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Editorial 
 

How autonomous is autonomy? 
 
An overwhelming number of tax 
administrations all over the world are 
engaged in reform measures that include 
conversion of the traditional fully 
governmental tax administrations into the 
current version of autonomous or semi-
autonomous revenue agencies. The level or 
degree of such autonomy varies from case to 
case. What is noticeable, however, is that a 
large number of tax administrations have 
managed to break away from well 
entrenched bureaucratic defense mechanism 
of the “enclave approach” which dictates 
that reforms must encompass the entire 
public service, failing which status quo 
should be allowed to prevail. CATA 
undertook a research project on the subject 
in 2005 leading eventually to a publication. 
The conclusion seems to be that while there 
are well established examples and good 
practices to look up to, each country should 
select a model or a combination of models 
rather than pasting a model on any country. 
So what are the variables that can be taken 
as indicators of level of autonomy?   
 
It is generally agreed that one of the primary 
objectives behind the creation of 
autonomous bodies is to insulate tax 
authorities from political pressure or 
pressures brought to bear by various vested 
interest groups such as trade associations, 
chambers of commerce; mostly through the 
use of political forums. Another important 
goal is that of making tax authorities less 
reliant, if at all, on frequent approvals from 
finance ministries either on the day to day 
use of already allocated budgets or provision 
of funds essential for the successful 
implementation of reform measures. 
Another cited goal is the prevention of the 
misuse of tax machinery as a tool of 
repression or unethical pressure on political 
opponents. In short, the noble aims of 
granting autonomy include enabling tax 
administrations to take independent 
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decisions in their own best interests and 
those of the state, formulating their own 
rules and regulations that first and foremost 
seek to achieve professional excellence.  
 
Naturally, financial autonomy would be a 
key element in the achievement of the stated 
objectives. This means that a tax agency 
should have the capacity, means and 
resources to finance itself in order to 
perform its functions and deliver services 
effectively and efficiently that are expected 
of it. Unless an agency is financially 
autonomous, its independence will always 
be subject to checks and conditionalities. 
That is a self defeating complication and has 
to be avoided at all costs. Even when 
financial independence is enshrined in 
principle, there are several ways in which 
political, bureaucratic or other vested 
interests can retain some degree of control 
or influence. If the over-all budget is set 
elsewhere or approved before funds can be 
used or where the appointment of top 
management positions is controlled or 
regulated from outside, incumbents will 
always be influenced in a way that induces 
them not to step over the proverbial line. 
Therefore closely linked to the issue of 
financial independence is that of 
administrative and constitutional 
independence.  
 
Administrative autonomy or independence 
implies that revenue agencies should be 
masters of their own destiny. They should be 
completely free to set their goals, objectives, 
rules of business, time frames for the 
achievement of targets, recruit and fire staff 
strictly in accordance with job descriptions, 
disciplinary and productivity benchmarks. 
Administrative autonomy is a derivative of 
decentralisation of state authority or the 
opposite of autocratic governance. Stability 
in the agency’s top management is essential 

for the achievement of goals and objectives 
in the long run. Frequent changes in the top 
management, for whatever reasons, never 
allow an institution to settle into even the 
most glorious or well considered plans. 
External interference will ensure that is that 
case, especially where there are forces at 
work that thrive through the control and 
manipulation of fiscal authorities, that the 
lost control of fiscal functions is regained. 
 
There is also the issue of legal autonomy; 
the ability of an agency to create its own 
rules and procedures as well as the capacity 
to propose laws that relate to its existence, 
working and execution of its core functions. 
If its proposals or recommendations are 
subject to approval or review by external 
powers, that it a massive tool in the hands of 
the approving authorities to defeat the 
objectives of autonomy. Rules framed 
externally can be in direct conflict with or at 
least have enough nuisance potential to 
erode independent existence and operations. 
Closely related to legal independence is the 
concept of political independence though the 
two could merge or overlap considerably 
depending on the national political set up 
under which a revenue authority exists.  
 
It is quite likely that autonomy granted to an 
agency initially could be nibbled away 
incrementally over a period of time, 
particularly where the top management is 
either not fully alert to relatively minor 
developments or loses focus of the core aims 
and objectives for which the agency was 
initially set up. This is where continuity in 
top management is a useful assurance 
mechanism against instability or subtle 
incremental attempts to derail the process of 
autonomy. It goes without saying that 
frequent changes would have the opposite 
effect and provide vested interests with the 
perfect tool for achieving their objectives.  
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CATA NEWS 
 

TWENTY-EIGHTH CATA ANNUAL 
TECHNICAL 
CONFERENCE/WORKSHOP 2007 
 
Arrangements for the 28th CATA Annual 
Technical Conference in Kenya are 
progressing well.  The Conference 
Programme is in the final stages of 
preparations. More than 80 delegates from 
member countries, and special guests from 
non-member countries and international 
organisations have so far registered for the 
conference. The Conference will be held at 
The Hotel Intercontinental in Nairobi, 
Kenya.  The following two topics will be 
discussed at the Conference/Workshop: 
 
 1. Effectiveness of reform 

measures in tax administration. 
 2. International and domestic 

aspects of tax fraud, evasion and 
avoidance.  

 
Important information about the Conference 
can be obtained from the CATA website at 
www.cata-tax.org or the special KRA 
conference web site at 
www.catakenya2007.co.ke.  
 
COMMONWEALTH MANAGEMENT 
DEVELOPMENT PROGRAMME 
(CMDP) 2007 
 
The Commonwealth Management 
Development Programme for tax 
administrators for 2007 will again be held in 
Kingston, Jamaica.  Trainees will be 
accommodated at Medallion Hall Hotel in 
Kingston and training will be held at the 
Management Institute for National 
Development (MIND).  CATA Secretariat 
has issued the annual CMDP circular to all 
members.  Experts from the Australia 
Taxation Office and Inland Revenue, New 
Zealand will deliver the course materials. 
 
 
 

Course Objectives 
 
The course is open to senior tax officials 
from the Commonwealth countries and 
course objectives include: 
 
1.   Extend participant’s management 
perspective and skills. 
2.   Enable participants to review and revisit 
their management practices. 
3.   Develop participant’s confidence to 
enable them to apply new skills to the 
workplace. 
4.   Challenge participant’s current thinking 
and practice. 
5.   Create an active learning environment. 
6.   Model team work and team learning 
processes. 
7.   Broaden participant’s knowledge of 
certain key areas of tax administration. 
8.   Examine trends in Commonwealth tax 
administrations. 
9.   Share and examine different and best 
practices in certain areas of tax 
administration. 
10.  Design and present as “best practice” a 
part of the taxation system. 
 
A limited number of fellowships will be 
available from the Commonwealth Fund for 
Technical Co-operation through the 
Commonwealth Secretariat’s Governance 
and Institution Development Division 
(GIDD) for candidates from the African, 
Asian, Caribbean, Mediterranean and South 
Pacific regions. Application procedures are 
detailed in the workshop Circular No. 3 of 
2007.  The total cost of CMDP 2007 
participation per person will be £3,000.  
This includes training fee, 
accommodation, meals and transport for 
official purposes where required.   
 
Ms Sadie Fraser will be the Course 
Director for CMDP 2007.  For any 
further details, information or workshop 
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registration procedures, she may be 
contacted at: 
 
Training Specialist 
MIND 
235A Old Hope Road, Kingston 6 
Kingston, Jamaica W.I. 
Tel:  (876) 927-1761-3 ext. 265 
Fax:  (876) 970-2529 
E-mail:  taramind_tasd@yahoo.com
 
MANAGEMENT COMMITTEE 
MEETING (MCM) MAY 2007 
 
The Management Committee of CATA held 
its annual meeting in London on 10 and 11 
May 2007. It was preceded by the meeting 
of the Performance Evaluation Committee a 
day earlier.  The Committee approved the 
following recommendations of the 
Performance Evaluation Committee 
regarding the performance of Regional 
Directors and Country Correspondents for 
the year 2006: 
 
Country Correspondents for 2006: 
 
The Committee decided not to make any 
nomination for meritorious services for a 
Regional Director for the year 2006 because 
it felt that there was no case of a really 
impressive input to support such 
nomination.  However, the following 
nominations relating to Country 
Correspondents were approved:  
 
1.  Ms Jas Sahni (United Kingdom). 
2.  Ms Pam Mitchell (Australia). 
3.  Mr David Tansey (Fiji). 
4.  Ms Jenny Overland (Solomon Islands). 
5.  Mrs Athina Stephanou (Cyprus). 
 
The Committee also appreciated inputs 
received from Malaysia and New Zealand 
where good and regular contributions were 
received during the year but the burden was 
shared between two correspondents each. 
 
Venue for CATA Conference 2008 
 

Unfortunately, Fiji will not be able to host 
the CATA Conference in 2008 due to the 
ongoing political troubles and its current 
suspension from the Commonwealth.  The 
Management Committee therefore accepted 
an alternate offer from Cameroon for 
hosting the CATA Conference in 2008. 
 
APPOINTMENTS AND DEPARTURES 
 
New Chief Executive and Commissioner 
of Inland Revenue, New Zealand 
 

 
 
 
The State Services Commissioner, Mr. Mark 
Prebble, notified that Mr. Robert Russell has 
been appointed to the position of Chief 
Executive and Commissioner of Inland 
Revenue. Bob Russell had earlier 
assumed the position of Deputy 
Commissioner, Service Delivery at Inland 
Revenue, in 2006. 
  
Between 1998 and 2006, Mr Russell was the 
Assistant Commissioner, Atlantic Region in 
the Canada Revenue Agency and was 
responsible of the full range of Canada 
Revenue Agency operations within the 
Atlantic region.   
 
Bob Russell took up his appointment on 21 
May 2007. 
 
New CATA Acting Vice-Chairman 
 
Mr Douglas Rankin was appointed acting 
Vice-Chairman of CATA by the 
Management Committee during its meeting 
in London on 10 May 2007.  Mr Rankin has 
taken over from Mr. Greg Farr of the 
Australian Taxation Office who was 
previously acting Vice-Chairman after the 
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 retirement from service of the elected Vice-
Chairman, Mr John McGinley, in late 2006. Regional Director (Malta) moves on 

  
New Country Correspondents Mr Carmel Conti, until recently Regional 

Director (European Region), has left has left 
his previous position on being appointed 
Director General of the Tax Compliance 
Unit. The TCU is responsible for 
investigating serious evasion of Income Tax, 
VAT and Duty. 

 
Singapore 
 
Ms Sunita Kapoor, Corporate Planning 
Officer, Inland Revenue Authority of 
Singapore has been appointed the new 
Country Correspondent having taken over 
from Ms Yvonne Lay. 

 5



OTHER NEWS 
 
The Queen calls for respect and 
understanding to build a better future 
 
Her Majesty Queen Elizabeth II has 
stressed the importance of respect and 
understanding to foster social harmony. 
In her message on Commonwealth Day, 
12 March 2007, the Queen said: "In 
today's difficult and sometimes divided 
world, I believe that it is more important 
than ever to keep trying to respect and 
understand each other better. Each and 
every one of us has hopes, needs and 
priorities. The more we see others in this 
way, the more we can understand them 
and their points of view. Let us as 
individuals actively seek out the views 
of others, make the use of what our 
beliefs and history teach us, have open 
minds and hearts, and like the 
Commonwealth, find our diversity a 
cause for celebration and a source of 
strength and unity." 
 
The Queen also pointed out the 
importance of living and working 
together to promote social cohesion. 
"The lesson of community life is that to 
flourish, we must help each other. To do 
this, there has to be a sense of fairness, a 
real understanding of others' needs and 
aspirations, and a willingness to 
contribute. We are a thriving 
community: we value our past; we make 
the most of our present; and we are 
working together to build our future." 
This year's theme for Commonwealth 
Day, celebrated annually every second 
Monday in March, was 'Respecting 
difference and promoting 
understanding'. 
 

McKinnon urges Commonwealth to 
respect difference and promote 
understanding 
 
Secretary-General Don McKinnon has 
urged Commonwealth members to 
respect difference and promote 
understanding -- important cogs in 
building democracy and development. In 
his message to mark Commonwealth 
Day on 12 March 2007, Mr McKinnon 
said: “Respecting difference and 
promoting understanding is the work of 
all 53 Commonwealth countries and all 
of our 1.8 billion people -- collectively 
and individually.” 
 
Mr. McKinnon stated that although the 
Commonwealth, home to one-third of 
the world’s population, was striving to 
ensure democracy, there were still 
tensions, misunderstandings and 
fractures in almost all societies. “There 
are communities divided by conflict, 
young people feeling adrift and apart, 
people of different faith, ethnicity and 
political persuasion who do not sit easily 
side by side,” he said. 
 
“Some of these divisions arise from 
grievance and humiliation, others for the 
simplest reasons, like a lack of 
knowledge and understanding, or fear of 
the unknown. On Commonwealth Day 
2007, and the whole year we must look 
at how we can do better.” 
In the message and in meetings with 
journalists on the Day, he emphasised 
that the Commonwealth was working to 
meet the agenda sought by its members -
- the twin pillars of democracy and 
development. 
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Respect and Understanding is the subject 
of a Commonwealth Commission 
appointed by Mr. McKinnon last year 
under a mandate from the 2005 
Commonwealth Heads of Government 
Meeting (CHOGM) in Malta. Chaired by 
Nobel laureate Professor Amartya Sen 
and comprising eminent Commonwealth 
persons, the commission will report to 
the next CHOGM due to be held in 
Uganda this November. 
 
Future Commonwealth membership: 
values are the cornerstone 
 
New proposals on Commonwealth 
membership – from the organisation’s 
core values to the criteria for 
membership and the process for 
considering applications to join – were 
the subject of debate. Commonwealth 
values were under the spotlight at the 
second meeting of the Committee on 
Commonwealth Membership which has 
been tasked to report to Heads of 
Government at their biennial summit in 
Uganda in November 2007. 
 
“The Commonwealth’s strength as an 
organisation is based on its fundamental 
values, and this is what makes it 
special,” said Commonwealth Secretary-
General Don McKinnon as he welcomed 
members of the committee to the 
Commonwealth Secretariat’s 
headquarters in London on 14 May 
2007. Expressing the hope that the 
committee’s report to Heads of 
Government would become the 
definitive document on Commonwealth 
membership and be of abiding relevance, 
the Secretary-General reaffirmed the 
importance of the association’s core 
values as set out in its key declarations. 
He also highlighted the key role played 

by civil society in the development of 
the modern Commonwealth. 
 
“The role of the Membership Committee 
is to recommend the standards to be 
achieved, and the processes required, for 
countries wishing to join the 
Commonwealth in the future,” said its 
chairperson, former Prime Minister of 
Jamaica P J Patterson. The committee 
was requested to consider issues relating 
to membership of the Commonwealth 
and links with other organisations, 
following a mandate from 
Commonwealth leaders at their summit 
in Malta in November 2005. The 
Membership Committee held its first 
meeting in December 2006. 
 
Secretary-General calls for a culture 
of integrity and accountability 
through leadership in good 
governance 
 
Corruption undermines democracy, 
development and good governance in the 
Commonwealth, Secretary-General Don 
McKinnon has said. He told a 
conference at the Malaysian Institute of 
Integrity in Kuala Lumpur on 23 April 
2007, that corruption could destroy 
development efforts, add to the cost of 
living and doing business, as well as 
erode competitiveness and investor 
confidence. “Corruption distorts 
competition and investment; it’s an 
impediment to free and fair trade,” Mr 
McKinnon stated. “It undermines the 
democratic and moral standards which 
underpin the way in which we conduct 
our lives.” 
 
The Secretary-General pointed out that 
every year an estimated US$400 billion 
is lost worldwide in government 
procurement, undermining the potential 
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effects of a government’s capital 
spending as money is taken out of poor 
people’s lives and into rich people’s 
pockets.  
He said Commonwealth countries had 
reported countless bribes over access to 
public utilities such as water supply, 
sanitation, solid waste management, 
drainage, access roads, highways and 
paving. The ill effects of corruption, he 
stressed, were felt the most by the 
poorest in our societies. “Anti-corruption 
strategies need to be coordinated, multi-
faceted, targeted and supported by 
demonstrable political will,” Mr. 
McKinnon emphasised. 
 
He noted the establishment of 
Malaysia’s Anti-Corruption Agency and 
the National Integrity Plan to combat 
corruption through prevention and 

education. The Secretary-General said 
these initiatives supported the United 
Nations Convention against Corruption 
(UNCAC). Out of 140 countries which 
had signed UNCAC since its launch in 
2003, only 91 have ratified the 
convention, including 16 
Commonwealth states. 
Mr McKinnon stated that the 
Commonwealth Secretariat will run a 
programme on customs integrity for the 
Asia-Pacific region in May 2007 in 
Kuala Lumpur. He commended the 
Malaysian Government for 
achievements made since the launch of 
the National Integrity Plan in 2004 and 
encouraged the Government to do more 
to realise its targets by 2008. The 
Secretary-General was in Malaysia as 
part of his official visit to South-East 
Asia. 
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NEWS FROM MEMBERS 
 

CANADA 
 

Country Correspondent: 
Ms Christina Lee 

 

 
 

The Canada Revenue Agency (CRA) 
Launches a New Goods and 

Services/Harmonized Sales Tax 
(GST/HST) Processing System 

 
The CRA replaced its current GST/HST 
processing system effective April 10, 
2007.  These changes provide common 
registration and accounting functions 
and standardized taxpayer statements for 
several business programs. For 
businesses, this means a simplified, 
harmonized set of accounting and 
administrative rules and a business-
centred view across all business lines. 
With the redesigned systems, the CRA 
has the flexibility to allow business 
taxpayers to combine payments by 
aligning payment, interest and penalty, 
and reporting periods. 
 
The new processing system offers new 
services and more account information 
for GST/HST registrants such as: 

• searching for the status of a 
payment;  

• reviewing interest charged or 
paid;  

• transferring a credit to other 
accounts;  

• providing additional remittance 
vouchers for payments;  

• providing account statements 
such as a statement of arrears 

and/or a statement of interim 
payments;  

• providing copies of previously 
issued notices or statements; and  

• changing some of the 
communication instructions on 
their account, such as stopping 
certain statements or the return 
envelope from being sent with 
remittance vouchers.  

This major re-engineering of the 
processing system will result in 
efficiency gains in processing returns 
and better service to our business 
taxpayers. 

The Canada Revenue Agency’s (CRA) 
Electronic Services for Businesses 

The CRA’s corporate vision is based on 
three strategic themes: 

• a well-defined, modern , and 
high-performing core business 
capacity; 

• a governance model that reflects 
accountability, rigour and 
sensitivity, and 

• the pursuit of business 
opportunities which the Agency 
could deliver on behalf of its 
clients. 

In pursuit of the first theme, a key 
component is strengthening our 
infrastructure, including our workforce, 
physical assets, and technology.  With 
respect to the latter, the CRA continues 
to expand its electronic services to both 
individuals and business taxpayers. 

This submission will focus on two such 
services for business taxpayers: The 
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Online Requests for Business and My 
Business Account   

Online Requests for Business 

The Online Requests for Business allows 
Business clients to make electronic 
requests for such account actions as: 
interest review, transfer of a credit, 
refund payment search.  Since financial 
requests require personal account 
review, they must be processed 
manually.  Each request is forwarded 
promptly to the appropriate local office 
for action.  Taxpayers can make request 
for the following types of accounts: 

• Corporate tax 
• Excise tax 
• Excise duty 
• Excise tax on insurance 

premiums 
• Air travellers security charge 

The system will automatically process 
requests for customized statements, 
additional remittance vouchers, copies of 
previously issued communication items, 
and account mailing instructions, where 
possible within 24 hours of receipt.  
Where any of these online requests result 
in the generation of correspondence, it 
will be issued through regular mail.  The 
online request system also acknowledges 
the receipt of a request.  This system is a 
24/7 service that is convenient, saves 
time for the taxpayer and allows the 
CRA to process requests in a more 
timely fashion.  For general business 
enquiries, taxpayers access a specifically 
designated phone number. 

My Business Account   

In order to access My Business Account, 
business owners must have a business 

number and a Government of Canada e-
pass.  This e-pass is a unique electronic 
credential that allows you to 
communicate securely with online 
enabled Government services, including 
the CRA. Some of these services require 
enhanced security measures, as they 
involve exchanging confidential 
information over the Internet. An e-pass 
provides this enhanced security. 
 
My Business Account is a way for 
business owners (including directors and 
officers of corporations) to access 
GST/HST, payroll, corporation income 
taxes, excise taxes, excise duties and 
other levies accounts online. 
 
Other services available through the My 
Business Account electronic platform 
are: 

• File a payroll return (T4)  
• Transmit information and 

corporation income tax returns  
• Provide a nil remittance (payroll 

deductions)  
• View returns status (corporation 

and payroll)  
• View account balances 

(corporation and Other levies)  
• View account balances for 

Payroll  
• View correspondence issued by 

the CRA 
• View transaction details 

(activities on Other levies 
accounts)  

• View endorsements (Other levies 
accounts)  

• View business addresses  
• Make online requests for:  

o Financial transactions to 
be taken on a CRA 
account  
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o Communication items 
previously issued by the 
CRA  

o Changing mailing 
instructions 

• Register a formal dispute (Notice 
of objection or appeal)  

• Request a CPP/EI ruling  

Enhancement and additions to the 
number of e-services will become 
available through the year, including 
the option of allowing an authorized 
representative of the business to 
access My Business Account’. 
 
My Business Account is available 21 
hours a day, Monday to Saturday, 
and 20 hours a day on Sunday.  This 
is just one of a number of electronic 
tools that the CRA has developed 
with businesses in mind, making it 
easier for business owners to comply 
while allowing the tax administration 
to handle their returns more 
efficiently. 

 
CYPRUS 

 
Country Correspondent 
Mrs Athina Stephanou 

 

 
 

Twinning Light Project – Funding 
Programme: Unallocated Institution 
Building Facility – European Union 
 

 
 

The Department of Inland Revenue in 
Cyprus will be the beneficiary of a 
project, of a maximum budget of 250000 
Euro, funded by the European Union. 
The Member State partner that will carry 
out the project is: The Government of 
the United Kingdom represented by 
The HM Revenue and Customs, 
International Relations and Capacity 
Building, London, UK. 
 
The global objective of the project is 
strengthening the administrative capacity 
of the Department of Inland Revenue for 
increased voluntary compliance of 
taxpayers and increased revenues 
collected by the Department. 
 
The specific objective of the project is to 
develop a more efficient system of tax 
audits. 
 
The project is a result of the fact that the 
Department of Inland Revenue has 
identified a number of issues that have 
an influence on its ability to efficiently 
and effectively audit taxpayers which 
need to be improved to further enhance 
its administrative capacity.  

At the moment there is no computerized 
parametric risk assessment and rating 
system. Selection of taxpayers for audit 
is done manually mainly based on the 
following criteria:  

- Frequent change of business auditors. 
- Inadequate profit compared to 

turnover. 
- Frequency of submission of tax 

returns.  
- Payment performance. 
- Information from other audits. 
 
Given the correlation of assessors to tax 
base, emphasis must be given to the 
systematic selection of taxpayers based 
mainly on economic criteria. Taking 
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these factors into account, efficient and 
effective selection necessitates the use of 
a computerized system. Furthermore 
through such a system, higher risk cases 
can be effectively prioritized for audit, 
something that is not done today.  

 
Furthermore audits are at the moment 
carried out manually thus taking a long 
time to complete. Most importantly 
however, the manual nature of the audits 
affects the efficiency, effectiveness and 
reliability of the audits. The use of e-
audit tools will reduce the time of audits 
significantly and increase their 
effectiveness and efficiency mainly due 
to: 

- no need in the preparation of manual 
working papers thus facilitating the 
increase of absolute numbers of cases 
of audit. 

- thorough audit, instead of small 
samples, of the areas chosen by tax 
auditors to be tested.  

 
Additionally, the present lack of 
guidelines with instructions to staff for 
the performance of audits of different 
trades/professions, results in the absence 
of uniformity in their examination, 
placing the taxpayers at an unequal 
standard. The preparation of such 
guidelines with instructions will also 
assist in the effectiveness and efficiency 
of audits in these high/medium risk 
areas. 

 
This project will provide technical 
assistance aiming towards satisfying the 
above needs and thus strengthen the 
administrative capacity of the 
Department of Inland Revenue to 
increase voluntary compliance and hence 
the revenues in the field of direct 
taxation through more efficient and 

effective tax audits. This is also in line 
with the Lisbon Strategy Programme 
(Community and National 
priorities/actions) and is also included in 
the suggestions for Reform and 
Modernisation Strategy of the Inland 
Revenue Business Change Management 
Plan prepared in co-operation with the 
Commission Service of DG TAXUD. 
Furthermore, the project falls within the 
priority areas of article 34 of the 
Accession Treaty (priority areas: (a) 
Internal Market – Taxation and (b) 
Strengthening public administration 
which is not covered by structural funds) 
and is also in line with the 
Comprehensive Monitoring Report on 
Cyprus’ preparations for membership, 
Chapter 10:Taxation. 

 
The requested services to be completed 
under the project are: 
 
Activity 1: Preparation of guidelines 
with instructions to staff including 
trade/profession profiles, gross profit 
margins (GP) and other relevant 
information such as the operating 
environment, for the audit of different 
high/medium risk trades/professions e.g. 
cash traders, multi-sector traders-
commerce traders, professionals i.e. 
lawyers , doctors, architects etc. 

 
Activity 2: Recommendation on the 
successful implementation of a 
computerized parametric risk assessment 
and rating system.  
 
Activity 3: Evaluation and 
recommendation on the most appropriate 
e-audit tools to be used by tax auditors. 
Preparation of terms of reference and 
technical specifications that will be used 
for the invitation to tender, for the 
purpose of purchasing the e-audit tools. 
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Activity 4:  Training. 
 

Five cycles of 20 participants each, of 
two days workshop on the use of staff 
guidelines and instructions prepared with 
regard to the audit of different 
high/medium risk trades/professions 
(related to activity 1). 

 
Activity 5: Study Visits. 

 
Performance of a study visit of 3 persons 
for 3 days to an appropriate Tax 
department in the EU in order to observe 
and get acquainted with the best practice 
in place on the use of a computerized 
risk assessment and rating system 
(related to activity 2). 
 
Performance of a study visit of 3 persons 
for 3 days to an appropriate Tax 
department in the EU in order to observe 
and get acquainted with the best practice 
on the use of e-audit tools (related to 
activity 3). 
  
The results of the project will lead to the 
objectives mentioned above. Under the 
project best EU practices will be 
adopted. 
 
We thank The Government of the United 
Kingdom represented by The HM 
Revenue and Customs, International 
Relations and Capacity Building, 
London, UK for undertaking the project. 

 
INDIA 

 
Country Correspondent: 

Mr Pradip Mehrotra 
 

India’s 2007-2008 Budget 
 
The Finance Minister of India, Mr. P. 
Chidambaram presented the Union Budget 
2007-2008 to the Parliament on 28th 

February, 2007. The highlights of the budget 
with respect to direct tax proposals are as 
follows: 
 

• Exemption limit for personal 
income tax raised by Rs 10,000. The 
new exemption limits are Rs 
145,000 for women below the age 
of sixty five years. Rs 195,000 for 
senior citizens of the age of 65 years 
or more, and Rs. 110,000 for others. 

 
• Currently all firms and companies 

are required to pay surcharge of 
10% (2.5% in the case of foreign 
companies) on their income tax 
irrespective of their income. This 
surcharge has been removed for 
firms and companies having income 
up to Rs 10,000,000.  

 
• A new cess of 1% has been levied 

for financing secondary and higher 
education. This cess will be levied 
on the total amount of tax and 
surcharge irrespective of income 
level. 

 
• Deduction in respect of amount paid 

for health insurance premium has 
been increased from the present Rs 
10,000 to Rs 15,000(from Rs 15,000 
to Rs 20,000 in case of senior 
citizens) 

 
• Benefit of deduction in respect of 

interest paid on loan for higher 
education has been extended to loan 
taken for higher education of spouse 
and children 

 
• Difference between the fair market 

value of Employee stock options on 
the date of exercise and amount 
payable for the option by the 
employee will be taxed in the hands 
of the employer as a fringe benefit.  

 
• Rate of tax on dividends distributed 

by companies has been increased 
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from the present 12.5% to 15%. 
Such dividends will continue to be 
exempt in the hands of the recipient. 

 
• Income distributed by money 

market mutual funds and liquid 
mutual funds will be taxed at 25%. 
Earlier the tax rate on this income 
was 12.5% where the income was 
distributed to individuals or Hindu 
undivided families and 20% where 
the income was distributed to others.  

 
• Taxpayers enjoying tax holiday with 

respect to income from 100% export 
oriented units and units set up in an 
Electronic Hardware Technology 
Park/ Software Technology Park/ 
Free Trade Zone/ /Export 
Processing Zone or unit set up 
before 1.4.2005 in a Special 
Economic Zone under sections 10A 
and 10B of the Income-tax Act have 
been brought under the net of 
minimum alternate tax (MAT). 
MAT is levied at the rate of 10% of 
book profits (plus applicable 
surcharge and cess).  

 
• Pass-through status for venture 

capital companies and venture 
capital funds has been restricted to 
investments in venture capital 
undertakings engaged in specified 
businesses and industries i.e. 
biotechnology; information 
technology relating to hardware and 
software development; 
nanotechnology; seed research and 
development; research and 
development of new chemical 
entities in the pharmaceutical sector, 
production of bio-fuels, building 
and operating hotel-cum-convention 
centre with seating capacity of over 
3000 persons, poultry industry and 
diary industry.  

 
• Weighted deduction for 150% of 

expenditure on scientific R&D in 

sectors such as pharmaceuticals, 
electronic equipment, computers, 
biotechnology, drugs, 
telecommunication equipment has 
been extended by five years up to 
31.3.2012 

 
• Tax holiday for industrial 

undertakings or enterprises engaged 
in development of infrastructure or 
industrial park or special economic 
zones etc no longer available to 
works contractor or to undertakings 
undergoing merger or de-merger 

 
• Ten year tax holiday for enterprise 

engaged in development, operation 
and maintenance of navigational 
channel in the sea, and also in 
respect of laying and operating 
cross-country natural gas 
distribution network, including gas 
pipelines and storage facilities being 
integral part of the network 

 
• Five year tax holiday for 2, 3 and 4 

star hotels and convention centres in 
specified area which are constructed 
and start functioning between 
1.4.2007 and 31.3.2010. Specified 
areas to include the National Capital 
Territory of Delhi and surrounding 
districts. Benefit has been given 
with a view to provide adequate 
number of hotel rooms to meet the 
requirement for accommodating the 
visitors to the Commonwealth 
Games which is to be hosted by the 
country in 2010 and to boost the 
number of convention centres.  

 
• Rate for tax deduction at source on 

rent of machinery, plant or 
equipment reduced to 10% 

 
• Rate for tax deduction at source on 

payment of commission and also 
any sum by way of fees for 
professional or technical services 
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and by way of royalty increased 
from 5% to 10% 

 
• Revised scheme for settlement of 

cases introduced 
 

• Definition of capital assets widened 
to bring into ambit of tax gains from 
sale of archaeological collections, 
drawings, paintings, sculptures, or 
any work of art. 

 
• Comprehensive definition of India 

provided in the Income-tax Act 
 

• Law relating to admissibility of 
expenditure in the computation of 
income of business concerns 
amended to provide for 
disallowance of entire expenditure if 
payment made other than by 
specified banking instruments. 
Currently 20% of such payment is 
disallowed. 

 
JAMAICA 

 
Country Correspondent: 

Miss Meris Haughton 
 

Branding in Tax Administration, Jamaica  
 
Tax Administration, Jamaica continues its 
drive to create an improved positive public 
image for Tax Administration (TA).  With 
its newly launched LOGO, developed 
though a competition among staff, the 
programme continues to also improve 
physical infrastructure complete with 
standardized office layout and colour 
scheme.  The branding project seeks also to 
streamline operating processes and 
information in order to standardize service 
delivery.  

 
 
 
 
 
 

Logo design (white background)  
    

 
 
 
 
 
 

Logo design (blue background) 
  
The Tax Administration is now easily 
identified by its refurbished buildings 
gracing the landscape, painted in the “Tax 
Administration Blue”.   
 
 
 

 

 

 

 
Montego Bay Revenue Service Centre 

Tax Administration, Jamaica 
automatically generates notices to file 
Income Tax Returns  
 
Beginning April 30, 2007 the Tax 
Administration began issuing computer 
generated reminder notices to taxpayers who 
failed to file their income tax returns.  These 
delinquent taxpayers who do not file and 
pay by March 15 of each year will be 
detected from a compliance run, using the 
Tax Administration’s Integrated 
Computerized Tax Administration System 
(ICTAS).  . A Best Judgment Assessment, 
pursuant to Section 72(3) of the Act, will be 
subsequently served on persons whose 
annual income tax returns remain 
outstanding. This initiative has yielded 
positive results with a number of persons 
responding by filing their returns or 
contacting the department to make 
appropriate arrangements. 
 
New Tax Measures 2007/2008 
 
As part of his recent Budget Presentation, 
the Minister of Finance and Planning, Dr. 
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the Honourable Omar Davies introduced the 
following New Taxation Measures for the 
Fiscal Year 2007/2008: 
 

1. Special Consumption Tax (SCT) 
on Cigarettes: Increase the SCT 
rate on cigarettes by 20% with effect 
from April 13, 2007.  Measure 
expected to yield J$500M. 

 
2. Environmental Levy: Impose 

Environmental Levy of 0.5% of the 
CIF value of all imported goods.  
Goods imported by the Government, 
Diplomats, International 
Organizations, Passengers (up to the 
allowance of US$500) will be 
exempt from the Levy. The 
estimated yield of this measure is 
J$1,200M and the effective date will 
be June 1, 2007. 

 
MALAYSIA 

 
Country Correspondent: 

Mdm Ruedah Karim 
 

 
 

Malaysia Tax Highlights for 2007 
 

Rt. Hon. Dato’ Seri Abdullah Ahmad 
Badawi, the Prime Minister of Malaysia 
who is also Finance Minister, presented the 
Malaysian 2007 Budget on 1 September 
2006. The 2007 Budget has been developed 
based on FIVE key thrusts that are part of 
National Mission and in line with the budget 
theme – Implementing the National Mission 
towards Achieving the National Vision. The 
thrusts are: 
 

• To move the economy up the value 
chain; 

 
• To raise the capacity for knowledge 

and innovation and nurture “first 
class mentality’” 

 
• To address persistent socio-

economic inequalities constructively 
and productively: 

 
• To improve the standard and 

sustainability of quality of life; and 
 

• To strengthen the institutional and 
implementation capacity. 

 
The budget has the same focus on these 
thrusts, thus be a platform for the budget 
strategies. The tax changes announced in 
2007 Budget include: 
 
• Review of Company Income Tax Rate 
 
In order to enhance competitiveness in the 
region and promote greater private sector 
investment, the company income tax rate 
would to be reduced by 2 percentage points 
in stages: 27% in the Year of Assessment 
(YA) 2007 and 26% in the YA 2008. This 
also applies to trust bodies, an executor of 
the estate of a deceased person and a 
receiver appointed by the court. 
 
• Review of Penalty on Withholding 
Tax 
 
Currently, when payments such as interest, 
royalty, rental and technical fees are made to 
non-residents without holding the tax, a 
penalty of 10% is imposed on total 
payments made to the non-resident. To 
reduce the cost of doing business, the 10% 
penalty on withholding tax would be 
imposed on the amount of unpaid tax and 
not on the total payment made to a non-
resident. 
 
• Review of Incentives for Real Estate 
Investments Trusts 
 
In further enhancing the vigorous 
development of Real Estate Investment 
Trusts (REITs) in Malaysia and attract 
foreign investment, the following new 
incentives were proposed: 
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i. non-corporate investors (resident 

and non-resident individuals) and 
other local entities receiving 
distributions from REITs listed on 
Bursa Malaysia (Malaysian Bourse) 
will be subject to a final withholding 
tax of 15% for five years;  

ii. foreign institutional investors 
(pension funds and collective 
investment funds) receiving 
distributions from REITs listed on 
Bursa Malaysia (Malaysian Bourse) 
will be subject to a final withholding 
tax of 20% for five years; 

 
iii. local and foreign corporate investors 

will be subject to the existing tax 
treatment and tax rates; 

 
iv. REITs will be exempted from tax on 

all its income provided that at least 
90% of its total income is 
distributed to the investors; and 

 
v. where the 90% distribution is not 

complied with, the REITs will be 
subject to income tax while all their 
investors are eligible to claim tax 
credits. 

 
• Enhancing the Incentive for 
Promotion of Malaysian Brand Name 
 
Currently, companies incurring advertising 
expenditure for the promotion of Malaysian 
brand locally are eligible to claim double 
deduction if they fulfil certain stipulated 
criteria. As such, a company in the same 
group that is not the owner of the brand 
name but has incurred advertising 
expenditure is not eligible for the deduction. 
In order to promote Malaysian brand names, 
the incentive would be extended to a 
company within the same group that has 
incurred the advertising expenditure as long 
as more than 50% of the shareholding of the 
company is held by the registered proprietor 
of the brand. This deduction is restricted to 
one company within the group in a year of 
assessment. 

 
• Enhancing Tax Treatment on Local 
Leave Passage 
 
To further encourage domestic tourism, tax 
exemption on local leave passage currently 
given only on expenses for fares be 
extended to expenses on meals and 
accommodation. 
 
• Increasing the Limit and Widening 

the Scope of Deduction on Donation 
on Charitable Activities 

 
With the aim of encouraging companies to 
be involved in corporate social 
responsibility programmes, the current limit 
on deductions given to companies on 
approved contributions for charitable 
activities would be increased from 5% to 7% 
of the aggregate income. The eligibility for 
deductions would be further extended to 
contributions made by companies towards 
approved sports activities and approved 
sports bodies and it is subject to the 
condition that the sum of the two types of 
contributions does not exceed 7% of the 
companies’ aggregate income. 
 
• Special Tax Treatment for the 

Property Development and 
Construction Contract Business 

Special regulations would be formulated and 
published in the Gazette for the tax 
treatment applicable to property 
development and construction contract 
businesses. This will provide certainty in the 
tax treatment with respect to the 
computation of gross income and adjusted 
income from the business of property 
development and construction contract 
business. The significant changes include 
the deductibility of expenses incurred during 
the warranty period and carry back losses to 
preceding years upon completion of a 
project are now permitted. 
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• Islamic Financial Services  

The Islamic financial services sector 
received special attention with numerous tax 
incentives to stimulate further growth in this 
area. This move is in line with the 
Government’s efforts to promote Malaysia 
as an International Islamic Financial Centre 
(MIFC) and capitalise on the influx of 
liquidity, particularly from the Middle East 
countries. Major incentives given to the 
financial services sector were in the form of 
a 10-year tax exemption on Islamic banking; 
tax breaks for takaful players; tax relief for 
Islamic finance studies and a tax deduction 
for sale of Islamic products.  

• Review of Tax Incentive for the 
Purchase of Computer 

Prior to Year of Assessment 2007, a rebate 
of MYR500 is given for the purchase of 
personal computer to an individual taxpayer 
once in five years. To encourage computer 
literacy and the usage of information and 
communication technology (ICT), the rebate 
is replaced by a tax relief of up to a 
maximum of MYR3,000 once every three 
years. In the case of separate assessment, 
taxpayer and the spouse would be eligible to 
claim the relief. In the case of combined 
assessment, such expense is deemed to have 
been incurred by the spouse who pays 
income tax.  

• Review of Tax Relief for the Purchase 
of Books 

The annual tax relief on purchase of books 
for an individual taxpayer has been 
increased from MYR700 to MYR1,000 per 
year. 

• Tax Treatment on Perquisite 

A tax exemption up to MYR1,000 a year 
would be given on service awards (such as 
long service, past achievement or service 
excellence awards) whether in cash or in 

kind, to employees who have worked at least 
10 years with the same employer.  

Overall, the 2007 Budget introduces wide-
ranging tax incentives with a focus on new 
growth areas such as Islamic financial 
services and is particularly meant to 
accelerate growth of the business sector by 
significantly lowering the cost of doing 
business. Consistent with the FIVE key 
thrusts highlighted, the budget allocation 
will ensure that public expenditure continues 
to support and generate higher value added 
economic growth, develop skilled and 
knowledgeable manpower, as well as focus 
on socio economic programmes to enhance 
the standard and quality of life. 
 

MALTA 
 

Country Correspondent: 
Mr Randolph Aquilina 

 
Distribution of Company Profits 
 
During 2006 Malta reached an agreement 
with the European Commission that 
effectively preserves intact its imputation 
tax system.  As from 1 January 2007 Malta’s 
full imputation system has been amended so 
that both resident and non-resident 
shareholders are now entitled to the same 
tax refunds in respect of underlying tax on 
distributed company profits.  The tax 
refunds under the old system will be 
retained up to 2010 for beneficiaries existing 
as at 31 December 2006.  
 
Essentially the logic of the imputation tax 
system has remained unaltered: companies 
are taxed at 35% and upon a distribution the 
shareholders are entitled to the tax refunds.  
The differences of substance are that the tax 
refunds are now available to all shareholders 
in respect of the distribution of all profits 
other than those derived from immovable 
property. The tax refunds under the new 
system are not materially different from 
those applicable under the old system.  
Resident shareholders are taxed on the 
dividend and tax refund at 35% while non-
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residents are not subject to tax in Malta on 
such income.      
 
As a result of these changes companies need 
not restrict their activities to international 
activities in order to be eligible for the tax 
refunds.   

Euro Changeover 
 
Malta is expecting to change its currency 
(the Maltese Lira) to the Euro as from 
January 2008. This of course necessitates 
certain adjustments that need to be made by 
persons and companies in business. 
 
The Deductions (Euro Related Expenditure) 
Rules, issued recently, provide for a 
deduction regarding expenses incurred in 
changing cash registers or modifying or 
enhancing equipment or software in order to 
be euro compliant. The deduction granted is 
equivalent to 200% of the expense but 
subject to a capping of LM1000 per 
qualifying person. 
 
Electronic Communications 
 
As explained in earlier editions, the Inland 
Revenue embarked on a project to provide 
access to services and enable the 
transmission of various forms electronically 
over the internet. This system has been very 
successful with a very high take-up rate by 
companies submitting their tax return 
electronically. The system was also 
extended successfully to employers sending 
employees records and since last year has 
started to be used for the electronic filing of 
tax returns by individuals. 
 
The Inland Revenue Department is further 
increasing the provision of electronic 
services over the internet. An integrated 
form covering property tax, capital gains tax 
and duty on documents and transfers has just 
been launched providing an invaluable 
service to notaries filing such form over the 
internet. The recent enhancements also 
include the provision of services relating to 
tax forms of trusts and shipping companies.  

Share Option Schemes 
 
Where employers provide share option 
schemes to their employees, the exercise of 
the option gives rise to a gain to the 
employee being the difference between the 
agreed purchase price and the share price. 
This gain is taxable in the employee’s hands 
as a fringe benefit. 
 
Up to now, this gain was added with the 
employee’s income for the year and the total 
charged to tax. This often resulted in the 
gain being taxed at 35%. In order to further 
encourage such schemes, an agreement has 
now been reached, and is currently being 
implemented, to provide for a flat tax rate of 
15% on such gains from the exercise of 
share option schemes.  
 
News in Brief: 
 
Tax Bands 
In the last budget, the income tax bands 
were revised and simplified. The tax-free 
threshold was increased and the number of 
tax bands reduced to four: 0%, 15%, 25% 
and 35%.  
 
Childcare Services 
A deduction has been introduced in respect 
of expenses incurred on licensed childcare 
services by parents. Also, where employers 
provide childcare services to their 
employees, such services will no longer be 
considered as taxable fringe benefits. 
 
National Heritage 
A deduction has been introduced in respect 
of donations made to organisations 
concerned with Malta’s national heritage. 
This measure is applicable to companies 
making substantial donations.  
 
Double Tax Treaty 
A new double tax treaty with San Marino 
has recently been signed and enacted. 
 
Administrative change 
Mr Carmel Conti, recently European 
Regional Director for the CATA newsletter, 
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has left the Inland Revenue Department on 
being appointed Director General of the Tax 
Compliance Unit. The TCU is responsible 
for investigating serious evasion of Income 
Tax, VAT and Duty.  
 

NEW ZEALAND 
 

Country Correspondent: 
Ms Sally Morrison 

 
Taxation of Small and Medium 
Enterprises (operational and legislative 
aspects) in New Zealand  
SMEs IN NEW ZEALAND 
 
Legislative changes for SMEs to reduce 
compliance costs 
 
New Zealand’s business environment has 
changed markedly in recent years. 
Businesses face increasing competition, 
within New Zealand and globally. This 
commercial pressure focuses attention on 
the wide variety of issues that can affect 
competitiveness.   
 
The Government is committed to creating an 
environment that is attractive to business 
and investment. That commitment includes 
minimising the burden on businesses of 
meeting tax obligations. Small businesses 
can face high compliance costs, including 
the costs of setting up systems to ensure they 
meet their obligations. They are usually less 
able than large businesses to employ 
specialist staff to handle tax matters.  As tax 
laws have become more complex in some 
areas, the difficulty of meeting tax 
obligations has grown and small businesses 
may face increased compliance costs or an 
increasing risk of accidentally not 
complying with the law. 
 
Much of the Government’s work so far on 
tax simplification has focused on ensuring 
that the tax system encourages voluntary 
compliance without placing an excessive 
burden on taxpayers. This encompasses 
those who have difficulty meeting their 

obligations, or inadvertently fail to comply 
with the law. 
 
As a result there has been a programme of 
legislative initiatives designed to reduce 
compliance costs for SMEs. The paper 
describes the latest legislative initiatives 
including GST and Provisional tax 
alignment, fringe benefit tax simplification 
and amendments to depreciation rules.  
 
Looking Forward 
 
The last few years have seen real change 
within Inland Revenue in the way we 
approach compliance, and work together 
with customers to increase voluntary 
compliance. Our overarching goal is to 
improve the economic and social wellbeing 
of New Zealanders – in part by ensuring 
revenue is available to fund government 
programmes.  We are doing this through 
targeted activities based on understanding 
our customers; organisational efficiencies 
that reduce compliance costs; creating an 
environment that promotes compliance, and 
ensuring our people are professional and 
well-supported. 
 
Our work with SMEs reflects these goals. 
Inland Revenue’s customer-focused, 
proactive approach, coupled with 
government support for SMEs through 
legislative change and advisory groups, is 
improving the climate for business.  With 
SMEs making up 90% of businesses within 
New Zealand and contributing over 30% of 
the economy’s total output, creating 
successful and thriving SMEs that 
voluntarily comply with their tax obligations 
is in everybody’s interest. 
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PAKISTAN 
 

Country Correspondent: 
Mr Muhammad Riaz 

 

 
 
Pakistan during the tenure of holding the 
ATAIC Secretariat, hosted the first meeting 
of the ATAIC Heads of Training Institute. 
The meeting took place at Directorate 
General of Training (Income Tax), Lahore 
on 12th March 2007, which was inaugurated 
by Mr. Salman Nabi, Member (Direct 
Taxes). 13 Heads of Training Institutions of 
ATAIC Member States and 6 observers 
from Turkey, IBFD and USA participated in 
the meeting and issues regarding the 
trainings of the member country’s tax 
administrations were discussed and the need 
for more cooperation and collaboration 
between the tax administrations was urged 
by the participants.  
 
Pakistan – Japan Tax Treaty  
 
Central Board of Revenue’s negotiating 
team visited Japan on 24th February 2007 for 
1st round of negotiations for the revision of 
the existing Agreement for the Avoidance of 
Double Taxation between Pakistan and 
Japan. Mr. Salman Nabi, Member Direct 
Taxes led Pakistan delegation. Japanese 
negotiating team is expected to visit CBR in 
May 2007 for the 2nd round of negotiations 
to finalize the treaty.  
 

 

     
 
Pakistan – Moldova & Pakistan - Greece 
Tax Treaty  
 
Central Board of Revenue’s negotiating 
team visited Moldova and Greece for the 1st 
round of negotiations on Avoidance of 
Double Taxation in January and March 2007 
respectively. Farida Amjad, Chief 
(International Taxes) headed CBR’s 
delegation. Second round of negotiations 
will be held at Islamabad on the dates to be 
fixed with mutual consent.  
 
Central Board of Revenue takes this 
opportunity to renew to the CATA 
Secretariat, the assurance of its highest 
consideration.  
 

 
 
 
TAX REFORMS IN PAKISTAN  
 
1. The Central Board of Revenue has taken 
the bold initiative of reforming the Tax 
Administration, through introducing a 
multifaceted strategy approved by the 
President of Pakistan on 17th November, 
2001. Mr. M. Abdullah Yusuf, Secretary 
General, Revenue Division / Chairman, 
Central Board of Revenue, has accepted the 
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challenge to lead the institutional change of 
tax administration aiming three major 
objectives, namely, voluntary tax 
compliance, taxpayers satisfaction and a 
motivated, efficient and reliable revenue 
service.  The road map for the achievement 
envisioned for a progressive CBR developed 
by the Reform Task Force and international 
consultants is being pursued with zeal 
through change management of information 
technology, human resource management, 
process re-engineering, tax-payers education 
and facilitation, audit, impact evaluation and 
infrastructure development. Today, the 
whole tax culture reflects a conscious, 
change of the mind-set and behaviour of tax 
officials. CBR is committed to gain the 
confidence of the taxpayers by facilitating 
them with simplified tax laws and effective 
dispute resolution mechanism, thereby 
develop a tax-payers friendly environment.  
 
2. The Tax Administration Reform is 
considered a cornerstone of the macro 
economic reform agenda, as it aims at 
increasing the CBR’s effectiveness and 
taxpayers confidence through organizational 
restructuring, self assessment, elimination of 
personal contacts between taxpayers and the 
tax collectors, simplified processes, 
taxpayer’s facilitation and improved terms 
and conditions of employment for the CBR 
officials. An improved IT management 
through creation of data base for 
management reporting, statistical analysis 
and automation in CBR and its field 
formations is progressing at a dynamic 
speed.  
 
3. A five years Pakistan Tax 
Administration Reform Project of $ 149 
million jointly funded by Government of 
Pakistan, World Bank and DFID was 
launched in April 2005. The Project is  
designed around a comprehensive reform 
strategy and includes the following seven 
components: (i) Institutional change in tax / 
revenue administration (ii) Improving 
Revenue Operations: (iii) Strengthening 
Revenue Services; (iv) Creating a Voluntary 
Tax Compliance Culture; (v) Adopting 

Responsive IT Systems; (vi) Infrastructure 
Up-gradation and Development: and (vii) 
Project Management and Implementation.  
 
4. The CBR, in line with its reform agenda 
of providing an efficient, convenient and 
facilitative environment has already 
established Large Taxpayers Units (LTUs) 
at Karachi and Lahore, where the collection 
of three domestic taxes, Sales tax, Federal 
Excise and Income Tax has been co-located. 
Another LTU at Islamabad will be 
established by June 2007. The co-location of 
three domestic taxes alone has led to 
remarkable progress in the field of 
automation, operational efficiency and 
increase in revenue collections.  
  
5. Three RTOs at Rawalpindi, Peshawar 
and Abbottabad, Faisalabad, have become 
functional.  Further RTOs at Hyderabad, 
Sukkur, Multan, Lahore, Gujranwala, 
Sialkot, Karachi and Quetta will be 
functional during 2007. As a first step 
towards electronic compliance mechanism, 
the filing of the statements of withholding 
taxes has been routed through electronic 
media at LTU Karachi.  Similarly, electronic 
filing of import and export goods declaration 
is successfully in practice. The CBR is now 
well poised for paperless environment both 
in domestic and external tax revenue 
streams. 
 
6. The government efforts to bring about 
change in the tax system, through its reform 
process has started showing positive results, 
the effects can be simply judged from the 
tremendous increase in its revenue 
collection, reduction of corruption and 
taxpayers satisfaction. The history of tax 
collection shows that the budget estimate  
prior to reforms in 1990-91 was Rs.123.3 
billion and even after downward revision the 
percentage achieved of the revised budget 
was only 91.6% the tax to GDP ratio was 
very low. Protectionism through tariffs and 
wide ranging exemptions and cylindrical 
instead of functional  tax administrative 
structure as well as heavy reliance on 
indirect taxes led to regressive tax system. 
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The situation was alarming for a developing 
economy and thus reforms were need of the 
hour. With the introduction of the reform 
process, a marked difference in the trend of 
collection has been witnessed the tax 
revenue target for 2002-03 was Rs.458.9 
billion and collection was 100.3% of the 
target. This trend set for the first time in 
2003 has continued through 2004-05 and 
2005-06 when collection was Rs.712 billion 
against the target of Rs.690 which exceeded 
the target by 103%. The outcome of reform 
in terms of change in tax-mix also reflects a 
positive change. In 1990-91 the percentage 
of direct tax was 18% and indirect tax was 
82%, but after the introduction of the reform 
measures in 2005-06 the percentage of direct 
taxes is 31% and of indirect taxes is 69%. 
This trend will continue for the better in the 
years to come.   
 

SINGAPORE 
 

Country Correspondent: 
Ms Sunita Kapoor 

 
Record 1 Million E-Filers in 2007 
 
 
A milestone has been reached in a year that 
marks the 10th anniversary of Electronic 
Filing of Individual Income Tax in IRAS.  4 
out of 5 taxpayers e-filed their tax returns, 
making the number of e-filers cross the 1 
million mark.  In all, 1.26 million taxpayers 
have filed their returns as at the deadline of 
18th April 2007, making up a record-high of 
92% filing rate, as compared to last year’s 
89.5%.  
 
Zero-Rating of Container Services and 
the Sale & Lease of Containers 
 
To give recognition that sea and air 
containers are an essential part of 
transporting goods internationally, the 
Second Minister of Finance Mr Tharman 
Shanmugaratnam announced in his 2007 
Budget changes to the GST Treatment on 
certain container services and the sale & 

lease of containers. A zero rating relief will 
be accorded to be in line with developments 
in the industry and to relieve the compliance 
costs of tracking the destination of the 
containers and where the customers belong.  
 
IRAS has issued an Electronic Tax Guide 
titled “Zero-rating of Container Services and 
the Sale & Lease of Containers” at 
www.iras.gov.sg. This E-Tax Guide sets out 
the details on the zero-rating relief by 
specifying the qualifying supplies and 
conditions. The new GST treatments will 
take effect from 1st April 2007 by way of 
GST remission until the GST legislation has 
been amended.  
 
Zero-Rating Telecommunication and 
Related Services under Section 21(3)(q) 
 
Section 21(3) of the GST Act provides zero-
rating relief on the supply of international 
services and Section 21(3)(q) specifies that 
only prescribed services comprising the 
provision of international 
telecommunication transmission can qualify 
for zero-rating relief.  
 
IRAS has issued an Electronic Tax Guide 
titled “Zero-rating Telecommunication and 
Related Services under Section 21(3)(q)” at 
www.iras.gov.sg. This E-Tax Guide 
explains the application of the zero-rating 
relief under section 21(3)(q) to 
telecommunication and telecommunication-
related services. 
 
Singapore’s Avoidance of Double 
Taxation Agreements Network 
 
Singapore has in place 54 Comprehensive 
Avoidance of Double Taxation Agreements 
and 7 Limited Agreements. The full text of 
the Agreements can be found at the IRAS 
website (www.iras.gov.sg). 
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SOLOMON ISLANDS 
 

Country Correspondent: 
Ms Jenny Overland 

 
Strong Revenue Growth Continues 
 
Year to date revenue continued to perform 
strongly with tax collections during the first 
quarter of 2007 exceeding Budget by 
$9.6milion or 8.8%. Revenue growth is 
currently twice the level of GDP growth in 
the economy. 
 
Year to date collections topped $118.9 
million, the strongest three month start to 
Solomon Islands tax revenue collections 
ever recorded. Revenue to the end of March 
is $28.5million or 31.5% above that 
collected in the same three months of 2006. 
 
These increases are due in the main to three 
factors: 
 

 Increased compliance activity by 
IRD audit staff, both in the Honiara 
port area and within the retail sector. 

 Continued growth in the economy;  
 On-going benefits arising from 

administrative reforms, particularly 
the operation of the new goods tax 
exemption guidelines and 
procedures introduced by the 
Division in June 2006. 

 
Administrative Reforms continue 
 
Part of the strong revenue growth to date can 
be attributed to Inland Revenue’s continuing 
program of fundamental reforms to the tax 
administration system.  Following a range of 
successful administrative reforms to date 
such as the 
 

 introduction of policy guidelines 
and approval process for goods 
tax exemptions; 

 introduction of a single 
identifier number for business 
taxpayers; 

 isolation of a large taxpayer 
base; 

 movement to a final tax system 
for PAYE and some other 
withholding taxes; and 

 processing of assessments on a 
new computer system 

 
IRD is now moving into the next phase of 
the reform program which will see IRD 
focus on  
 

 improving records management 
(including implementing a new 
filing system) 

 improving registration processes 
 building lodgement processes 

including streamlining non 
lodgement; monitoring and 
control through the use of the 
new computer system 

 building processes to more 
effectively monitor and collect 
outstanding tax debts 

 building a strong monitoring 
and compliance reporting 
system using the new computer 
system; and 

 expanding the range and types 
of tax audits. 

 
These reforms are critical to the rebuilding 
of Solomon Islands tax system.  The 
continued success of the administrative 
reform strategy will help to build a stronger, 
fairer tax system that ensures that all 
taxpayers are operating on a level playing 
field. 
 
Goods Tax Relief for Businesses hit by 
tsunami 
 
The Minister for Finance announced 
amended Guidelines covering the granting 
of Goods Tax exemptions to include relief 
for businesses who face rebuilding premises 
and replacing plant and equipment destroyed 
by the earthquake and tsunami that struck 
Choiseul and Western Provinces on 2 April 
2007. 
 

 24



Under the changes announced by the 
Minister, businesses will be granted 
exemption from Goods tax, which is 
generally charged at the rate of 10%, on 
items which are purchased to replace 
buildings or plant and equipment proven to 
have been destroyed in the earthquake and 
tsunami which hit Western and Choiseul 
provinces on 2 April 2007. In considering 
the exemption application regard will be had 
to whether the property was insured, the 
taxation record of the applicant, the amount 
of any aid assistance directly provided to 
redress the loss and any improvement in the 
quality and type of asset for which 
exemption is sought over those that were 
destroyed. The exemption does not extend to 
the replacement of stock in trade, goods 
purchased for resale, spare parts, oil, diesel 
and lubricants, or road vehicles which are 
specifically excluded from exemption. 
 
This amendment is similar to the 
amendment to the guidelines to assist with 
the rebuilding of businesses affected by the 
rioting and looting in 2006. 
 

SRI LANKA 
 

Country Correspondent: 
Ms D G P W Gunatilake 

 
The government in its budget for the year 
2007, made in November 2006, announced 
certain changes to the: 
 
- Inland Revenue Act No. 10 of 2006 
- Value Added Tax Act No. 14 of 2002 
- Economic Service Charge Act No. 13 
of 2006 
 
1. CHANGES TO THE INLAND 

REVENUE ACT NO. 10 OF 2006 
MADE BY AMENDMENT ACT 
NO. 10 OF 2007 

 
1.1 Taxation of Terminal Benefits of 

Retiring Employees 
 
 Y/A 2007/2008 
 

 -  if the period of service is 20 years or 
more     

    
Amount (Rs.) Rate 
The first 5,000,000/- Nil 
The next Rs. 1000,000/- 5% 
The balance at 10% 

 
 -  if the period of service is less than 
20 years 

  
The first 2,000,000/- Nil 
The next 1,000,000/- 5% 
The balance at 10% 

 
1.2 Employees Share Option Plan 
 

Any benefit accruing on or after 1 
April 2007 to any employee from 
participation in any share option plan 
applies uniformly to all employees 
employed by such employer is exempt 
from tax. 

 
1.3 Withholding Tax (WHT) on 

Interest Accruing to Individuals 
from Bank and Other Financial 
Institutions 

 
 The following new rules are 

applicable with effect from 1 April 
2007.  (The rational is to consider the 
benefit of the tax free allowance of 
Rs. 300,000/- per year available 
individuals). 

 
 If the deposit holder declares that his 

total income for any year of 
assessment is: 

 
 -  less than Rs. 300,000/- no deduction 

is made 
 -  more than Rs. 300,000/- but not 

more than Rs. 600,000, 2½% is 
deducted 

 -  more than Rs. 600,000 - 10% is 
deducted. 

 
 Further a declaration may be obtained 

if the deduction under WHT is more 
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compared with his normal tax 
payable. 

 
 If a charitable institution declares that 

the total income of such institution for 
any year of assessment is: 

 
 -  less than Rs. 300,000/- no deduction 

is made for that year of assessment 
 -  more than Rs. 300,000/- 10% is 

deducted. 
 
 The deduction is not made on one 

savings account of an individual or a 
charitable institution so far as the 
interest paid is less than Rs. 5,000/- 
per month. 

 
 All the other circumstances the WHT 

is deducted at the rate of 10%. 
 
1.4 Taxation of Small Companies 
 
 The concessionary rate of 15% 

applied to companies whose taxable 
income is less than Rs. 5,000,000 
(small companies) is withdrawn so far 
as such company: 

 
 -  is a holding company of a group of 

companies; or 
 -  is a subsidiary of any associated 

company of any group of companies. 
 
1.5 Application of Deemed Dividend 

Tax on Distribution of Corporate 
Profits 

 
 Where for any year of assessment 

commencing on or after 1 April 2007 
the gross dividend distributed by an 
company is less than 25% of its 
distributable profits for that year, the 
company will be required to pay 
additional tax amounting to 15% of 
the excess of one-third of the 
distributable profits over the profits 
already distributed (if any). 

 
1.6 Specific Provisions for Bad Debts 
 

 Any sum considered as reasonable for 
doubtful debts estimated to have 
become bad during the period for 
which profits are being ascertained is 
allowable. 

 
 A listing has been made in relation to 

Banks or Financial Institutions, that 
such allowable amount should not 
exceed 1% of the aggregate debt as at 
the end of that period. 

1.7 Insurance Industry 
 
 Effective from 1 April 2007: 
 
 -  The life insurance and other 

insurance will be treated as separate 
businesses. 

 -  Loss incurred from life insurance 
can be set off only against the profit of 
that business. 

 
1.8 New exemptions and other 

concessions 
 
 Effective from 1 April 2007: 
 
 1.8.1 Local Film Industry 
 

- 10-year tax holiday for newly 
constructed cinema theatres with 
modern equipment and  

  approved by the Film Corporation. 
- 5-year tax holiday for existing 

cinemas upgraded with above 
facilities. 

- Qualifying payments:- 
 Deduction in respect of cost of 

production of a film is increased 
from Rs. 10 mn. to Rs. 25 mn. 

 
1.8.2 Construction Industry 
 
- Profits of any individual who is 

engaged in construction industry 
outside Sri Lanka are exempt so far 
as the payment is made in foreign 
currency and which is remitted to 
Sri Lanka through a bank. 

- Rate of capital allowances on 
machinery used for construction 
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industry is increased from 12.5% to 
25%. 

- WHT on construction industry 
(specified fees) is reduced from 5% 
to 1%. 

 
1.8.3 Remuneration of any individual 

employed on Sri Lankan ship 
is exempt. 

 
1.8.4 Sale of share by unit trust is 

exempt from tax. 
 

1.8.5 3-year tax holiday is given for 
reopening of a closed factory. 

 
1.8.6 10% partnership tax is not 

applicable to a partnership if the 
divisible profit is less than 
600,000/- and if the divisible 
profit exceeds Rs. 600,000/-, the 
10% rate is applicable only on 
the excess. 

 
1.8.7 The interest accruing to any 

person from any money 
deposited in any Treasury Bond 
Investment External rupee 
account. 

 
1.9 Miscellaneous 

 
Effective from 1 April 2007: 
 
-  Export trade – The 

concessionary rate of 10% 
applied only to certain types of 
export has been extended to any 
export. 

- Capital allowance on ships 
increased to 33⅓%. 

 - Collection of Taxes in default:  
No penalty is charged if the 
default tax as at 31.03.2005 is 
paid within 3 years according to 
an instalment plan with the 
agreement of Commissioner 
General of Inland Revenue.  If 
the instalment plan is not 
adhered to penalty is charged in 
full. 

 
1.10 Construction Industry Guarantee Fund 

Levy (CIGEL) introduced in 2005, 
under the Finance Act, which is 
payable by construction contractors if 
the value of contact exceeds Rs. 1.5 
million.  The rate applicable varies 
form 0.25% to 1% depending on the 
value of contract and the levy was 
collected by the Institute for 
Construction Training and 
Development (ICTAD).  Effective 
from 1 April 2007 CIGEL is 
administrated by the Commissioner 
General of Inland Revenue. 
 

2. CHANGES TO THE VALUE 
ADDED TAX ACT NO. 14 OF 
2002, MADE BY AMENDMENT 
ACT NO. 14 OF 2007 

 
2.1 New Exemptions (Effective from 

1.1.2007) 
 

(a) Import of - 
 

(i) Any bus by any bus 
owner holding a valid route 
permit. 
(ii) Machinery and equipment 
by Ceylon Electricity Board.. 
(iii) Machinery for the 

modernisation of factories 
identified under specified 
HS Code Nos. 

  
 -  machinery for tea 

industry 
 -  machinery for shelling 

coconuts 
 -  Industrial Boilers 
 -  Machinery for canning 

and other of Fruit and 
Vegetables 

 
(iv) Any film produced in Sri 

Lanka and taken abroad 
for further processing or 
printing with the approval 
of National Film 
Corporation. 
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 (b) Import of Supply of - 
 

(i) furnace oil (fuel oil under 
HS Code No. 
2710.19.16). 

(ii) Breeding animals and 
material (under 
specified HS Code 
Nos.) 

 
 (c) Supply of - 
 

(i) Locally manufactured 
handloom textile. 

(ii) Electricity (generation or 
distribution). 

(iii) Services being chartering 
of vessels. 

(iv) Laboratory facilities for 
production of a film. 

(v) Film being production, 
distribution or 
exhibition of such film. 

 
2.2 Reduction of rate to 5% (Effective 
from 1.1.2007) 
 

(i) Importation of machines used 
for manufacture of ticket 
issuing machines. 

(ii) Importation of high-tech 
medical equipment under 
specified HS Code Nos. 

(iii) Importation of goods under 
specified HS Code Nos. to be 
used for the manufacture of 
films locally with the approval 
of the National Film 
Corporation. 

(iv) Import or supply of jewellery. 
 
The present restrictions applicable to 
supplies taxable at 5%, will continue to be 
applicable. 
 
2.3 Introduction of VAT Withholding 
Provisions (Effective from 1.1.2007) 
 
 Government agencies are required to 

withhold ⅓ of VAT payable to 

contractors and other service 
providers and remit such deductions to 
the Department of Inland Revenue on 
the same date of payment. 

 
 For this purpose government agencies 

include Ministries, Departments, 
Government owned Business 
undertakings, Public Corporations, 
Provincial Councils, Universities, 
BOI, State Banks, Projects funded by 
the government and institutions for 
which funds are provided form the 
Consolidated Fund. 

 
2.4 Changes to Input Tax Credit 

(Effective from 1.1.2007) 
  
 (d) Restrictions 
 
 (i) The deduction of Input Credit 

for any taxable period will be 
restricted to the lower of the 
“actual input tax credit 
otherwise allowable for that 
period” or “85% of the output 
tax for that period”.   

 
  The balance, if any, can be 

carried forward and deducted 
from subsequent taxable periods 
subject to the same restriction. 

 
  The above restriction is not 

applicable to:- 
  
  - any supplier whose 

supplies are zero rated 
  - any supplier whose 

supplies are deemed 
exports and registered for 
such supplies with Textile 
Quota Board (TQB) or 
Export Development 
Board (EDB). 

  - Any person who has 
registered under Section 
22(7) of VAT Act (for 
claiming input tax during 
the project 
implementation period). 
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 (ii) Any input credit on motor 

vehicles used for 
travelling will be 
disallowed in full. 

 (iii) The adjustment of input tax on 
‘Tax Debit Note’ will be 
restricted to a ‘Tax Debit Note’ 
issued within 6 months from the 
date of the issue of the original 
‘Tax Invoice’. 

 
 (e) Removal of Restrictions 
 
 (i) The restriction to 15% of the 

credit for input tax paid at the 
rate of 20% will not apply in 
respect of raw materials 
imported by an person for the 
manufacture of goods by such 
person, if it is proved to the 
satisfaction of the 
Commissioner General that such 
goods manufactured are 
exported by the manufacturer 
himself. 

 (ii) The present transitional 
adjustment of disallowing credit 
for input tax already allowed on 
any taxable supply which 
subsequently becomes an 
exempt supply will be removed. 

 
2.5 Tax Base on Imports (Effective 
from 17.11.2006) 
 
 The mark-up on the CIF value for 

charging VAT at Customs point is 
increased from 7% to 10% with effect 
from 17.11.2006. 

 
2.6 Optional VAT (Effective from 

1.1.2007) 
 

Every person having supplies on the 
border of VAT threshold of Rs. 1.8m. 
but not registered for VAT, will be 
given an option to register for VAT 
voluntarily and pay non-refundable 
5% VAT. 
 

Such a person can continue to pay this 
5% VAT until the annual turnover 
reaches Rs. 2.5m. or for a period of 3 
years from the date of entering into 
this scheme, whichever occurs earlier. 

 
3. CHANGES TO THE ECONOMIC 

SERVICE CHARGE ACT NO. 13  
OF 2006 MADE BY 
AMENDMENT ACT NO. 15 OF 
2007 

 
 Economic Service Charge (ESC) was 

imposed with effect from the year of 
assessment commencing on 1.1.2004 
consequent to the proposal made in 
Budget 2004 describing as a levy for 
the use of government infrastructure 
facilities and services.  Every person 
or partnership carrying on or carrying 
out a trade, business, profession or 
vocation, in respect of whether such 
person or partnership is liable to pay 
income tax or not, is required to pay 
this levy.  However, in order to give 
relief to taxpayers who pay income 
tax, provisions have been made to set 
off ESC paid against income tax. 

 
 ESC was originally imposed under 

Part 1 of the Finance Act No. 11 of 
2004 for the period from 1.4.2004 to 
31.3.2005. 

 
 Economic Service Charge Act No. 13 

of 2006, introduced with effect from 
1.4.2006 to impose ESC under a 
separate Act, terminating the 
respective provisions under the 
Finance Act No. 11 of 2004. 

 
 ESC is payable on quarterly basis, if 

the turnover for the quarter (period of 
3 months) exceeds Rs. 10 million. 

 
 The following changes were made to 
ESC Act with effect from 1.4.2007. 
 

- ESC threshold of relevant 
turnover for the quarter is reduced 
from Rs. 10 mn to Rs. 7.5mn. 
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(ii) Unit Trust – reduced to 
0.5%. 

- Three-year exemption is limited 
only to manufacturing industry. 

(iii) Export of jewellery, gem, 
gold or diamond – 1% on 
value addition. 

- Any excess of ESC paid can be 
set-off against income tax for 5 
years. 

(iv) Apparel exporters, supply of 
textile manufacturers to 
apparel exporters, BOI 
Trading Houses 

- No assessment will be issued for 
any quarter after laps of 18 
months from the end of the year 
of assessment in which the quarter 
falls.  

- if the turnover is on 
FOB value rate is 0.1% 

- Assessor is required to explain as 
to why the return is not accepted. 

- if the turnover is not 
FOB value rate is 1% 
without the threshold. 

- Rate changes. 
 

(i) Small companies – reduced 
form 1% to 0.5%. 
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