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ABBREVIATIONS AND ACRONYMS 

Currency Unit = Pakistan Rupee (PKRs) 
US$1 = PKRs 85 
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SBA Stand-By Arrangement 
TA Technical Assistance 
TARP Tax Administration Reform Project 
VAT Value Added Tax 
 
 

 

 



 

 

EXECUTIVE SUMMARY 

1. Weak revenue mobilization has been Pakistan’s core development challenge 
for many years. The country’s low yielding revenue system is a result of an inefficient 
and ineffective tax administration, a narrow tax base, a skewed tax structure, a complex 
and non-transparent tax system, corruption, and tax evasion. At about 10 percent, Pakis-
tan’s tax to GDP ratio is among the lowest in the world. Its tax system is considered as 
deeply inequitable, with only 3 percent of income earners paying tax and only 80,000 
businesses filing sales tax returns, and inefficient, tax administration employing over 
24,000 people, which is far in excess of comparative benchmarks. 
 
2. The impact of Pakistan’s weak revenue performance cannot be overesti-
mated. Resources to finance necessary investments in education, health care and infra-
structure remain limited, increasing Pakistan’s dependence on external aid. Moreover, the 
structural weaknesses of the tax system have heightened Pakistan’s vulnerability to eco-
nomic shocks. 
 
3. In 2003, the Government of Pakistan approved a comprehensive strategy for 
tax administration reform over the long term. The strategy set out a clear objective—
to shift from a “type-of-tax” organizational structure to a functionally integrated tax ad-
ministration. In a type-of-tax structure, each tax—sales tax, income tax, excise tax, and 
customs duties—has its own administration. Taxpayers face a confusing array of different 
rules, processes and procedures to obtain tax registration, file returns, make payments, 
manage audits, and file appeals. This creates an unnecessary duplication of services that 
should be common across all tax types. More importantly, by increasing the number of 
points of contact between tax collectors and taxpayers and multiplying rules across dif-
ferent taxes, a type-of-tax structure opens greater opportunities for discretion in the appli-
cation of tax laws, and hence, corruption. 
 
4. A tax administration based on functional lines entails the development and 
application of standard and unified business processes across all tax types including 
audit, enforcement, collection, and registration. Taxpayers have a single point of contact 
with the tax authorities. This reduces overlap, enhances economies of scale and enforce-
ment, and ensures a fair application of tax legislation.  
 
5. At the request of the Government of Pakistan, the World Bank approved the 
Tax Administration Reform Project on December 12, 2004 to assist the Federal 
Board of Revenue (FBR) in implementing its own reform strategy. The total cost of 
the project is $149 million, financed by a blend of IBRD ($24.4 million) and IDA ($78.5 
million) resources, DfID ($23 million) and the Government of Pakistan ($23 million).  
 
6. The project’s development objective is to fundamentally reform the FBR into 
a more efficient and effective revenue administration system. The specific project ob-
jectives are: 

• Improving organizational efficiency and effectiveness of revenue administration; 
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• Promoting compliance through strengthened audit and enforcement capacity and 
high quality tax services; 

• Improving trade facilitation through modern and internationally acceptable cus-
toms procedures;  

• Improving integrity and fairness of tax administration. 
 
7. With the support of the project, the Government of Pakistan has achieved 
some notable changes in tax administration. The form of interface between taxpayers 
and tax collectors has changed with the introduction of a new system of self-assessment 
for paying income tax, the development of a new set of user-friendly tax forms, guides, a 
modern web site, and the construction of 21 Taxpayer Facilitation Centers. The organiza-
tion of tax administration across the country has been consolidated through the estab-
lishment of a network of 13 Regional Tax Offices (RTOs), 3 specially designed Large 
Taxpayer Units (LTUs), and 6 Model Customs Collectorates. New IT systems have been 
developed to improve efficiency, including a data warehouse, e-portal, payments and re-
funds system, and taxpayer accounts, along with the implementation of a single Tax Iden-
tification Number for all taxpayers for effective functioning of these systems. With the 
support of the project, the FBR has also developed, for the first time, an integrity strate-
gy, including a taxpayer charter and a code of conduct and ethics. 

8. Though beneficial, these outputs have not yet translated into the critically 
important outcome of demonstrably higher tax revenues. The new processes and sys-
tems have only recently been supported by institutional reforms to create a functionally 
integrated tax administration that are necessary to change behaviors in the way that tax-
payers and tax collectors interact. The Government’s commitment to major tax adminis-
tration reforms has wavered over time, especially during the boom years when higher 
economic growth generated modest revenue gains regardless of the inefficiencies of tax 
administration. The project itself suffered from slow disbursements, weak management, 
and inconsistent commitment to the Government’s own reform agenda. 

9. As Pakistan faced a mounting economic crisis in 2008, the need to increase 
tax revenues became the single most urgent priority of the Government. There was a 
broad recognition that the failure to improve revenue generation had left Pakistan increa-
singly vulnerable to shocks, and it jeopardized the country’s development efforts by li-
miting the resources necessary for planned investments. A new, reform-minded Minister 
of Finance pushed to reinvigorate the Government’s commitment to reforming the tax 
administration and sought enhanced World Bank technical assistance (TA) and support 
from the IMF to work with the FBR management to achieve demonstrable progress. This 
renewed commitment to reform was incorporated in the Government’s Second Poverty 
Reduction Strategy Paper (PRSP-II) of 2008 as well as Government’s Stabilization Pro-
gram supported by the IMF’s Stand-By Arrangement (SBA).  
 
10. Starting in January 2009, the Government took a series of administrative 
measures to reorganize the FBR along functional lines—a reform that had been part of 
the Government’s strategy since 2003. This meant merging the administration of sales, 
income and excise taxes and integrating common functions for collection, enforcement, 
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audit and IT systems across all these taxes. These initial measures were reversed in May 
2009 in the face of legal challenges to the administrative methods employed through the 
reforms.  
 
11. However, a new FBR management worked closely with the Establishment 
Division and the Law Division in May-June 2009 and agreed on a revised adminis-
trative plan to re-organize the FBR through the establishment of a new occupational 
group—the Inland Revenue Service (IRS). Tax administration officers were previously 
separated into two distinct occupational groups—the Customs and Excise Group and the 
Income Tax Group—with separate civil service career streams. With the creation of the 
IRS, officers from both groups were given the option to transfer to the new service or re-
main in their existing groups. The Government’s plan to introduce a broad-based value 
added tax (VAT) in July 2010 and the need to ensure that this new tax would be effec-
tively administered gave added importance and urgency to the reorganization.  
 
12. Recognizing the critical importance of tax administration reform, the World 
Bank has been supporting the Government’s reform efforts through a range of in-
struments including the TARP, a specially commissioned team of internationally recog-
nized tax administration experts, and the Poverty Reduction and Economic Support Op-
eration. Given the slow progress in achieving higher tax revenue, the Bank was planning 
to close the TARP at the end of its scheduled term in December 2009 (later temporarily 
extended until March 31, 2010). However, in light of the Government’s renewed com-
mitment to tax administration reform and the enhanced urgency of increasing tax reve-
nues due to the economic crisis, the Bank agreed to consider a restructuring and a two-
year extension of the project if the FBR implemented its proposed institutional reorgani-
zation. Given the TARP’s unsatisfactory outcomes in the past, the Bank believed that this 
reform would be critical to achieving the project’s intended development objectives. 
 
The Request 
 
13. On December 22, 2009, a Request for Inspection was submitted by members 
of the Officers of Customs and Excise Group Association, which was registered by 
the World Bank on January 19, 2010, alleging: 

• that the World Bank, through the TARP, unduly pressured the Government of Pa-
kistan to merge the Customs and Excise Tax and Income Tax Groups into a new 
IRS in contravention of Pakistan law; 

• that this administrative merger caused undue harm to Customs and Excise officers 
by limiting their operational latitude, promotion and mobility prospects;  

• that the disruptions caused by the merger have weakened the whole taxation sys-
tem; 

• that the World Bank did not consult with members of the Customs and Excise 
group in the preparation and supervision of the TARP, violating OP 10.0 and 
OP/BP 13.05, and that a series of e-mails in late 2009 raising their concerns to 
World Bank staff were ignored; 
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• that the World Bank recommended to the Government of Pakistan to bypass Par-
liament and promulgate a Presidential Ordinance to implement some of the re-
lated legislative changes thus disrespecting the sovereignty of Parliament. 

Management Response 
 
14. Management recognizes that the Requesters share a common vision with the 
FBR on tax reforms with the “objectives of making the tax system more transparent, 
vibrant and taxpayer friendly.” The Requesters also explicitly agree that merging the 
functions of all domestic taxes under one hierarchy is one way to achieve these objec-
tives.  

15. The Requesters raise concerns about the merger of occupational groups1

 

, not 
the merger of domestic taxes. This refers to the administrative means to reach the end of 
a tax administration organized along functional lines and not the end itself. As a result, 
the concerns of the Requesters relate more to civil service issues around the handling of 
the merger of occupational groups than to the substantive issues of tax administration 
reform. On the basis of international experience, there are many different potential ad-
ministrative paths to merging domestic taxes and reorganizing tax administration along 
functional lines. The path chosen needs to conform to the country’s own laws, adminis-
trative procedures, and institutional culture. The Requesters have raised important issues 
that have been the focus of substantial attention from the FBR, Establishment Division, 
and the Law Division and have been reviewed by Pakistan’s High Court. The World 
Bank recognizes the complexity of these issues and has supported efforts by the FBR to 
ensure fair and equitable treatment of all staff as a result of the reorganization.  

16. Management’s response to these concerns is focused around the following four 
points:  
 
17. First, the FBR designed and implemented its own plan for the merger of oc-
cupational groups; the World Bank has supported the implementation of that plan. 
The World Bank’s entire engagement on tax administration in Pakistan has been based on 
the FBR’s own 2003 comprehensive reform strategy which explicitly calls for the merger 
of all domestic taxes and the integration of tax administration along functional lines. 
Support for this goal has been incorporated into a number of World Bank lending and TA 
instruments and has been a consistent feature of the World Bank’s policy dialogue in Pa-
kistan. The specific reorganization plan to merge existing occupational groups into a 
newly established IRS was designed and initiated by the FBR in consultation with the 
Establishment Division and the Law Division as the most appropriate means to achieve 
the reorganization of tax administration along functional lines in the context of Pakistan 

                                                 
1 This response refers to the merger of occupational groups, even though in practice the merger was only 
partial. In addition to creating the IRS, the Government retained the Customs and Income Tax Groups in 
order to accommodate staff concerns and give them choice and flexibility. Each officer was given a choice 
to join the IRS and stay in the existing group; that is, joining the IRS was voluntary.  
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law and civil service guidelines. Management emphasizes that this was the Government’s 
plan, which the World Bank supported through its appropriate instruments.  
 
18. Second, while the TARP continually stressed the importance of merging all 
domestic taxes, the project did not initially envision merging existing occupational 
groups. Following the FBR’s 2003 strategy, the TARP supported a gradual approach to 
the reorganization of tax administration, which envisioned a 5-7 year time frame for the 
eventual merger of all domestic taxes. After several years of implementation, neither the 
FBR nor the World Bank was fully satisfied with the results of the TARP. As pressures 
on revenue generation mounted in the face of economic crisis, the Ministry of Finance 
decided to pursue a more robust plan of organizational reform to fully integrate income, 
sales, and excise taxes through the establishment of the IRS and the voluntary merging of 
existing occupational groups. The World Bank believed that this new plan had increased 
the likelihood of meeting the project development objectives of the TARP and explicitly 
linked the further restructuring and extension of the TARP beyond its initial closing date 
of December 31, 2009 to the plan’s successful implementation. Management believes 
that the creation of the IRS was not a deviation from the original design of the TARP, but 
will enhance the project’s potential success in achieving its desired outcomes. 

19. Third, the FBR and the Establishment Division designed the merging of oc-
cupational groups to ensure fair and equitable treatment to all its officers within the 
framework of Pakistan law and civil service procedures. While all civil service reorgani-
zations inevitably entail disruptions to existing status, practices, and routines, Manage-
ment believes that significant efforts were made by the FBR and Establishment Division 
to minimize harm to any specific group and the associated risks to the functioning of the 
taxation system. Management emphasizes the following features of the reorganization: 

• Each officer has the option, but not the obligation, to join the new service and, as 
a result, the integration of the services is strictly voluntary; 

• Neither the Customs and Excise Group nor the Income Tax Group have been ab-
olished as a viable career path for officials who choose to remain in those groups 
and not join the IRS; 

• All officers joining the new IRS or remaining in their existing groups retain the 
seniority as determined by the dates of joining their respective groups; 

• The terms and conditions of employment, compensation, appraisal, mobility, and 
promotion of all officers—both IRS and Customs—are covered by the same civil 
service rules as enshrined in the Civil Service Act of 1972, which continue to ap-
ply; 

• A special committee has been established to settle any service disputes in con-
junction with the creation of the IRS and transfers from the existing service 
groups; 

• Horizontal mobility across the administration is not blocked as the FBR manage-
ment can assign staff to other functions at their request. 
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20. Management notes that all but one of the legal challenges in Pakistan’s courts on 
behalf of individual Customs and Excise officers have already been dismissed. In its Jan-
uary 27, 2010 judgment, the Lahore High Court ruled that “the merger of Sales Tax, 
Federal Excise or the Income Tax into one group, i.e. IRS, does not in any way re-
flect anything contrary to the fundamental rights of the petitioners [Customs and 
Excise officers] or derogatory to the settled principles in that respect. The only visible 
impression behind such exercise appears to bring different organs of tax collecting agen-
cies into one, which exercise apparently would benefit the taxpayers and would ultimate-
ly result in widening the tax net.” 
 
21. Fourth, the FBR and the World Bank team engaged in extensive consulta-
tions in the preparation and supervision of the TARP and the associated tax admin-
istration reforms. The development of the TARP was based on a three year process led 
by the FBR of preparing a strategic vision for tax administration reform supported initial-
ly by a $0.5 million Institutional Development Fund Grant and then, as the TARP project 
came into the operational pipeline, a $2.9 million Project Preparation Facility in 2002. 
The resulting strategy was eventually approved by the President and integrated into Pa-
kistan’s PRSP-II. That process incorporated consultations with a broad range of stake-
holders. Regular supervision missions were held, including visits to RTOs, LTUs and 
customs facilities. The World Bank Task Team Leaders of the TARP were based in the 
Islamabad office, ensuring frequent communication with the clients and other stakehold-
ers. In addition to the TARP team, a specially commissioned group of tax administration 
experts conducted 6 missions to Islamabad within an 18 month period, which included 
field visits as well as regular meetings with FBR Members representing all of the occupa-
tional groups. 

22. The FBR led the specific consultations on the creation of the IRS and merger 
of the occupational groups as this was an internal administrative matter not directly 
supported through the TARP. Though the first round of administrative decisions to 
reorganize tax administration in January 2009 may not have involved adequate consulta-
tion of the stakeholders and were eventually reversed, the newly appointed FBR man-
agement in May 2009 took a far more consultative approach and held several workshops 
and discussions with affected officers and their collective representatives as inputs into 
the proposal to establish the IRS. World Bank staff participated in some of these consul-
tations as invited guests and were asked to assist the FBR in considering various reform 
options based on international experience. Though the issues discussed in these meetings 
were clearly contentious among certain groups of officers, the FBR and the Establish-
ment Division sought to incorporate their concerns about the allocation of management 
positions, the retention of seniority, and promotion and mobility prospects into the final 
design of the reorganization. The World Bank emphasized in its recommendations to the 
FBR that effective change management efforts would be essential to the successful im-
plementation of the reorganization. 
 
23. Management recognizes that a series of e-mails sent to World Bank staff 
representing concerns by Customs and Excise officers were not properly acknowl-
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edged. Management is informed that World Bank staff did not to respond to these mes-
sages for the following reasons: 

• As the matters raised in the e-mails were under jurisdiction in the Pakistan courts, 
the World Bank staff did not believe it would be appropriate to respond on the 
substance of the matter as this could be seen as interference in an ongoing domes-
tic legal process; 

• As the World Bank had been in communication with the Association of the Cus-
toms and Excise Officers, staff did not believe that the e-mails were representa-
tive of the officers as a group as claimed by the senders;  

• Some e-mails contained unprofessional remarks about specific FBR officials lead-
ing staff to believe that the e-mails represented intra-organization or personal ri-
valries that would be inappropriate for the World Bank to comment on. 

 
24. Management recognizes that the World Bank staff made an error in not ac-
knowledging receipt of the e-mails as the responses could have been handled in an 
appropriate manner respecting the ongoing legal process. Management regrets this 
error and has provided appropriate instruction to the relevant teams on proper guidelines 
for responding to such external requests. However, Management notes that World Bank 
staff did meet with representatives of the Association of Customs and Excise Officers as 
part of the FBR’s consultations on the establishment of the IRS and subsequently incor-
porated concerns raised by the Customs Officers in the World Bank’s communications 
with the FBR. 
 
25. Management also acknowledges that the mission report of October 19, 2009, 
prepared by a team of World Bank-funded tax administration consultants, con-
tained a regrettable reference recommending the use of an executive ordinance in-
stead of the legislative process to achieve reforms. Management recognizes that this 
was a failure of oversight by the World Bank not to adequately vet the document pre-
pared by the consultants. Alerted to the issue by press reports of the document, Manage-
ment unequivocally recognized the error and communicated this to the Government of 
Pakistan in a letter dated November 5, 2009, by the Country Director Yusupha Crookes. 
Following this error, stricter management review and clearance of subsequent mission 
reports of the tax administration TA team were put into place. 
 
26. While Management recognizes that World Bank staff and consultants did 
make some misjudgments in communication, Management does believe that the 
World Bank has properly applied its policies and procedures and pursued concrete-
ly its mission statement in the context of the project. In Management’s view, the 
World Bank has followed the guidelines, policies and procedures applicable to the mat-
ters raised by the Request. As a result, Management believes that the Requesters’ rights 
or interests have not been, nor will they be, directly and adversely affected by a failure of 
the World Bank to implement its policies and procedures. 
 
 





 

 

I. INTRODUCTION 

1. On January 19, 2010, the Inspection Panel registered a Request for Inspection, 
IPN Request RQ10/02 (hereafter referred to as “the Request”), concerning the Islamic 
Republic of Pakistan Tax Administration Reform Project (TARP) financed by the Inter-
national Bank for Reconstruction and Development and the International Development 
Association (the World Bank).  

2. Structure of the Text. The document contains the following sections: Section II 
presents the Request. Section III provides background information on the Country Con-
text and on the Project. Section IV provides the Management’s Response. Annex 1 
presents the Requesters’ claims, together with Management’s detailed responses, in table 
format. Additional information is included in the following annexes: 

Annex 1. Claims and Responses 
Annex 2. Terms of References for the Technical Assistance Work 
Annex 3. Tax Administration Reform: Amended Summary of Agreements 

Reached – July 10, 2009 
Annex 4. Lahore High Court Judgment Sheet of January 7, 2010; 
 Lahore High Court Judgment Sheet of January 27, 2010 
Annex 5. FBR Tax Revenues  
Annex 6. Consolidated List of Mission Meetings – Tax Administration 

Reform Project (TARP) 
Annex 7. Consolidated List of Mission Meetings – Tax Administration 

Technical Assistance (TA)  
Annex 8. June 2009 Consultations – Representatives of the Customs and 

Excise and Income Tax Associations 
Annex 9. List of Formal Meetings/Consultations held by FBR Chairman 

with Officers of Income Tax Group and Customs and Excise 
Group 

Annex 10. Letters of the World Bank Country Director to Ministry of Finance 

II. THE REQUEST 

3. The Request for Inspection was submitted by members of the Officers of Customs 
and Excise Group Association (OCEGA) hereafter referred to as the “Requesters.” The 
Requesters have asked that their identities be kept confidential.  

4. Attached to the Request are seven annexes in support of the Request.  

5. Management understands that the Requesters have made the following claims:  

• That the World Bank, through the TARP, unduly pressured the Government of 
Pakistan to merge the Customs and Excise Tax Group and Income Tax Group into 
a new Inland Revenue Service (IRS) in contravention of Pakistan law; 

• That this administrative merger caused undue harm to Customs and Excise offic-
ers by limiting their operational latitude, promotion and mobility prospects;  
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• That the disruptions caused by the merger have weakened the whole taxation sys-
tem in Pakistan causing harm to the national economy; 

• That the World Bank did not sufficiently consult with members of the Customs 
and Excise Group in the preparation and supervision of the TARP, violating 
OP10.0 and OP/BP 13.05 and that a series of e-mails in late 2009 raising their 
concerns to World Bank staff were ignored; and 

• That the World Bank recommended to the Government of Pakistan to bypass Par-
liament and promulgate a Presidential Ordinance to implement some of the re-
lated legislative changes thus disrespecting the sovereignty of Parliament. 

 
6. The Request contains claims that the Panel has indicated may constitute violations 
by the World Bank of various provisions of its policies and procedures, including the fol-
lowing:  

OP/BP 13.05 Project Supervision 
OP/BP 10.00  Investment Lending 
OMS 2.20 Project Appraisal 

III. COUNTRY CONTEXT AND PROJECT BACKGROUND 

A. Pakistan’s Weak Revenue Performance 

7. Weak revenue mobilization has been Pakistan’s core development challenge 
for many years. Revenue mobilization has suffered from an inefficient and ineffective 
tax administration, a narrow tax base, a skewed tax structure, a complex and non-
transparent tax system, and corruption and tax evasion. As a result, Pakistan has a reve-
nue system that is low yielding by international and regional standards and has been de-
clining over time despite several years of robust economic growth. The federal tax-to-
GDP ratio, which at the start of the decade stood at 9.1 percent, declined to 8.8 percent of 
GDP in 2008/09 (see Table 1).2

 

 In addition, the system is inequitable (with only 3 percent 
of income earners paying tax and only 80,000 businesses filing sales tax returns) and in-
efficient (tax administration employing over 24,000 people, far in excess of comparative 
benchmarks).  

                                                 
2 Owing to GDP rebasing in 1998/99, data prior to 2000 is not comparable to data from 2000 onwards. 

2000/01 2001/02 2002/03 2003/04 2004/05 2005/06 2006/07 2007/08 2008/09
Revenue receipts Rs billions 553 624.1 720.8 793.7 900.014 1076.6 1297.957 1499.381 1851

% growth 12.9% 15.5% 10.1% 13.4% 19.6% 20.6% 15.5% 23.5%
Tax revenues Rs billions 441.6 478.1 555.8 611 659.41 803.7 889.685 1086 1331

% growth 8.3% 16.3% 9.9% 7.9% 21.9% 10.7% 22.1% 22.6%
of which FBR Rs billions 392.3 403.9 460.6 518.8 588.4 713.4 847.2 1007 1157

% growth 3.0% 14.0% 12.6% 13.4% 21.2% 18.8% 18.9% 14.9%

Revenue receipts 13.1 14.0 14.8 14.1 13.8 14.1 15.0 14.6 14.1
Tax revenues 10.5 10.7 11.4 10.8 10.1 10.5 10.3 10.6 10.2

of which FBR 9.3 9.1 9.4 9.2 9.1 9.4 9.8 9.8 8.8
Source: Economic Survey of Pakistan

as percent of GDP

Table 1: Pakistan Selective Revenue Indicators 
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8. Pakistan’s tax-to-GDP ratio lags considerably behind most other countries in 
the world at a similar income level and even comparators in South Asia with similar tax 
policies and administration, such as Bangladesh, India, Nepal and Sri Lanka (see Figure 
1). This gap has increased over the last decade. While other fast-growing developing 
countries—such as Egypt, India, Thailand, Turkey, and South Africa—have enjoyed ra-
pidly rising tax ratios in this decade, Pakistan’s economic boom years did not generate 
concomitant increases in tax collection.  
 

Figure 1: Comparison of Tax Collection in Pakistan with Select Other Countries 

 

 
9. A large volume of evidence demonstrates that Pakistan’s poor performance in 
revenue mobilization reflects weaknesses both in tax policy and tax administration.3 
The tax base is narrow as Government taxes only a limited number of sectors, businesses 
and people. Agriculture contributes about one fifth of GDP, yet gives no more than one 
percent in federal tax revenue. The services sector makes up almost half of economic 
value added, but contributes only one quarter of federal taxes due to low tax receipts from 
the wholesale, retail and transport sub-sectors. Industry carries the brunt of the tax bur-
den; its tax share is three times as high as its share of GDP. Tax evasion is rampant and 
there is a vast network of special treatments and exemptions backed up by powerful 
vested interests. Tax enforcement measures are also extremely weak. The estimated fed-
eral tax gap for 2007/08 was an extraordinary 79 percent of actual tax receipts.4

 
 

                                                 
3 See, for example, Pakistan Tax Policy Report, Tapping Tax Bases for Development, Report no. 50078-
PK, World Bank, 2009. 
4 The tax gap measures the extent of tax evasion in a country. Tax evasion, or non-compliance with the tax 
law, refers to the non-payment of lawful tax liabilities and is illegal. It is different from tax avoidance 
which refers to the use of the tax law to minimize tax liabilities and is legal. The tax gap does not arise 
from tax avoidance, but rather from evasion, whatever the underlying motivation. 
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10. The impact of Pakistan’s weak revenue performance cannot be overesti-
mated. Resources to finance necessary investments in education, health care and infra-
structure have remained limited, increasing Pakistan’s dependence on external aid. The 
structural fiscal gap equivalent to cover development needs for social services and public 
infrastructure has been estimated at about five percent of GDP.5

11. During the 1990s, the Government made many attempts to reform tax policy, 
but most had only limited impact as exemptions proved difficult to eliminate and ad-
ministration of tax reforms was weak.

 Moreover, the structural 
weaknesses of the tax system have heightened Pakistan’s vulnerability to economic 
shocks.  

6

B. Government’s Strategy for Tax Administration Reform 

 It has long been recognized that far-reaching re-
forms are necessary in both tax policy and tax administration. 

12. The Government of Pakistan initiated a new round of tax administration 
reform in June 2000 with the appointment of a high profile 11 member Task Force, sup-
ported by a $0.5 million Institutional Development Grant, whose mandate was to recom-
mend measures to increase the efficiency and integrity of Pakistan’s tax system. The Task 
Force recognized the urgency of its mandate. “If the tax-to-GDP ratio does not increase 
significantly, Pakistan cannot be governed effectively, essential public services cannot be 
delivered and high inflation is inevitable,” said its main report. “Reform of tax adminis-
tration is the single most important economic task for the government.” The Task Force 
carried out detailed analyses and surveys and consulted tax officials, trade associations, 
and members of the then Central Board of Revenue (CBR), which was in July 2007 re-
named the Federal Board of Revenue (FBR), in preparing its reports.7

13. Based on the Task Force report, FBR management, with additional inputs 
from international tax administration consultants, developed a strategy for tax ad-
ministration reform that was approved by the President in November 2001 and thereaf-
ter further developed into a Comprehensive Medium and Long Term Strategy in May 
2003. The strategy set out a clear objective—to shift over the long term from a type-of-
tax organizational structure to a functionally integrated tax administration. Tax adminis-
tration reforms over the last 30 years have demonstrated the benefits both in terms of ef-

 The final report 
called for “radical reform of recruitment, training, compensation, and performance man-
agement.” It recommended major changes in the interface between tax officials and tax-
payers by moving towards a “system of self-assessment and selective audit” and a “re-
duction of discretion and direct contact between tax collector and taxpayer” through 
upgraded IT systems.  

                                                 
5 Pakistan Tax Policy Report, Tapping Tax Bases for Development, Report no. 50078-PK, World Bank, 
2009. 
6 Evaluation of the Prolonged Use of Fund Resources, IMF Independent Evaluation Office, IEO Publica-
tions, IMF, 2002. 
7 For convenience, hereafter in this document the Board of Revenue is referred to as the Federal Board of 
Revenue (FBR) regardless of the year. 
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ficiency and integrity, of the shift towards a functionally integrated model. In a type-of-
tax structure, each tax—sales tax, income tax, excise tax, and customs duties—has its 
own rules, procedures, and administration in such areas as delegation of powers, taxpayer 
obligations, establishment of penalties, criminal procedures and procedures for appeals, 
increasing opportunities for discretion by tax officials. It also entails unnecessary duplica-
tion of cross-cutting services such as audit, collection, enforcement, and IT. More impor-
tantly, by increasing the number of points of contact between tax collectors and taxpayers 
and increasing the complexity of rules and procedures across different taxes, a type-of-
tax structure opens greater opportunities for discretion in the application of tax laws, and 
hence, corruption.  

14. A tax administration based on functional lines entails the development and 
application of standard and unified business processes across all tax types including 
audit, enforcement, collection, and registration. Taxpayers have a single point of contact 
with the tax authorities on all forms of domestic taxes. This reduces overlap, enhances 
economies of scale and enforcement, and ensures a fair application of tax legislation. In-
ternational experience has demonstrated that this significantly increases the efficiency 
and transparency of tax administration, improving the level of service to the taxpayer, 
reducing the risks of corruption, and increasing revenue collection for the state.  

15. The FBR’s strategy called specifically for: (i) integrating income, sales and 
excise taxes; (ii) re-engineering and automating business processes and workflows; (iii) 
establishing databases for reporting and audit purposes; (iv) introducing a self-assessment 
system for filing of tax returns; (v) improving services for taxpayers; and (vi) strengthen-
ing the human resource base. 

16. Given the critical importance of this issue for Pakistan’s overall development, the 
World Bank has been supporting the implementation of Government’s strategy of 
tax administration reform since 2004 through a combination of instruments, includ-
ing investment lending, development policy lending, and non-lending technical assistance 
(TA). Of these, the TARP has been the main vehicle for investment support. 
 

C. Tax Administration Reform Project (TARP) 

17. At the request of the FBR, the World Bank prepared the TARP in 2003/04 to 
assist the Government and the FBR in implementing its comprehensive tax adminis-
tration reform strategy. The Board approved it on December 12, 2004. The project de-
sign follows the Government’s proposed road-map for achieving the vision, mission, val-
ues, goals and strategy of the future FBR. The total cost of the project is $149 million, 
financed by a blend of IBRD ($24.4 million) and IDA ($78.5 million) resources, DfID 
($23 million) and the Government of Pakistan ($23 million).  

18. The project development objective is “to fundamentally reform the Federal 
Board of Revenue for a more efficient and effective revenue administration system.” 
The overriding objective is to raise revenues through improved compliance with tax laws 
and broadening the tax base, improving the effectiveness, responsiveness and efficiency 
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of tax administration through institutional and procedural reforms, improving collection 
through transparent and high quality tax services, and strengthening audit and enforce-
ment procedures.  

19. The TARP includes seven components:  

(i) Management and Institutional Development (US$9.29 million): This includes 
strengthening of organization and policy, corporate planning, human resource 
development, internal audit, internal affairs and vigilance, and change man-
agement. The component addresses key institutional, organizational, and legal 
constraints to a more efficient tax and customs administration, through the 
gradual implementation of a functional structure of tax administration. It aims 
at reorganizing the FBR to facilitate more efficient planning, execution, and 
supervision of core administrative functions.  

(ii) Improving Revenue Operations (US$93.17 million): This component supports 
transformation of the FBR’s three revenue streams—direct tax, sales tax and 
central excise, and customs—through the introduction of risk-based self-
assessment systems based on voluntary compliance of taxpayers. It includes 
the establishment of a network of Regional Tax Offices (RTOs) and Large 
Taxpayer Units (LTUs) for integration of all domestic taxes and the introduc-
tion of new business processes and IT systems to support a functionally-based 
organization. 

(iii) Strengthening Revenue Services (US$6.62 million): This includes reforms in 
audit, voluntary and enforced collection, appeals and dispute resolution, na-
tional intelligence and risk management, and customs and tax fraud. The main 
thrust of the component is to establish and implement a tax audit function as a 
separate functional stream at a national level. 

(iv) Creating a Tax Compliant Culture (US$6.27 million): This involves streng-
thening taxpayer education and facilitation. The project supports the full tran-
sition to a unique taxpayer identification and registration system. 

(v) Adopting Responsive IT Systems (US$3.65 million): This supports develop-
ment and implementation of a comprehensive IT modernization strategy 
across the FBR to improve management controls, increase transparency of tax 
administration, reduce interaction with taxpayers in day-to-day operations, 
manage information for broadening the tax net, increasing revenues, and faci-
litating trade, and allowing for multi-directional communication. 

(vi) Infrastructure Improvements (US$24 million): This involves the preparation 
and implementation of a comprehensive modernization plan to accommodate 
the FBR’s re-organization. It supports major renovations for modernizing the 
FBR’s office infrastructure. 

(vii) Project Management and Implementation (US$3.06 million).  
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20. The TARP became effective in April 2005 and was initially scheduled to close on 
December 31, 2009. To date, the TARP has achieved a number of important results, 
including:8

• Introduction of a Universal Self-Assessment System for income tax;  

  

• The establishment of a network of 3 LTUs and 13 RTOs, including merger of 6 
Medium Taxpayers Units (MTUs), as well as 6 Model Customs Collectorates; 

• Construction of 21 Taxpayer Facilitation Centers, a Passenger and Trade Facilita-
tion Center, upgrading Directorates of Training, and 13 Transit Accommodations; 

• Development and introduction of a new set of user-friendly tax forms, guides and 
a modern web site to improve taxpayer facilitation;  

• Development of IT systems to support core functions (data warehouse, e-portal, 
payments and refunds, taxpayer account, traffic management supervision);  

• Implementation of a single Tax Identification Number for all taxpayers for an ef-
ficient functioning of information systems; 

• Development of an integrity strategy, including a taxpayer charter and a code of 
conduct and ethics;  

• Training in many areas, including change management. 

21. In a Quality Enhancement Review (QER) at the mid-term of the project 
(May 2008), the final report stated: “[A]ll signs are that the project has been well con-
ceived, pertinent to the country’s needs and activities and its costs reflect good practice 
for the reform of revenue administrations. Still, results on the ground as well as dis-
bursements are weak…”9

22. Many of the project’s key investments depended on the outcomes of a se-
quence of reforms. Thus, the project envisioned the development of cross-cutting func-
tions across all domestic taxes, development of new and improved business procedures to 
accompany the functional reorganization, and related automation support systems to car-
ry out these new procedures. Any break in the chain of reforms had consequences for the 
investments envisioned by the project. Without the creation of common functions—such 
as collection, enforcement, and audit—the redefinition of business processes could not 

 Though the project had achieved by mid-term a number of 
outputs, these were not being translated into effective outcomes in terms of the initial de-
velopment objectives. The problems related to the inconsistent commitment to the institu-
tional reforms necessary to achieve those broader outcomes and to persistent weaknesses 
in the project implementation management. The QER made a number of recommenda-
tions that were incorporated into the project, including the provision of enhanced support 
to the FBR in implementing its own reorganization strategy. 

                                                 
8 “Pakistan: A Tax Administration Review,” World Bank, September 2008. The Bank supported the im-
plementation of some of the measures in TARP also through the series of Poverty Reduction Support Cre-
dits (PRSC1-2) during 2005-2007.  
9 Quality Enhancement Review, May 2008, para.14. 
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continue. Without the implementation of new business processes, related IT investments 
were halted or insufficiently incorporated into business routines. Without the new IT sys-
tems, training and change management investments were delayed. As will be discussed in 
later sections of this Response, the shift from co-location of tax streams to actual integra-
tion of functions across all domestic taxes—along with the concomitant changes in busi-
ness processes, IT systems and HR reforms—did not have consistent commitment from 
within the FBR. Due to high growth rates and the resulting tax buoyancy effects, tax rev-
enues were increasing, albeit slowly, even without reform efforts thus reducing the sense 
of urgency to tackle the more difficult elements of reform. 

23. Prolonged delays in the development of IT software and applications, the 
largest category of TARP investments,10

24. There were also persistent weaknesses in project management. Personnel 
turnover in the Project Management Unit was high. There were delays in hiring the ne-
cessary complement of procurement experts and financial management specialists.  

 were further compounded by indecision 
and shifts in the FBR’s IT strategy during the course of the project. The decision to 
outsource customs automation as a public-private partnership activity instead of the in-
vestment planned under the project took some $28 million of intended disbursements out 
of the project. In addition, FBR management and its own internal IT group disagreed 
about the replacement of existing systems for Integrated Tax Management with an off-
the-shelf integrated solution vs. new systems developed in-house. Initially the TARP 
team recommended the off-the-shelf system, but a more thorough review of the proposed 
in-house solutions by the TA team eventually supported the FBR management’s decision 
to opt for the in-house approach. This led to about $7.5 million in savings in project costs 
that have been reflected in the proposed TARP restructuring. However, the prolonged 
discussions and indecision regarding this issue seriously delayed the IT procurement 
plan, which ultimately became the major cause for the low disbursement rate of the 
project.  

25. As a result of these problems, the World Bank in its own internal supervision 
reviews rated project implementation as “moderately unsatisfactory” and overall 
progress towards achieving the project’s development objectives as “moderately satisfac-
tory” beginning in December 2006. Owing to its weak performance, the World Bank 
considered closing the TARP prior to its scheduled completion date in December 2009. 
However, the economic crisis in 2008 refocused the Government’s efforts and renewed 
its commitment to tax reform leading the World Bank to consider a restructuring and 
possible extension of the project. 

                                                 
10 In addition to the specific IT component of the project (Adopting Responsive IT systems), the component 
on Improving Revenue Operations entailed significant IT investments. The total budget allocated to IT re-
lated investments (soft and hardware) amounted to about $89 million.  
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D. Economic Crisis and Government’s Renewed Commitment to Tax Reform 

26. As Pakistan faced a mounting economic crisis in 2008, the need to increase 
tax revenues became the single most urgent priority of the Government. In Novem-
ber 2008, to avoid a default on foreign debt payments, the Government of Pakistan de-
veloped a stabilization program, which was supported by the IMF through a Stand-By 
Arrangement (SBA). The cornerstone of the Government’s program was a significant in-
crease in total tax revenues—from 10.2 percent of GDP in 2008/09 to 13.9 percent of 
GDP by 2012/13. This was also reflected in the Government’s Second Poverty Reduction 
Strategy Paper (PRSP-II),11

Figure 2: Turning Around the Tax-to-GDP Ratio 

 which was completed in Fall 2008 (see Figure 2).  

 

27. There was recognition that failure to improve revenue generation had left 
Pakistan increasingly vulnerable to shocks and jeopardized the country’s develop-
ment efforts by limiting the resources necessary for planned investments. Pakistan’s high 
economic growth in the earlier part of this decade was driven in part by external financ-
ing and an expansionary fiscal stance, while revenues and savings stagnated. This re-
liance on external financing left the economy vulnerable to external shocks, which came 
in 2007/08 and, in the absence of corrective measures, brought economic crisis. To re-
duce the economy’s vulnerability to shocks and avoid repetition of the crisis, stepping up 
domestic revenue mobilization was recognized as critical.  

28. To meet the ambitious revenue target, the Ministry of Finance returned to 
many of the comprehensive reforms of both tax policy and administration initially 
envisioned in the FBR’s 2003 strategy document. But the crisis also precipitated con-

                                                 
11 Pakistan Joint IDA-IMF Staff Advisory Note on the Second Poverty Reduction Strategy Paper (PRSP-
II), Report No. 47352-PK includes the Government’s PRSP-II. 
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sideration of more accelerated tax policy actions such as the quick implementation of a 
broad-based value-added tax (VAT) on goods and services, which the Government com-
mitted to roll out by July 2010. The VAT was seen as the key tax policy measure to ex-
pand tax revenues. At the same time, there was recognition that tax policy measures alone 
would not be sufficient, but would need to be complemented with more robust tax admin-
istration reforms.  

29. Government’s intention to introduce VAT made the reform of the FBR along 
functional lines particularly urgent to make sure the new tax would be effectively ad-
ministered. Facing these pressures, a new, reform-minded Minister of Finance pushed to 
reinvigorate the reorganization of tax administration and sought enhanced TA and sup-
port from the World Bank, IMF and other development partners to work with the FBR 
management to achieve demonstrable progress. In September 2008, the Minister of 
Finance requested the World Bank to support a TA team of international tax administra-
tion experts outside the framework of the TARP to work directly with the senior FBR 
management to support tax administration reforms. The team carried out an assessment 
of Pakistan’s tax administration and recommended a set of options for consideration by 
the FBR management. In mid-September 2008, as the assessment was being carried out, 
the Ministry of Finance stated in a working draft of its Stabilization Program that, “The 
Government plans to use the ongoing review of the FBR, with World Bank assistance, to 
modernize the tax administration and bring it to high international standards.”  

30. In late October 2008, the Government committed, in the context of the IMF-
supported SBA, to integrating both the income and sales tax administration and reorga-
nizing the FBR along functional lines. In January 2009, to fulfill the SBA structural 
benchmark, the FBR prepared a brief action plan for tax administration and policy reform 
in which it indicated its intention to complete the administrative integration by end 2009. 
This intent was reflected in later IMF Staff Reports. 

31. The Government’s efforts to increase revenue mobilization through more robust 
tax administration reform were also included in the prior actions of the single-tranche 
Development Policy Credit, Pakistan Poverty Reduction and Economic Support 
Operation (PRESO) (Report No. 46685-PK, March 2, 2009). The operation supported 
the implementation of the subset of PRSP-II focusing specifically on structural reforms to 
regain macroeconomic stability. The prior action on tax administration reflected the Gov-
ernment’s decision to introduce a new organizational chart for the FBR in which new 
functional areas were established across all domestic taxes and corresponding changes in 
the FBR’s top management were made to create a new Member Inland Revenue to re-
place the two positions of Member Sales Tax and Member Direct Taxes. Though this 
changed management responsibilities to ensure a single reporting line through the RTOs 
and LTUs, the action itself did not entail the merging of the existing occupational groups, 
which had not been discussed with the World Bank during the preparation of PRESO.  

32. After the PRESO had already been approved and the funds released, the 
FBR, consistent with its January 2009 action plan, accelerated the move towards a 
new functionally-based structure. On April 30, 2009 the FBR issued vide C.No. 
3(12)ST-LNP/09 announcing an administrative merger of sales, income and excise taxes 
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in the Lahore LTU. The FBR planned to issue notifications for integration of functions in 
the Karachi and Islamabad LTUs and all RTOs later in the year. 

33. On May 13, 2009, in response to a legal challenge in the Islamabad High Court to 
the administrative methods for merging income, sales, and excise taxes in the Lahore 
LTU, the FBR reversed its decisions regarding the reorganization. This included also 
the January 2009 appointment of Member Inland Revenue and the abolition of the posi-
tions of Member Sales Tax and Member Direct Taxes, thus reversing part of the PRESO 
prior action.  

34. On May 18, 2009, a new Chairman of the FBR was appointed. The following day, 
the Secretary, Finance Division of the Ministry of Finance was also appointed as Secre-
tary, Revenue Division, expanding his existing responsibilities. The new team empha-
sized that the Government was committed to restarting the reorganization of the 
FBR along functional lines, but recognized that further consultation was needed 
with FBR staff as well as with the Establishment Division and Law Division to ensure 
that the administrative aspects of this reorganization were implemented in accordance 
with Pakistan’s laws and administrative procedures and provided fair and equitable 
treatment to all FBR staff. The Minister of Finance and the FBR Chairman immediately 
held discussions on May 21, 2009 with a Delegation of the Association of Customs and 
Excise Officers.  

35. In June 2009, the FBR Chairman invited representatives of the Association of 
Customs and Excise Officers and the Association of Income Tax Officers to a full 
day of consultations on the proposed institutional reforms. Members of both the 
TARP team and the TA team of tax experts were also invited to participate by the FBR 
and the Ministry of Finance; they were asked to present various reform options based on 
international experience. At that meeting, the new FBR management reiterated its inten-
tion to merge all domestic taxes and presented a plan to establish a new occupational 
group to support this merger. The consultations lasted from early morning until late into 
the night and were clearly quite contentious, as might be expected from any proposal to 
change established civil service positions, status, and routines. Staff especially raised 
concerns about career paths and mobility. In addition, discussion focused on the number 
of management positions that would be allocated to Customs and Excise officers and In-
come Tax officers as a result of reorganization. Based on the feedback received, the FBR 
revised its proposed new organizational chart to accommodate both groups.  

36. On the basis of these consultations and in collaboration with the Establishment 
Division and Law Division, the FBR formulated a new plan in June 2009 for the 
merger of the existing occupational groups within the FBR through the creation of 
an IRS. This was the first time that the creation of a new occupational group had been 
proposed by the FBR as the most appropriate administrative means according to Pakistan 
law and civil service guidelines for implementing the integration of sales, income and 
excise taxes. The new plan and a timetable for implementation were presented to the 
World Bank during consultations in June 2009. As the proposed reorganization had im-
portant implications for the TARP, PRESO and the IMF SBA—all of which supported 
the broader objective of reorganizing tax administration along functional lines—the out-
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lines of the plan were documented in a memorandum. Further discussions with represen-
tatives of the World Bank and the IMF were held on July 10, 2009 in the context of the 
second review of the IMF-supported SBA in Istanbul and the reform timeline adjusted. 
The FBR’s new reorganization plan was again documented in a memorandum, to ensure 
a shared understanding of the Government’s plan for the way forward, and was formally 
included in the IMF Staff Report.  

37. By July 2009, World Bank management was already beginning preparations 
for the closure of the TARP as the scheduled end-date was December 31, 2009. Though 
the FBR had requested a two-year extension of the TARP on June 22, 2009, the World 
Bank, through a visit by the responsible Sector Manager to Islamabad in April 2009, had 
expressed concerns that an extension would not necessarily ensure that the project could 
meet its development objectives. The FBR had taken actions to address some of the 
World Bank’s concerns with regards to the slow disbursement and weaknesses of project 
management, yet the World Bank team had made clear that slow progress on moving to-
wards actual integration of functions across all domestic taxes was undermining progress 
in the implementation of new business processes and IT systems that were necessary to 
meet the overall objectives of increasing efficiency, reducing discretion and enhancing 
tax revenues. The FBR’s proposal, presented in the June and July consultations, to inte-
grate all domestic taxes through a merger of occupational groups represented a strong 
commitment to the long-delayed institutional reform agenda. As a result, the World Bank 
team recommended that an extension of the TARP might be warranted as the reorganiza-
tion held out the promise that the development objectives initially agreed in the project 
could be met in an extended timeframe. World Bank management thus agreed that a re-
structuring and extension of the TARP would be considered if the FBR followed through 
on the reorganization plan outlined in the July 10, 2009 agreement. This was conveyed to 
the FBR management through a letter from the Pakistan Country Director on July 27, 
2009. 

38. The proposed restructuring would involve the following changes to improve the 
TARP's performance: (i) a reduction in the overall size of the project reflecting, among 
other things, the FBR’s decision to develop IT systems in house; (ii) refocusing the 
project on the core reform measures, such as audit, enforcement, human resource man-
agement, adjustment of business processes; (iii) strengthening of project management; 
and (iv) enhancement of the monitoring framework with a set of performance indicators 
focused on project outcomes. The project’s development objectives were also revisited to 
make them consistent with any modifications.  

39. In summary, many past attempts to increase tax revenues through tax policy 
reform have failed in Pakistan owing to the weakness of tax administration. In re-
sponse, the Government developed a comprehensive strategy for reform of the FBR dur-
ing 2000-2003 through an extensive consultative process. The core building block of the 
strategy was to move the FBR from a type-of-tax to a functionally-based structure to en-
hance efficiency and transparency of tax administration, following best international 
practice. However, not much was done for years to realize this vision until the 2008/09 
economic crisis, which made revenue generation urgent. The Government renewed its 
commitment to tax reform, including reorganization of the FBR, and this renewed drive 
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was reflected also in Government’s PRSP-II and stabilization program. The Ministry of 
Finance sought the support of both the World Bank and the IMF for the tax reform. Since 
2004, at the request of the Government, the World Bank has been supporting the imple-
mentation of Government’s strategy for tax administration through various instruments, 
including the TARP. 

IV. MANAGEMENT’S RESPONSE 

40. The Requesters’ claims, accompanied by Management’s detailed responses, 
are provided in Annex 1. 

41. Management appreciates that the Requesters share a common vision with the 
FBR on tax reforms with the “objectives of making the tax system more transparent, 
vibrant and taxpayer friendly.” These have been the basic goals of the World Bank’s en-
gagement with the Government of Pakistan on tax policy and tax administration for over 
a decade.  

42. Management recognizes that the Requesters also appear to be in agreement 
with the basic approach of the FBR’s institutional reform supported by the World 
Bank to transform tax administration into a modern organization based on functional—as 
opposed to “type-of-tax”—lines, as stated in their Request for Inspection: “If these objec-
tives can be achieved by merging the functions of all domestic taxes under one hierarchy, 
as was the original plan, we have always been ready for that….”  

43. The Requesters raise concerns about the merger of occupational groups,12

 

 
not the merger of domestic taxes. This refers to the administrative means to reach the 
end of a tax administration organized along functional lines and not the end itself. The 
Requesters claim that the administrative action of merging the occupational groups 
caused specific harm to the Customs and Excise officers as a group and to the economy 
as a whole, and was not based on consultation of those officers affected. As a result, the 
concerns of the Requesters relate more to civil service issues around the handling of the 
merger of occupational groups, than to the substantive issues of tax administration 
reform. On the basis of international experience, there are many different potential ad-
ministrative paths to merging domestic taxes and reorganizing tax administration along 
functional lines. The path chosen needs to conform to the country’s own laws, adminis-
trative procedures, and institutional culture. The Requesters have raised important issues 
that have been the focus of substantial attention from the FBR, Establishment Division, 
and the Law Division and have been reviewed by Pakistan’s High Court. The World 
Bank recognizes the complexity of these issues and has supported efforts by the FBR to 
ensure fair and equitable treatment to all of its staff as a result of the reorganization. 

                                                 
12 This response refers to the merger of occupational groups, even though in practice the merger was only 
partial. In addition to creating the IRS, the Government retained the Customs and Income Tax Groups in 
order to accommodate staff concerns and give them choice and flexibility. Each officer was given a choice 
to join the IRS and stay in the existing group; that is, joining the IRS was voluntary. 
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44. Management’s response to these concerns is focused around the following four 
points: 
 
45. First, the FBR designed and implemented its own plan for the merger of oc-
cupational groups; the World Bank has supported the implementation of that plan. 
The World Bank’s entire engagement on tax administration in Pakistan has been based on 
the FBR’s own 2003 comprehensive reform strategy which explicitly calls for the merger 
of all domestic taxes and the integration of tax administration along functional lines. 
Support for this goal has been incorporated into a number of World Bank lending and TA 
instruments and has been a consistent feature of the World Bank’s policy dialogue in Pa-
kistan. The specific reorganization plan to merge existing occupational groups into a 
newly established IRS was designed and initiated by the FBR in consultation with the 
Establishment Division and the Law Division as the most appropriate means to achieve 
the reorganization of tax administration along functional lines in the context of Pakistan 
law and civil service guidelines. Management emphasizes that this was the Government’s 
plan, which the World Bank supported through its appropriate instruments. 
 
46. Second, while the World Bank continually stressed the importance of the 
merger of all domestic taxes, the TARP did not initially envision a merger of exist-
ing occupational groups. Following the FBR’s 2003 strategy, the TARP supported a 
gradual approach to the reorganization of tax administration, which envisioned a 5-7 year 
time frame for the eventual merger of all domestic taxes. After several years of imple-
mentation, neither the FBR nor the World Bank was fully satisfied with the results of the 
TARP. As pressures on revenue generation mounted in the face of economic crisis, the 
Ministry of Finance decided to pursue a more robust plan of organizational reform to ful-
ly integrate income, sales, and excise taxes through the establishment of the IRS and the 
voluntary merging of existing occupational groups. The World Bank believed that this 
new plan had increased the likelihood of meeting the project development objectives of 
the TARP and explicitly linked the further restructuring and extension of the TARP 
beyond its initial closing date of December 31, 2009 to the plan’s successful implementa-
tion. Management believes that the creation of the IRS is not a deviation from the original 
design of the TARP, but will enhance the project’s potential success in achieving its de-
sired outcomes. 
 
47. Third, the FBR and the Establishment Division designed the merging of oc-
cupational groups to ensure fair and equitable treatment to all its officers within the 
framework of Pakistan law and civil service procedures. While all civil service reorgani-
zations inevitably entail disruptions to existing status, practices, and routines, Manage-
ment believes that significant efforts were made by the FBR and Establishment Division 
to minimize harm to any specific group and the associated risks to the functioning of the 
taxation system. 
 
48. Fourth, the FBR and the World Bank team engaged in extensive consulta-
tions in the preparation and supervision of the TARP and the associated tax admin-
istration reforms. The preparation of the TARP was based on a three year process, led 
by the FBR, of developing a strategic vision for tax administration reform, eventually ap-
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proved by the President and integrated into Pakistan’s PSRP-II, which incorporated con-
sultations with a broad range of stakeholders. Regular supervision missions were held, 
including visits to RTOs, LTUs and customs facilities. The Task Team Leaders of the 
TARP were based in the Islamabad office ensuring frequent communication with the 
clients and other stakeholders. In addition to the TARP team, a specially commissioned 
group of tax administration experts conducted 6 missions to Islamabad within an 18 
month period that included field visits as well as regular meetings with FBR Members 
representing all of the occupational groups. The FBR led the specific consultations on 
the creation of the IRS and merger of the occupational groups as this was an inter-
nal administrative matter not directly supported through the TARP.  

A. The FBR’s Reform Strategy 
 
49. Management welcomes the broad consensus in Pakistan on the need for fun-
damental tax reform to provide a sustainable foundation for development and inde-
pendence from external aid. Reorganization of tax administration along functional lines 
has been a key feature of the FBR’s own strategy of reform since 2000. The roots of this 
strategy can be traced back to a specially commissioned Task Force on Tax Administra-
tion that began its consultations in 2000. That contributed to a Strategic Framework Pa-
per in November 2001. Additional strategy documents were prepared by the Customs 
Wing and the Policy and Tax Reform Wing, along with a specially commissioned report 
by the consultancy Maxwell Stamp. All of these contributions fed into the FBR’s Pakis-
tan Tax Administration Reform: Comprehensive Medium and Long Term Strategy of May 
2003. This comprehensive strategy provided the foundation for the design and develop-
ment of the TARP. 
 
50. The 2003 strategy document set out a clear objective: “Restructuring the 
FBR into a modern functionally-based and integrated Revenue Authority” (p. 11). 
As part of the FBR’s new mission statement, the document states, “At the end of the 
reform process, the FBR will be a functionally structured organization with staff orga-
nized in functional groupings” (p. 13). The strategy recognizes that the existing “type-of-
tax” organizational structure was undermining efficiency as a result of the duplication of 
cross-cutting services such as audit, collection, enforcement, and IT. The integration of 
different types of taxes was seen as significantly enhancing taxpayer services by provid-
ing a single point of access and simplified procedures, as well as reducing the points of 
contact between tax collectors and taxpayers to minimize the risks of discretion in the 
application of tax laws and procedures. 
 
51. From the very start, the FBR recognized the risks inherent in the process of 
institutional reform and advocated a gradual approach to implementation. As clear-
ly stated in its strategy document, “[R]ecognizing the challenges of the change process 
during the transitional period, the FBR will maintain the separation of function by tax 
type in the initial reform period with the aim of gradually reducing this through time” 
(p.19). In outlining the future structure of the organization, the FBR strategy makes clear 
that the three basic revenue streams (income, sales and excise taxes) will eventually re-
port to the Chairman through a single Revenue Operations Member. The long term goal 
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is that the streams “will integrate fully into one stream organized by type of taxpayer” (p. 
27). The 2003 strategy defines the “long term” as a 5-7 year period. It envisions the in-
troduction of a new FBR functional structure in place by end 2007 along with approved 
staff reduction and staff rotation programs (p. 35). In its reform timeline, the FBR plans 
for the “merging of taxes” and “complete implementation of functional operation” by 
2009 (p. 36). 

52. Management emphasizes that the design of the TARP closely followed the objec-
tives, approach and timeframe of the FBR’s own comprehensive strategy, recognizing 
both the complexities and the risks of the proposed institutional reforms in the Pakistan 
context. 
 
53. Following the FBR’s own strategy, the TARP Project Appraisal Document 
(PAD) envisions a phasing of the institutional reforms: “The strategy is to restructure 
FBR along functional lines and have an integrated tax administration over the long 
term.… Merging of direct and sales tax will be phased over a realistic period considering 
legal, political, geographical, taxpayer type, and revenue implications” (p. 10).  

54. The TARP was designed to support three key components of the FBR’s insti-
tutional reform agenda: (i) to redesign organization structures to promote co-location 
through consolidation of the fragmented office network for income tax and sales tax ad-
ministration into RTOs and LTUs; (ii) to integrate as many business processes and sup-
port services as possible across all revenue administrations, and; (iii) to streamline the 
management structure at FBR headquarters to foster integration along functional lines. 
 
55. The TARP recognized that the “type-of-tax” organization needed to be main-
tained in the short term, while other institutional reforms were put into place. How-
ever, it did recommend that after 2007, the separate management structures for adminis-
tering income tax and sales tax should be abolished and “the separate functions of a 
Member Income Tax and Member Sales Tax would be merged into a ‘Taxation’ or ‘Rev-
enue Functions’ function.”13

                                                 
13 Pakistan Tax Administration Reform Project (TARP), Appraisal Mission, Aide Memoire, World Bank, 
May 2004. 

 The TARP did not make any recommendations on whether 
or how to reorganize the civil service groups according to which the existing officers 
were organized, nor did it propose the creation of a new IRS. This reflects the fact that 
the merger of sales, income and excise taxes as well as the establishment of cross-cutting 
functions for all of these taxes did not necessarily require a merging of the existing occu-
pational groups. Several other options were feasible. Individual officers could have been 
re-assigned different functions while retaining their existing affiliations in separate occu-
pational groups. Alternatively, newly hired officers could have been recruited into a new 
merged service, while existing officers retained their original occupational groups. The 
most appropriate mechanism for handling the configuration of occupational groups under 
a new, functionally integrated tax administration was a civil service issue rather than a 
tax administration issue. As such, the TARP recognized from the start that the pace and 
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ultimate shape of such reforms would be set by the Government’s consideration of what 
was feasible in light of Pakistan’s civil service guidelines and procedures. 
 
56. The gradual approach set out in the Government’s own strategy and in the 
TARP was based on a clear recognition of the inherent risks and complexities of in-
stitutional reform in the Pakistan context. The TARP PAD was very explicit about 
those risks: “The project is classified as ‘substantial risk’. Reforming FBR involves chal-
lenging various vested interests which have existed for decades and have a strong hold in 
the political and bureaucratic circles. However, if FBR is able to capitalize on the gov-
ernment’s commitment to reform as well as the momentum generated through its own 
short term measures, it can quickly move forward with the broader reforms before any 
vested interests creep in to slow down the process.”14

57. Management emphasizes that reform of tax administration in Pakistan has been 
based on a clearly articulated strategy by the FBR to gradually shift towards a modern, 
integrated and functionally-based institution. The TARP was explicitly designed to sup-
port that strategy and closely followed the FBR’s overall approach to the reform and its 
stated timeframe. The key risks to the reform process were recognized and the gradual 
approach was recommended to mitigate those risks. 

  

 

B. A New Urgency for Tax Reform: The Establishment of the IRS 
 
58. By 2008, the continued weaknesses in Pakistan’s revenue collection performance 
coupled with the mounting fiscal pressures resulting from the domestic economic and 
global financial crisis led the Ministry of Finance to assign greater urgency to tax 
administration reform. By that time, though the TARP had achieved some notable suc-
cesses, neither the FBR nor World Bank management were satisfied with the progress of 
the TARP in achieving its stated development objectives as emphasized in the regular 
TARP supervision reports and associated Aide Memoires to the Government of Pakistan. 
The Ministry of Finance and in particular a new, reform-minded Minister of Finance 
sought a more robust approach to implementation of the tax administration reform. 
 
59. The Minister of Finance requested the services of a team of internationally 
recognized tax administration experts to work directly with the senior FBR man-
agement on the implementation of necessary reforms (see Annex 2 for the Terms of Ref-
erence for the TA work). In September 2008, the TA team carried out an assessment of 
Pakistan’s tax administration reforms to date. Among other things, the assessment hig-
hlighted that while the “general move towards a functional organization structure” had 
begun, “the more difficult elements like full organizational integration of sales and in-
come taxes … are yet to be started.”15

                                                 
14 Project Appraisal Document for the Tax Administration Reform Project, World Bank, November 5, 
2004, p.34. 

 The assessment suggested that co-location had not 
yet led to a genuine integration along functional lines preventing the FBR from achieving 

15 “Pakistan: A Tax Administration Review,” World Bank, September 2008.  
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the efficiency gains that were promised from integrated business processes and systems, 
in particular newly installed IT systems in RTOs and LTUs. The TA team recommended 
the “full merger” of sales and income tax consistent with what had originally been envi-
sioned in the 2003 FBR strategy document.  

60. The recommendations of the TA team were consistent with the earlier obser-
vations of the TARP team. In its September 2007 supervision mission, the team noted 
that although sales tax and income tax officials were working under one Director General 
in each RTO or an LTU, in practice there were some operational issues between the two 
services, which would only get resolved once the two services were fully integrated. The 
project team recommended that serious efforts be made to integrate sales tax and income 
tax functions at the LTUs and RTOs through changes at the top management level, name-
ly by creating a single Member of the FBR Board responsible for supervising all domes-
tic taxes and overseeing the LTUs and RTOs. 
 
61. Though the World Bank consistently emphasized the importance of achieving 
progress in merging sales, income and excise taxes and introducing new management 
structures to cover cross-cutting functions, it was the FBR that proposed the merging 
of existing occupational groups and the creation of the IRS as the most appropriate 
administrative means of achieving these objectives in accordance with Pakistan law 
and civil service procedures. Spurred by the renewed momentum to achieve demonstrable 
progress in tax revenue collection, the FBR launched a series of administrative actions 
from January through September 2009 that ultimately resulted in the establishment of the 
IRS. The World Bank fully supported these actions, integrated them into the ongoing 
lending (TARP and PRESO) and TA instruments, and reflected these actions in its 
agreements with the FBR and the Ministry of Finance.  
 
62. In January 2009, the FBR launched the first organizational change towards a 
shift to an integrated functionally-based organization. The top management of the 
FBR headquarters was restructured, creating a new position of Member Inland Revenue 
to replace the two positions of Member Sales Tax and Member Direct Taxes. This, in ef-
fect, created one management structure at FBR headquarters for supervising all domestic 
taxes through RTOs and LTUs. At end-April 2009, the FBR also issued a notice re-
allocating responsibilities for collecting sales, income and excise taxes between the Cus-
toms and Excise Group and the Income Tax Group, and shifting officers to reflect the re-
allocation in the Lahore LTU.  
 
63. The World Bank welcomed the renewed momentum in the reorganization of 
tax administration reflected in these decisions. At the same time, the World Bank team 
noted that concerns had been raised about how to achieve this integration of domestic tax 
administration. In April 2009, the TARP team commended the acceleration in the imple-
mentation of the TARP and reform processes over the past year. While the administrative 
merger of the two civil service groups was consistent with the expressed long-term strat-
egy to ultimately have a full merger of sales and income tax, the mission noted that career 
development of this integrated stream was still a source of concern for some staff. The 
World Bank did not recommend a specific administrative course of action, but called for 
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effective human resource planning and outlining a career path in conjunction with the 
Establishment Division so that staff concerns could be effectively addressed.  
 
64. By mid-May 2009, the FBR had reversed its decisions taken during the pre-
vious four months on the reorganization in response to a legal challenge by individual 
Customs and Excise officers in the Islamabad High Court. At the same time, a new lea-
dership team was appointed at the FBR and at the Revenue Division of the Ministry of 
Finance. The new team launched a more extensive and systematic process of consultation 
within the FBR as well as with the Establishment Division and Law Division to plan an 
administrative reorganization of the FBR in accordance with Pakistan law and civil ser-
vice procedures (see Annex 9 for a list of formal meetings/consultations held by the FBR 
Chairman with officers). The World Bank did not participate in the discussions with the 
Establishment and Law Divisions. In June 2009, the FBR presented to the World Bank a 
new reorganization plan centered around the creation of an IRS and the provision of vo-
luntary options for all officers of the Customs and Excise Group and the Income Tax 
Group to join the IRS or remain in their existing groups. Further discussions on the plan 
with the World Bank and IMF were held in July 2009 in Istanbul as part of the Second 
Review of the IMF SBA. 

65. The reinvigorated commitment to the reform agenda by the Ministry of Finance 
and the new FBR management and the clear reorganization plans presented in the June 
and July consultations held out the promise that the institutional integration so critical 
to the successful implementation of the TARP was resuming its course. Though 
Management had already begun preparations for the closure of the TARP at the sched-
uled end-date of December 31, 2009, the actions proposed by the FBR were seen as a 
positive step towards achieving the original development objectives agreed in the project. 
As a result, World Bank management agreed to link the possible restructuring and exten-
sion of the TARP beyond the original closing date to the implementation of the FBR’s 
reorganization plan outlined in the July 10, 2009 agreement. This was conveyed to the 
FBR management through a letter by the Country Director on July 27, 2009 (see Annex 
10). 
 
66. Though the establishment of the IRS was not included as part of the original 
TARP Implementation Plan, nor was it directly financed through TARP invest-
ments, it was consistent with the overall development objectives of the project and 
was seen by the World Bank as an indication of the commitment by the Ministry of Fi-
nance and above all by the FBR to accelerating its own strategy of institutional reform in 
the face of increasingly challenging fiscal constraints. The World Bank welcomed the 
FBR’s renewed commitment to its own long-term institutional reform goals and reflected 
the FBR’s own reorganization plans in the proposed restructuring and extension of the 
TARP.  

67. Management contends that the decision to merge all direct taxes in a new IRS was 
not a “deviation from the original action plan of TARP” as claimed by the Requesters. It 
was consistent with the FBR’s own long-term comprehensive strategy and nearly 10 year 
process of reforms at the FBR. It followed as a natural progression from the gradual re-
form efforts—including co-location, re-engineering of business processes and creation of 
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common functions across all services—implemented under the TARP. It responded to the 
limited results in terms of increasing revenue generation under the TARP in the face of 
mounting revenue pressures from the domestic economic and global financial crisis. The 
FBR designed the reorganization plan in conjunction with the Establishment Division 
and Legal Division within the framework of Pakistan law and civil service procedures. 
The World Bank fully supported the FBR’s plan as part of its long-term engagement on 
tax administration reform, and linked the TARP extension to consistent implementation of 
this plan.  
 

C. Fair and Equitable Treatment: The Design and Implementation of the IRS 
 
68. From the very beginning, the TARP documents explicitly recognized the 
risks to the FBR’s institutional reform agenda associated with potential “staff resis-
tance to change.” (PAD, p. 35). The PAD stressed the importance of providing “assur-
ances to staff at all levels of fair and equitable treatment during implementation through 
change management leadership… In addition, there need to be mechanisms built into the 
reform program which would gather feedback during implementation to incorporate les-
sons and ensure continued support from the stakeholders.”  

69. A July 2009 mission of the TA team also acknowledged the potentially negative 
impacts of internal discord as a result of the FBR’s proposed reorganization and 
recommended that changes in the HR policies required careful implementation and would 
take a significant amount of time. The project team also noted that this was an area that 
required thoughtful analysis and decisions made taking due consideration of pre-existing 
rights, in order to avoid unnecessary litigation and to provide sustainability to the re-
forms. 
 
70. Following the FBR’s consultations in June and July 2009, the leadership pro-
ceeded to develop an implementation plan with the Establishment Division and the Legal 
Division for the creation of the IRS and merger of the two administrative services that 
would ensure a fair and equitable treatment to all staff. These efforts resulted in the 
FBR’s Office Order No. 9(3)/2009-M.I and the Establishment Division's Office Memo-
randum No.F.6/2/2009- CP.lI which set out the following principles: 

• Each officer has the option, but not the obligation to join the new service and, as a 
result, the integration of the services is strictly voluntary; 

• Neither the Customs Group nor the Income Tax Group have been abolished as a 
viable career path for officials who choose to remain in those groups and not join 
the IRS; 

• All officers joining the new IRS or remaining in their existing groups retain se-
niority as determined by the dates of joining their respective groups; 

• The terms and conditions of employment, compensation, appraisal, mobility, and 
promotion of all officers—both IRS and Customs—are covered by the same civil 
service rules as enshrined in the Civil Service Act of 1972, which continue to ap-
ply; 
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• A special committee has been established to settle any service disputes in con-
junction with the creation of the IRS and transfers from the existing service 
groups; 

• Horizontal mobility across the administration is not blocked as the FBR manage-
ment can assign staff to other functions at their request. 

 
71. In addition, as a result of reorganization, the share of senior FBR management 
positions held by Customs and Excise officers increased. Six FBR Board members 
were chosen from the Customs and Excise group (with 542 officers), while five members 
are from the former Income Tax group (with 977 officers). Thus, relative to the size of 
the group, Customs officers had a higher level of representation in senior management as 
a result of the reorganization. 

72. Most importantly, the FBR decided that the reorganization and the establish-
ment of the IRS would not entail any staff redundancies among the service groups. 
This was a significant change from the original 2003 comprehensive strategy which 
called for a “staff reduction program” as part of the overall reorganization. 
 
73. Management recognizes that all changes in civil service organization engender 
legitimate concerns about career prospects, status, prestige, and the impact on estab-
lished routines. However, Management acknowledges the substantial efforts made by the 
FBR and Establishment Division to ensure fair and equitable treatment of FBR staff in 
the reform process and to mitigate potential harm to any specific group. Management 
underscores that there have been no financial losses that might have been associated 
with redundancies. There has been no loss of formal status as existing seniority levels 
have been protected. There remain substantial prospects for promotion and mobility both 
within the IRS and within the original service groupings and officers are free to choose 
which career path offers the most promising opportunities. Though integration may have 
increased the number of potential candidates for each available merit-based promotion 
opportunity, it has not limited the overall stock of senior positions.  
 
74. Clearly, officers of the Income Tax Group have found the IRS a more attrac-
tive option than the officers of the Customs and Excise Group. As of January 19, 
2010, while 920 out of 977 Income Tax officers voluntarily transferred to the IRS, only 
57 out of 542 Customs and Excise Officers chose to make the transfer. While this might 
reflect issues of status and prestige as suggested by the Requesters, there are other rea-
sons for the imbalance. The merger of sales, income and excise taxes did not necessarily 
affect the collection of customs duties and there remains considerable demand for officers 
with specialized skills in the customs area. Moreover, the issues of status and prestige are 
also quite complex. Of the 57 Customs and Excise officers that made the transfer, 22 
were at the comparatively senior level of Grade 20 (out of 21 ascending Civil Service 
grades). Thus, not all officers at the senior ranks of the Customs and Excise Group 
have seen the IRS as a loss of status or prestige. While there has been a clear imbal-
ance of views with regards to the IRS between the two existing occupational groups, 
Management would question whether the “entire work force” was opposed to the IRS as 
claimed in the Request.  
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D. The Legal Challenges 
 
75. Management is mindful of the legal challenges filed against the establishment 
of the IRS by individuals and groups of Customs and Excise officers, and is closely 
monitoring the development of events on that front. In this respect, Management has 
taken note of the January 7, 2010 and January 27, 2010 rulings of the Lahore High Court 
which dismissed several writ petitions of the Customs and Excise officers. See Annex 4 
for a copy of these rulings. 

76. In its January 7, 2010 ruling, the Lahore High Court dismissed the writ filed by 
the Customs and Excise officers on jurisdictional grounds, sustaining that any dispute 
related to the “terms and conditions” of service of the petitioners were the exclusive ju-
risdiction of the Federal Services Tribunal.  

77. In its January 27, 2010 judgment, the Lahore High Court went even further and, 
ruling on the merits of the case, stated that “the merger of Sales Tax, Federal Excise or 
the Income Tax into one group, i.e. IRS, does not in any way reflect anything con-
trary to the fundamental rights of the petitioners or derogatory to the settled prin-
ciples in that respect. The only visible impression behind such exercise appears to bring 
different organs of tax collecting agencies into one, which exercise apparently would 
benefit the taxpayers and would ultimately result in widening the tax net.”  
 
78. Management also notes that in both rulings, the Lahore High Court challenged 
the arguments raised by the Customs and Excise officers in their complaints.  
 
79. First, in terms of the grievance that “sales tax has been transferred from their 
sphere of responsibility and placed in the care and control of the newly-constituted Inland 
Revenue Service…the petitioners did not put forward any convincing argument to 
support their right to retain the sales tax business.” The High Court concurred with 
the FBR’s proposition that “the Federal Government has the absolute right to review the 
arrangements from time to time as may be in the interest of sales tax.” Moreover, the 
Court admitted that “to maintain a department, create a new one, or merge any depart-
ment into some other, was/is always a policy matter to be taken by the executive or the 
legislature, keeping in view the surrounding circumstances, as after all it is their primary 
function, rather duty, to make the Government effectively run and in doing so they defi-
nitely are within their right to make equilibrium amongst the departments.”  

80. Second, the High Court also underscored that the transfer of the Customs 
and Excise officers to the IRS was made on a voluntary basis. It emphasized that, 
“[i]n the present case, no question of re-allocation is involved as neither the petitioners 
are seeking re-allocation to another service nor are the respondents [FBR] forcing the pe-
titioners to join another service but are only giving them the option to do so which they 
are free to accept or reject.” This earlier statement of the Court was again confirmed in its 
ruling of January 27, 2010 whereby the Court acknowledged that “in any eventuality, the 
option [to join the IRS] was not at all compulsory for the petitioners or others. Either they 
opt or abstain, their future service was not at all being affected by mere creation of the 
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Inland Revenue Service and even the persons giving their option, would retain their ac-
tual inter-se seniority. In this view of the matter, hardly any grievance is left with the 
petitioners, if at all they ever had.”  

81. Third, the Court also questioned the grievance alleged by the Customs and 
Excise officers that the creation of the IRS would affect their vested rights, as it 
would imply fewer posts available in their group and thereby jeopardize their pros-
pects of promotion. In its ruling of January 7, 2010, the Court cited precedents that 
“provide authority for the proposition that consequent upon re-organization or restructur-
ing of services the prospects of promotion, being far-fetched, cannot be raised as a griev-
ance in constitutional jurisdiction.”  

82. In its judgment of January 27, 2010 the Court ventured even further and argued 
that, in view of the reassurance provided by the representatives of the FBR that by creat-
ing the IRS, “the future promotion prospect of the petitioner or other similarly placed 
employees would not be affected and […] that for future promotion mechan-
ism/Promotion Policy as in vogue at the present, would remain the same as is being 
adopted for other occupational groups, and there would be no separate policy after crea-
tion of the Inland Revenue Service,” the petitioners “had no such enforceable vested 
rights and further, if at all they have, in view of the above explicit statement, the 
same were not being infringed through the impugned Office Memorandum or office 
orders [establishing the IRS].”  
 
83. Lastly, the Court questioned the claim of the Customs and Excise officers 
with regards to the negative impact of the reforms on the national economy of Pa-
kistan. The Court stated that the contention “that by creation of Inland Revenue Service 
and merger of the other wings in this new group would adversely affect the tax collection, 
is merely an apprehension with no basis thereto and furthermore there is no cavil to the 
proposition that no writ can be issued on mere apprehensions or to block future eventuali-
ties.” 

84. Management notes that the contentions of the Requesters that the creation of the 
IRS contravened the Constitution of Pakistan and related administrative statutes and that 
“the advice given to Government of Pakistan by people working for the World Bank has 
caused violation of the law of the land” have not been supported by Pakistan’s national 
courts. Management will continue to follow closely the pending petition on this matter 
before the Sindh High Court.16

 
 

E. Impact on the National Economy 
 
85. Management regrets that both the internal divisions sparked by the administrative 
merger of the two services and the numerous legal challenges have caused disruptions 

                                                 
16 The World Bank is not aware of the pending case in Sindh; and, to the knowledge of Management, no 
challenge was filed with the Federal Service Tribunal (as suggested by the ruling of January 7, 2010 of the 
Lahore High Court). 



Islamic Republic of Pakistan 

24 

within the FBR with potential implications for the standards and quality of service deliv-
ery to Pakistan’s taxpayers. However, Management suggests that the claim that the 
TARP has thus caused harm to the national economy of Pakistan is not supported by the 
empirical evidence.  

86. Though the growth in FBR tax revenue in nominal rupee terms has slowed in the 
past 18 months and contracted as a share of GDP, this can be attributed to the sharp 
overall slowdown in economic activity and trade as a result of Pakistan’s economic 
crisis and the global financial crisis, as shown in Annex 5. Specifically, the significant 
contraction of the large scale manufacturing sector (the single most important driver of 
tax revenues), which has led to a decline in corporate sector earnings and a sharp decele-
ration of imports, has translated into reduced tax collection. This cannot be attributed to 
the merger of the occupational groups.  
 
87. While the Customs and Excise Group is popular among the new civil service en-
trants, Management questions whether this is related to the fact that it has per-
formed better than the Income Tax Group on tax collection. The share of revenues 
from customs duties, federal excise tax and general sales tax—that is, taxes the Customs 
and Excise Group used to administer—account together for about 60 percent of total FBR 
tax collection at the moment. However, this large share in total tax revenues does not 
necessarily reflect superior performance of the Customs and Excise Group, but simply 
Pakistan’s tax structure. The general sales tax is the main source of revenue in Pakistan’s 
tax system, accounting for about 40 percent of total FBR tax revenues. At the same time, 
it has been conspicuously under-performing relative to its potential.17

 

 Therefore, the Gov-
ernment of Pakistan is planning to replace it with a broad-based VAT. Also, as Annex 5 
shows, the combined share of collection of customs duties, general sales tax and federal 
excise taxes in total FBR revenues has declined from 69 percent in 2004/05 to 62 percent 
in 2008/09. The share of customs duties in total FBR revenues has steadily declined since 
2004/05. By contrast, the share of income taxes (direct taxes), which are the second larg-
est revenue generator, has increased from 31 percent in 2004/05 to 38 percent in 2008/09.  

F. Consultations and Communication 
 
88. Management reiterates that the key to minimizing disruptions that could re-
sult from the ambitious institutional reform undertaken by the FBR is effective con-
sultation and communication. Management notes that this is consistent with the rec-
ommendations of both the TARP and the TA program of support to the FBR. 

89. As stated in the TARP PAD, the World Bank advised the FBR to engage in 
effective change management leadership and to build mechanisms into the reform 
program “which would gather feedback during implementation to incorporate les-
sons and ensure continued support from the stakeholders” (p. 36). In 2007/08, an HR 
Consultant and a Management Development Consultant were hired to, among other tasks, 
                                                 
17 Pakistan Tax Policy Report, Tapping Tax Bases for Development, Report no. 50078-PK, World Bank, 
2009. 
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conduct change management workshops on various components of TARP-financed re-
forms. A “train the trainers” workshop on change management for senior FBR officials 
was conducted in October 2007.  

90. In July 2009, the TA team also recommended that the FBR management devel-
op and execute a communications plan to address technical and organizational is-
sues regarding the new administrative structure and to clarify misconceptions of staff 
of LTUs and RTOs about changes and receive feedback from them to improve the 
process. The mission proposed the development of an HR management strategy and the 
establishment of a new position, Director General Human Resources, to handle the signif-
icant HR actions required to effectively institute the new administrative structure. 

91. Management underscores that the preparation and implementation of the TARP 
have involved extensive consultations according to the requirements of the World Bank’s 
operational policies.  

92. The consultations to support the World Bank’s engagement on tax adminis-
tration reform began as early as 2000 and were bolstered initially by a $0.5 million In-
stitutional Development Fund Grant and then, as the TARP came into the operational 
pipeline, a $2.9 million Project Preparation Facility in 2002. As a result, the preparation 
of the TARP was built upon a series of strategic inputs, several of which including exten-
sive consultation with stakeholders, including:18

• A specially commissioned 11 member Task Force on Tax Administration whose 
April 2001 report, Reform of Tax Administration in Pakistan, was prepared on the 
basis of extensive consultations within the FBR and the Ministry of Finance as 
well as with the Institute of Chartered Accountants, Pakistan Tax Bar Association, 
the Chambers of Commerce of Karachi and Lahore, the Overseas Chamber of 
Commerce, and the Lahore University of Management Sciences; 

 

• A Strategic Framework Paper produced by the FBR management in November 
2001 which built on the above Task Force Report and consultations held during 
its preparation. In addition, the FBR held a conference towards the end of 2001 in 
which all FBR commissioners and collectors participated, representing all taxes 

                                                 
18 A May 14, 2008 Quality Enhancement Review of TARP suggested that many of the strategic inputs into 
the preparation of TARP were done by consultants without sufficient consultation with FBR staff and other 
stakeholders. This would appear to refer primarily to the Maxwell Stamp Report cited below, which was 
commissioned by the FBR but prepared by consultants. Though recommendations of the Maxwell Stamp 
report were used by the FBR as the basis for its 2003 strategy, Pakistan Tax Administration Reform: Com-
prehensive Medium and Long Term Strategy, there were also a wide range of other inputs into that strategy 
document including policy papers prepared directly by the Customs Wing and Income Tax Wing. In addi-
tion, the Task Force that launched much of the strategic work on tax administration reform, and which fed 
into the 2003 comprehensive strategy, included a very broad range of consultations over more than a year 
that does not appear to be recognized in the QER report. Also, the Strategic Framework Paper prepared by 
the FBR management on 2001 and which was an input into the 2003 comprehensive strategy, had involved 
separate consultations with the FBR staff. 
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and all members, and where the key elements of the strategy were finalized after 
significant deliberations; 

• A Vision for Customs produced by the Customs Wing of the FBR in 2002; 

• A report on the Reorganization of Income Tax, prepared by the Policy and Tax 
Reform Wing in September 2002; 

• A report prepared by a team of Customs officers in 2002 recommending changes 
in Customs procedures and business organization entitled, CARP – The Vision; 

• A report by Maxwell Stamp, entitled, Draft Tax Administration Reform Strategy 
Document, commissioned by the FBR and the World Bank in 2003; 

• The above inputs were integrated by the FBR management into a strategy docu-
ment in May 2003, Pakistan Tax Administration Reform: Comprehensive Medium 
and Long Term Strategy, which was extensively discussed across all departments 
of the FBR and became the basis for the TARP PAD. 

93. Management believes that these strategic documents, some of which were pro-
duced by the stakeholders themselves and financed as part of the World Bank’s policy 
dialogue and project preparation process, are evidence that the World Bank team did 
take into account the “voice and concerns” of Customs and Excise officers in designing 
the TARP and the World Bank’s other forms of assistance in this area. 
 
94. As regards supervision, Management believes that the TARP team supervised 
the project according to the requirements of OP/BP 13.05. Since the start of the 
TARP in April 2005, five formal supervision missions have been undertaken and 10 Im-
plementation Supervision Reports have been filed. The number of formal supervision 
missions has been somewhat less than the World Bank norm of two per year because the 
Task Team Leaders of the project were both stationed in Islamabad until recently and 
maintained daily contact with the clients and other stakeholders. Each formal supervision 
mission included meetings with the top management of the FBR (Chairman and Members 
of the Board), followed by individual meetings with the Members and their teams. The 
supervision missions also included site visits to 4 RTOs, 3 MTUs, 2 LTUs, 5 Customs 
facilities and the Karachi International Container Terminal, where World Bank teams 
held discussions with a wide range of staff. The mission Aide Memoires list the principal 
people met. Beyond the FBR, the missions have met with representatives of the Federal 
and Provincial Chambers of Commerce and Industry, tax lawyers, government agencies 
and the Ministry of Finance. A list of supervision mission meeting schedules is provided 
in Annex 6. Management believes that these supervision missions, all of which included 
meetings with the Member Customs and other representatives of the Customs service in 
Islamabad and regional offices, provided ample opportunities for representatives of Cus-
toms and Excise officers to express their views and concerns to the World Bank team. 
 
95. In addition, the TA team of tax administration experts has conducted 6 mis-
sions to Pakistan since 2008. During each of these missions, the experts held discussions 
with top management of the FBR (Chairman and Members of the Board) and individual 
Members of the relevant units and their teams. The missions also visited RTUs and LTOs 
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in Karachi, Lahore and Islamabad. Annex 7 provides the mission schedules of the TA 
team. 
 
96. Management notes that the FBR took the decision to establish the IRS and 
merge the two administrative services and, therefore, the FBR has taken the lead in 
consulting with the stakeholders on the implications of those decisions. As described 
above, the new leadership of the FBR held discussions with representatives of the Asso-
ciation of Customs Officers on preparations to establish the IRS shortly after its appoint-
ment. The FBR convened one day consultations in June 2009 with representatives of both 
Associations of Customs and Excise and Income Tax Officers prior to the promulgation 
of the Office Memorandum of September 2009 creating the IRS (see Annex 8 for a list of 
participants from both Associations). World Bank staff were invited to participate, specif-
ically to provide information about international experience and practices, and were privy 
to the concerns expressed by representatives of the participating service groups. In addi-
tion, the FBR Chairman addressed the Customs and Excise Officers in Islamabad, Kara-
chi and Lahore during the course of July 2009 to present and discuss the FBR’s reorgani-
zation plan prior to the promulgation of the reform. Annex 9 provides a list of formal 
meetings/consultations held with officers of the Customs and Excise Group and the In-
come Tax Group. 
 
97. Though the issues discussed in these meetings were clearly contentious among 
certain groups of officers, the FBR and the Establishment Division sought to incorpo-
rate their concerns about management positions, the retention of seniority, and 
promotion and mobility prospects into the final design of the reorganization. The 
World Bank emphasized in its recommendations to the FBR that effective change man-
agement efforts would be essential to the successful implementation of the reorganiza-
tion. 
 
98. Beyond the issue of consultations, the Requesters refer to two concerns regarding 
the World Bank staff’s conduct of communications: 1) that World Bank staff did not re-
spond to a series of e-mails by Customs and Excise officers raising concerns about the 
administrative merger; and 2) that the World Bank staff disrespected Parliamentary sov-
ereignty in a communication on reform strategies. Management responds to each of these 
claims in turn: 

99. Management acknowledges that a series of e-mail messages were sent to 
various members of the World Bank staff beginning in October 2009, including some 
that were unsigned and others claiming to represent “All Officers of Customs and Excise 
Group of Pakistan.” The e-mails did not appear to emanate from the Association of Cus-
toms and Excise Officers which had represented the group in the official consultations in 
June 2009, nor was any official correspondence received on behalf of that Association. 
The e-mails contained personal attacks on named individuals within the FBR manage-
ment. 
 
100. Management is informed that World Bank staff did not to respond to these mes-
sages for the following reasons: 
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• As the matters raised in the e-mails were under jurisdiction in the Pakistan courts, 
the World Bank staff did not believe it would be appropriate to respond on the 
substance of the matter as this could be seen as interference in an ongoing domes-
tic legal process; 

• As the World Bank had been in communication with the Association of the Cus-
toms and Excise Officers, staff did not believe that the e-mails were representa-
tive of the officers as a group as claimed by the senders;  

• Some e-mails contained unprofessional remarks about specific FBR officials lead-
ing staff to believe that the e-mails represented intra-organization or personal ri-
valries that would be inappropriate for the World Bank to comment on. 

 
101. Management recognizes that the World Bank staff made an error in not acknowl-
edging receipt of the e-mails as the responses could have been handled in an appropriate 
manner respecting the ongoing legal process. Management regrets this error and has 
provided appropriate instruction to the relevant teams on proper guidelines for respond-
ing to such external requests. However, Management notes that the World Bank staff did 
meet with representatives of the Association of Customs and Excise Officers as part of the 
FBR’s consultations on the establishment of the IRS and subsequently incorporated con-
cerns raised by the Customs Officers in the World Bank’s communications with the FBR. 
 
102. Management also acknowledges that a mission report of October 19, 2009, 
prepared by a team of World Bank-funded tax administration consultants con-
tained a regrettable reference to the legislative process in Pakistan, as follows:19

 
  

“A second option may be to send the package of legal reforms to Parliament, or 
include them as part of the budget submission for the next fiscal year. This will 
significantly delay the implementation of the harmonized procedures, but more 
importantly, may be subject to changes in Parliament that might bring undesired 
consequences.” 

 
103. Management recognizes that this was a failure of oversight by the World Bank 
not to adequately vet the document prepared by the consultants. Alerted to the issue by 
press reports of the document on November 1, 2009, Management unequivocally recog-
nized the error and communicated this to the Government of Pakistan. On November 5, 
2009, the Country Director Yusupha Crookes sent a letter to Pakistan’s Ministry of Fi-
nance stating (see Annex 10): 
 

“With respect to the regrettable phrase in reference to parliamentary procedures in 
the report of the Bank mission, we unreservedly withdraw the implications in this 
language. I would like to emphasize our highest regard and respect for Pakistan’s 

                                                 
19 However, it is important to note that the Aide-Memoire reference was not related to creation of the IRS, 
which was effected through FBR’s Office Order No. 9(3)/2009-M.I and the Establishment Division's Office 
Memorandum No.F.6/2/2009- CP.lI, but referred to the amendment of tax legislation. 
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democratic processes, constitutional arrangements and the sovereignty of Parlia-
ment and independence of the judiciary.” 

 
104. Management notes that, following this error, stricter management review and 
clearance of subsequent mission reports of the tax administration TA team were put into 
place.  
 

G. Conclusion 
 
105. Though Management recognizes that staff and consultants did make some 
misjudgments in communication, Management does believe that the World Bank 
has properly applied its policies and procedures and pursued concretely its mission 
statement in the context of the project. In Management’s view, the World Bank has 
followed the guidelines, policies and procedures applicable to the matters raised by the 
Request. As a result, Management believes that the Requesters’ rights or interests have 
not been, nor will they be, directly and adversely affected by a failure of the World Bank 
to implement its policies and procedures. 
 





 

 

ANNEX 1 
CLAIMS AND RESPONSES 

No. Claim Response 
 OMS 2.20, Project Appraisal  
1.  We are aggrieved by certain as-

pects of this Project that have 
caused harm not only to us as a 
Group but to the national economy 
of Pakistan as well and is likely to 
cause further damage if remedial 
measures are not undertaken by the 
World Bank. 

Management recognizes the substantial efforts made by the FBR 
and Establishment Division to ensure fair and equitable treat-
ment of FBR staff in the merger of administrative groups and to 
mitigate potential harm to any specific group. Management un-
derscores the following aspects of the reorganization plan:  

• Each Customs officer has the option, but not the obligation to 
join the new service and, as a result, the integration of the 
services is strictly voluntary; 

• The Customs Service has not been abolished as a viable ca-
reer path for officials who choose to remain in that group, 
though their responsibilities have been focused on the collec-
tion of customs duties as per international best practice; 

• The reorganization of the FBR along functional lines and the 
establishment of the IRS have not entailed any staff redun-
dancies among Customs officers or the other service groups; 

• All officers joining the new IRS or remaining in their exist-
ing groups retain the seniority as determined by the dates of 
joining their respective groups; 

• The terms and conditions of employment, compensation, ap-
praisal, mobility, and promotion of all officers--both IRS and 
Customs—are covered by the same civil service rules as en-
shrined in the Civil Service Act of 1972, which continue to 
apply; 

• A special committee has been established to settle any ser-
vice disputes in conjunction with the creation of the IRS and 
transfers from the existing service groups; 

• Horizontal mobility across the administration is not blocked 
as the FBR management can assign staff to other functions at 
their request. 

 
Management recognizes that all changes in civil service organi-
zation engender legitimate concerns about career prospects, sta-
tus, prestige, and the impact on established routines. However, 
Management notes that as a result of these provisions, there have 
been no financial losses that might have been associated with 
redundancies. There has been no loss of formal status as existing 
seniority levels have been protected. There remain substantial 
prospects for promotion and mobility both within the IRS and 
within the original service groupings and officers are free to 
choose which career path offers the most promising opportuni-
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ties. Though integration may have increased the number of po-
tential candidates for each available merit-based promotion op-
portunity, it has not limited the overall stock of senior positions. 
 
In addition, as a result of reorganization, the share of senior FBR 
management positions held by Customs and Excise officers has 
increased. Six FBR Board members are from the Customs group, 
while five members are from the former Income Tax group. 
Thus, relative to the size of the group, Customs officers have a 
high level of representation in senior management as a result of 
the reorganization. 
 
Management regrets that both the internal divisions sparked by 
the administrative merger of the two services and the numerous 
legal challenges have caused disruptions within the FBR with 
potential implications for the standards and quality of service 
delivery to Pakistan’s taxpayers. However, Management sug-
gests that the claim that the TARP has thus caused harm to the 
national economy of Pakistan is not supported by the empirical 
evidence. Though the growth in FBR tax revenue in nominal ru-
pee terms has slowed in the past 18 months and contracted as a 
share of GDP, this can be attributed to the sharp overall slow-
down in economic activity and trade as a result of Pakistan’s bal-
ance of payments crisis and the global financial crisis, as shown 
in Annex 5. Specifically, the significant contraction of the large 
scale manufacturing sector (the single most important driver of 
tax revenues), which has led to a decline in corporate sector earn-
ings and a sharp deceleration of imports, has translated into re-
duced tax collection. This cannot be attributed to the merger of 
the occupational groups effected by the FBR or to the TARP.  

2.  Federal Board of Revenue 
(FBR) is […] responsible for col-
lecting and administering four main 
federal levies which are income 
tax, customs duty, federal excise 
duty and general sales tax. Tax ad-
ministration is part of the federal 
civil structure which is known as 
the Central Superior Services 
(CSS). CSS consists of twelve so-
called 'Occupational Groups' which 
are governed under certain laws 
and statutes. Each occupational 
group maintains a separate seniori-

Reorganization of the FBR along functional lines is part of a 
comprehensive long term tax administration reform strategy, de-
veloped by the Government of Pakistan through more than a 
decade of strategic planning and consultations (see full discus-
sion of this process in Section 7). One of the salient features of 
tax administration reforms during the last 30 years has been the 
organizational shift from a type-of-tax model to a functional one 
to achieve increased administrative efficiency. Revenue adminis-
trations organized by type of tax rather than by functions are rel-
atively more prone to corruption and taxpayer abuse for the fol-
lowing reasons: (i) points of contact are multiplied by the 
number of tax departments; and (ii) separate tax legislations (for 
example, income and sales tax) lay out independent administra-
tive procedures for areas such as delegation of powers, taxpayer 
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ty of its officers which is based on 
the merit determined at the time of 
entry in any given occupational 
group after qualifying the nation-
wide competitive exam conducted 
by the Federal Public Service 
Commission. […] Two of these 
twelve occupational groups of the 
federal civil service fall under the 
administrative control of the Feder-
al Board of Revenue. These are 
Customs and Excise Group and In-
come Tax Group. […] This scheme 
of things has continued till a very 
recent decision of Government of 
Pakistan whereby a new occupa-
tional group has been created with-
in the umbrella of the CSS by the 
name of Inland Revenue Service 
(IRS) which has been entrusted to 
collect and administer all domestic 
federal taxes. This has been done as 
part of Tax Administration Reform 
Program (TARP) on the pretext of 
bringing in functional integration of 
all domestic taxes.  

TARP was launched in 2004 
with World Bank's assistance. Its 
aims and objectives were to funda-
mentally reform the Central Board 
of Revenue (FBR), which is now 
known as Federal Board of Reve-
nue (FBR), and to create a more 
efficient and effective revenue ad-
ministration system. […] 

According to Project Informa-
tion Document, this Project was 
designed around a comprehensive 
reform strategy that included […] 
seven components […] Within the 
Management and Institutional De-
velopment [component] the aim 
was to introduce strategic changes 
within FBR's organizational struc-

obligations, establishment of penalties, criminal procedures and 
procedures for appeals, increasing opportunities for discretion by 
tax officials. Functionally-based organizations allow economies 
of scale in key tax administration functions and fair application 
of tax legislation. Under this model, there are standard and uni-
fied business processes across the organization in audits, collec-
tion, processing of tax returns, taxpayer assistance, and criminal 
investigation. It also allows application of standard procedures 
for information technology, human resources, financial man-
agement and accounting. As a result, taxpayers benefit from a 
single point of contact, unified services and common procedures 
to obtain registration, file returns, make payments, manage audits 
and file appeals. Therefore, functionally-based administration is 
considered not only to promote efficiency but also transparency. 
 
Based on this approach, the FBR developed a broad strategy for 
reform that included restructuring of the FBR along functional 
lines and integration of income, sales and excise taxes. This 
reform was also included as one of the main pillars of the FBR’s 
Pakistan Tax Administration Reform: Comprehensive Medium 
and Long Term Strategy of May 2003.  
 
The TARP was developed with the FBR to implement its stated 
strategy. The TARP PAD states: “The strategy is to restructure 
the FBR along functional lines and have an integrated tax admin-
istration over the long term.… Merging of direct and sales tax 
will be phased over a realistic period considering legal, political, 
geographical, taxpayer type, and revenue implications” (p. 10).  
 
The TARP explicitly endorsed the need for a gradual approach to 
institutional reform. The TARP documents, following the FBR’s 
own strategy, do not explicitly call for a reorganization of the 
civil service groupings along which the existing officers were 
organized. The TARP does consistently support “abolishing the 
special management structures for administering income tax and 
sales tax.” It was envisioned that after 2007 at the Board level, 
the separate functions of a Member Income Tax and Member 
Sales Tax “would be merged into a ‘Taxation’ or ‘Revenue 
Functions’ function.”  
 
In September 2008, in response to the slow pace of implementa-
tion of the FBR’s own reform strategy, the Ministry of Finance 
requested the World Bank to support a TA team of international 
tax administration experts outside the framework of the TARP to 
work directly with the senior FBR management to support tax 
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ture that would result in the rede-
signing of FBR headquarters and 
field formations on a functional ba-
sis and integration of all domestic 
taxes (direct and indirect) along 
functional lines". (Source: excerpt 
from the Project Information 
Document (PID) Report No. 30640 
[…]). 

A perusal of similar other 
Project Appraisal Documents and 
Project Information Documents re-
lated with TARP shows that al-
though the functional integration of 
domestic taxes was envisaged right 
from the initiation of tax reforms in 
Pakistan under this project but what 
was not envisaged was the adminis-
trative merger of Customs and 
Excise Group and Income Tax 
Group into one cadre and creation 
of a brand new service group in to-
tal disregard to the Constitution of 
Pakistan and all laws and statutes 
that deal with service matters. Un-
der immense pressure from the 
World Bank staff, Federal Board of 
Revenue through its Office Order 
No. 9(3)/2009-M.I dated 
12.09.2009 and Government of Pa-
kistan through the Establishment 
Division's Office Memorandum 
No.F.6/2/2009- CP.lI dated 
12.09.2009 have created Inland 
Revenue Service and have asked, 
inter-alia, the officers of the exist-
ing Customs & Excise Group 
(CEG) and Income Tax Group 
(ITG) to submit irrevocable options 
for inclusion or otherwise in the 
IRS (copies of these letters are at-
tached as Annex-I and Annex- II).  

administration reforms (see Annex 2 for Terms of Reference for 
technical assistance). The team carried out an assessment of Pa-
kistan’s tax administration. Among other things, the assessment 
highlighted that while the “general move towards a functional 
organization structure” has begun “the more difficult elements 
like full organizational integration of sales and income taxes … 
are yet to be started.” The TA team recommended a set of op-
tions for consideration by the FBR management and over subse-
quent missions worked with the FBR management to develop a 
detailed Action Plan as a management tool to help the FBR man-
agement monitor the implementation of institutional and policy 
reforms.  
 
The FBR’s decision to establish the IRS in September 2009 as a 
means of integrating income, sales and excise taxes was consis-
tent with its long-term strategy of reorganizing tax administra-
tion along functional lines. The decision built upon several ac-
tions put in place under the TARP such as co-location of income 
and sales taxes through RTOs and LTUs and introduction of new 
automated systems. It followed upon nearly a decade of gradual 
reforms to shift to a functional type organization and was consis-
tent with international best practice. 
 
Though the establishment of the IRS was not part of the original 
TARP Implementation Plan, nor has it been directly financed 
through TARP investments, it is consistent with the overall de-
velopment objectives of the project and is a strong indication of 
the FBR’s commitment to accelerating its own strategy of insti-
tutional reform in the face of increasingly challenging fiscal con-
straints. As World Bank management was not satisfied with the 
overall progress towards achieving the project’s development 
objectives, it welcomed the FBR’s renewed commitment to insti-
tutional reforms as reflected in the decision to establish the IRS. 
As a result, though the TARP was intended to close on Decem-
ber 31, 2009 at the end of its initially scheduled 5 year term, 
World Bank management agreed with the FBR that it would 
consider extending and restructuring the TARP for an additional 
two year term if satisfactory progress was made by the FBR in 
implementing its own organizational restructuring. 
 
The decision to establish a new service group was part of a 
nearly 10 year progression of reforms at the FBR based on its 
own comprehensive strategy. Though this organizational reform 
was not explicitly incorporated in the TARP program, the FBR’s 
decision was welcomed by the World Bank as an important step 
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in achieving the project’s development objectives, especially in 
light of the unsatisfactory progress of the TARP prior to the pro-
posed organizational reforms. The World Bank has fully sup-
ported the implementation of this comprehensive strategy 
through the TARP and the provision of direct TA to the FBR 
management, as well as through the single-tranche Development 
Policy Lending program based on Pakistan’s PRSP-II.  

Management believes that the issue of whether the administra-
tive merger of two groups into one cadre is “in total disregard to 
the Constitution of Pakistan and all laws and statutes that deal 
with service matters” is a matter for the Pakistan Courts and re-
levant administrative tribunals to decide. Management refers to 
the recent decision of the Lahore High Court (described in Sec-
tion 3 and reprinted in Annex 4). 

3.  Those officers of the existing 
Customs and Excise Group who 
would not join IRS would become 
part of a truncated Pakistan Cus-
toms Service which will be respon-
sible to collect and administer cus-
toms duties only. The above 
mentioned Office Order and Office 
Memorandum have contravened the 
Constitution of Pakistan, the Occu-
pational Groups and Services (Pro-
bation, Training & Seniority) 
Rules, the Federal Public Service 
Commission Ordinance, 1977, the 
Civil Servants Act, 1973, Civil 
Servants (Confirmation) Rules, 
1993 and Civil Servant (Appoint-
ment, Promotion, Transfer) Rules 
1973. Officers of Customs and 
Excise Group have already filed a 
law suit before Lahore High Court 
and the court has issued an order of 
restraint to Government of Pakistan 
and to Federal Board of Revenue 
stopping them from going further 
ahead till a final judgment on the 
legality of this issue is announced 
by the Court (copies of the law 
suits filed before the Superior 

Management is mindful of the legal challenges filed against the 
establishment of the IRS by individuals and groups of Customs 
and Excise officers, and is closely monitoring the development 
of events on that front. In this respect, Management has taken 
note of the January 7, 2010 and January 27, 2010 rulings of the 
Lahore High Court which dismissed several writ petitions of the 
Customs and Excise officers. See Annex 4 for a copy of these 
rulings.  

In its January 7, 2010 ruling the Lahore High Court dismissed 
the writ filed by the Customs and Excise officers on jurisdiction-
al grounds, sustaining that any dispute related to the “terms and 
conditions” of service of the petitioners were the exclusive juris-
diction of the Federal Services Tribunal.  

In its January 27, 2010 judgment, the Lahore High Court went 
even further and, ruling on the merits of the case, stated that “the 
merger of Sales Tax, Federal Excise or the Income Tax into one 
group, i.e. IRS, does not in any way reflect anything contrary to 
the fundamental rights of the petitioners or derogatory to the set-
tled principles in that respect. The only visible impression behind 
such exercise appears to bring different organs of tax collecting 
agencies into one, which exercise apparently would benefit the 
taxpayers and would ultimately result in widening the tax net.”  

Management also notes that in both rulings, the Lahore High 
Court challenged the arguments raised by the Customs and 
Excise officers in their complaints.  

First, in terms of the grievance that “sales tax has been trans-
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Courts and copies of Stay Orders 
issued by the Courts are attached as 
Annex-lIl and Annex-IV).  

It is pertinent to mention that 
because of wider operational lati-
tude and better chances of horizon-
tal and vertical mobility, tradition-
ally, the Customs & Excise Group 
has remained amongst top three 
choices / options of the candidates 
qualifying the Central Superior 
Services exam, while Income Tax 
Group is usually the 5th or 6th 
choice. Despite being fewer in 
number the officers of Customs and 
Excise Group have a proven track 
record of collecting more revenues 
than Income Tax Group as the tax-
es presently being manned and ma-
naged by the officers of the Cus-
toms and Excise Group constitute 
more than 60% of the entire nation-
al tax collection while direct taxes 
account for around 40% of the total 
federal revenues. Moreover a sub-
stantial chunk of the 40% revenue 
collected by Income Tax Group is 
in fact collected by the officers of 
CEG in the form of withholding tax 
at import stage. It is indeed unjust 
that a service group which is better 
performing in all respects is being 
made to suffer the most. By forcing 
officers of Customs and Excise 
Group to either join IRS or a trun-
cated Pakistan Customs Service, 
the experience, knowledge and 
skills that have been accumulated 
over a period of decades will be 
wasted away, which our tax admin-
istration can ill afford at this critical 
juncture.  

ferred from their sphere of responsibility and placed in the care 
and control of the newly-constituted Inland Revenue Ser-
vice…the petitioners did not put forward any convincing argu-
ment to support their right to retain the sales tax business.” The 
High Court concurred with the FBR's proposition that “the Fed-
eral Government has the absolute right to review the arrange-
ments from time to time as may be in the interest of sales tax.” 
Moreover, the Court admitted that “to maintain a department, 
create a new one, or merge any department into some other, 
was/is always a policy matter to be taken by the executive or the 
legislature, keeping in view the surrounding circumstances, as 
after all it is their primary function, rather duty, to make the 
Government effectively run and in doing so they definitely are 
within their right to make equilibrium amongst the departments.”  

Second, the High Court also underscored that the transfer of the 
Customs and Excise officers to the IRS was made on a voluntary 
basis. It emphasized that, “in any eventuality, the option [to join 
the IRS] was not at all compulsory for the petitioners or others. 
Either they opt or abstain, their future services was not at all be-
ing affected by mere creation of the Inland Revenue Service and 
even the persons giving their option, would retain their actual 
inter-se seniority. In this view of the matter, hardly any griev-
ance is left with the petitioners, if at all they ever had.”  
 
Third, the Court also questioned the grievance alleged by the 
Customs and Excise officers that the creation of the IRS would 
affect their vested rights, as it would imply fewer posts available 
in their group and thereby jeopardize their prospects of promo-
tion. In its ruling of January 7, 2010, the Court cited precedents 
that “provide authority for the proposition that consequent upon 
re-organization or restructuring of services the prospects of pro-
motion, being far-fetched, cannot be raised as a grievance in con-
stitutional jurisdiction.”  
In its judgment of January 27, 2010 the Court ventured even fur-
ther and argued that, in view of the reassurance provided by the 
representatives of the FBR that by creating the IRS, “the future 
promotion prospect of the petitioner or other similarly placed 
employees would not be affected and […] that for future promo-
tion mechanism/Promotion Policy as in vogue at the present, 
would remain the same as is being adopted for other occupation-
al groups, and there would be no separate policy after creation of 
the Inland Revenue Service,” the petitioners “had no such enfor-
ceable vested rights and further, if at all they have, in view of the 
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above explicit statement, the same were not being infringed 
through the impugned Office Memorandum or office orders [es-
tablishing the IRS].”  

Management notes that the contentions of the Requesters that the 
creation of the IRS contravened the Constitution of Pakistan and 
related administrative statutes and that “the advice given to Gov-
ernment of Pakistan by people working for the World Bank has 
caused violation of the law of the land” have not been supported 
by Pakistan’s national courts. Management will continue to fol-
low closely the pending petition on this matter before the Sindh 
High Court. 

While the Customs and Excise Group is popular among the new 
civil service entrants, Management questions whether this is re-
lated to the fact that it has performed better than the Income Tax 
Group on tax collection. The share of revenues from customs 
duties, federal excise tax and general sales tax—that is, taxes the 
Customs and Excise group used to administer—account together 
for about 60 percent of total FBR tax collection at the moment. 
However, this large share in total tax revenues does not necessar-
ily reflect superior performance of the Customs and Excise 
group, but simply Pakistan’s tax structure. The general sales tax 
is the main source of revenue in Pakistan’s tax system, account-
ing for about 40 percent of total FBR tax revenues. At the same 
time, it has been conspicuously under-performing relative to its 
potential (see the Tax Policy Study 2009). Therefore, the Gov-
ernment of Pakistan is planning to replace it with a broad-based 
VAT. Also, as Annex 5 shows, the combined share of collection 
of customs duties, general sales tax and federal excise taxes in 
total FBR revenues has declined from 69 percent in 2004/05 to 
62 percent in 2008/09. The share of customs duties in total FBR 
revenues has steadily declined since 2004/05. By contrast, the 
share of income taxes (direct taxes), which are the second largest 
revenue generator, has increased from 31 percent in 2004/05 to 
38 percent in 2008/09.  
Given the decision of the FBR to maintain the Pakistan Customs 
Service at the same time as establishing the new IRS and to offer 
Customs and Excise officers a voluntary choice among the two 
service, Management believes that the FBR is acting to ensure 
that the reorganization does not misallocate the accumulated ex-
perience, knowledge and skills of these officers.  



Islamic Republic of Pakistan 

38 

No. Claim Response 
 OP/BP 13.05 Project Supervision  
4.  Furthermore the World Bank 

team that recently visited Pakistan 
in October-November 2009, to re-
view progress on TARP recom-
mended in their Aid Memoire to 
Government of Pakistan to bypass 
the parliament and promulgate 
changes in the national tax system 
through a Presidential Ordinance as 
it would avoid the "undesired con-
sequences" if the reform package 
was to be sent to the parliament 
(copy of editorial of daily Business 
Recorder is attached as Annex-V). 
It is ironic that the staff of an insti-
tution like the World Bank, which 
is engaged in strengthening democ-
racy in the world, so openly flouts 
democracy's basic tenets, accepted 
world-wide: that parliament is su-
preme. Such sheer disrespect to the 
sovereignty of the parliament by 
the World Bank staff should be 
taken to task.  

A mission report of October 19, 2010, prepared by a team of 
World Bank-funded tax administration consultants independent 
from the TARP project, contained a regrettable reference to the 
legislative process in Pakistan, as follows:  

“A second option may be to send the package of legal reforms 
to Parliament, or include them as part of the budget submission 
for the next fiscal year. This will significantly delay the imple-
mentation of the harmonized procedures, but more importantly, 
may be subject to changes in Parliament that might bring unde-
sired consequences.” 

 
Management recognizes that this was a failure of oversight by 
the World Bank not to adequately vet the document prepared by 
the consultants. Alerted to the issue by press reports of the doc-
ument on November 1, 2009, Management unequivocally recog-
nized the error and communicated this to the Government of 
Pakistan. On November 5, 2009, the Country Director Yusupha 
Crookes sent a letter to Pakistan’s Ministry of Finance stating 
(see Annex 10): 

“With respect to the regrettable phrase in reference to parlia-
mentary procedures in the report of the Bank mission, we unre-
servedly withdraw the implications in this language. I would 
like to emphasize our highest regard and respect for Pakistan’s 
democratic processes, constitutional arrangements and the sov-
ereignty of Parliament and independence of the judiciary.” 
 
Following this error, stricter management review and clearance 
of subsequent mission reports of the Tax Administration TA 
team were put into place. However, it is important to note that 
the mission report reference was not related to creation of the 
IRS, which was effected through an FBR Office Order No. 
9(3)/2009-M.I and the Establishment Division's Office Memo-
randum No.F.6/2/2009- CP.lI, but referred to the amendment of 
tax legislation. 

5.  The way TARP has been mi-
shandled in the recent past by a 
group of consultants has also been 
criticized by the World Bank staff. 
A copy of one such email which 
expresses grave concerns on the 
lack of understanding on the part of 

Management notes that the issues raised in the e-mail referred to 
in the Request relate to internal disagreements regarding the 
most appropriate strategy for revamping the FBR’s IT systems 
and have no bearing on the issue of the merger of administrative 
groups or the creation of the IRS. 
 
More generally, Management believes that professional differ-
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these consultants about issues in 
Pakistan's tax administration is at-
tached with our complaint (Annex-
VI). It is thus quite clear that the 
advice given to Government of Pa-
kistan by people working for the 
World Bank has caused violation of 
the law of the land and a violation 
of principles of merit, justice and 
parliamentary supremacy by unduly 
pressurizing the Government of 
Pakistan to create Inland Revenue 
Service through a Presidential Or-
dinance.  

ences of opinion expressed internally within teams regarding is-
sues as complex as tax administration reform are to be expected 
and are part of the deliberative decision-making process of an 
institution like the World Bank. Such differences of opinion can-
not be construed as evidence of wrongful advice. On the con-
trary, these differences support a more robust process of vetting 
that advice. Management believes that the single e-mail pre-
sented in the complaint has no bearing on the issues raised with 
regards to the World Bank’s respect for the principles of merit, 
justice and Parliamentary supremacy.  
 
Whether tax administration reforms supported were consistent 
with Pakistan’s laws is to be determined by Pakistan’s courts. On 
this issue, Management refers to the results of the Lahore High 
Court rulings described in Section 3. 
 
Management also notes that in contrast to the claim regarding 
undue pressure on the Government of Pakistan “to create Inland 
Revenue Service through Presidential Ordinance,” the IRS was 
established through an Office Order of the Establishment Divi-
sion and an Office Memorandum of the FBR and not through a 
Presidential Ordinance. The reference to a Presidential Ordi-
nance in this section refers to an entirely different matter, namely 
the revision of regulations associated with RTOs and LTUs.  

6.  The deviation from the original 
action plan of TARP which only 
envisioned merger of functions of 
all domestic taxes and not a merger 
of two service groups into one, has 
given rise to a huge controversy 
and legal battles which carry the 
risk of derailing the whole taxation 
system of Pakistan. 

As described above, though the TARP supported the FBR’s own 
strategy for gradually shifting towards a modern, functionally 
integrated tax administration, the TARP consistently maintained 
a longer term reform vision as stated in the Project Implementa-
tion Plan (PIP): “The longer-term intention is that the two 
streams [income and sales and excise tax] will integrate fully in-
to one stream organized by type of taxpayer” (p. 36). Therefore, 
the merger of the two service groups into one cannot be seen as a 
deviation from the original action plan of the TARP. 
 
The TARP PIP did recognize that the merger would need to be 
“phased carefully over a realistic period” considering all the im-
plications including legal (p10-11). The TARP was intended to 
support the initial phases of this reform process, including co-
location through RTOs and LTUs, integration of business 
processes, and integration of functions such as registration, col-
lection and enforcement. 
 
The claim that re-organization of the FBR has derailed the whole 
taxation system and harmed the economy of Pakistan is not sup-
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ported by empirical evidence. In particular, a suggestion that 
FBR tax revenues have declined because of FBR restructuring 
cannot be supported by data. The growth in FBR tax revenues in 
nominal rupee terms has slowed in the past 18 months, and con-
tracted as a share of GDP. However, as shown in Annex 5, this 
slowdown in tax revenues is explained by the sharp overall 
slowdown in economic activity and trade as a result of Pakistan’s 
balance of payments crisis and global financial crisis. Specifical-
ly, the significant contraction of the large scale manufacturing 
sector (the single most important driver of tax revenues), which 
has led to a decline in corporate sector earnings and a sharp dece-
leration of imports, has translated into reduced tax collection.  

7.  We also believe that some of 
the required safeguards were not 
followed before and during the ex-
ecution of TARP. In support of this 
view Para II.D.4 of Section II of the 
Integrated Data Sheet (Report No. 
AC466) prepared/updated on 
11/03/2004 pertaining to TARP is 
reproduced as follows: 

 "identify the key stakeholders 
and describe the mechanisms for 
consultation and disclosure on sa-
feguard policies, with an emphasis 
on potentially affected people.  

This project does not trigger 
any of the safeguard policies; how-
ever, keeping in view the social 
impact of any of the project activi-
ties on lives of the people, stake-
holder consultations have been on-
going. The stakeholders include the 
following:  

(i)Staff of FBR, (ii) Govern-
ment and agencies and autonomous 
bodies, (iii) accounting firms and 
bodies,(iv) tax lawyers, (v) trade 
associations, (vi) Federal and Pro-
vincial Chambers of Commerce, 
(vii) Private Sector businesses, 
(viii) individual taxpayers, and (ix) 
civil society at large. A series of 

The preparation and implementation of the TARP have involved 
extensive consultations and inputs from a wide range of stake-
holders per the requirements of the World Bank’s relevant opera-
tional policies. 

The consultations to define the tax administration reform began 
as early as 2000 and were supported initially by a $0.5 million 
Institutional Development Fund Grant and then, as the TARP 
project was in the pipeline, a $2.9 million Project Preparation 
Facility in 2002. Some of the key consultative inputs into the 
preparation of the TARP included: 

• A specially commissioned 11 member Task Force on Tax 
Administration whose April 2001 report, Reform of Tax Ad-
ministration in Pakistan, was prepared on the basis of exten-
sive consultations within the FBR and the Ministry of 
Finance as well as with the Institute of Chartered Accoun-
tants, Pakistan Tax Bar Association, the Chambers of Com-
merce of Karachi and Lahore, the Overseas Chamber of 
Commerce, and the Lahore University of Management 
Sciences; 

• A Strategic Framework Paper produced by the FBR man-
agement in November 2001, which built on the above Task 
Force Report and consultations held during its preparation. In 
addition, the FBR held a conference towards end-2001 in 
which all FBR commissioners and collectors participated, 
representing all taxes and all members, and where the key 
elements of the strategy were finalized after significant deli-
berations; 

• A Vision for Customs produced by the Customs Wing of the 
FBR; 

• A report on the Reorganization of Income Tax, prepared by 
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consultations were held with these 
groups in different parts of the 
country to inform them about 
project design and its objectives 
and receive feedback. Regular con-
sultations are also built-in as part of 
project design for disseminating 
information and assessing the im-
pact." Contrary to what is stated in 
the above quoted paragraph, voice 
and concerns of Customs and 
Excise Group, which is one of the 
most important stakeholders in the 
entire reforms process, were never 
taken into account by the staff of 
the World Bank that has remained 
associated with TARP, which is a 
clear violation of Bank's policy of 
ensuring social safeguards. The 
World Bank staff was made aware 
of our legitimate concerns through 
several emails that were sent to 
them but we did not receive any 
response which again is a violation 
of para 10 of the World Bank's Op-
erational Manual- BP 13.05- 
Project Supervision document 
which clearly stipulates that "As 
appropriate, the TT (Task Team) 
visits the project sites and facilities 
to review progress, provide advice, 
meet with project beneficiaries and 
stakeholders,.." Despite several at-
tempts by the Association to ar-
range a meeting with the visiting 
World Bank Task Team to apprise 
them of our concerns, we did not 
receive any response from them 
whatsoever. Copies of some of 
these emails are attached as Annex- 
VII (a-f).  

the Policy and Tax Reform Wing in September 2002; 
• A report prepared by a team of Customs officers recommend-

ing changes in Customs procedures and business organiza-
tion entitled, CARP – The Vision; 

• A report by Maxwell Stamp, entitled, Draft Tax Administra-
tion Reform Strategy Document, commissioned by the FBR 
and the World Bank; 

• The above inputs were integrated by the FBR management 
into a strategy document, Pakistan Tax Administration 
Reform: Comprehensive Medium and Long Term Strategy, 
which was extensively discussed across all departments of 
the FBR and became the basis for the TARP PAD. 

 
As regards supervision, Management believes that the TARP 
team supervised the project according to the requirements of 
OP/BP 13.05. Since the start of the TARP in April 2005, five 
formal supervision missions have been undertaken and 10 Im-
plementation Supervision Reports have been filed. The number 
of formal supervision missions has been somewhat less than the 
World Bank norm of two per year because the Task Team Lead-
ers of the project were both stationed in Islamabad until recently 
and maintained daily contact with the clients and other stake-
holders. Each formal supervision mission included meetings with 
the top management of the FBR (Chairman and Members of the 
Board), followed by individual meetings with the Members and 
their teams. The supervision missions also included site visits to 
4 RTOs, 3 MTUs, 2 LTUs, 5 Customs facilities and the Karachi 
International Container Terminal, where World Bank teams held 
discussions with a wide range of staff. The mission Aide Me-
moires list the principal people met. Beyond the FBR, the mis-
sions have met with representatives of the Federal and Provincial 
Chambers of Commerce and Industry, tax lawyers, government 
agencies and the Ministry of Finance. A list of supervision mis-
sion meeting schedules is provided in Annex 6. Management be-
lieves that these supervision missions, all of which included 
meetings with the Member Customs and other representatives of 
the Customs service in Islamabad and regional offices, provided 
ample opportunities for representatives of Customs and Excise 
officers to express their views and concerns to the World Bank 
team.  
 
In addition to the TARP team, the Ministry of Finance also re-
quested an independent team of tax administration experts to 
provide direct TA to the FBR management. Since 2008, this 
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team of experts has conducted 6 missions to Pakistan. During 
each of these TA missions, the tax administration experts held 
discussions with top management of the FBR (Chairman and 
Members of the Board) and individual Members of the relevant 
units and their teams. The TA missions also visited RTOs and 
LTUs in Karachi, Lahore and Islamabad.  

Management notes that the FBR took the decision to establish 
the IRS and merge the two administrative services and, therefore, 
the FBR has taken the lead in consulting with the stakeholders on 
the implications of those decisions. The new leadership of the 
FBR held discussions with representatives of the Association of 
Customs Officers on preparations to establish the IRS shortly 
after its appointment. The FBR convened one day consultations 
in June 2009 with representatives of both Associations of Cus-
toms and Excise and Income Tax Officers prior to the promulga-
tion of the Office Memorandum of September 2009 creating the 
IRS (see Annex 8 for a list of participants from both Associa-
tions). World Bank staff were invited to participate and were 
privy to the concerns expressed by representatives of the partici-
pating service groups. In addition, the FBR Chairman addressed 
the Customs and Excise Officers in Islamabad, Karachi and La-
hore during the course of July 2009 to present and discuss the 
FBR’s reorganization plan prior to the promulgation of the 
reform. Annex 9 provides a list of formal meetings/consultations 
held with officers of the Customs and Excise Group and the In-
come Tax Group. 

8.  We the officers of Customs and 
Excise Group believe that the crea-
tion of IRS at the behest of World 
Bank staff has unduly penalized us 
as a group and we are being dispro-
portionately disadvantaged. If the 
new service structure goes ahead as 
dictated by the World Bank staff, 
the officers of CEG will lose their 
operational latitude, promotion and 
career prospects and it will jeopard-
ize the terms & conditions of their 
service which are otherwise safe-
guarded by the Constitution, as 
well as the rules governing the ser-
vices of the Federation of Pakistan. 
As a result of Bank's policies, two 

Management’s responses to the claims that Customs and Excise 
officials as a group were unduly penalized by the creation of the 
IRS, that the new structure was imposed by the World Bank, and 
that new structure was a deviation from the original development 
objectives of the reform are set out in Sections 1, 2 and 6, respec-
tively, of this Matrix. 

Clearly, officers of the Income Tax Group have found the IRS a 
more attractive option than the officers of the Customs and 
Excise Group. As of January 19, 2010, while 920 out of 977 In-
come Tax officers voluntarily transferred to the IRS, only 57 out 
of 542 Customs and Excise Officers chose to make the transfer. 
While this might reflect issues of status and prestige as suggested 
by the Requesters, there are other reasons for the imbalance. The 
merger of sales, income and excise taxes did not necessarily af-
fect the collection of customs duties and there remains consider-
able demand for officers with specialized skills in the customs 
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service groups within the Federal 
Board of Revenue namely the Cus-
toms & Excise Group and the In-
come Tax Group are at loggerheads 
with each other; the vicious cycle 
of which has the potential to im-
plode our tax machinery. The con-
troversy surrounding the creation of 
IRS has taken the focus away from 
the real issues that the tax reforms 
were aiming to address. […] Let us 
reassure you that we are not against 
tax reforms as long as they stay fo-
cused on achieving their stated and 
original objectives of making the 
tax system more transparent, vi-
brant and taxpayer friendly. If these 
objectives can be achieved by 
merging the functions of all domes-
tic taxes under one hierarchy, as 
was the original plan, we have al-
ways been ready for that as well. It 
is only the deviation from the orig-
inal objectives which is being car-
ried out in an arbitrary and conspi-
ratorial manner on the advice of a 
few consultants who do not com-
prehend the context and nuances of 
Pakistan's taxation system that has 
caused a grave concern for us. In-
stead of creating "champions of 
change" within Federal Board of 
Revenue and brining in "improve-
ments in staff productivity and mo-
rale" which were among the origi-
nal objectives of TARP, the 
misguided policies of the World 
Bank staff have resulted in a situa-
tion where an entire work force is 
highly disgruntled, demoralized 
and uncertain. This certainly does 
not augur well for the continuity 
and sustainability of the reforms 
once TARP is over. Because of 
Bank staff' misguided advice to 

area. Moreover, the issues of status and prestige are also quite 
complex. Of the 57 Customs and Excise officers that made the 
transfer, 22 were at the comparatively senior level of Grade 20 
(out of 21 ascending Civil Service grades). Thus, not all officers 
at the senior ranks of the Customs and Excise Group saw the IRS 
as a loss of status or prestige. While there has been a clear imbal-
ance of views with regards to the IRS between the two existing 
occupational groups, Management would question whether the 
“entire work force” was opposed to the IRS as claimed in the 
Request. 

At the same time, the World Bank has consistently emphasized 
the critical importance of mitigating internal staff resistance to 
change in its ongoing dialogue with the FBR. As stated in the 
TARP PAD, the World Bank advised the FBR to engage in ef-
fective change management leadership and to build mechanisms 
into the reform program “which would gather feedback during 
implementation to incorporate lessons and ensure continued sup-
port from the stakeholders” (p. 36). In 2007-08, an HR Consul-
tant and a Management Development Consultant were hired to, 
among other tasks, conduct change management workshops on 
various components of TARP-financed reforms. A “train the 
trainers” workshop on change management for senior FBR offi-
cials was conducted in October 2007.  

The July 2009 TA mission report recommends that the FBR 
management develop and execute a communications plan to ad-
dress technical and organizational issues regarding the new ad-
ministrative structure and to “clarify misconceptions of staff of 
LTUs and RTOs about changes and receive feedback from them 
to improve the process” (p. 6). The mission also recommended 
the development of an HR management strategy and the estab-
lishment of a new position, Director General Human Resources, 
to handle the significant HR actions required to effectively insti-
tute the new administrative structure.  
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FBR and to Government of Pakis-
tan, the entire tax machinery in Pa-
kistan is at a standstill. In all 13 
Regional Tax Offices and 3 Large 
Taxpayers Units all over Pakistan, 
there is an open confrontation and 
strive between FBR' s management 
on one side and staff and officers of 
Customs and Excise Group on the 
other side. Copies of some of the 
letters that have been written by 
senior officers posted in these field 
offices to FBR Management in Is-
lamabad Headquarters are attached 
that depict the gravity of the situa-
tion and the mess that has been 
created in our national tax adminis-
tration.  

9.  We have complained to the 
World Bank staff on numerous oc-
casions through emails and have 
tried to apprise them of ground 
realities and have requested them to 
at least listen to our viewpoint but 
so far we have not received any re-
sponse from them. 

In addition to regular TARP supervision missions and TA visits, 
all of which included meetings with representatives of the Cus-
toms and Excise officials and most of which included visits to 
RTOs, LTUs, and Customs Posts, the World Bank team main-
tains active and continuous communication with FBR officials 
through phone, e-mail, video and audio conferences.  
During the Fall 2009, after a group of Customs and Excise offi-
cers had filed a series of petitions in court against the FBR, the 
World Bank team began to receive several e-mail messages that 
claimed to represent the collective views of the Customs and Ex-
cise officials. The e-mails did not appear to emanate from the 
Association of Customs and Excise Officers which had repre-
sented the group in the official consultations during June 2009, 
nor was any official correspondence received on behalf of that 
Association. The e-mails contained personal attacks on named 
individuals within the FBR management. 

The World Bank staff decided not to respond to these messages 
for the following reasons: 

• As the matters raised in the e-mails were under jurisdiction in 
the Pakistan courts, the World Bank staff did not believe it 
would be appropriate to respond on the substance of the mat-
ter as this could be seen as interference in an ongoing domes-
tic legal process; 
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• As the World Bank had been in communication with the As-

sociation of the Customs and Excise Officers, staff did not be-
lieve that the e-mails were representative of the officers as a 
group as claimed by the senders; and  

• Some e-mails contained unprofessional remarks about specific 
FBR officials leading staff to believe that the e-mails repre-
sented intra-organization or personal rivalries that would be 
inappropriate for the World Bank to comment on. 

Management recognizes that the World Bank staff made an error 
in not acknowledging receipt of the e-mails as the responses 
could have been handled in an appropriate manner respecting the 
ongoing legal process. Management regrets this error and has 
provided appropriate instruction to the relevant teams on proper 
guidelines for responding to such external requests. However, 
Management notes that the World Bank staff did meet with rep-
resentatives of the Association of Customs and Excise Officers 
as part of the FBR’s consultations on the establishment of the 
IRS and subsequently incorporated concerns raised by the Cus-
toms Officers in the World Bank’s communications with the 
FBR. 
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