment years.


Receipts
· Details of taxes deducted by withholding tax agents and of taxes paid under various sections.

Intelligence
Various 
· Properties Registered  

· Utility bills

· Airline Tickets Purchased

· School Fees Paid

TABLE  7.3 PROPOSED OPERATIONAL INFORMATION NEEDS (CUSTOMS DEPARTMENT)

Process
Entity
Information

Registration
Customs Agent
· Information to establish the identity, integrity and suitability of the Agent eg. NIC details, membership of trade and/or commercial bodies and organisations, past history of trade related dealings etc. 

· tax history 

· Details to establish financial soundness (?)


Importer
· Proof of identity

· Details of registration with trade or other bodies

· Details of place of Business

· Tax identifier


Exporter
· Proof of identity

· Details of registration with trade or other bodies

· Details of place of Business

· Tax identifier

IMPORTS



Declaration Filing
Importer
· Registration Details

· Risk profiles


Customs Agent
· Registration Details

· Risk profiles


Goods
· Description, value, quantity, units

· Country of origin

· Applicable SROs, exemptions, concessions, banned items 


Bill of Entry
· Declaration type (eg. Home Consumption,  Bond, etc)

· IGM details

· Applicable SROs, exemptions, concessions


Import General Manifest 
· Shipping Details

· Shippers profile

TABLE  7.3 (continued)

PROPOSED OPERATIONAL INFORMATION NEEDS (CUSTOMS DEPARTMENT)

Process
Entity
Information

Appraisement
Goods
· Information pertaining to Classification and reference to WCO codes, PCT codes

· History of similar goods imported

· Bill of entry details

· Risk profiles of Agent, Importer, goods

· Reference to world wide sources of values of commodities

· Applicable tariff rates

· Applicable SROs, exemptions, concessions, banned items 

· Calculation of duty and taxes


Importer
· Risk Profile


Customs Agent
· Risk Profile


Bill of Entry
· Declaration type (eg. Home Consumption,  Bond, etc

Duty Payment
Importer
· Details of Bank account

· Pay order details

· Details of duty and taxes paid

Examination
Goods
· Results of Appraisement

· Details of Bill of Entry

· Laboratory reports

Bonded Warehousing
Goods
· Details of Bill of Entry

· Value of goods

· Clearance approval

· Bond/Guarantee


Manufacturer
· Risk Profile


Importer
· Risk Profile

TABLE  7.3 (continued)

PROPOSED OPERATIONAL INFORMATION NEEDS (CUSTOMS DEPARTMENT)

Process
Entity
Information

EXPORTS



Declaration Filing
Exporter
· Registration Details

· Risk profiles


Customs Agent
· Registration Details

· Risk profiles


Goods
· Description, value, quantity, units

· Country of destination

· Applicable SROs, exemptions, concessions, banned items


Shipping Bill
· Exporter details

· Goods details

· Calculation of taxes

Declaration Processing
Goods
· Description, value, quantity, units

· Country of destination


Exporter
· Registration Details

· Risk profiles


Customs Agent
· Registration Details

· Risk profiles


Shipping Bill
· Applicable SROs, exemptions, concessions, banned items

· Calculation of taxes

Examination
Goods
· Results of Processing

· Details of Shipping Bill

· Laboratory reports

Duty Drawback Processing
Goods
· Bill of Entry

· Amount of duty paid

· Consumption of Goods

Auction
Goods
· Market information about value of similar goods

· Value of goods to be auctioned

· Inventory of goods to be auctioned

· Information about commercial or other parties interested in purchase of goods
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� Refer to Tables in Appendix 1











� There may be entities required to withhold tax which are not subject to tax. Such entities should still be given an NTN.
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