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Appendix-I

Policy Initiatives During FY00
Over a long period of time, the government spent more than its resources permitted. As a result, both internal and external debt grew rapidly resulting in a high debt-servicing ratio. Rising debt servicing along with stagnant tax GDP ratio resulted in reduction in development expenditures to reduce the budget deficit, which has adversely affected growth as well as living standard of the poor in Pakistan in recent years. These developments have virtually shaped the Economic Revival Program announced by the government on 15th December 1999. The program focuses on the development of a self-reliant economy and became the main statement of economic policy of the government for the next three years. 

The Framework of Economic Revival Program

The program is aimed at stabilization and revival of the economy through reinvigorating productive and institutional capacity. The program is designed to address the medium to long term structural issues alongside institutional and social-sector concerns. The broad framework of the program is as follows:

· Taking the country out of the debt trap and achieving self-reliance by gradually eliminating borrowings for non-development purposes and retiring debt through privatization proceeds.

· Tax reforms designed for the complete documentation of the economy, minimizing the number of taxes, broadening tax base with a reduction in their rates, simplification of assessment procedures, and an efficient system of dispute resolution. 

· Growth initiatives in neglected areas such as agriculture, small and medium enterprises, oil and gas sector and information technology.

· Launching a proactive program to attack rising poverty.

· Grass-root reforms on the principles of merit, efficiency and service in all public sector institutions.

Within the above framework of the Economic Revival Program, the government formulated the following structural reforms in all major sectors of the economy.

1. Fiscal Reforms

· Reducing the burden of public debt to a sustainable level through a combination of fiscal deficit reduction and debt retirement.

· Reforming the tax system at the grass-roots level and elimination of all loopholes and exemptions. Extension of GST to the retail stage (Appendix VII). 

· Conducting a major survey to expand the tax base. Introduction of a tax amnesty scheme for voluntary declaration of hidden assets and income. On disclosure of all tax-evaded assets, a payment of only 10 percent as tax to bring them on to their books (Appendix VII). 

· Rationalization of interest rates on government savings schemes to reduce the cost of non-bank borrowing and minimize the crowding out of private investment.

2. Growth Initiatives

a) Agriculture sector

· Increase of wheat and oil seeds production to conserve on imports and leaving agricultural prices to market mechanisms (Appendix IV).

· Increasing effectiveness of ADBP to reach out to the small farmers and augmenting credit for agriculture (Appendix IV).

· Conservation of water both in terms of rehabilitation of irrigation systems and the revitalization of the on-farms water management projects.

· Promotion of fisheries through sustainable exploitation of marine exclusive Economic Zones of the Sindh and Balochistan coast-lines and providing institutional support for value-added exports and the provision of credit in this area.

· Allotment of large tracts of evacuee agricultural land to poor landless farmers in the Tharparkar area of Sindh.

· Ensuring tax on agricultural incomes. 

b) Small and medium enterprises

· Giving the highest priority to small and medium industry and facilitating more credit and advisory support for their establishment.

· Reviving industrial finance through a restructuring of the banking and financial sector and by lowering the cost of funds.

· Establishment of the Corporate and Industrial Restructuring Corporation to revive sick industrial units (Appendix II).

· Ensuring an enabling environment and provision of infrastructural and institutional support. Laws relating to trademarks, intellectual property rights, industrial relations, workers’ compensation, bonded labor and work conditions will be reviewed and improved.

· Making Tariff Commission autonomous and eliminating the misuse of SROs based on nepotism and corruption (Appendix IX).

c) Energy Sector

· Acceleration and development of oil and gas exploration as well as encouraging foreign investment in this sector.

· Establishment of regulatory authorities for the development of the oil and gas sectors and encouraging the conversion of power plants from furnace oil to gas.

· Development of upstream infrastructure including pipelines for efficient transportation of imports and discovered resources. 

· Deregulation of the petroleum sector and speeding up the privatization process for retirement of public debt.

· Rationalization of margins of oil marketing companies to enable them to invest in storage and other infrastructure.

· Deregulation of LPG prices and encouraging the use of CNG.

d) Information Technology and Software Industry

· Creation of a new information technology division in the Ministry of Science and Technology to facilitate growth in this sector.

· Granting charters liberally for IT based universities to develop a large pool of professionals.  IT and software industry will be eligible for export finance.

· Expansion of the use of Internet through reduction in the PTCL tariff structure for data communication.

3. Poverty Alleviation

In contrast to the approaches adopted in past where poverty reduction was considered as a by-product of the growth process, the government took a major policy shift to bring it at the centre stage of economic policy making. Under this approach, direct anti-poverty programs will be integrated in the macroeconomic framework. The government announced the following specific program towards this end:

· Allocating Rs 15 to Rs 20 billion through budgetary re-adjustment for small public works in the poorest urban and rural areas.

· Revitalization of food stamps program by making special allocation from the receipt of GST.

· Comprehensive reappraisal of the entire Zakat and Ushr system to ensure its utilization by the poor.

· Establishment of a Micro-Finance Bank for enhancing the access of the poor to credit (Appendix III). 

Small public work initiatives in the poorest and low-income urban and rural areas are expected to have a greater impact on poverty. In the poorest of rural areas the program includes development of farm to market roads, de-silting of canals, lining of water courses, construction of ponds and soil conservation. In the poorest urban areas schemes of water supply and sewerage and garbage collection and disposal will be included. This program will generate significant employment for the poor and will have a positive effect on their income and living standard. The government allocated Rs 2.5 billion for food support program in the current fiscal year, which is five times the size of the  earlier program. Under this program 1.26 million poor households having income less than Rs 2000 per month will be given Rs 2000 per annum to buy wheat flour.

Finally, enhancing the access of the poor to credit through Micro-Finance Bank will be beneficial for income generation and employment promotion for the poor. The Bank will do business with established community based organizations (CBOs) and non-governmental organizations (NGOs) involved in micro credit. The Bank will promote the process of establishing community organizations, which can sustain credit operations and promote savings among the poor. The Bank will also finance small infrastructure projects.

Appendix-II

Corporate and Industrial Restructuring Corporation
An ordinance to establish ‘Corporate and Industrial Restructuring Corporation’ (CIRC) has been promulgated on 22nd September 2000.  As envisaged in the Economic Revival Programmme, (Appendix I), the purpose of the establishment of CIRC is to promote revitalization of the national economy by reviving sick industrial units in the country.  In this regard, the Corporation will take over the non-performing assets of Nationalized Commercial Banks (NCBs) and Development Finance Institutions (DFIs).  The main objectives of the Corporation are:

· To deal, enter into and sign agreements and contracts with any financial institution in respect of non-performing assets and take appropriate actions i.e., the corporation may acquire, purchase, manage, restructure, rehabilitate, sale of sick unit with or without Balancing, Modernization and Replacement and dispose off non-performing assets.

· To initiate any or all activities for the recovery of non-performing assets.

· To verify/probe, before taking any action, the dispute relating to liability of the obligor in respect of the non-performing assets or cases relating thereto, including the cases of fraud, misrepresentation, and breach of any provision of law, rule, regulation of the State Bank, regarding calculation, existence and repayment of a financial obligation or outstanding loan or interest claimed against obligor.  In this regard, a verification committee will be formed that will prepare report and give its recommendations.  

· To engage and enter into agreements with financial and other institutions, and financial, legal, accounting, valuation and other specialist, for the purpose of corporation’s business.

· To purchase, amalgamate, enter into partnerships, form joint ventures, making profit sharing arrangements or cooperate or participate with any company.

Appendix III

Micro-Finance Bank for Poverty Alleviation
The government on 12th August 2000 announced to establish a Micro-Finance Bank to lend credit to the country’s millions of the poor.  The Bank is the culmination of government’s initiatives to counter poverty on sustainable basis through provision of lending and savings facilities to the one-third segment of country’s population living below the poverty line.  The following are the main objectives of Micro-Finance Bank:

· to provide credit with or without collateral security, in cash or in kind to poor persons for all types of economic activities including housing but excluding business in foreign exchange transactions;

· to undertake the management, control and supervision of any organization, enterprise, scheme, trust fund or endowment fund for the benefit and advancement of poor persons;

· to buy, sell and supply of credit to poor persons for industrial and agricultural inputs, livestock, machinery, implements, equipment and industrial raw materials, and to act as agent for any organization for the sale of such goods or livestock;

· to carry out survey and research, and to issue publication and maintain statistics relating to the improvement of economic condition of poor persons;

· to provide professional advice to poor persons regarding investments in small business and cottage industries;

· to encourage investments in such cottage industries and income-generating projects for poor persons 

Since the Bank is a common man’s bank, its name has been proposed in national language as Khushali Bank meaning Prosperity Bank.  Asian Development Bank provided US$150 million loan on soft term at 1.0 percent to 1.5 percent mark-up with repayment period of 33 years. The Bank plans to extend credit of Rs 5,000 to Rs 30,000 to people in smaller communities to be used for income generating activities.  It is established in essence for a revolutionary social movement to empower the under-privileged communities and give them self-respect, rights and money to feed themselves and their families.  The Bank would operate on non-profitable and on cost recovery basis and give credit to around 100,000 poor persons by December 2001.  The overall lending program will cover 30 percent women and beneficiaries will directly get the loans.  

Appendix IV

Policy Measures for Agriculture Sector During FY00
Support Prices:

· The Economic Coordination Committee (ECC) announced on 2nd July 1999 an increase in the support prices of various varieties of paddy in the range of 5.26-6.06 percent for FY00.

· The Government announced on 23rd November 1999 an overall increase of 25 percent to Rs 750 per 100 kgs in the support/procurement prices of wheat for FY00 crop from Rs 600 per 100 kgs which was fixed in FY97.

· The Government announced a new cotton policy on 13th April 2000 for FY01.  The salient features of the new policy are: a) the Trading Corporation of Pakistan (TCP) will continue to play its role as a second buyer and purchase seed cotton (phutti)/lint cotton to ensure better return to growers; b) the Corporation will enter in the market for the purchase of seed cotton/lint at such time and for such quantity as determined by its commercial interests; c) it will lift such quantities of phutti/lint if the price dropped below Rs 725 per 40 kgs for premium quality; d) export of cotton by private sector and TCP will be allowed from the beginning of cotton season and all export contracts will have to be registered with the Export Promotion Bureau; e) the Ministry of Food, Agriculture and Livestock will introduce cotton grading and standardization system at ginning stage from 30th June 2000; and f) profit earned by TCP will be spent on the welfare of growers.  Further, import of cotton would continue as per existing rules and procedures.  

Other Measures:

· The ECC fixed on 19th August 1999 the minimum export price of onion at Rs 10 per kg.  It was reduced to Rs 7 per kg on 8th September 1999.  On the reports of bumper crop the government totally withdrew it on 4th December 1999.

· The State Bank of Pakistan reduced mark-up rate on commodity operations from 16.5 percent to 12 percent on lending to the Federal and Provincial Governments for buying of agricultural crops and inputs w.e.f. 1st April 2000.  The previous rate of mark-up on such loans was fixed in July 1997.

· The Government on 23rd November 1999 directed the Agricultural Development Bank of Pakistan (ADBP) to defer the principal repayments for Kharif loans up to Rs 50 thousand in each case for six months.

· To help boost wheat crop, WAPDA announced on 30th January 2000 an incentive package containing deferment in payment of electricity bills of private agricultural tube wells all over the country up to 31st May 2000.  No extra charges will be levied as mark-up or late payment dues.  Earlier, it had reduced the power tariff by 56 percent for private agricultural tube wells effective from 16th December 1999.  WAPDA would bear Rs 4 billion from its own resources for providing this subsidy.

· Sindh Government notified and promulgated on 7th November 1999 the Sindh Fertilizers (Control) Rules 1999 under which all dealers and stockiest of fertilizers are required to obtain license for sale, distribution and stocking from the Director General, Agriculture Extension, Sindh.  This step has been taken to check the malpractices in its marketing being undertaken by some of the fake dealers.

· The ECC decided on 21st December 1999 to impose regulatory duty of 10 percent on the import of urea fertilizer to protect the domestic producers of urea fertilizer.

· In February 2000, the European Commission granted the Marine Fisheries Department the status of verifying and certifying agency in Pakistan for import of seafood in European Community (EC) member countries.  Under the decision, the provision of legislation of Pakistan on health inspection and monitoring of fishery products will now be considered equivalent to those laid down in EC.

· The Government announced in its Economic Revival Program on 15th December 1999; i) to ensure the tax on agricultural incomes; ii) to distribute agricultural land among landless peasants; and iii) to revitalize food stamps scheme (Appendix I).   

Appendix-V

Policy Measures for Industrial Sector during FY00

Following are major policy measures taken during FY00:

· The Federal Government sanctioned payment of duty draw back on the import of 42 raw materials for the textile sector w.e.f. 23rd July 1999.

· The export finance facility for cotton yarn of below 30 counts was extended for another six months up to 31st December 1999.  

· The Central Board of Revenue on 17th January 2000 reduced central excise duty on polyester filament yarn and polyester chips from 10 percent and 15 percent respectively to 5 percent.

· On 5th February 2000, the Government decided to remove 14 textile made-ups from the negative import list to make Pakistan’s textile industry more competitive.  The items included are woven fabrics, carpets, curtains, apparel and clothing and bed linen.  

· In a major legislative step towards privatization of two major gas distribution companies, an Ordinance was promulgated on 11th January 2000 for the establishment of Natural Gas Regulatory Authority.  

· The Central Board of Revenue (CBR) allowed on 4th April 2000 exemption to gas companies from payment of duties on import of machinery, equipment, materials, specialized vehicles, accessories, spares, chemicals and consumables which are not manufactured locally.

· To stabilize the domestic prices and protect local industry, the Economic Coordination Committee (ECC) on 21st December 1999 decided to impose regulatory duty of 10 percent on the import of urea fertilizer. 

· The Ghee Corporation of Pakistan (GCP) and the Federal Chemical & Ceramics Corporation Limited (FCCCL) were merged with the National Fertilizer Corporation (NFC) with effect from 8th January 2000 in order to give effect to the Government’s policy of right sizing and reducing expenditures.  

· To check mushroom growth of flourmills in the country, the ECC in its meeting held on 1st July 1999, decided to direct the banks not to provide loans for establishment of flourmills in future.  

· To promote business and manufacturing of jeeps in the country, the Central Board of Revenue withdrew on 28th April 2000 the levy of 3.7 percent Capital Value Tax (CVT) on locally manufactured jeeps.

· The minimum cash margin requirement on industrial raw material was withdrawn on 27th October 1999 while on machinery of all kind as well as spare parts, it was withdrawn w.e.f. 1st November 1999.  The minimum cash margin requirement on the following items was also withdrawn on 13th April 2000.  These items are: 

· Unserviceable vessels used by the ship-breaking industry for scraping; 

· Medical equipment, life saving devices and various consumables used for patients;

· Raw material used for printing and graphic arts industry for printing and packaging.

· On 4th April 2000, the Central Board of Revenue (CBR) announced repayment of custom duty on the import of various raw materials.  These raw materials included metalled polypropylene film, zinc, alloy wire, top lid resin and hardener.

· The Federal Government set up a Committee for Revival of Sick Industrial Units on 3rd May 2000.  The terms of reference of the committee are as follows.  

· Prepare a list of sick units that can be revived and cannot be revived.  

· Identify causes of sickness of industrial units and recommend measures for their revival including loan rescheduling, debt equity swaps, financial restructuring/re-engineering.  

· Recommend cases for change of management or re-privatization, appointment of administrators, action under Companies Ordinance and disposing of sick units.

· Develop a monitoring system to identify early signals of weakness among industrial units and suggest measures to take preventive or legal actions that are necessary at an early stage.  

· Matter related or ancillary to the above and other matters assigned or referred to the committee by the Ministry of Finance.

· The Committee for Revival of Sick Units revived 4 sick industrial units and handed over another 5 such units to banks for reappraisal on 31st May 2000.

Appendix-VI

Monetary and Credit Policy Measures During FY00

During FY00 year, monetary and credit policy measures revolved around the following objectives:

· To control liquidity;

· To promote trade;

· To improve working of banking and making it more prudent.

 Liquidity Control Measures

· Statutory Liquidity Requirement and Cash Reserve Requirement
In anticipation of rapid withdrawals from frozen FCAs following the unification of exchange rate, the State Bank took a number of measures to ease the liquidity position of banks.  The Statutory Liquidity Requirements (SLR) of banks was reduced from 15.0 percent to 13.0 percent and Cash Reserve Requirements from 5.0 percent to 3.5 percent w.e.f. 19th May 1999.  The liquidity ratio maintained by NBFIs was also reduced from 14.0 percent to 12.0 percent with effect from 26th May 1999.  Having achieved the desired results, these changes were reverted back to the requirements operative before 19th May 1999.  Accordingly, the statutory cash reserve to be maintained by banks with SBP was raised from 3.5 percent of their demand and time liabilities to 5 percent on weekly average basis subject to a daily minimum of 4 percent w.e.f. 12th July 1999.  The SLR of banks was raised from 13 percent to 15 percent.  Likewise, the SLR of NBFIs was also raised from 12 percent to 14 percent.  

· SBP 3-Day Repo Facility
The annual rate of return on SBP financing facility to banks for meeting their temporary liquidity shortages and SBP 3-Day Repo facility against Government of Pakistan Market Treasury Bills & Federal Investment Bonds was reduced from 13 percent to 11 percent w.e.f. 5th January 2000.

· Withdrawal of Lottery/Inami Schemes
To ease the liquidity position of banks and re-channelize the rupee counterpart of the withdrawn foreign currency deposits, banks and financial institutions were allowed to introduce viable new products and deposit schemes, which meet Sharia injunctions as well as ensure reasonable return to depositors.  In the process, some of the banks introduced lottery/inami schemes under different names, which invited criticism from various quarters on social and Islamic grounds.  Accordingly, the State Bank decided on 13th July 1999 to wind down these schemes by 31st December 1999 in an orderly manner.

· Rupee Counterpart Proceeds of Special U.S. Dollar Bonds
The State Bank, on 10th November 1999 advised all scheduled banks and NBFIs that the facility of retention of Rupee Counterpart Proceeds of Special U.S.  Dollar Bonds allowed to banks and NBFIs for a period of one year would expire on 14th November 1999.  However, the outstanding Rupee Counterpart proceeds retained by banks and the NBFIs till 13th November 1999 would gradually be adjusted by banks/NBFIs as and when one year’s period to each transaction(s) completed.  Hence, all the funds retained by banks and the NBFIs would be adjusted on or before completion of one year i.e., by 13th November 2000 positively.

Trade Promotion Measures:

Imports:

· Reduction/Removal of Minimum Cash Margin Requirement

All import letters of credit were made subject to a minimum cash margin of 10 percent for industrial raw material, 20 percent for machinery of all kinds & their spare parts and 35 percent for all other goods w.e.f. 14th October 2000.  However, cash margin requirement would not be applicable to crude petroleum, petroleum products, edible oils all sorts, wheat, pharmaceuticals & raw material thereof, pesticides, insecticides, fertilizers, seeds and plants for sowing, items imported against various schemes of temporary import for exports e.g. No Duty No Drawback scheme, manufacturers in bond scheme etc., imports by the Federal and Provincial Governments and their attached departments against specific cash allocation, imports under commodity loans/credits/aid whether in the public or private sectors,  imports against suppliers credit/loan registered with the State Bank of Pakistan/ Economic Affairs Division.  

· Having returned to normalcy in the foreign exchange market and to ensure adequate availability of raw material for productive activity, these restrictions were eased and lifted gradually.  The minimum cash margin requirement for industrial raw materials was withdrawn with effect from 28th October 1999 and for machinery & spare parts with effect from 1st November 1999.  In the case of all other goods, the minimum cash margin restrictions were removed on CKD Kits for tractors for assembly cum-manufacture purposes, unserviceable vessels used for ship breaking industry for scraping, medical equipment, life saving devices and various arts industry for printing, publishing and packaging and CKD Kits for automobiles manufactures.  On 2nd June 2000 the margin restriction was also withdrawn on import of sugar. Finally, the requirement of minimum cash margin on opening of letters of credit was withdrawn for all items effective from 1st July 2000.

Exports:

Export Finance Scheme

· The State Bank on 19th July 1999 extended export finance facility for export of cotton yarn of below 30 Counts for another six months i.e., up to 31st December 1999.  After this date the facility would cease to be effective automatically.

· Cotton yarn and grey cotton cloths were brought in purview of commodities eligible for export finance w.e.f. 30th June 2000.

· Having received complaints that banks are not extending loans/finance for export of software under the export finance scheme to software exporters/software houses/ IT firms.  Banks were advised on 5th June 2000 to provide export finance facility under the scheme by taking due cognizance of the fact that the exporter of software possesses a valid firm export order/irrevocable letter of credit and committed to repatriation of export proceeds from the export of software.

· The State Bank amended its Export Finance Scheme on 1st January 1999 and under the amended scheme small and medium exporters and indirect exporters were made eligible for financing.  The amended scheme envisaged provision of financing to indirect exporters through the mechanism of Inland Letters of Credit (ILC).  Having received complaints that requests from the direct exporters for opening of ILC in favor of the indirect exporters for supply of domestic inputs were not entertained by some banks, the State Bank on 2nd July 1999 advised financing banks to open ILCs in favor of direct exporter within the limits of the direct exporters approved by them under both parts of the scheme so as to enable them to make use of the revised system efficiently and without any hindrance.  Further banks were also instructed to keep charges for opening of ILC at the minimum.

· On 13th August 1999, an amendment was made in Export Finance Scheme to give option to the direct exporter either to establish an Inland Letter of Credit (ILC) in favor of the indirect exporter/Issue a Standardized Purchase Order (SPO) or make payment through checks.  The indirect exporter would, however, be able to have access to the Export Finance Scheme only if an ILC is established or SPO is issued by the direct exporter.

· Having received complaints that some banks were compelling the exporters to obtain accommodation at the ongoing market rates in cases qualifying for export finance under the Export Finance Scheme.  This practice besides being against the earlier instructions was also causing problems for the exporters making the exports costlier and was thus hindering the growth of exports particularly through small, medium and emerging exporters. Banks were given instructions on 11th May 2000 to ensure that every exporter that approaches them is provided export finance facility under both parts of the scheme on concessionary rates (at present 8 percent) if his case otherwise is in order.

· Presently exporters under Part-II of the Export Finance Scheme are required to export eligible commodities and realize proceeds against equivalent to at least twice the amount of refinance obtained by them during the year.  However, any contract/export order/letter of credit partially utilized for export of goods under Part-I of the Scheme cannot be utilized for showing performance under Part-II for the balance amount.  This resulted in hardship to exporters in meeting the performance requirement under Part-II of the scheme and thus entailed penalty.  To mitigate the genuine difficulties of exporters, the State Bank, on 23rd May 2000 allowed exporters to use a contract/export orders/letter of credit, partially utilized in Part-I, for reporting performance in Part-II.  As such, a contract/export order/letter of credit may now be utilized to full extent in either parts through E form mechanism.

Prudent Banking

· Credit Rating
With a view to safeguard the interest of the prospective investors, depositors and creditors, it was made mandatory for all financial institutions to have themselves credit rated by an approved credit rating agency w.e.f. 6th June 2000.  For NBFIs this condition already exits.

· Financing Facilities Against Shares
The State Bank allowed banks and NBFIs w.e.f. 20th October and 27th October 1999 respectively, to provide financing facilities against the shares of the listed companies subject to a minimum margin of 50 percent for banks and 30 percent for NBFIs of its average market value of the preceding 12 months.  Banks and NBFIs were, however, free to set higher margin keeping in view other factors. Banks and NBFIs were directed to continue to obtain prior clearance from the State Bank for the purchase of shares of NBFIs including Modarabas & Leasing companies and private banks.  Banks and NBFIs were also instructed to furnish a six-monthly statement, by 20th January and 20th July for each preceding half year, showing details of finances provided by them against pledge of share.

· Investment banks including NBFIs were restricted from 26th June 1996 to undertake repo transactions with scheduled banks against their holding of government securities.  However, this restriction was withdrawn w.e.f. 15th November 1999.

· Master Repo Agreement

With a view to bringing about operational improvements in the money market transactions, strengthening the repurchase market and ensuring transparency, it was decided that banks and NBFIs would enter into Master Repo agreement with the counter party before entering into repo transactions w.e.f. 30th November 1999.

Appendix-VII

Fiscal Proposals Introduced in Federal Budget FY01

The federal budget for the FY01 is a part of medium term (Three-year) macro economic framework (Appendix-I).  The fiscal direction related to taxation system can be summarized as below: 

Income Tax

To broaden the bases of taxes with reduction in their rates, the government took a number of initiatives, which are as follows:

· In the light of on-going exercise of survey and registration plan for the documentation of the economy, a revised Self-Assessment Scheme (SAS) has been offered.  The salient features are as follows:

· The scheme is applicable to both corporate as well as non-corporate sectors with some exemptions.  Persons having only salary or property income would also be eligible for the scheme.  In areas where survey is being carried out, taxpayers assessment would be made on the basis of findings of the Survey Team while in other areas taxpayers will qualify for SAS if tax paid is more than 5 percent of last assessed tax.  From the self-assessment cases, 15 to 20 percent cases will be selected for audit.

· The scheme shall also minimize the contact between the taxpayer and income tax officer.

· To inject a feel good factor, the following relief measures have been taken:

· To ease the problem of Salaried Class, tax on salaries has been reduced.  The reduction in tax liability ranges from 80 percent for low salaried group to 5 percent for higher salaried employees.  Moreover, the teachers and researchers are also allowed a further reduction of 50 percent in their tax liabilities.

· To encourage Information Technology (IT), income of computer training institutions set up between 1st July 1997 and 30th June 2000 was exempted from income tax.  Now this period has been extended up to 30th June 2005.  Moreover, to pave the path of IT revolution, income from software exports is also exempted from 0.5 percent minimum income tax.

· To encourage new investment and modernization of existing plant and equipment, the government introduced a 10 percent tax credit for new investments and Balancing, Modernization and Replacement  (BMR) made during two years starting from 1st July 2000.

· To encourage brokerage houses to corporatize themselves, income tax exemption, which was allowed for one year is extended to another year commencing from 1st July 2000.

· The incomes of charitable institutions are exempted from minimum (0.5 percent) income tax.

· The government allowed disabled persons to import specially equipped motor vehicles or support equipment for personal use free of custom duty.  Further, a 5 percent withholding tax at import stage is also withdrawn.

· To facilitate prompt issuance of refunds, the government decided that all cases of approved refunds would be settled within the stipulated period of 90 days.  This step will not only ensure the smooth functioning of taxation system, but will also be helpful to boost exports.

· The interest accrued on non-performing loans and credited to Suspense Accounts by Banks is exempted from withholding tax.  However, exemption would be allowed from the assessment year 2001-2002.  

· To promote the objective of the documentation of the economy, the government abolished the fixed Gross Profit Rate (GPR).

· To ensure strict fiscal discipline, the government imposed the following new taxes:

· An additional 1 percent withholding tax is levied on imports.  This will only affect those assessees for whom this is their full and final tax liability.  For other assessees, it will be adjusted in their final assessment.

· Presumptive tax rates on exports are increased by a percentage of 0.25 percent.

· A surcharge will be levied at the rate of 5 percent on companies other than banking companies.

Wealth Tax

As a major step to reduce the number of taxes and to reduce the multiplicity of taxes, government decided to abolish the wealth tax with effective from 1st July 2001.  However, the taxpayers are required to file a proper statement of their net worth, with income tax returns.

Central Excise

To rationalize the central excise duty structure, the government made certain adjustments.  The government abolished central excise duty on 16 items of import on which it is not chargeable on local production.  Further, the rate of additional duty on penalties is reduced from compound rate of 2 percent per month to a simple rate of 1.5 percent per month.

Sales Tax

The government introduced the following new directions in sales tax.

· Understanding the problems of sales taxpayers, the government introduced the following concessions in sales tax:

· The government substantially reduced the additional tax for the sales tax defaulters from 5 percent to 1.5 percent.

· On taxable supplies to unregistered persons, a 3 percent further tax is leviable.  Keeping in view the on-going survey and registration for the documentation of the economy and demands of the taxpayers, rate of tax is reduced from 3 percent to 1.5 percent.

· Further tax is also leviable on taxable supplies to persons who are enrolled for the purpose of payment of turnover tax.  For promoting the objective of documentation, it has been decided that further tax shall not be charged on supplies to such enrolled persons.

· Non-compliance of various provisions of Sales Tax Act attracts specified penalties.  For encouraging taxpayers to discharge their tax liabilities, amounts of these penalties is reduced to the extent of 40 to 50 percent.

· To achieve self-sufficiency in meat production at affordable cost, it has been decided that oilcake used as cattle feed, shall be exempted from sales tax.

· For encouraging export and facilitating the exporters, it has been decided to reduce the maximum time limit for payment of refunds to 30 days.  While ensuring expeditious payment of genuine refunds, the government is committed to eliminate the menace of fraudulent refunds.  Refunds of sales tax shall be allowed only against sales tax paid invoices relating to the same state in which these goods are exported.

· The government also withdrew the exemption allowed on import of one passenger bus under NRI Scheme with a view to protect the interests of local industry.

Customs Duty

· Exemptions

· As a measure of promoting the IT industry, imports of a large number of Information Technology items are exempted from duty to enable the IT sector to take advantage of the rapidly evolving dot com revolution.

· As a special incentive to promote educational and scientific research, custom duty and sales tax on goods required by these institutions is brought down from 25 percent to zero.

· Customs duty and sales tax on import of all Electro-Medical and other equipment or apparatus required by hospitals has been abolished.  However, hospitals must be providing cost free service or charitable non-profit making or government run medical facilities.

· To improve the supply of sugar in the wake of weak sugarcane crop, customs duty on sugar has been reduced from 35 percent to 25 percent.

· To rehabilitate ship-breaking industry, the rate of duty on ship-plates has been reduced from Rs 1500/-per metric tonne +15 percent to Rs 1000/- per metric tonne +15percent.

· To encourage publication of low cost books, the duty on newsprint is reduced from 10 percent to 5 percent.

· The rate of duty on cars imported by disabled persons is reduced from 15 percent to 10 percent.  

· To provide adequate protection to local industry, the rate of duty on viscose filament yarn is reduced from 25 percent to 10 percent.

· The penalty free storage/warehousing period for edible oil is increased from existing 15 days to 30 days.

· To promote local industry and reduce the demonstration effect of wealth, the following measures have been adopted:

· Duty on imports of televisions has been increased from 25 percent to 35 percent.

· Duty on cars with engine capacity of more than 1800 CC has been increased from 225 percent to 250 percent.

Fiscal Measures taken during July-September 2000

· With effect from 1st July 2000, the CBR imposed regulatory duty on import of edible oils at the rate of 5 paisa per kilogram.  The Board has also levied regulatory duty on the import of oilseeds for crushing at 10 percent of the customs duty collected.  The rate of regulatory duty on the export of raw hides and skins, wet blue tanned hides and skins would be at 20 percent ad valorem and on the export of uncrushed bones (all sorts), steamed bones, bone meal, bone grist and shells would be 5 percent ad valorem and crushed bone 10 percent ad valorem.

· From 1st July 2000, the CBR withdrew 5 percent extra sales tax on plastic product supplies.  

· On 15th July 2000, the Economic Coordination Committee (ECC) decided to further reduce the custom duty on imports of sugar to 10 percent to maintain the prices in local market.  The committee also directed the provincial governments to design long-term as well as short-term programs for sugarcane and earmark 15 percent of sugarcane cess for the development of sugarcane crop.  

· The CBR withdrew 15 percent custom duty on the import of computer casing with built-in power supply with effect from 15th July 2000.  The CBR also reduced custom duty on the import of uninterrupted power supply (UPS) of a power rating, exceeding 1.5 KVA from 35 percent to 10 percent.

· The federal government announced on 20th July 2000 that all gem and jewelry exporters have been exempted from payment of 6 percent withholding tax on imports of equipment and raw materials used in producing the exportable items.  The items exempted include: jewelry casting powder; molding rubber; injection wax; jewelry casing machines and accessories; plating solution concentrate; bright and chrome lacquering solutions; steel balls and pins used for polishing; diamond cutting tools different sizes; alloys of silver, copper and incorporated items for mixing in 24 carat gold; mounts of gold, silver and platinum jewelry.  The exemption has been allowed to promote export of gems and jewelry made in Pakistan.

· The government announced a revised Tax Amnesty Scheme starting from 3rd August 2000 to 30th November 2000.  According to this scheme, tax rates for each different months are as: 11 percent for August, 12 percent for September, 13 percent for October and 14 percent for November.  The facility for paying in installments due to lack of cash with declarents has also been offered by payment of 50 percent tax up-front, and three equal installments with an additional tax rate of 1.5 percent per month on residual amount.

· After a long period of strikes and closedown of business, the government and traders reached on an agreement on 22nd August 2000.  The salient features of government-traders agreement have already been discussed in the text under the head “The Tax Survey”.  

Appendix-VIII

Developments in Capital Markets During FY00
Capital Market Development Program (CMDP), which was initiated a couple of years ago by the Government of Pakistan in collaboration with Asian Development Bank (ADB), to strengthen regulatory and institutional framework, eliminate market distortions, modernize and upgrade securities market made further progress during the year, as ADB released the final tranche of US$125 million this year.  Also, Securities and Exchange Commission of Pakistan (SECP), after attaining autonomous status, has assumed a proactive role in strengthening the regulatory framework in three stock exchanges.  During the FY00, SECP took many steps to enhance the efficiency of the market.  These are:

The Companies (Buy-back of Shares) Rules, 1999 

· The companies were prohibited from buying back their own shares under section 95 of the companies Ordinance, 1984.  The proposal for allowing companies to buy back their own shares (treasury stock) has remained under consideration of the Government for a long time.  Market participants have been consistently emphasizing the fact that the proposed measure would contribute towards stabilizing the market as some companies having excess liquidity would be able to purchase their shares from the market, if according to their perception, these were under-priced, as number of companies were being quoted in the market at prices much below their break up value.  The proposed measure was considered at different forums in the context of neutralizing turbulence in the stock markets and there had been consensus that companies should be allowed to buy-back their own shares subject to effective safeguards against possibility of manipulation of share prices.  These rules came in to effect on 14th December 1999.  

The Companies (Asset-backed Securitization) Rules, 1999 

· Securitization is the process of using financial assets of banks, leasing companies, utilities and corporates etc.  to issue securities.  Assets that can be securitized include mortgage loans, auto loans, leases, utility payment etc.  In ideal circumstances, asset securitization confers certain advantages on the originator or the company whose assets get securitized.  Securitization is an emerging funding option for NBFI’s, especially in the current state of the financial markets.  Its relevance has increased, given the squeeze in the traditional funding sources like banks, institutional finance and fixed deposits and enhanced focus of investors on the asset quality of a finance company.  Securitization results in an asset backed tradable debt instrument, with the asset quality being closely scrutinized and monitored by a rating agency, while credit enhancement is built in to take care of possible defaults.  The entire structure provides added comfort to the investor.  Securitization can be used effectively by corporate in the financing business to improve spreads.  In the most commonly used method, the corporate may sell a part of its assets portfolio to a Special Purpose Vehicle (SPV), thereby realizing today the stream of cash inflows which these assets would have fetched in the future.  The SPV simultaneously raises debt on the strength of cash flows and the underlying assets, using the proceeds to pay off the corporate.  The transaction is inevitably rated by a rating agency, which provides the necessary safeguard for the investors in the debt-market.  SECP notified on 14th December 1999, the legal framework for securitization of assets, which were recommended by a committee of legal and financial experts.  The legal framework for securitization has been provided through the Companies (Asset-Backed) Securitization Rules, 1999 to facilitate the process.  By introduction of this concept, Pakistan has entered an era where financial markets could reap the advantages of this mode from which the developed markets have benefited to a great extent.

Appendix IX

Trade Policy for FY00

The Trade Policy for FY2000 was announced on 14th July 1999 as a part of the medium-term strategy initiated in the last year's trade policy.  The main thrust of the policy was to increase export earnings, reduce trade deficit and support the balance of payments position.  The policy is aimed at preparing the country for the challenges and obligations of agreements with WTO as the competition for market share will intensify with the entry into a new millennium of globalization.  Keeping in view the above objectives, various concessions, tax incentives and relief measures were announced, to expand and diversify the export base, propel the foreign exchange earnings and trim the trade deficit.  The salient features of the trade policy are as follows:

Exports

· Polyester Staple Fiber (PSF) was included in the No Duty No Drawback Scheme.

· The facility of export refinance on cotton yarn of less than 30 counts, expiring on 30th June 1999, was extended up to December 1999.

· Raw cotton export was allowed without any restrictions.

· The condition of acquiring Pre-shipment Authorization Certificate from the Export Promotion Bureau (EPB) for export of textile items to non-quota countries was abolished.

· To promote export of branded rice in packs of up to 5-kilograms, income tax on the export of rice was curtailed from 1 percent to 0.5 percent.

· To exploit and add value to the export of fish and other food items, the income tax for canned and bottled fish (including seafood) and other food items was reduced from the range of 0.75 -1 percent to 0.5 percent.  In addition, 90 percent depreciation allowance was allowed in the first year for income tax assessment, to the canned and bottled food exports to promote the development of export of canned food.  This would mean a virtual exemption from income tax for about four to five years. 

· To provide an efficient and speedy handling of perishable cargo, one window operation was provided for exports of fresh fruits and vegetable at Karachi and being set up in Multan.  

· It was decided to allow export of edible oil in bottles or other consumer packs provided there is a value addition of 15 percent for edible use in packs up to 5 liters and 50 percent value addition for non-edible use in packs up to 0.5 liter.

· To facilitate exports, regulatory duties on export of crushed bones and steamed bones were reduced from 20 percent to 10 percent and 15 percent to 5 percent, respectively.  

· To encourage bona fide exports of rough, uncut, cut or polished precious or semiprecious stones, it was decided to reduce income tax on exports of such stones from 1.0 percent to 0.5 percent.

· To increase export of engineering, contracting and consultancy services, only 1 percent income tax was levied on foreign exchange earnings of these services.  The income of buying and export indenting houses was also considered as export earnings and therefore treated in the same way.

· Exporters who are also manufacturers were allowed to import their raw material requirements under certain temporary import schemes without payment of duties.  They were further allowed to meet their raw material requirements from Public Bonded Warehouses without payment of duties and taxes.

· It was decided that indirect exporters will be provided the same income tax treatment as allowed to direct exporters on purchase through inland L/C or against a Standard Purchase Order paid through a checks.

· For obtaining ISO 9000 and 14000 Series of Certifications, a financial assistance was provided to units seeking above certifications, which was made available by the government up to 31st December 2000.

· An amount of US$300,000 was provided by the government to the carpet association, to initiate a program to curb child and bonded labor, in collaboration with ILO.  It was decided that the same amount would continue to be provided in the years 2000 and 2001 for the completion of this program.

Some of the additional measures introduced during the year inter-alia included:

· To maximize the export of potatoes, the Export Promotion Bureau (EPB) extended the facility of freight concession of 25 percent up to 30th September 1999, which was later restored in January 2000.

· A regulatory duty was imposed at the rate of 20 percent ad valorem on the exports of raw hides and skins, wet blue tanned hides and skins w.e.f.  1st July 1999.

· The new textile quota policy for the year 2000 was announced on 29th December 1999 to facilitate genuine exporters and effectively curb quota trading.  The new policy afforded greater access to quotas to genuine exporters especially the newcomers. The allocation of quota on performance continued while the number of textile associations, handling quota categories were reduced.

· The Quota Supervisory Council (QSC) of Export Promotion Bureau (EPB) decided to withdraw the imposition of 1.0 percent penalty on textile quota exporters in cases where the date of shipment bill was later than the date of bill of lading w.e.f.  27th March 2000.

· The government had allowed exporters to transfer-out 100 percent textile quota acquired through transfer-in, either from market or auctions, before 31st May 2000.  The exporters who transfers quota on or after 31st May 2000, will have to use at least 89 percent of his total quota holdings including the performance quota, quota transfer in and quota acquired through auction.

· Textile Quota Management Policy Order 2000 (TQMPO) was amended, extending the last date for textile quota transfers from 31st May to 1st July 2000.  Further, the exporters who had acquired quota through transfers (either from the market or auctions) before 11th May 2000 were allowed to transfer 100 percent quota.  The TQMPO was further amended to enable the exporters to transfer quota reserved on 'first-come, first served’ basis in the same category.  Under the new amendment, an exporter who has no export orders can transfer his quota on payment of penalty equal to 25 percent of the quota reserved.  Moreover, the government has announced rules for use of flexibilities.  The percentage of flexibilities will be calculated and allocated to the exporters on the basis of current year’s entitlement plus the net quota (i.e., transfer-in less transfer-out) acquired by them during the currency of the quota year.

· A 1.0 percent withholding tax on engineering contracts by Pakistanis abroad and 0.5 percent on export proceeds of rice, canned/bottled food and precious/semi-precious stones was imposed on 17th September 1999.

· Duty drawback facility was allowed, by the Economic Co-ordination Committee (ECC), on exports to Afghanistan and Central Asian Republics through land routes provided these exports are affected against advance payment in US dollar or in irrevocable Letter of Credit issued by a recognized bank in US dollars. The facility is admissible as per duty drawbacks schedule subject to a maximum of 7.5 percent.

Imports

· To facilitate the promotion of domestic housing and construction industry, import of used/second-hand machinery and equipment required in this sector was allowed without payment of customs duty or sales tax till 30 June 2000.  Import of new, used/second-hand bulldozers and angle dozers was also allowed without payment of customs duty and sales tax.

· The domain of the facility under SRO 27(I)/98 was extended to rice processing industry, cotton ginning units, plastic fixing crates (used in fish processing) and refrigerated trucks not produced locally required in poultry, dairy farming, fishing and production of perishable commodities such as fruits and vegetables.

· Industrial establishments registered, as importers were allowed to import spare parts/machinery up to the value of US$ 7,000 per fiscal year, against foreign currency demand draft, without opening of Letter of Credit, provided such import is made by air or by courier.

· Import of Auto Coners for the textile industry was allowed without customs duty.  It was also clarified that commercial importers who import sewing machines and other machinery for clothing and textile for onward sale to exporters are entitled to sales tax refund or adjustment.

· The import of lubricants was restricted to certain specifications, i.e., automotive engine Oils-(API)SC/CC and Automotive Gear Oils-(API)GL-4 or better while import of lube base oil was made permissible only through lube/oil marketing companies, refineries and registered lube oil blending plants.  Moreover, Oil and Gas Companies were allowed to import their specific requirements without the recommendations of Ministry of Petroleum and Natural Resources.

· The age limit set for import of used computers was withdrawn and importers were allowed to import used computers through their own resources.  In addition to this, spares and accessories, which were not included in the last year’s list of duty free importable accessories for computers, were included.  Import of two computers including personal computer or Lap Top was also allowed under the personal baggage, which was earlier limited to one PC.

· Imported consignment of dry fruits from Afghanistan meant for packing and then re-export allowed to be cleared against indemnity bond and counter guarantee from the chamber concerned.

· The restriction of L/C for the import of bulbs and seeds of flowers/fruits was withdrawn, provided the importers arrange their own foreign exchange.

· Pharmaceutical units having valid pharmaceutical manufacturing licenses were allowed to import only “pharmaceutical raw materials of pharmaceutical grade”.

· The age limit for the import of used surgical equipment and electro-medical equipment like CT scanner, dialysis machines and reverse osmosis equipment etc.  against own foreign exchange management was increased from 3 years to 5 years.

· In addition to ‘AIDS free certificate’, ‘Hepatitis B&C free certificate’ was also made mandatory for the import of products, prepared with human blood and its fractions.

· Limit fixed for import of commercial samples was enhanced from US$ 3,000 to US$10,000 per firm per annum.

· Duty free import of rough, uncut, cut or polished semiprecious stones for re-export, without involving foreign exchange of the country was allowed to continue.  

· The import of pitted and rusted rail was disallowed to stop its misuse.

· The import of specific kind of chrysotile asbestos, which is necessary for industrial use and also less harmful to health, was allowed.

· The import of used photocopier was allowed which was banned earlier.  

· Special commercial courts were planned for set up in Lahore and Karachi for earlier settlement of commercial disputes.

· It was decided to import internationally acceptable food colors and food color lakes to check the imports of poisonous petroleum and textile dyes, which are hazardous for health.

· Overseas Pakistanis were allowed to send goods which are freely importable up to US$10,000 per annum from their own foreign exchange earnings without opening of Letter of Credit, sales tax registration and import registration.

Following are the additional measures taken by the government in the import regime during the year:

· The Economic Co-ordination Committee (ECC) of the Cabinet imposed 15 percent excise duty on the import of cotton to protect the interest of growers on 13th September 1999.

· The import of transparencies/negative films used in textile printing and packing was exempted from custom duty and sales tax provided these are temporarily imported for use in textile designs, printing and packing of goods meant for export.

· Customs duty on the import of vinyl chloride monomer (VCM) and polyester filament yarn subject to the import by manufacturers was reduced on 29th March 2000 from 10 percent to 5 percent and 35 percent to 25 percent, respectively 

· CBR notified Customs Valuation (Determination of Value of Imported Goods) Rules 1999 to regulate the valuation of imported goods for levy of custom duty and other taxes, which were effective from 1st January 2000.

· To stabilize the prices of urea and provide protection to local industry, 10 percent regulatory duty on import of urea below C&F cost value of US$100 per ton was imposed on 14th March 2000.

· The 2.0 percent penal surcharge on clearance of import consignments staying uncleared beyond the stipulated warehousing period of three months was waived on 1st June 2000.

Appendix X

Exchange and Payment Measures During FY00
Foreign Exchange Market

· The facility of back-to-back remittances and release of foreign currency against surrender of an equivalent amount of foreign currency have been withdrawn with effect from 14th October 1999.

· Forward Sales/Purchases to/from the customers were temporarily suspended on 15th October 1999.  However, it was restored with effect from 27th October 1999.

· Unofficial cap on rupee trading band was extended from Rs 51.90 to Rs 52.10 with effect from 1st June 2000 and further to Rs 52.30 with effect from 22nd June 2000.  The cap was finally removed on 21st July 2000.

· In order to streamline local banking conventions in line with international standards, the State Bank of Pakistan (SBP) decided to introduce Spot value convention for all its foreign exchange and Foreign Currency-Money Market transactions with Authorized Dealers (ADs).  Effective from 1st December 2000 all ADs were advised to follow the spot value convention, i.e., t+2 days from transaction date as the standard for all their afore-mentioned transactions with the SBP.  They were further advised to make concerted efforts to adopt the same convention while dealing with other banks as well as with their clients.  

Foreign Currency Accounts

· The facility of foreign currency account maintained by the Diplomatic Missions, their diplomatic officers and home-based members of the Missions’ staff in Pakistan as well as all international organizations in Pakistan and their expatriate employees was withdrawn with effect from 5th July 1999.  Subsequently, some relaxations were made in connection with opening of foreign currency account by them and withdrawal of foreign currency notes from such accounts.  However, with effect from 3rd April 2000, all facilities withdrawn earlier were restored.

· The forward cover fee on dollar deposits was reduced from 10.0 percent per annum to 8.0 percent per annum with effect from 9th August 1999.

· The immunities of exemption from tax and Zakat deduction available to resident foreign currency account holders under Economic Reforms Act, 1992 were withdrawn with effect from 16th December 1999.  

· Sale of Foreign Exchange Bearer Certificates (FEBCs) and three-year Foreign Currency Bearer Certificates (FCBCs) was stopped with effect from 16th December 1999.  The profits and encashment proceeds of certificates already issued up to 15th December 1999 would continue to be paid in accordance with existing instructions and the protection and immunities relating to these instruments would also continue to be available.

· Transfer of frozen FCAs from one bank account to another bank account was allowed with effect from 24th February 2000 subject to conditions that status and title of the account shall remain unchanged.  

· With effect from 20th June 2000 the Software Houses/Companies were allowed to retain 25 percent of their export earnings in special foreign currency account with the ADs for exclusive use of payment to the overseas buyers and to meet other expenses such as promotional publicity, import of hardware/software, foreign consultants’ fee etc., without prior approval of SBP.

Current Account

· Industrial establishments registered as importers were allowed to import spare parts/machinery up to the value of US$ 7,000/- per fiscal year effective from 26th August 1999 against foreign currency demand draft, without opening letter of credit, provided such import is made by air or courier.  

· The minimum cash margin requirement on opening letters of credit (LCs) for imports of all items (except specified essential imports) was imposed with effect from 14th October 1999.  

· Industrial Raw Material 

10 percent


· Machinery of all kind

20 percent


· All other Goods


35 percent


(except essential imports)


Subsequently, the minimum cash margin restrictions were withdrawn on Industrial Raw Material (w.e.f.  28th October 1999) and Machinery of all kinds and their spare parts (w.e.f.  1st November 1999).  Whereas in respect of all other goods, the minimum cash margin restrictions were removed on selected items.  Finally, the requirement of minimum cash margin on opening of letters of credit was withdrawn for all items effective from 1st July 2000.

· To check any unusual increase in import of a particular item as a result of panic after military takeover on 12th October 1999, the furnishing of details of all letters of credit worth US$ 25,000 or more was made mandatory for ADs.

· The rate of commission/brokerage due to foreign importers/agents by exporters in Pakistan increased from 1 percent to 2 percent against export of Raw Cotton with effect from 20th November 1999.

· In March 2000, the SBP provided incentives for faster remittances through official channels by sharing the cost of using courier services with the NCBs and privatized domestic banks.  Using a certain benchmark for each individual bank, the central bank offered one rupee for each additional dollar that these banks are able to bring in.  Since remitters still get the inter-bank exchange rate, this incentive scheme does not entail a multiple exchange rate system.

· The facility to the exporters to retain amounts in foreign currency accounts afforded vide Para 29(iii)-Chapter XII of Foreign Exchange Manual, which was withdrawn in July 1998, restored with effect from 20th June 2000.

· The earlier restriction on monthly remittance for living expenses of students studying abroad have been relaxed to 3 to 4 months in advance at the options of parents/financers effective from 5th July 2000 subject to the condition that the remitter gives an undertaking that in case the studies are discontinued earlier, the excess remittance will be brought back to Pakistan by the remitter.

· Instructions were issued on 21st July 2000 for exporters. In case where an exporter does not repatriate export proceeds within three days of the due date or within 4 months of the shipment date, whichever is earlier, he shall be entitled to export proceeds at the rate of exchange prevailing on the due date or at the rate prevailing on the date of realization of export proceeds whichever is lower.  In respect of export bills already overdue, the exporters shall be entitled to have rupee proceeds at the exchange rate prevailing on the date of realization.

· The limit for exports of bona fide trade samples free of charge by a registered exporter during a calendar year, which were exempted from the prescribed export procedure, was extended from FOB value of US$2,000 to the FOB value US$5000/- or equivalent per exporter per annum with effect from 29th August 2000.  

· Government of Pakistan allowed import of raw sugar of above 600 ICUMSA grade
 only, for the purpose of refining into white sugar, at zero rate of duty with effect from 26th September 2000.  Raw sugar of other grades will not be accepted for the purpose of opening of LCs.  LCs registration would be stopped once cumulative total reaches 500,000 tons (five hundred thousand tons).  Accordingly, ADs were advised to establish LCs at cheapest possible rate from an eligible country under import policy strictly in accordance with the specified conditions.  

· It was clarified on 6th October 2000 that persons availing of the concessions under the ‘New Tax Amnesty Scheme’ and bringing in foreign exchange for conversion into Pak-rupee through ADs shall not be liable to any action under the Foreign Exchange Regulations Act, 1947.

Powers of Authorized Dealers (ADs)

· The delegated powers of ADs under Foreign Exchange Manual (FEM) were restored with effect from 18th January 2000 for remittances of:

· Principal, interest etc.  on the basis of repayment schedules registered with the SBP of purely private sector – para 51-53, Chapter XIII of FEM.

· Principal and interest of foreign currency loans by Pakistani firms and companies on the basis of repayment schedules registered with SBP under para 12(ii), Chapter XIX of FEM and remittance of principal and interest on account of foreign exchange loans in terms of para 12(iii) ibid on the basis of repayment schedule communicated to SBP.

· Royalty/Technical Fee/Consultancy/Supervision of installation of machinery and equipment etc.  as per para 10 & 11, Chapter XIV of FEM.  

· Dividend to non-resident shareholders on submission of documents prescribed by SBP in terms of para 13, Chapter XIV of FEM.

· The facility under which ADs were permitted to register contracts/purchase order/proforma invoices/indents etc.  for imports without LC (provided the import of concerned goods is not subject to specific authorization from Export Promotion Bureau (EPB)/Ministry of Commerce and the margin restrictions imposed by BP&RD) which was withdrawn earlier in 1998, restored with effect from 18th January 2000.

· The powers of ADs (who maintain Special Convertible Rupee Accounts (SCRAs) as well as offer Custodial services to the same foreign investor) to allow outward remittances from SCRA of dis-investment proceeds, dividend and broker’s commission in respect of transactions taking place were restored with effect from 30th March 2000.  Where foreign investors maintain custody services and SCRA with different institutions, remittances from SCRA will require prior approval of the State Bank.  

· The powers to allow remittance of surplus freight collections of foreign shipping companies voyage-wise were delegated to the ADs with effect from 13th May 2000.  In case any discrepancy is noticed by the SBP, the agent shall have to rectify it or repatriate the equivalent amount within 7 days through normal banking channel.  

Authorized Money Changers

· Code of conduct for Authorized Money Changers (AMCs) in foreign exchange was issued on 3rd July 1999 which, inter-alia, included:

· No person or institution that does not hold a valid license from the State Bank for dealing in foreign exchange as “money changer” or as “authorized dealer” should be engaged in the business of buying and selling of foreign exchange anywhere in Pakistan.

· AMCs’ activities will be restricted to purchase and sale of foreign currency notes and coins only.  They shall not buy or sell travelers checks.

· No transfer of funds abroad shall be made through illegal channels.

· AMCs shall prominently display the rates for purchase and sale of major currencies daily at their places of business.

· The AMCs shall maintain permanent books of accounts to record all sales and purchases and every transaction must be recorded in such books on a daily basis.

· Dealings between AMCs and customers should be supported by receipts/vouchers for all transactions.

· The financial institutions, including commercial banks, are prohibited from selling or purchasing foreign exchange from the money changers, on their own account or on the account of their clients except when they may be explicitly allowed by the State Bank.  Similarly, all public sector institutions, diplomats and home-based members of diplomatic missions and expatriate employees of international organizations are prohibited for selling or purchasing foreign exchange from the money changers.

· Following military takeover, all authorized money changers were directed to keep their business place closed for business on 13th October 1999.  The date was further extended up to 24th October 1999.  

· It was clarified on 21st August 2000 that corporate bodies/legal entities cannot generate/purchase foreign currency funds from the kerb market without prior approval of the SBP.  It implies that corporate bodies/legal entities can maintain foreign currency accounts under FE Circulars 25 and 31 of 1998 exclusively, from the remittances received from abroad.  Corporate bodies were further asked to sell back, within 15 days, whatever foreign exchange they had already purchased from the open market.

Miscellaneous

· To promote Business-to-Customer e-commerce in the country, banks operating in Pakistan were allowed to open and operate Internet Merchant Accounts in local currency or in US dollar with effect from 15th June 2000.  

· Keeping in view the difficulties expressed by the ADs, the following guidelines were issued on 21st July 2000 while entering into the drawing arrangements with the exchange companies:

· The banks in Pakistan shall obtain guarantee of a reputable bank equivalent to one month’s aggregate rupee drawings that showed the highest level in the previous year.

· The replenishment from the exchange companies should be called within 4 to 5 days of the drawings.  

· For the specific purpose of handling home remittances, the opening of the non-resident foreign currency accounts of exchange companies operating abroad were allowed under FE 25 of 1998.  The conversion, into Pak Rupees, from these accounts will be made through inter-bank market.

� A scale determined by International Commission for Uniform Method of Sugar Analysis.
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