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1. Introduction and Recommendations

Economic and Policy Context

Economic performance in Pakistan remains robust with GIP growth in FY18 at 5.8 percent- its

highest level in 11 yearsHowever, the fiscal deficit has continued to expand as revenue growth is weak

and there arsubstantiaincreases in recurrent spending. This, coupled with a large current account deficit
has accentuated the countryédés fiscal vulnerabilit

P a k i s trekltivélys poor export performance over the past decade reflects the declining
competitiveness of its economyhi | e South Asiabés exports increased
Thail andds by 136 and Vi et namob xpotisgrewdyonly Spercens si ve E
including a continuous decline and stagnation from FY11 until FY17. Integration into the global economy
provides opportunities for Pakistani firms to increase productivitg fundamental driver of growth. Two
areasstandut as negatively affect i ng-expont macwecanomicragdd s c O
trade policies; and (ii) a poor investment climate

The new Government of Pakistan recognizesthe role of the private sector and the need to improve

the business regulatory environmentimproving the investment climate has been on the agenda and

hi ghlighted in the Prime Mi nPakistanisireadyisnplenentingeas i n t
series of reforms to address the adverse business environment, at both the federal and provincial levels. It
will be essentiato maintain and increase these efforts, bearing in mind that results may materialize only
withatimelag.T h e p r i meofficeishoulddeadckthie detorpfforts- a strategy that has provaseful

in other countriesandiss upported by i mproved coordination to e
and federationé effort and not one of a single ag

Business Environment andPakistan6 Berformancein Doing Business

The Worl d B®dangBBnesppoésect provides a measure of tl
in 190 countries through a set of objective indicators that focus on the impact of laws, rdgtions

and their enforcement on the ease dboing Businessfor domestic firms in 10 areas from starting a
businessto operations to insolvency? Rulesefficiently implemented, transparent, accessible,thonde

that strengthen property rights aessentiafor growth and job creatiohThe Doing Busineséndicators

cover an important, albeit not comprehensive, set of such regulations. Since the publication of the first
Doing Businesseport in 2004, governments around the world have implementad2¢8@0 reforms
striving to align domestic business regulation withrigbt practices advocated Boing BusinessMany
governments usBoing Businesindicator sets to formulate and monitor their reform effdtsonomies

have implemented regulatory oefns inspired bypoing Busines all regions. Economies as diverse as
Brazil, Colombia, the Russian Federation, Rwanda, and Mauritius among many others havégiitiged
Businesss a catalyst for their business reform agenda. This drive has alap mapact in th&outh Asia

region over the pastears. In 2017/2018lone,South Asiaimplemented around0 reforms insix of the

r e g i eightoantries.India and Afghanistan were among the fidpreformers in thédoing Business
2019report.

! Pakistan Development Update, World Bank Group, Oct2b#8.

2 www.doingbusiness.org

3 For an overview of relevant empirical research on the effects of business regulations, see
http://www.doingbusiness.org/reports/glofsaports/doingbusines2014pages 3€B9.
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Pakistan has consistentlyimplemented efforts to improve the business environmenin the areas
measured bythe Doing Businessreport. Since 2008 the countryhas implemented.6 reforms as
measured byoing BusinessThe momentum has grown especially over the lastyieaws during which
Pakistanhas undertaken several legdlangessuch asthe enactment of the Companies Act 2017, the
Secured Transactions Act 2016 and the Corporate Rehabilitation ActTd 8form efforts resulted in
easierbusiness startup procedut®senhancing the online orstop registration systerareatinga single
applicationform for incorporatiorand establishing information exchange between the registry and the tax
authority Pakistan alsochas made Registering Property simpler by streamlining and automating
administrative procedures, and by increasing the transparency of its land administration system.
Furthermore, minority shareholder protections were strengthened, amrganizationprocedure
introduced to ease insolvency proceediigsally, thegovernmentiutomated customs operations through
the installation of the Webased One Customs (WeBoC) system that streanpireeessefor import and
export procedures.

Despitethis progress, theDoing Busines2019report shows that Pakistatd s over al | perforn
the ease of doing busineswasstill room for improvement. In the same timeframe, since 2008, India has
implemented 31 reforms and Sri Lanka. Pakistad s o v e r ®Dobirlg Busines@019 was 136 out

of 190 countriesand %' out of eighteconomies in the regioRakistaids ranking reflects an overaase of
doingabusiness scoref 55.31percentage points (out of a possible 1@@kistaragsslightly behindthe

South Asiaregional aveagesuggesting room for improvement especially in the areas measured by the
indicators onConstruction PermitsGetting ElectricityandPaying TaxegFigure 11).

Figure 1.1. Pakistanb s per f or mance across Doing Business topi
Distance to Frontier (100 = Global Best Practice)

Pakistan SA —e—Pakistan —e— South Asia
8189 85.44 Ease of Doing
Starting a Business ’ ’ Business
Dealing with 53.59 61.85 Resolving Insolvency Starting a Business
Construction Permits
Getting Electricity Sl 5935 Dealing with
Enforcing Contracts . .
Registering Property Sl 46.91 Construction Permits
Getting Credit & 47°
Trading Across . -
Protecting Minority 7167 61.67 Borders Getting Electricity
Investors
Paying Taxes 47.05 60.02
Paying Taxes Registering Propert
Tradingacross 60.12 62.57 ying g g Property
Borders Protecting Minority
Getting Credit
Enforcing Contracts Sl 1344 Investors 9
59.86 38.3

Resolving Insolvency

Source: World Bank Group Doing Business 201

Severalsignificant opportunities for improvements emerge that span across the areas measured by
the Doing Businessreport and relate to the interactions between thegovernment and the private
sector throughout the business cycle:

A Consultation with the private sector duringthe policy-making process needs to be enhanced and

focused.There seems to be no consistent pupfigate dialogue forum either at the federal or the
provincial level. Making this type of consultation more systematic would be beneficial for the reform
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efforts in two ways. First, it will allow the authorities to identify the challenges of the private sector
and address them through their reform efforts, and second, it will ensure that the private sector is
appropriately informed on the changes put in ptader ough t he authoritiesdo re

A There is a need for more communication of reforms as well as increased transparency of rules,
regulations, and proceduresChangesindertaken by the government should be communicated more
proactively and systematically tthe private sector through a publigrivate dialogue platform,
different media channels, communication campaignspPariitg Businesenline portal. The authorities
could also be more active in publishing rules and regulations both in government afiices the
agenciesbd6 website. The procedures for different
and the fee schedules for public services should be easily accessible to the private sector and citizens.

A The application of rules and regulatbns should be consistent and predictable through changes in
government. The private sector expresses concern about the constant changes in policies with the
change of government but also during the term of one government. It increases uncertainty for their
operations.

A More coordination is needed among government units, especially within each of the provincial
levels.Many business regulation reforms involve several government offices that should cooperate
more to implement the changes. The reform cootitigabodies (the Planning and Development
Departments) in both Sindh and Punjab should organize joint meetings with all actors in each area of
Doing BusinessThe reforms led by the Punjab IT Board are an excellent example of coordination that
can be reptiated.

A Lahore and Karachi should strive to have harmonized procedures for governmerib-business
servicesand coordinate the timing of reforms The reforms will be more useful for the private sector
if undertaken simultaneously in bothetropolisesIn those cases where one of the cities is more
advanced, those examples should be replicated in the other town as well. For example, the reform
advancements itartingaBusinesandRegisteringPropertyin Lahore coulde replicated Karachi,
and theLahore Electricity Supply Company (LESCO) could consideraihgoing reform initiatives
that K-Electric is putting in place in Karachi

The Scopeof the Memorandum

Doing Businesoffers policymakers a benchmarking tool useful in stimulating policy debate, both by
exposing potential challenges and by identifying good practices and lessons learn@ger the past

decade, it has been usedgnlicymakerdn an increasing number of economies to advaneie blusiness
environment and competitiveness reform agendas. More than 40 economies globally have established units
dedicated to specific reform action pldeseragingDoing Busines@ndicators. Economies as diverse as
Malaysia, Colombia, Rwanda, Kenya,$8ian Federatiomnd Brunei Darussalam have created regulatory
reform committees usinQoing Businesss an input to inform their programs for improving the business
environment.The next section provides explanatiafsthe main features of successfefarmers and
examples from different countries.

Indicators and benchmarksindicate factors that contribute to the creation of an overall enabling
environment for business and can help governments identify areas of business regulation that could
benefit from further improvement to support private sector growth and investment.In responseo

the request of thBoard of Investment of Pakistatiis reform memorandum provides recommendations
in areas where the local and central governments can have a direct impact on business canditions
discussetiow some of these shortcomings teaddressethrough legal and regulatory reforms.
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The remmmendationsare basedon Pakistard s sultsén the Doing Business2019 report, global

regulatory trends and practices, interviews withrelevant public and private sector stakeholders in
Islamabad, Lahore and Karachi conducted during a visit from November 26to December 7 2018*

as well asrelated analytical work. They focus on regulatory and administrative reform options in the
areas of business regulation measured by the Doing Business project. Each chapter presents features of
effective regulatory systems in the respectfiedd, examples from across the worldnd specific
recommendations for th&overnment ofPakistan The proposalsdo not address all aspects of the
investment climate in the country, but focus on how to:

9 Ease business entry and operation with a focus primarily on small and medium ddinmestizy
reducing complexity and cost of regulatory processes and increasing transpeuggroy gtreamlining
registration and licensing procedures).

9 Strengthen the regulatory and institutional framework aimed at securing property rigimsraaging
access to credite(g, through robust secured transactions and insolvency frameworks, credit
information sharing systems and effective contractual enforcement mechanisms).

The recommendations take into account ongoing reform initiatives andgdicy discussions, some of

which can positively impact the business environment as well as the areas included in feing
Businesgeport. Some of the recommendations provided can be addresskdrtto medium term, while

other recommendations are omyplementable overmore extendegeriod. The indicated timeframes are
preliminary and based on the experience of other countries. All actions will require consultations with and
coordination of different stakeholders and especially with the private sector. Interagency coordination and
a drong focus on implementation will be crucial to the success of any reform eff@&kistan

Predicting whether the improvements in investment climate topics highlighted in this memorandum

will impact the Doing Business rankings forPakistan is difficult as any ranking is relative to other
countri es 6 Roreefofms to beecaptured by theing Businesseport it will also be essential

that they are fully implemented and enforced by the public sector and practiced by the private sector and
the practitioners. Thé®oing Businesgroject records reforms which are not only enacted into law but that
are also fully implemented (Box 1.2). Rather than aiming at specific advancements in the rankings,
emphasis shoulde placeanimplementingeritical reforms to improve the investment climate. A rigorous
reform effort will likely be reflectedn those areas andmore importantly- provide a better business
environment that is more conducive to private sector development and economic growth.

4 Theteam held meetings with public and private representatives to discuss the current systems and regulations in
place, ongoing or planned reform initiatives, as welh@re broadly constraints to conducting busine$akistan

with regads to 100of the 10 regulatory areas covered by Doing Busin8&ating aBusiness,Dealing with
ConstructiorPermits, Getting Electricity RegisteringProperty,GettingCredit, Proteding Minority InvestorsTrading
AcrossBorders,Paying Taxes Enforcing Contracts, andResolvinglnsolvency.
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Box 1.2: Reform criteria according to Doing Business

Reform is an action taken by government (or a private utility in the case of the Getting Electricity indicatc
impacts theDoing Businesslata. A change ithe data due to other factors is not considered reform. All refc
have to be fully implementebeforethe cutoff date, which is May % of every year. Legathanges have to b
entirely in effect. It entails theproperimplementation as well as the publiecognition (e.g.publication in the
official gazette if required). For indicators that have a time and procedure component, usage by the majorit
study companies covered is a prerequisite for the reform to be counted. For exatapkethe njarity of domestic
companies uses electronic systethey would not be taken into account.

Source:World Bank Doing Business

Table 1.1provides a summary difie rest othe short and mediuterm reform recommendatiordggescribed
in more detail in this memorandum.
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Table 1.1.Pakistand performance on theDoing Businessndicators and suggested short and mediurterm recommendations

Topics Indicators (Doing Busines2019report) Short-term reform recommendations Medium to long-term reform recommendations
Starting a Procedures: 10 1. At the federal level, fully integrate EOR 4. Explore waydo simplify the registration for sa
Business Days:16.5 registration with the -services portal o tax by eliminating the physical inspection at
Cog (% of incomeper capita): 6.86 SECP. business location and the biometric appoint
Paidin min. capita(% of income per capija0 | 2. Merge the registration of Social Secur| 5. Merge STRN and NTN and introduce a unig
% Institutes (PESSI/SESSI) and the Provinc business identification number.
Global rank: 130 Labor Departments in Punjab and Sindh. | 6. Integrate all agencies, both federal and st
3. Clarify the business stamp processes to th into one single portal for online registrati
public and explore ways to increase the upt without the need for physical presence.
of online registration for those institutions th 7. Eliminate the requirement of obtaining
provide the option. official company seal by changing tt
Company Act, followed by extensiy
awareness campaigns to supp
implementation.
Dealing with | Procedures: 18 (Karachi); 20 (Lahore) 1. Improve prescreening of construction perm| 6. Link the systems of LDA and SBCA with tho
Construction | Days: 261 (Karachi); 266 (Lahore) applications and abide by the published tim of the land management authorities to expe
Permits Cost (percent of warehouse valuk):8% objectives. the obtainment of the proof of ownership.
(Karachi); 3.6% (Lahore) 2. Increase the transparency of the construc| 7. Introduce aisk-basedsystem for constructio
Building quality contol index:12.515 permit approval process byeleasing and aprovals and inspectionsbased on thg
(Karachi); 12/15 (Lahore) proactively informing the public on th building®d e s deatarésiaral intended us€
Global rank:166 documents needed for thissuance of g 8. Set up a single window for construction perr
building permit. application processing at SBCA and
3. Reengineer business processes for eventually make it available online.
construction types to centralize the obtain| 9. Consider allowing private firms to sigyff on
of all NOCs from the required agencies. the completion certificate, while ensuring the
4. Remove the property valuation form (R quality of professional qualifications.
as a requirement from WASA in Lahore. 10. Introduce legislation in Lahore opossible
5. Roll-out the epemit system in Lahore to all defect liability and introduce liability insurang
types of buildings and allow forgayments. requirement in both cities
Getting Proceduress (Karachi); 6 (Lahore) 1. Undertake aetailed study of the applicatior] 6. Increasaheavailabilityof material at the utility
Electricity Days: 185 (Karachi); 117 (Lahore) process to understand the bottlenecks. companies.
Cost (percent of propiy value): 1587 % 7. Enforce internal wiring inspection ang

(Karachi); 158246 (Lahore)

streamline its procedure.
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Topics Indicators (Doing Busines2019report) Short-term reform recommendations Medium to long-term reform recommendations
Reliability of supply and transparency of tarifi Introduce a cost calculator and make 8. Roll outthefull online application system, wit
index:0 proceduresguidelinesandfees more an epayment option.

Global rank:167 transparent. 9. Introduce aeographic Information System

Provide option to pay connection fees and (GIS) for the electricity distribution network.
security deposits in installmentand 10. Obtain excavation permit on behalf of clients
consider cres subsiding connections. in Karadi.
Include load shedding in the calculation of | 11. Invest in smart meters.
SAIDI and SAIFI.
Set up binding time limits on procedures to
connect to the electricity grid.

Registering | Procedures3 (Karachi); 6 (Lahore) Strengthen service standards and time lin 9. Achieve full digitalization of ownershij

Property Days: 208 (Karachi); 25.5 (Lahore) and make them publicly available online records and cadastral plans and conti

Cost (percent of propy value): 4.2%
Quality d land administration index:/30
(Karachi); 14/30 (Lahore)

Global rank:161

Karachi.

Increase transparency by publishing statis
on land disputes in Karachi.

Increase awarenesaising efforts on recer
reforms and clarify the legal requirements
avoid overcompliance and clos
implementation gaps.

Establish a dedicated and independ
mechanism to track and deal with complai
related to property registiah and cadaster i
Karachi.

Fully automate the process of paying sta
duties in Karachi and Lahore.

In Lahore, integratedatabasesfurther by
linking PLRA and Excise and Taxatig
Department 6s system
liabilities automatically.

In Karachi, ensure full automation of tk
procedure to obtain the sales certific
(NOC).

In Karachi, reviewlandrelatedprocedures a|

the Board of Revenue to identify bottleneq

10.

11.

12.

improving the GIS system in Karachi a
Lahore.

In Karachi, establish a singldientfacing
agency for land administration and integrate
databases and systems for land registration
cadaster.

Provide training for land registry and cadag
staff after the introduction of the new la
administration system in Karachi.

Reduce thetime to obtain decisions on lar]
disputes from thedistrict courts (See alsqg
recommendations under Enforcing Contract
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Topics Indicators (Doing Busines2019report) Short-term reform recommendations Medium to long-term reform recommendations
and explore ways to streamline the d¢
execution, registration, and scanni
processes.
Getting The dgrengthof legal rights index2/12 Operationalize the secured transactii 4. Consider amendinghe secured transactiol
Credit The depthof credit information index/8 framework by adopting regulations for the § legal framework to implement a unified
Credit registry coverage (% of adultdp.®6 Act. integrated system.
Credit bureau coverage (% of adul®% Extend the information covered by credit | 5. Amend the Corporate Rehabilitation Act 20
Global rank: 112 reporting service providers to include data to introduce automatic stay, as well as ti
from retailers or utilities. limits for its duration in reorganization
Implement a unified geographically notice proceedings.
based, searchable electronic secured 6. Amend the Companies Acb tassure secure
transactions registry under the ST Act. creditorsare paidwith priority in liquidation.

7. Implement arawarenessaisingcampaign and
capacity building activities on the new toq
introduced by the ST Act.

Protecting The tentof disclosure index6/10 1. Requireindependent review of relatgzarty
Minority The extenof director liability index: 7/10 transactions before they take plécehe
Investors Ease of shareholder suits index: 6/10 Companies Act or the Listed Companies

The extentof shareholderights index: 8L0

The extenpf ownership and control index: 9/1
The extenbf thecorporate transparency inde
7/10

Global rank: 26

Regulations

2. Require the immediate public disclosure
relatedparty transactions.

3. During a related party transaction allow
shareholderso hold directors (both interestg
and disinterested) liable also for unfair
prejudicial and not only negligent relatpdrty
transactions.

4. Give courts authority to cancel unfair relat
party transactions.

5. Allow theplaintiff to to question thelefendant
and witnesses at trial directly.

6. Allow plaintiffs to recover legal expenses frg
the company.
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Topics Indicators (Doing Busines2019report) Short-term reform recommendations Medium to long-term reform recommendations

7. Require shareholder approval when issui
new shares or new members.

8. In case of limited liability companies, requi
the buyer to make a tender offer tall
shareholders when acquiring 50% diie
company

9. Increasdaheprotection of investors by requirin
disclosure of management compensation.

10. Allow shareholders owning 5% of shares
members representing 5% of the capital
items on the meeting agenda for both listed
limited liability companies.

Paying Number of paymentst7 Ensure that@ayment is available in practi¢ 4. Extend efiling and e-payment services for g
Taxes Time (hours)293.5 for corporate accounts to provide all types taxes and contributions, including soc
Total tax rate (percent of prdji 34.2% companies with the option to pay Corpor security and pension contributions as well
Postfiling index: 10.49100 Income Tax and GST through the FE provincial taxes.
Global rank: 173 electronic platform. 5. Conduct a feasibility study of merging tf
Conduct a review of the tax forms a filing and payment of taxes wittihe sameax
documentary requirements and streamline base.
process to file and pay GST while continuil 6. Review and streamline inteah processes &
to improve STRIVe. FBR for GST refunds to reduce processing ti
Plan an outreach campaign to familiar and introdee good financialmanagemen
taxpayerswith new systems and tax reformg practices.

7. Strengthen rislbased categorization, impro
efficiency, and monitor performance indicatc
to make sure that targesse metfor GST and
CIT audits (selection targets, and audit leng

Trading Time to exportBorder compliance (hours): 75 Analyze portprocesses to eliminate duplicg 6. Improve the system of the electronic issua
Across The ®stto expaot: Border compliance (USD): regulatory activities and shorten the time of I-Form and Forik.
Borders 356 export and import. 7. Introducea smart examination system for rg
Time to export: Doemenary compliance Review and improve the Customs ri channel consignments.
(hours): 55 management system to achieve grei 8. Take administrative measures to discourage
efficiency. of port as a free storage area
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Topics Indicators (Doing Busines2019report) Short-term reform recommendations Medium to long-term reform recommendations
The ostto export: Documentargompliance Review the necessity of issuing prif 9. Deploy active businessintelligence and dat
(USD): 118 certificates for cotton and otherxmort analytics tools.
Time to import Border compliance (hours): consignments and consider their automal 10. Implement the Port Community System (PC
120 through the Cust oms| 1l Implement the Pakistan National Single
The ®stto import: Boreér compliance (USD): | 4. Reduce the processing time for the issuang Window System (PNSW).
476 thebill of lading.
Time to import: Doamentary copliance Remove obstacles in the electronic issuang
(hours): 143 Certificate of Origin to reduce processing tif
The ostto import: Documentary compliance from eighthours totwo.
(USD): 250
Global rank: 142
Enforcing Time (days): 1096 (Karachi); 1025 (Lahore) Conduct an irdepth assessment of coy 2. Consider the creation of specializ
Contracts Cost (% of claim): 18.1 (Karachi); 25 (Lahore processes as well as the legal framework commercial courts, divisions or benches.
Quality of judicial processes: 6/18 (Karachi); handling commercial cases to identify g 3. Introduce case management practices to
5/18 (Lahore) addresgheunderlyingcauses of delays. address delays during the trial processich
Global rank:156 as limitingexcessivadjournments and
enforcing time standards.

4. Introduce pretrial conferences as caitical
element of case management.

5. Support the introduction of electronic filing
initial complaints and other court automati
elements in commercial cases.

6. Provide continuous training to judges w
jurisdiction ower businessnatters.

7. Strengthen efforts to promote mediation ang
conciliation.

8. Evaluate increasing the minimum amaunt
claim must have to trigger the original
jurisdiction of theSindhHigh Court

Resolving Time (years): 2.8 (Karachi); 2(Bahore) Enact secondary legislation to facilitate § 3. Introduce special simplified procedures 1
Insolvency | Cost (percent aheestat: 4% operationalization  of the  Corporal Small and Medium Enterprises (SME

Recovery ate (centon the dollar): 43.4
(Karachi); 46.4 (Lahore)

The drengthof insolvercy framework: 11.86

Rehabilitation Act, including a regulatory
framework for professional insolvend

practitioners.

insolvency.
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Topics

Indicators (Doing Busines2019report)

Short-term reform recommendations

Medium to long-term reform recommendations

Global rank53

2. Create an insolvency registry whe
information about insolvency cases can
accessed.

4.

Extend the possibility of granting peg
commencement financing to no
administration proceedings.

Revise the Corporate Rehabilitation Act to
enhance@di t or s0 rights
proceedings

Extend the power to assume or reject execu
contracts to debtein-possession rehabilitatio
and liquidation procedures.
Incorporate a prpackaged restructuring optiq
to the Corporate Rehabilitation Att enable
the fast and swift court processing of out
court restructurings.

Improve the judicial capacity to hand
insolvency cases.
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2. Starting a Business

Efficient and effective business regulations support firm creation and productivityEconomies that

have efficient business registration processes also tend to have a higher entry rate by new firms and greater
business densifyFaster business registratits associated with more businesses registering in industries

with the strongest potential for growth, such as those experiencing expansionary global demand or
technology shift§.Empirical evidence also suggests that more efficient business entry imwgiatprove

firm productivity and macroeconomic performaridamother recent study found that higher entry costs are
associated with a larger informal sector and a smaller number of legally registeretiFirrtisermore,

higher compliance costs cut infom profits and discourage entrepreneurs, which in turn reduces job
creation in the econonty.

The Doing Businessi St arting a Businesso indicator measur €
minimum paid-in capital necessary for domestic entreprenewto regiser and formally operate a

new limited liability company. Doing Busines2019reportsthat to start a business th Karachi and

Lahore entrepreneurs must go throughgt®cedures, which takies.5days on average and césBpercent

of P a k i dncama [@escapita. Nminimumpaidin capital is required. Globallfpakistarranks B0" out

of 190 economies iBoing Busines&019 on the ease Bfartinga Businesand6™ out of eighteconomies

in South Asialt scores81.89points (out of 100) orheease ofStartinga Businessscore'®

Starting a Business in Pakistan requires many interactions with federal and provincial authoritiek

as well as private entitiesBudding entrepreneurs in both Lahore and Karachi need to reserve the company
name, register their business with the Securities and Exchange Commission of Pakistan (SECP) and obtain

a national tax number and sales tax number from the Federal Board of &&vBR). For companies with

more tharfive employees, registration with the federal EmployeesAgd Benefits Institution (EOBI) is

also required. At the provinciallevee nd dependi ng on a c o mpregistiatiols act i v
with the provirtial Employees Social Security Institution (SESSI in Sindh and PESSI in Punjab) and Labor
Departments neededin addition to federal and provincial authorities, companies also need to interact with

private entities to open a bank account for tax registrand make a company seal from a seal maker, as
required byArticle 23 of the Companies Act, 2017.

The high number of procedures- and associated timé suggest that therds room for improvement.

In economiedike New Zealandfor example, an entrepreur can start a business in half a day with only
oneprocedurg In South Asia, as well as at the global level, most countries have been able to streamline
moreprocessethan Pakistan.

SKlapper, Leora, Anat Lewin and Juan Manuel QuesadaDel@a@o0 9. fiThe | mpact of the Business
Cr eat i onPoly Research&\Vorking Paper 4937, World Bank, Washington, DC

6Ciccone, Antonio and EIlias Papai oJaumalofthe Eubfe@n/Econdink dssocidtarp e an d
5(2-3): 44458.

7 Loayza, Norman, Ana Maria Oviedo and Luis SenZi 5 . iRegul ati on and Macroeconomic Pe
Wor king Paper 3469, World Bank, Washington, -CoGntryDifferénceBar seghy
in Product i Woutng of EcombmiOGrowmthd (2): 14567.

8 Barseghyan, Levon, and Riccardo DiCectb0 0 9 . AEntry Cost s, I-Qodntrys Inconye ar®itTFRIct ur e
Di fferences. 0 WG05CKedarg ReBaavp Bank oR2. Qdiis.

9 Fonseca, Raquel, Paloma Log@arcia and Christophdé?i s sar i des. 2001. -UPECoOsésr ame EEmph ioy ,m
European Economic Review 45 @): 692 705.

10 Theease of Starting aBusinesssc or e captures the gap between an ecomomyods pe
Starting a Busines#t is the simple average of the scores for each of the component indiddtersloser the score is to 100, the

closer the regulatory practice is to global best. For further details on howctite and rankings are calculated, see
www.doingbusiness.org
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Table 2.1 Starting a Business ranking and best performers
Doing Busness Pakistan Regional  Regional best
Indicator Average performer

10 7.7 4.5 1 (New ZealangGeorgid
(Afghanistan)

16.5 13.8 8.5 0.5 (New Zealand)
(Afghanistan)

Cost  (percent  of 6.8 11.0 3.5 (Bhutan) 0 (Slovenia)

Global best performer

income per capita

Paid-in Min. capital 0.0 0.2 0 (7 economies) 0 (117 economigs
(percent of income per
capita

Source: World Bank, Doing Business 2@fhta

Starting a Businessover time

Several regulations legislate the registration of private limited liability companies in PakistariChe
Company Act 201 Bets the legal framework that relates to company lawratters connectad addition

to that Among other areas, it establishd® power and functions dhe Securities and Exchange
Commission of Pakistan (SECP), the rules governing incorporationdegisionsconcerningcompany
names, obligation to publish a companyngaand create a company seal) as wetkegsilations forthe
managemenof different company types’he Companies (Incorporation) Regulations 2017 S.R.O 704
(N/2017, lists all the requirements, documentation and procedural steps to incorporate at the SECP and
obtain a national tax number (NTN). The amenB&BI Act 1976 effective as of July 206Rtates that
every industry or a commercial establishment itk or more employees must register with the federal
Employee<ld-Age Benefits InstitutionThe Pakistan Shops and Establishment Ordinance 186Qires
every establishment other thamm@epersonshop to be registered with the Deputy Chief Inspector of the
Labor Department in each distridthe Sales Tax Act 19%ndSales Tax Rules 200équire companie®
register for sales tax at theearestRegional Tax Office (RTO). Finally, provincial law oversees the
registration with social security. For example, Punjab Employees Social Security Ordinance 1965
updated through the PESSinendmenfct 2013requires registratiowith the Punjab Employs Social
Security Institution (PESSI).

Pakistan has madenotable progress to improve business registration in recent yearsn 2016/17
Starting a Businesswas made easier by replacing the need to obtain a digital signature for company
incorporation with a lesexpensivepersonal identification number. The following year, Pakistan
streamlined procedures and decreased time through several initiatives:

1) In early 2018, the Securities and Exchange Commission of Pakistan (SECP) launched a single
online procesdor user registration, name reservation, company incorporation, and notification of
appointment of CEOThe Companies (Incorporation) Regulations set thal iegmework for the
changes2017 S.R.O 704 (1)/2017 datddly 26, 201 andenforced on August 14, 2017. The new
process allows applicants to conduct several procedures at once, including name reservation and
payment.

N

) Theregulationmentionedaboveabolished théee forprovidingt h e CE O 6 stheimhaorpaaatidns o0 n
application. Moreover, the four incorporation forms previously requ{ied, Form 1, 21, 29,
Memorandumwere merged into oné singlefiling fee is also charged as specified in pagraph |
(8) of Seventh Schedule of tli@mpanies Act 201 The new template form also allows SECP to
collect all the required information on the CEO, eliminating the need for falfmy

Pagel4of 119



3) The SECP collaborated with the Federal Board of Revenue (FEBRh&nce the scope of existing data
exchange between the two federal agencies. The increased cooperation was piloted in early 2018 and
released in March 2018. This new system enables FBR to automatically issue a national tax number
(NTN) to companies oncéney are registered with the SECP. Once the incorporation application is
submitted at the SECP, the information on the new company is shared with the FBR, and the company
receives the national tax number as part of the incorporation documents package.

Degite P a k i s onaardd efforts in business registrationthere is ample room to improve the
processfurther to register a companyWhile it is relatively cosefficient to start a business in Lahore

and Karachi, there is still a noticeable gap on time and procedures compared to both the global and regional
average (figur@.1). Several measures are, therefore, presented below staRalkia align its practices to

some of the best performessridwide.

Figure 2.1 Starting a Businesds getting easier across thglobe, but Pakistan now lagsbehind
other countries.
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Short-term reform recommendations
1. At the federal level, fully integrate EOBI registration with the e-services portal of SECP.

TheAmendment ithe EOBI Act 1976 effective as of July 20@8uires thagevery industry or commercial
establishment withfive or more employees register with the federal Employ@&bAge Benefits
Institution (EOBI). Under the Employee®ld-Age Benefis Scheme, insured persons are téedi to a
pension upon retirement mvalidity. The employer must pay a contribution of 5% of minimum wagé
the employed % ofthe minimum wage

According toDoing Business 2019heregistration with EOBin both Lahore and Karachi is done on a
standalone basis once incorporation with SECP has been completed throughethiEes portal.
Companiesare not required to register for EOBI if the nwenlef employees is below a thresholdigé.

When the threshold is met monthsyaars latemafter incorporation, companies must then undertake the
EOBI registration process, which can be done in person or online through the EOBI Facilitation System.
Many firms, however, end up never doing thisither due to a lack of awareness or a reluctance to make
contributions. In any case, this creates a shortfall in revenue for EGBI. the institution has limited
capacity to track delinquent nonregistratiosesmas, historically, is not integrated with the Federal Board
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ofRevenue (FBR) wher e ¢ omp a+whieghinduddirdoxmatibe anthanuraberi o n's ¢
of employees.

Ultimately, EOBI registration should be done through tiserrices pdal of SECP. As SECP and the FBR

are already interlinked, integrating EOBI into theesvices portal will allow the latter institution to gain
access to FBR data and identify all companies with five employees or more that have failed to register.
While mostprivate limited liability companies typically have less tffige employees upon incorporation,

those that do should gomptedto register for EOBI immediatelthis may already reduce the cases of
delinquent nonregistration.

A Memorandum of Undetanding signed in 2013 between SECP, FBR and E®@Bd the intent of

centralizing registration with theespective agencies. Today EOBI is the only institution that remains not
fully integrated. The Virtual One Stop Shop (VOSS]
registration is separatdloreover, while SECP was planning to share datahwi#OBI on company

registration before the end of 2018, EOBI contends that no such data are currently being pushed to the
institution. Furthermore, the ultimate objective is not for SECP to merely transfer information to EOBI, but

to make sure there is onbyie registration process.

2. Merge the registration of Social Security Institutes (PESSI/SESSIand the Provincial Labor
Departments in Punjab and Sindh.

Notable efforts are underway in Punjab to streamline company registration with state autharitigly,
thePunjab EmployeeSocial Securitynstitution(PESSI)and the Provincial Labor Department (PLDn

January 31, 2018hePunjab Business Registration Poktals launched by theunjab IT Boardmaking it
possible to register for both PESSI dAdD at onceln June 2018, the PLD revised its regulations to
eliminate the registration fee and the inspection required for registration. Today, companies using the
system have already experienced time gains from two procedures being merged: ofigliasstaport

that online registration for PESSI and PLD takes 48 hours, compared to about a week when registration is
done in person at the two institutions (as reporteDding Busines2019). Unfortunately, however, there

is currently a low uptake in the systeire., in June 2018, about 5% kegistrations were done offsite using

the online system. All other registrations were done at facilitation offices. These data stress theaneed
communication campaign to encourage the use of the portal, especitilyy Banjab IT board plans to
integrate lhe portalmentioned aboverith the SECP system in early 2019.

Given the benefits that the Punjab Business Registration Portal haty alheavcased, a similar imitative

is recommended for Sindh so that the registration with Sindh Employee Social Sestitityion(SESSI)

and the Sindh Labor Departmeist merged. With support from international donors, the provincial
authorities in Sind plan tocreate such a unified web portal driven by a central database that will source its
information to provincial departments such as the Excise and Taxation Depai®E&sland the local
Labor DepartmentA memorandum of understanding still needsbe signed between the respective
institutions, which should be finalized @arly 2019 1t is vital that the MOU be signed as planned so that
the new portal which isreportedlyalready being testeds launched in 2019 (provided all the necessary
piloting has been done). As shown in Punjab, it will take tirperhaps many yeardor the portal to be
widely used for registration8doreover,delaying things further will not just prevent early adopters from
experiencing time gains by using the systam, iwi | | al so hinder Pakistanos
age.

3. Clarify the business startup processes to the public andxplore ways to increase the uptake of
online registration for those institutions that provide the option
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There is confusin betweerthe business communignd public agenciess to what are the necessary steps

to operate a business formallor example, after incorporation, some businesses report that an authorized

business representative still needs to go the FBR in person to submit docitrisareeded fopartnerships
but not officially requiredf or LLCs si nce t-bgstemlpatiooma imatiandl taxSnEniberé s
can be issued without further customer engagement

The cas above clearly illustrasghat there is a communication gap between the private sector and the
agenciegnvolved in the business starp processThe reform coordinating bodi@sboth Sindh and Punjab

(the Planning an@®evelopment Departments) shouldyanize joint meetings with big trade groups and
business organizations (e.ghamber of commerce) as well as the consultants who facilitate thegstart

process. Furthermore, a nationwide and statewide campaign through several media outlets would help

entrepreneurs know what the forinséeps are to start a business. Box 2.1 pes/gbme guidance on the
channels through which to communicate the changes.

BOX 2.1. Considerations for the Design of a Communications Strategy

Selecting spokespersons from the business communitysing government officials as thprimary

spokespeople for successful regulatory reforms is ineffective, as they generally relate less to businesses
priorities than other businesspeople do. To effectively convey messages about what can be gained

reforms, select entreprears and use them in the information campaigns. The message isatea& conveyed

by a beneficiary.

Using mass communication channeldJsi ng speci ali zed fpassiveo i

gazette) is unlikely to reach the targeted ande. Sharing information about therefis of the reforms, as wel
as the results of business surveys on remaining obstacles is best done through the masssowdianedia

News stories could feature entrepreneurs, present new statistics, andededai current reforms are takin
place.Communications staff could be hired with the reform commitbeto this effectively.

Organizing public eventsand gathering feedback Invite entrepreneurs to talk about existing problemd
gather their input as well as what improvements they see. Invite the media and always leave ample ti
questions. Do not organize only with the business associations; invite entrepreneurs directly. Commu
works both ways in such events; they also allow businésseglain their priorities tthe government.

Using comparisons with other countriesBusinesses and citizens are generally patriotic, regardless of how
regard their gov e rRamlelswithite regufatorg butdens io otherecéiiesregpecially in
areas where the country is reforming, would catch the attention of entrepreneurs and media. They are ¢
usefulfor newspapestories where figures can be shown.

Talk about future reforms. Start communicating early about the expected results and sustain the messag
changeprogresses. The longer the message stays in the news, the more likely it is that businesses will nc
communication needs to be clear and direct on wheartheunced measures will be implementeds not just

good marketing. Reforms are only useful if businesses learn how to take advantage Afsdbdmsinesses will
only determindf the news has reached them.

Source: World Bank Group (2007).

The communication campaigns should also encourage companies to use the online system$ arvided
ultimately go through the entire business process without the need of a @oinAdt stated above, less
than 5% of companies in Punjab make use of the Business Registration Portal for registratitms with
Social Seaurity and thd_abor Departmentlt is because some companies have experienced difficulties with
the esystem. Othefirms out of habit voicea preference to use tliacilitation centers while others are
unaware that a portal even exists. Wiallcustomers who visit the facilitation centers should, therefore, be
made aware that a portal exists through brochanel advaisementsFacilitators can also guide these
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customersFor example, Kazakhstan set up computers &ildic Registration Centenestop shomver
the last few yearsind consultantsow offer to help users with the online registration, guiding thewuitin
theentire process

Medium and long-term reform recommendations

4. Explore waysto simplify the registration for sales tax by eliminating the physical inspection at the
business location and the biometric appointment.

One of the bottlenecks the business startup process in both Karachi and Lahore is the registration for the
sales tax number (STRN). This process is replytking a weeki and sometimes even longét.is
because once the STRform is submitted at a taoounter at the nearteRegionalTax Office (RTO) of

FBR, an inspection is scheduléalJowedby a biometric appointment with the founder(s) of the companies.

The physical inspection carried out by a tax officer typically occurs witineedays of submission of the

STR-1 formfor themanufacturebutd e pendi ng on t he | oc agitcantekeloager a b u s i
andfurther delay the staup processThe inspections necessary to check tpéaceof the businesand

whether it matches what the RTO has on its recddden verification, the inspector submits a repath

the commissioner who will issue a biometric appointm&ontdo away with the inspection, the RTOs in

Lahore and Karachi are working on a geotaggsystem, whereby thecation of the businessan be

checked against land records for ownership.

While a GIS may indeed eliminate the need for the RTO to inspect premises and involve businesses for
what essentially amounts to a diiigence check, #technology typically takeauchtime to implement

and deployMore realistically, the authority could switch from anamte to an eypost inspection regime

given that a high percentage of companies indicate a correct address on their registratibmsomould
necessariynean t hat the RTO woul d check Ttanmdmpteegistraiend pr e m
I stageThe most common type of grost inspectiolis tax audits. In some countriestax auditinspection

is conducted for all companies a timespecific basis (e.g., each company is audited at leastinthree

years).Other economies follow the best practice, which is to condsichasedaudits In any case, the

STRN inspection can h@erformedex-post in a similar fashion to taxidit i or conjunctly withtax audis.

Another bottleneck for the STRN registration has to do withhbioenetric appointmentwhich was
introduced in June 2018y FBR for precautionary reasons. In short, businesses that were not paying their
sales tadiability wereclaimingthey hadhotregistered fothe STRNin the first placeNow that company
founders are required to come foriarbetric appointmerguch denial is harder to maKehis requirement,
unfortunately, delays the time for companies totstp. It also results in more interaction with government
officials, increasing the likelihood for a bribl.is particularly problematic in Pakistan, as Enterprise
Surveys data show that 46% of fir@spect to give gifts to public officials "to get thigdoné' which is

more thardouble the global average.

It is recommended to explore ways to do away with the biometric appointment. One possibility is to use
the datahatcommercial banks have already collected. Indeed, $losember 30, 2018, the StaBank

of Pakistan has directed all commercial banks, including microfinance and Development Finance
Institutions (DFIs), toverify bank accounts of customers including individuals, corporatians
associations with biometric data. So now, wicestomersopen a bank accoufite., procedure 4n the

startup process according to Doing Busiefisgerprints are taken and cresdsecked with those that the
National Database and Registration Authority (NADRA) has on Itilserves as an identity check.,So
given that the bank now performs a biometecification, the RTO kould be dispensed from also doing a
check Alternatively, the PIN that is issued by SE&Fthe incorporation stage (i.@rocedure 1tan be

used by entrepreneurs as a proof of identification when applying foiSthRiN number.
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5. Merge STRN and NTN and introduce a unique business identification number

Today, newly created companiesRakistanneed to obtain a national tax ident#imn number and a
separate sales tax numben addition to a company registration number following the incorporation with
SECP. Taachieve greater integration of registration serviBegjstarshould introduce anique business
identification numberlt would reduce the risk of errors in identifying the same companies and facilitate
enforcement.

To successfully implement the single ID a common database and interoperable information and
communication technology (ICT) system of relevant government agencies should be developed to transmit
and share business information among all agencies.@aehanization would make it easy for businesses

to deal with different regulations, and faariousgovernment agencies to effectively monitor and regulate
business activities.

Two approaches to implement this reform are most common. In one case, business registration is the initial
step and includes the allocation of a unique ID, which is then reused by other authorities, such as the tax
authorities or social security agenciesAustralia, for example, business registration is the first step in the
process and includes the allocation of the company ID. Norway takes another approach, as entrepreneurs
are allocated a unique ID before thpsoceed to register their business. TBednd the identifying
information are then made available and reused by all agencies involved in the registration petmess.
introducing such a change Pakistan,it is vital to make sure that théatabases of the agencies are
integrated anthat a nified ID would satisfy their needs.

Figure 2.2. - Back-office workflow at the Branngysund RegisteiCenter, Norway.!*
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“fBusiness Registration Reform Case Study. Norway, 0 I nvest men
here: http://docplayer.net/16304248eptembel01 l-businesgegistrationreform-casestudynorwayinvestmeniclimate world-
bankgroupin-partnershipwith.html
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Introducing a common ID for businesses requires mapping and conversion of existing identifiers. It is a
comparatively complex and ceasittensive reform. Nonetheless, a growing number of countries have
introduced suchDs to increase efficiency within the public sector and reduce the administrative burden on
businesses. In 2009, Singaptaancheda single i@éntification number (SINGPASS) for all busingss
government transactions Estonia and Norway, systems are interoperable and interlinked with six other
agency systems, namely thepmcurement system for government agencies, and the land, labor, tax,

ph edges and iesi(for Narvway GigureR.2g8li st eni ads system is al so
syst ems: | and, | abor , t ax, pl edges and citizenos

6. Integrate all agencies, both federal and state, into one single portal for online registration without
the need for physical presence.

After having streamlined and modernized the registration systems with different agencies as recommended
above, SECP shuitd create a single interface for all registration formalities. At the back end, multiple
agencies would be involved in the incorporation and-paggistration process so that entrepreneurs benefit
from complete company creation in just one interactionthi®end, a single electronic registration form

could be introduced to capture all the information required by the relevant federal and state agencies. Of
course, the form would need &mcount for different business cases based on actimitylocation An
interactive form that updates the required field based on user selectionpratitie such a feature.

Before establishing aingle comprehensiveortal it is critical to streamlinng all business registration
processes currently in pla@srecommended in the shagrm recommendationRequirementshouldbe
removed or merged, so that, in time, @pprovalsbe consolidatedThe key to asingle unified portalis
giving officials involved in thebusiness statip processdecisionmaking powe for their respective
agencies and fostepoperation.

Today around 115 economies have some kind ofstogshop for business registratiorbut only a few
carry out many integrated functions, including pasjistration formalities wittall tax authoritiesand
social security Also, a handful of thes@rovides a single electronic interface for entrepreneurs, as in
Denmark, New Zealan@nd Norway.

Figure 2.37 Comunicazione Unicathe Italian Single Notice System
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Source: Doing Business database.
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An example of a higly streamlined company registration process comes from ltaly where starting a
business requires just 5.5 days and allows applicants to electronically file a single @oteenicazione
Unica) with the Register of Enterprises. This notice automaticallyisters the company for tax
identification numberand VAT number with the Tax Agencprocesses the company with the Social
Security Administration and Accident Insurance Office and notifies the localicipality about the
company address amdmmencement of operations (Figure 2.3).

Making registration electronic is the ultimate way to speed up and streamline businagsatdrimake it
predictable Seven of the economies with the fastest businessugtarffer online electronic registratio
Australia, Canada, Denmark, Estonia, New Zealand, Portagdl Singapore. More than 20 economies
have introduced electronic registration over the piastears.

Mauritius provides an example of a successful reform in this area. Since October 2886 baisinesses,
including companies and individuals in Mauritius
Registration Integrated System. 0 Thenademineé.Theat i ons
Commercial Registry grants accessriformation on new company registrations to tax, social security and

local authorities through a Central Business Registration Database. At the time of registraflomphay
Registryelectronically informs the tax and local authorities of newly tegesl companies. Tax registration

then takes place automatically. Onustified by the registry, local authorities will contact the companies

and inform them of fees to be paid or any additional requirements based on the activity of the company.
After theintroduction of the computerized system in Mauritius, the total time of business registration was
reduced by 80%.

Since SECP already carries company incorporation and partial tax registration, it is recommended that they
further expand their-portal system tdo integrate all registration and pasgistration procedures with

state authorities fullyThe payment atie provincialevel for the District Labor Department would need to

be digitalized and combined into a singleetime payment meaninghatthesaid labor departmentould

need to agree on the modalities of the payment.

Box 2.2contains some key considerations togk@emind before implementing @mpréersive online
business registration system.

Box 22: Key Considerations in ImplementingCompany Registry Software Applications

1. Complete the legal and business process refbefre automation to fully realize the potential benefits «
technology.

2. Critically assess t he  ,agdenfrastyjuéise iflinterhal caEagtyis inadeguat
identify hosting alternatives withithhe government or the privatector.

3. Thoroughlydocument the business and functionality requirements before procuring a technology so
this will also inform decisions concerning packaged versus cudeveloped software.

4. I|dentify and build data linkages with other governmermraies- both to simplify the overall business ent
process and ensure company data is fully leveraged to improve regulatory oversight.

5. Leverage the technology platform to produce new revenue streamotuding information products fo
financial institutons, credit bureaus, and other firms seeking company data.

6. Address change management and communications in the implementatietopéansure all stakeholders a
fully invested in the new solution.

Source: Leveraging Technology to Support BusinesssiRatijpn Reform, World Bank 2011

7. Eliminate the requirement of obtaining an official company seaby changing the Company Act,
followed by extensive awareness campaigns to support implementation
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Currently,an entrepreneur who launches a busine§akistans requiredby Article 23 of the Company

Act 2017to obtain an official company seal. Beyond a legal requirement, the seal is also needed to open a
bank account and to conduct ordinary business transadboasof the first procedures recordedying
Business is to obtain a company seal from a seal makep(beedure 3)It typically costs between PKR

400 and 600.

In the past, states required businesses to use official seals to authenticate their transactions. Company seals
were predominait used in common law jurisdictions, and their presence on a document indicated that it
represents the will of the company as a separate entity and not of its representative agents. However, this
requirement has been removiedmany countrieasthey areof limited use because they can be easily

forged. The United Kingdonior example made the requirement for a company seal optiona090. Its

Companies Achow provides that a document is validly executed by a company if signed on behalf of the
companyby (i) two Oaud hworr i(zieid) somer adiomr e @tsor in the
the directorbés signature. Further, thepayuartbbent i ca
easily verified through the commercial registtyis one of the most important things for successful seals
abolishmeni havinga secureand reliable alternative to verify identity of the company/representative.

As Pakistarand other countries becornmereasinglyintegrated into the modern global econy, company

seals are becoming increasingly antiquated because the matantdrmality is being progressively
abandoned, and businesses turn to the use of electronic signatures. In contrast with company seals,
electronic signatures have little or nosts, allow faster approval of official documents and, most
importantly, are more difficult to forge.

In 2013, only 79 of the 18%e c onomi es me as ur e dDoibgyBustndssepoirequiledldh Ba n k 6
business to obtain a company gealperate lawfullyBesidesnone of the togranking countries oboing

Bus i easeoftartingaBusinessndicator requires new companies to get sédie. main reasons for

eliminating the seal are the following:

1. Company seals have become obsoladee to new technologyThe practice of sending documents
electronically has madehysicalcompany seals obsolete, because they are incompatible with electronic
communication. In comparison with company seals, electronic signatusealgypically haveno or
low costs, allow faster approval and are more difficult to forge.

2. Company seals do not serve their original purposd&.he materials and procedures to make company
seals are easily reproduced, so that company seals can be imitated with little difficuitiercuts the
very rationale for the seal requirement, ite.ensure thahe company authenticates a document.
Eliminating company seals is a popular reform. In East AsialaBacific regionHong Kong (China)
removecdhe requirement for the seal in 201% South Asia, Sri Lanka made the company seal optional in
2007. In SukSaharan Africa, Ghana, Rwan@ad Tazania also took the necessary steps to abolish it. In
Eastern Europe and Central Asia, the Kyrgyz Republic made obtaining a company seal optional, while
Azerbaijan, Bulgaria, Slovenia and Geotrgad Lithuanialiminated it

In Pakistan eliminating the company se&lboth de jure and de factoi would involve amending the
CompaniedAct 2017 wherethe seal is mentioned several times, as well as any other relevant legislative
and subegislative act. As a transitional stehe Governmeniof Pakistan could consider removing the
requirement of approval of the seal by government departments involved in the registration process.
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3. Dealing with Construction Permits

Reforms that make regulation of constructions more efficient andransparent can help reduce
corruption and informality while encouraging construction companies to go through formal channels

and ensuring compliance with important standards, such as those impacting safety or mitigating
climate change.Properregulations,combined with sound enforcement mechanispreyvide safety
standards that protect the public while making the permitting process efficient, transparent and affordable
for both building authorities and the private professionals who .usegtent studylsows that long delays

to obtain permits could lead to higher transaction costfemer transactions? However, the payoff of
construction permitting reforms can be significant. In 200BrieevaterhouseCooperstudy found that
accelerating permiprocesses in the United States could permanently increase government ré&venues.
Examining the impact of building permit reforms on new income generafmmneverytenjobs directly
related to a construction proje@tnothereightjobs are created locally These impacts yield not only
additional income for the community but ats#berinvestments and tax revenues. Beyond economic returns
and the payff in attracting more investment, the most important benefit of building permit reforms is to
protect pulit safety.

Efficient building permitting systems sharevital features Clear building codes and regulations written

with a consultative process are at the core of-dedligned construction permitting systems. Countries like
Canada and New Zealand aircreasingly steering towards performateesed code®. Germany,
Singaporeand Mauritius have incorporated relanagement tools to streamline the issuing of permits and
optimize the effectiveness of inspections. tdplate land use and zoning plans imygaransparency and
predictability for developer¥. Establishing sound licensing mechanisms for practitioners, in addition to
well-functioning liability regimes and compulsory insurance systehave become pivotsd introduce

more efficient regulatory sgems. Many countries are outsourcing building control procedures to the
private sector. For example, France and the UK introduced inspections by accredited bodies, which in turn
required improvements in their private liability and insurance regtmes.

Doing Business 2018ecords the procedures, time and cost required to build a warehouse and connect

it to water and sewage services idarachi and Lahore following all the official requirements. Pakistan

ranks 168 globally on the ease @fealingwith Construction Permitand 7th out okighteconomies in the

South Asiaregion, with an overalDoing Businesscore 0f53.59percentage poinisut of 100 According

to the reportjn Karachi,Dealingwith Construction Permitsequires 18 procedures, také&l days and

costs 11.8 perceiff the warehouse valui Lahore, it takes 2frocesses266 days and 3.6% of the cost

of the warehouse. Pakistan lags below the South Asia regional averages on time and procedures but does

2SoniaHa mma n , AHousing matters, Volume 1,0 World Bank P
particular, the paper mentions thatMa y e r and Somervilleds (2000) study o
metropolitan area with a 4r8onth delay in approvand two different types of growatontrol restrictions would

have about 45% less construction than a metropolitan area withmedl’st h del ay and no growt h m
B For a single building project, accelerating permit processes provides a &enpoceleration of property tax

collections. For a representative series of projects, the study shows that these revenue increases could reach 16% over

a period ofivey e ar s . AEconomic | mpact of AcceleratinmgmeRer mit F
R e v e n u ewaterhdaseCoopers, December 2005.
YPricewaterhouseCoopers. 2005. AEconomic | mpact of Acc

Government Revenues. 0 Report prepared fd&r the American

B performancebased codes provide more flexibility and support innovation by focusing on outcomes to be achieved

rather than prescribing how the building must be constructed. The use of perfotraaadecodes, however, requires

a higher level of techoal competence to enforce than other approaches.

¥World Bank. 2013. AUr bani zation beyond Municipal Bo
ConnectingPefUr ban Areas in India.o Directions in Devel opment
1" For example, in France, the Spinetta Act of 1978, required Hraseld insurance and warranty coverage.
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slightly better on cost@ able 31). Since 2016, th®oing Businesseport alsdenchmarks building quality
control8 This index looks at the quality of building regulations, the strength of quality control and safety
mechanisms, liability and insurance regimes, and professional aitificequirements. Out of 15 possible
points,Pakistan scores on average slightly oveirilthe building quality control index andmnies higher

than the average 9f@8r South Asiarcountries.

Table 3.1 Dealing with Construction Permits ranking and besperformers
Doing Business Pakistan Pakistan Regional Regional best Global Best
Indicator - Karachi -Lahore average performer Performer

Procedures 20 15.2 10 (Maldives) 7 (Denmark
(number) Marshall Islands)

Duration (days) 261 266 165.5 87 (SriLanka) 27.5(Koreg
Cost (percent of 11.8 3.6 13.2 0.3(Sri Lanka) 0.1(3 economies
warehouse value)

Building quality 12.5 12.0 9.2 14 (India) 15 (New Zealand
control index (0-15) Luxembourg, UAE)

Source: Doing Business 2011

Dealing with construction permits over time

Dealing with Construction Permits in Pakistan is relatively cumbersome and no notable
improvement hasbeenrecorded by Doing Business Since 2005,Doing Businessias recorded 273

reforms across 190 economies facilitating the building permitting process. None of these reforms were in
Pakistan. Tie procedureselated to obtaining building permits in Pakistan are still managreby the

application for a buildinggrmit is lodged in personamhp aper . As ot her countries
authorities have ushered into the digital age, Pakistan has fallen behind, particularly in terms of the time to

get construction permits (figure 3.1).

Figure 3.1. The time todeal with construction permits has steadily declined globallywhile it has
stalled in Pakistan
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8]t accounts for a quarter of the overall ranking for Dealing with Construction Permits indicator.
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The construction permitting process in Pakistan ismainly under the purview of provincial
authorities, following the 18 Amendment to the Constitution in 2010.Lahore, depending on location,

the agencies in charge are the Lahore Development Authority (LDA) (considered DgitigeBusiness

case study) or the Metropolitan Corporation Lahore (MCL). In Kardichsi the Shdh Building Control
Authority (SBCA). While the agencies are different, the challenges builders face in both Lahore and
Karachi are similar notably, many interactions are necessary with various authofitiéscreases
opportunities for discretion aratibes. Acording to the most receRakistan Enterprise Surveys dataset
(2013), 29 percent of firms in Pakistan expgecgive gifts to obtain construction permilisis higher than
theglobalaveragg24 percent)

The absence of a riskbased system raans building projects are categorized according totheir
building usein Lahore and Karachi and then subcategorized on criteria such as sizdt has created
confusion for construction firms and architects alike.the designation of building categori@esboth

Lahore and Karachi is unclear to the public, construction experts report having to go through multiple
inspections and documents from various authoriteegh as n@bjection certificatesthat are, in fact, not
necessary for lowisk warehouseper existing regulatiams Doing Businessecords processes required

in practice, manyrocedues are counted for Pakistan relative to its South Agieers (Figure.2). This
stresses the need for better communication between the building authodtibe g@ublic in both Lahore

and Karachi.

Figure 3.2. Dealing with Construction Permitsin Pakistan and comparator economiesthe number
of procedures
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Source: Doing Business 2011

By and large, Pakistan has adopted many good practices on buildirguality control. The relevant
building codes and zoning regulations are available online free of charge on the websites of SBCA and
LDA. In Lahore and Karachi, building plans are checked by qualified professionals within the building
authority. For examplethe LDA Building and Zoning Regulations 20&fates that structuralengineer
working for the Authority is tasked to review thechitecturadrawings. Moreoverall building plans for
multi-story buildings are to b&crutinized by a committee consigfiof a director architect.

Similarly, the building codes for Lahore and Karachi mandate that a final inspeoctiamied out by the
building authority. Regarding professional certifications, Pakistan also follogvbest practices. The
parties reviewing the building plans and supervising the construction need to meet multiple criteria,
specifically on (i) professional experience and (ii) tertiary education.Kdrachi Building and Town
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Planning Regulations 200Zor example, provides a whole chapter on licensing and registration of
professionals. It further states that a building supervisor must possess a recognized university diploma (three
years) in either civil engi ne eeriencegn bailding&zangiraiction ect ur
(depending on the categorization of the buildirg)nstructors must also be registered with the Pakistan
Engineering Council, whilehe architect that reviews and stastipe building plan needs to be recognized

by the Palstan Council of Architects and Town Planners (Ordinance IX of TB83nain requirements

register with the councirethree years of professional experience and a recognized degree from a listed
university.

One area where there is room for improvemet) however, is on Latent Defect Liability Insuranceas
no private parties in Pakistan involved in the construction are legally required to obtain an insurance policy
to cover possible structural flaws in the building once it is used.

While no significant improvement has historically been recorded, SBCA and LDA are currently

taking steps to streamline the building permitting procesdn February 2018, SBCA issued a notification
re-categorizing construction projects based on their complexity stothaitsk warehouses (i.gheight up

to 35ft and plot area of less than 1100 square yards) be included in Category | buildings, eliminating the
need to obtain aanvironmental checklist with the Environmental Protection Agencyadirtbor slab

casting irspections. LDA has also undertaken various initiativée authority has aimed to eliminate the

need to obtain a nobjection certificate for nohazardous warehouses pdotification No.: Dir
(EIA)/01/2017) Dated: 29.05.201ZDA has also committed to m@transparency, publishing the required
documents for a building permit applicatioas well as the list of procedures applicants need to go through.

LDA also created i n 2U0ni7a teamefeight®ffiders that spgcialkdinanni n g
pro@ssing commerci al building permit applications.
Facilitation Centero which wil!/ allow for buildin:i
required uploaded documents. It éssentialthat the &orts recently displayed continue and are
implemented in practic&everal reform recommendations are, therefore, presented below so that Pakistan
adopts global best practices and eases the building permitting process while also making sure that building
control and safety are held to a high standard.

Short-term reform recommendations

1. Improve pre-screening ofconstruction permit applications and abide by the published time
objectives.

In both Lahore and Karachi, architects and construction expggast thabuilding permitapplicationsare
oftenrejecteddaysi sometimes weekisafter they are lodged due @ao incomplete documentation packet

or minor omissions osome formsWhen this is the caseppgications must then be amended dited

once @ain for processingt essentially resets the time objective LDA and SCBA have committed to in

their bylaws (e.g3 0 days for O6Category 16 buildings in Sind

Itis recommended that LDA and SB@#e-screerall submitted applicationsonsistentlyLDA has already
attempted to do this through its Building Plannthgjt, but screening is reported to be inconsistent. SBCA

does not have a dedicated taskforce altogether. In short, designated staff should be appointed to check that
all forms listed in the document checklist are presented. Moreover, fields that are often@stpinputted

should be verified. In sum, once an application isgareened, the assessment of the application should be
based on the building plans and zoning regulafiomst paperwork. Customers in Karachi should also be

able to follow the statusf their application on the website of the building authority, as LDA currently
provides.
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To further incentivize LDA and SBCA to comply with the time objectives, official statistics including
building permit processing times should be made availableetpublic. To this end, a formal complaint
mechanism should be rolled out wherein clients can complain should the time commitments not be met.

2. Increase the transparency of the construction permit approval process by publishing and
proactively informing the public on the documents needed for the issuance of a building permit

As pertheProvisions of Pakistan Environment Protection Act 128Yo-objectioncertificate NOC) from

the Environment Protection Agency (EPA) is only required for a select class of buildings that includes
hospitals and industrial building8. nonhazardous warehoyses considered bpoing Businessrequires

no such apmval. Many architects and construction experts nonetheless report that a NOC is needed for all
types ofwarehouseA similar observation is made for the obtainment of an undertaking on stamp paper.
LDA requiresthe documentfor industrial constructions, asstipulatesthat the ownefandbuilden are

liable for damage caused to any person adjoining propertyThe precautionary legal document is not
needed for commercial constructions, yet most building experts report still obtaining it.

In Karachij there is also a noticeable difference between regutatind practice. Processes that are not
needed for O6Ca-twdgarmhy cbdénplb uisled ir re g 3 -ocbroridus veatehobsasi | di ng
- are nonetheless reported as required in practice. Jhiwicase, for example, with the environmental
checklist from the EPA, which wasaived according to theSindh Environmental Protection Agency
Regulations201£er regul ation, this document is only requ
fi o bxious warehousesd0 aA sno st al | warehouse constructpoons i n
private sector experts report needing the form regardless of the warehouse type.

The cases above illustrate that there is a communication gap between dutiviedpiilding authorities

and the private sector. Part of the confusion is attributable to the classification of buikgiegsic
constructions, like warehouses, can fall in several categories depending on their intended use. This only
increases theaed for both LDA and SBCA to make more proactive efforts to publish the documents needed
for each construction type.

Building professionals shoulae provided wittbrochuregpresentinglow charts on the requirements and
documents needed according to sipecificities of different constructions. The time for permit issuance

that LDA and SBCA commit to should also clearly be laid out for each construction cafBgematerial

should further stress that some buildings, like warehouses, do not fall aatdipét one category as it
depends on the buildingdéds intended use. &oDFe exam
hazardous/obnoxious warehouse. To further convey the differentiation in building categories, workshops

with sector experts can be organized.

Information should also be provided online. For exampteSindh, theprocess of applying for a
constructio permit involvegphysical movement to the office of SBCFo ensure transparency and remove
options for discretionary actionthe application form for construction permits should be made easily
accessible online. The example of Nigeria here is relel@mmarly 2017the Kano Urban Planning and
Development Authority (KNUPDA) began publishing applicableregulations, fee schedules and-pre
application requirements related to construction permitting on the KNUPDA websitewww.knupda.org.ng.

3. Re-enginee business processes for all construction typdse centralize the obtaining of all NOCs
from the required agencies.

In both Lahore and Karachi, simple warehouses that are labelled-abmaxiousornoth a z ar dous don
require approvals outside the laaathority from agencies such as the EPA. Ogkézct classsof buildings
(e.g, hospitals and industrial buildingshowever, do mguire neobjection certificatesSrom several
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agenciesFor example, for industrial buildings in Lahore, applicants typically need to obtain three no
objection certificates; one from tHenvironment Departmer(EPA), another from thelraffic Control
Department andfinally, one from the Water and Sewage Autho(WASA). All three NOCs must be
obtained separately at the relevant agencies where the application is manually Adagegettingthe
NOC, it is to be presented to LDA as part of the building permit application. This proctigseis
consuming; the NO@om the EPA just intself takes over three monthdoreover,in Karachi, the process
can be similar depending on the location of construction.

All requess for NOCsshould be centralized and then dispatched to the relevant authorities thladah
office to ease the burden eastomerslideally, thiscanbe doneby a single windowor facilitation centeft
which LDA is already working onso that interface with the agencies doegastivith the building permit
applicants. Distributionutility companies shouldlikewise, be incorporated to the single window.
Alternatively, the centralization can happen gradualgs the United Arab Emirates did over the past
decade (see box 3.1and the NOCs can first be processed together through a separate authority.

Box 3.1: How Dubai merged all NOCs applications:

Over the past decade, the Dubai Municipality introduseeeral changes for obtaining no objection certifical
cutting four procedures and two weeks in the process.

Before 2009, builders in Dubai were required to obtain No Objection Certificates from various agencies
designs. The case of a commercial warehouse required approxifivet®{Cs from the following departments

A Dubai Electricity and Watehuthority (DEWA) on electrical wiring installation drawings
A Dubai Electricity and Water Authority (DEWA) dhe water connection

A Drainage and Irrigation Department of Dubai Municipality on drainage and sewage
A Etisalat on phone connection

A Civil Defense Department on fire safety compliance

In 2009, the Road and Transport Authority centralized NOCs request through its website wherein contract
for the NOCs and receidaotification that their designs were approved electronically so that theg proceed
with the building permit submission. Then, as of May 2014, the Dubai Municipality granted direct access
Dubai Civil Defense Authority to the Building Permit Control System to reviewgareapproval for applicants.
Therefore, it becam possible to request and obtain the civil defense approval jointly with the request {
NOCs and building permit.

India is another nable example of a recent refommerein # NOCswere streamlinethrough @ online
building permitting portalBoth Delhi and Mumbai developed an online portal timkis all the agencies
involved in the permitting process, and the NOCs are sent teshective agenciedectronically aftean
application is submitted. » o | i csient &€ o s e thdn followed, as agencies havies daysto
adjudicate.

Centralizing the issuances of NOCs through the building authorities presents an oppomnt@bi§Aocand

LDA to re-engineer the building permit process to streamline procedures and documduttigmThis

exercise may also force LDA and SBCA to assess which NOCs are truly needed based on building profiles
and locations. In any case, the ceftedlon should go hand in hand with the publication of the exhaustive
procedural requirements building permit applicants need to go thrdugh information should be
presented online and through brochures in a-ngerdly fashion.Online information sbuld also be
presented in a more uskiendly way. Currently LDAT and to a lesser extent SBGAhave dedicated
sections on their webs#i¢hat list the documents needed to apply for a permit, as well as time objective for
the issuance of the permit. Tkeis, however, nalear explanation on which buildings fall into what
category, as well ashat the step by step process is likespecially with regards to the different building
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types. Information should be centralized iateection of the website aribw charts should be provided

that illustrats the process from the perspective of the user. Figure 3.3 serves as a limited example for
Lahore, which should be eapded to include th@roceduresand documents required to obtain the
completion certificaté as well as all theecessarynspections during the construction phasgperlinks

to the forms (and when relevalitiks to the authorities delivering forms) should be inserted along with
LDA time commitments for delivery

‘ Step 1: Identify type of zoning per the LDA Building and Zoning Regulations 2007 |

— s o mm s s mm -
Special Area zones

Residential zone Commercial zone Industrial zone

Building used for residential purposes. S ne S0 Ojjices, Heavy, medium, light and hazardous

factories, workshops, warehouses and

godowns.

areas, f lain, and
sensitive areos.

'
Walled city area, historically significant |
i ]

|

Step 2: Acquire documents for building permit approval from relevant agencies

= Acquire FARD from LRMIS (approximately = Acquire FARD from LRMIS (approximately = Acquire FARD from LRMIS (approximately one day)
one day) AR + Obtain an undertaking on stamp paper (approximately one day)

= Obtain NOCs from EPA per Punjab Environmental Protection Act, 1997

= Obtain NOC from Traffic Control Department (TCD)

= QObtain NOC from the Water and Sewage Authority (WASA)

= (Obtain an undertaking on stamp paper * Obtain an undertaking on stamp paper
(approximately one day) (approximately one day)

Step 3: Submit building permit application at facilitation center with relevant documents

Documents required /s:(/ga Documents required: % ‘ Documents required:

* FARD KEN * FARD v FARD

* Undertaking on stamp paper %}3 = Undertaking on stamp paper %;,_r NOCs from EPA, TCD and WASA
+ Building plan and site plan (5 copies) + Building application on form BR-2 Undertaking on stamp paper

+ [List all other documents] * Building pl - Building application on form BR-2
Building plan and site plan (5 copies)

Specification form BR3 and BR-4 (2 sets)

Structure Stability Certificate from structure engineer registered with PEC on Form BR-6 along.

Form BR-6 along with structural drawings e e Pt

Sourcelllustrative exampléoased on team research from LDA sources. The process is not exhaustive.
4. Removethe property valuation form (PT-1) as a requirement from WASAIn Lahore.

In Lahore, connecting to the sewage and water netwotkmesconsuming- in part because of the
documents required for the said applicatidnmonth is needed to obtain the -BTirom theExcise &
Taxation DepartmentThe form provideshe assessed value of the property and the property tax to be
chargedFrom the perspective of WASA, the foimarequiremensince partition as the document shows
proof of ownership. WASA and private construction experts report that today the form is only needed when
a buildingd s | direatdénsety populated area with lots of informal settlements. Nonetlibe&%

1 form is listed as a required document for all water and sewage conaection

It is recommended that WASA officially do away with the-PTequirement as it is not the mandate of the
utility to check property ownershifi.will expeditethe constuction permitting process by a full month for
customersA review of the documentation required for a connection application should also be undertaken
to see if forms can be further streaméine

5. Roll-out the e-permit systemin Lahore to all types ofbuildings and allow for e payments

LDA is planning to launch its-permit system before the end of 2018 which will allow customers to upload
documents anélle applications online. Theurrentsystemhowever hasseveral limitations. Notably, it

will apply only to inédrazar dous o war ehousserves litthe arposecas ithesa s w |
constructionsare not commonly built in the city. For example, out of 38eto 50 building permits DA

~

issuedaily, 80% arec at e g o rrasideat@dl 6a s i
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By limitingtheeper mit system to a small subset of buil di
opportunities to use the system, thereby increasing the likelihood that they submit all documentation and
applicationsin personi even when the concernedbuil i ng i s, -haz draccdys odt wianroenh o
wouldfurther make it likely that LDA will not see any resource gains from hadigitizedthe application
processUltimately, the epermit system should be available for permit processes that are coamzion
widespread to test and scale the system.

Another limitation of the germit system is online payments, which theystem platform will not
incorporate when it launchel$.means that customers will need to continue providing a challan from the
bank as proof that all building permit fees have been piaagain,limits the impact that the-permit
system will have as LDA and clients will continue to interface several times.

Currently, e-payments can only beade through individual accounts dmstfacility is not available on
corporate accountft.needs to be takeup with thestate bankso thata mechanismsanbe devised in which
corporate accounts are also allowed to enagayments.

Given the limitations described above, it is recommended thatjleengt systemis rolled out for most
building permit types once the system has been testether, an epayment optiorshouldbe provided

first to individual accountsral corporate accounts when the facility becomes available. While there are IT
challenges to overcome, notably related to identification and theft, many public agencies (such as electricity
distribution utilities) in Pakistan allow for online bill payments.

Medium and long-term reform recommendations

6. Link the systems of LDA and SBCA with those of the land management authorities to expedite the
obtainment of the proof of ownership

To apply for a building permit proof of ownership is required. In Karachi, this typically means that
applicants need to go in person to the Sindh Board of Revenue to request a letter confirming land title
(otherwise known as Fard) provided that the ploof land is not under the purveyance of a military
cantonmentlt takes two weeks. In Lahore, a visit to the Punjab Lands Records Authority is required. The
process is quite straightforward asstrecords are now digitized, allowing the authoritiegramucethe
document in a single daldeally, howeverindividualsshould not have to visit the land autharity

The onus to obtain land ownership proof should not be on the customer. To thisDdndnd SBCA
shouldprocess land ownership requests withlimel management authorities directly themselves once an
application is submitted. Ultimately, their systems should be linkdddgoand SBCAI and eventually
distribution utilities- can conduct a simple search themselves. The technology is already theherie as
LRMIS cando a title search seamlessly through its record system. Granting LDA access to this system
would then eliminate the need to involve LRMIS in the construction permit application.

Sri Lanka undertook such a reform recentlite ColombaMunicipal Council launcheth March2018 a

Single Window Counter. Capitalizing on the launch of the fully digital dataBase Saviya(Title
Registration System) the single window can now issue simultaneously three types of certificates required
for obtaning a building permit: the nevesting certificate, the certificate of ownership and the building

and street line certificatéll of thesewere previously separate procedures.

7. Introduce a risk-basedsystem for construction approvals and inspectionbased on the buildings
essentiaffeatures and intended use.
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As detailed abovehe building classification laid out in thieahore Development Authority Buildingnd

Zoning Regulation®007 as well as in thekarachi Building and Town Planning Regulatio2902

introducedmuchconfusion with regards to the categoriet® which specificbuildings fall. Moreover, as
stated above, the current categorization is primarily based on builsingnd surface, ntiterisk.

It is recommended to conduct a risk assessment of the stock of buildbajh iarachi and Lahorghich

would serve athebasis for a risfbased system for building permits applications and pre/post construction
inspections, and a review of existing stmction regulations to differentiate areas that warrant more
attention and direct controls from the building authorities. This exercise would laldwand SBCAto
streamline and prioritize the issuance of building permits in a responsible mannerldtpnaide the

basis for actions that could reduce the procedures and the time to obtain building permits in theofuture.
example, all NOCs could be reviewed to determine which ones are currently needed based on building
profile and location.

Correctlyphased inspectiornductedht the main stages of construction etiical, but they should also
bebased on the risk profile of the buildings in question to ensure implementation of the legal requirements
andat the same time placing little burden on entreprenéntesnational good practice shewhat not all
building projects are associated with the same economic or environmental risks ancesult, not all
construction plans require the same degreemitiey. Efficient governments have implemented rigorous

yet differentiated construction permitting processes to treat buildings according to their risk level and
location.

The Republic of Korea introduced riblased approvals in 2005/06. In May 2006 anconstruction
projects were allowed to choose a faatk option.lt allowed regulators to focus their time and resources
on more complex projects with potential environmental or public safety risks. The reform was timely
because it coincided with higher demand for constructioBetween2004 and 2009, the number of
applications for commercial building permits in Seoul increased from 1,521 to'8,89% general rule,
fasttrack options should only be implemented where regulations spell out theereqais and
enforcement is strong. This can avoid risks associated with structural flaws, as well as corruption.

Risk-based inspections, as opposed to random, untargedelts allow governments to allocate resources
where they ar@meeded thenostwithout compromising worker and public safeliyspections during the
construction of buildings are crucidbut assessing potential risks might be even rogtieal. For example,

several factors must be considered when building a power plant, suehpaditiion it islikely to cause

which will affect how thoroughly it needs to be inspected. Accordingly, there has been growing consensus
in the construction industry on the need for supervisory bodies to consider the potential risks imposed by a
building, rather than applying the same inspection standards to all buildings.

Many economies are adopting innovative approaches to construction controls, with the focus shifting from
random, systematic and untargeted inspections to more targeted, selectigk-based inspections. Both
developed and developing economies have implementetagsdd inspections which take into account the
varying risks for different types of buildings. Australia privatized its inspection system while France
strengthened and asified its liability regime. Technical controllers must be licensed, spetialized
control agencies are held accountable for building sdfédyeover,while Australia categorizes buildings
based on their uses, France categorizes its buildings bagkeinaccupancy. Though the two countries
took different approaches, both emerged with far more efficient construction inspection $9stems.

19 Doing BusinesReport 2012
20World Bank Group. Dimg Business Case Study: What role should inspections play during constructign? 201
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Since 2005, 18 economies have incorporated elements dbassld inspection systems. For example,

Germany adopted system similar to Australiads that make
buil dingsdé safety and thus responsible for condu
construction

Modern best practices have established risk categorizations typically associated with the footprint of the
building, its size and height, and its intended purpose. This classification determines the level of checks
required for each building type and ce=at predictable framework for building authorities and building
professionals. & Box 3.2Delowfor the riskbased classification of buildings in Ontario, Canada.

Today many countries have a ristlifferentiated approach to building regulatdrunder te i Smar t
Regul atoro progr am, Hong Kong reduced the time t
eliminated or mergedightprocedures related to inspections andgpprovals. In the European Union, the
European Standard ENeh2e20 Ciatssetshradet@Comnsoeg by t
social and economic consequences (Figute Bach category requires a different and proportionate degree

of scrutiny from building authoritie¥.

Box 3.2; Experience of Ontario (Canada) in deeloping a risk classification fundamental principles, not
exhaustive):

1 Buildings under 10@quare feetdo notrequire a building permit

fTMost fdAsmall bui | dithrepstaies anu 6,000 sqaare deetiinotal (grods) frogr area do
require professional design (by an architect or engineer). Residential buildings within this size cfategory
example do not require automatic sprinklers or fire separations

9 Some higher i sk fismal | buil dingsd such as Aassembly
buildings within the size category of small buildings, require professional design.

faiLarge buildingsd over the smalignn bui |l di ng t hr e
fAaHi gh buildingso which are above 18 meters (at

require firefighteréelevators, pressurized stairwells, and other measures for fire safety (these buildings
harder to get out of becaustheight thereforethey need extra provisions)

9 Specificadditional requirements apply to assembly buildings, high hazard industrial uses and care facili
such as nursing homes that héewermobile occupants

1 Postdisaster buildings such as polis&tions and hospils, and water treatment plaftisat must provide
public servicesn the event of a severe evégaeismic, wind) must be constructed to withstaigher loads.
Large buildingsare designed to the 5@ar wind load whereas pedisastetbuildings are designed to this loa
with a further safety f act.dtmeansahatenreffeetd cah withstasd aaic
severe everthan a 56year storm.

Other jurisdictions have combined the use of-iaked approvalsith the provision of fastrack options.

For example, for smallpw-risk projects, developers of commercial buildings in Ontario, Canada, can opt

for the ACommerci al Xpresso teredaysfiAtsimilareproceduve ispnr oc e s s
place for further construction works in existing residential buildings. Under Article 10 of the new building

code, anyone who intends to construct a building may choose to apply fotrad&gtrocedure. Similar

21 Doing Businessdatabase.

22 See for example the Guidelines of the Government of Queensland Australia on inspections depending on the risk
category of buildingshttp://www.hpw.gld.gov.au/SiteCollectionDocuments/guidelimespectionof-class2-to-9-
buildings.pdf

23 The following projects qualify fothe Commercial Xpress service: interior alterations to assembly, business,
industrial, office and retail uses, up to 300m2 in area, no change of use, no change in patron area for restaurants,
tents, and minor fire damage rep&or more information on the project based building permitting procedures in
Ontario, please visit:
http://www1.toronto.ca/wps/portal/contentgPvgnextoid=e7¢14b1c296c0410VgnVCM10000071d60f89RCRD
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fasttrack proceures exist in the United States. For example, the New York City Department of Buildings
(DOB) offers a fastrack service for simple projects called the Professional Certification Program, as it
relies on sekcertification mechanisms by certified privgectitioners. In these cases, the process of DOB
examination and approval of plans is eliminated, although the application must go through the same pre
filing payment and data entry processegularapplicationsBesides20% of all applications will dve an

audit withintendays of the building permit issuante.

Figure 3.4 EN standard 1990. European approach to ri
Cl as®eso

Definition of Consequences Classes

Consequence Example of Buildings and Ciwvil

Class Description Engineering Works

cc3 High conseguence for loss of human life; Grandstands, public buildings where
high consequences for economic, social, or consequences of failure are high (e.g.,
environmental consequences a concert hall)

ccz Medium consequence for loss of human Residential and office buildings, public
life; considerable economic, social, or buildings where consequences of failure
environmental consequences are medium (e.g., an office building)

ca Low consequence for loss of human life; Agricultural buildings people do not
small or negligible econemic, social, or normally enter (e.g., storage buildings),
environmental consequences greenhouses

Control at the Design Stage (Design Supervision Levels, or DSL)

Minimum recommended
Design requirements for checking of

Supervision calculations, drawings and
Levels Characteristics specifications.

DSL3 Extended supervision Third party checking: Checking
performed by an organization different
from that which prepared the design

DsL2 Mormal supervision Checking by different persons than
those originally responsible and in
accordance with the procedure of the
organization

DSL1 Mormal supervision Self-checking: Checking performed by
the person who has prepared the design

Controls by Inspectors (Inspection Levels or IL)

Inspection

Levels Characteristics Requirements

I3 Extended inspection Third-party inspection

Relating to RC3

2 Mormal inspection Inspection in accordance with the
Relating to RC2 procedures of the organization
L1 Normal inspection Self-inspection

Relating to RC1

8. Set up a single windowor construction permit application processingat SBCA and eventually
make it available online.

The Lahore Development Authority is currently implementing a one window facilitation center along with
an epermit system. In Karachi, there is no definite timeline for such a prajeening all building permit
applicationswill continue to bdodged in persoin the foreseeable future. It is, therefore, important that
SBCA works toward creating a single portal for building applicants that links all agencireseaadowns.

New technologies such asapplications (e.gweb-based software applications) or web and SdaSed
tracking and notification systems can bring automation which can substantially improve efficiency in
constructiorpermitting administration as well as increase formality and campd with safety

24 http://www1.nyc.gov/site/buildings/industry/professiowaltification.page
25 Source: European Union, assmmarizedifi Good Practices for Construction Reg
Reform.Gui del i nes flnwastmddeCinate iéordBank Group, January 2013, p. 17.
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requirements. Automation will require transparenoycerningegulatory agency approval processes and
documentary requirements. Such a system would include:

A Online submission of applications for construction license or notificationwedseappeal processes,
inspections, occupancy certificates

A Online tracking of applications

A Comprehensive database pertinent to construction permitting processes that shall include: legacy data
of construction permit approval, renewal, rejection, relatsgéctions, related appeals, and occupancy
certification thisshould also includad at abase of registered vendor s/

A Automated workflow capabilities for construction permit approval, renewal, carrying out inspection
activities sub as planning, scheduling, risk assessment, documenting visit checklists, reports and
actions, communication with business vimail or SMS, and occupancy certification

A Analytical reporting

A Document management and archiving capabilities to handle attathpieaded to the system.

Several countries already have such computerized systems in place. Developers in Austria, Denmark,
Iceland, Norway, Portugahnd the United States can complete their building permit applications online. In
Singapore, the dataanagement system, established in 2001, enables easy access to information needed
for obtaining a building permitit allows online submission of plans, and it facilisagdficient permit
processing. Today, builders regularly receive updates on the stahesr application either by-mnail or

text messaging. As a result, the time for dealing with construction permits has been reducethlggwo

This reform saves time for builders and government officials diksidesdevelopers can pay the fees by

using an online system called CORENET.

In 2009, Egypt introduced a single window for processing construalated approvals. In September

2011, Kenya implemented a wehsed software application to automate plan review procedures and
delivery of congruction and occupancy certificates, also complemented by a web anth&Md& tracking

and notification systenBefore this reformtiused to takesix months for a building permit approval in

Nairobi. It now requires30 days Theservicesof 6éexpedi torsd or hambetrd!| e men
eliminated (see BoR.3).

Box 3.3 Key features of a new online platform introduced by Kenya in 2011

1 Online registration of building professionals/property developers
9 Online submission of buildinglans

1 Workflow managemerit concurrent review/evaluation

9 Online issuance c permit upon approval

9 Document management and archival (no storage constraints)

9 Support for field inspections using mobile devices

I Client interactions SMS/email notifications &nline tracking

1 Management reporting & oversight

In its ultimate form, automation would allow for the electronic submission and review of building plans.
However, automation, unlike the other reforms, would require substantial technical hardware irtgestmen
Lastly, to reap the full benefits of automation and new technologies, prior initiatives must be undertaken.
Before implementing automated solutions, it is advisable-engineer the issuance of building permits,
modernize the workflow systems ampthysically reorganize the office floor to mirror the steps of a
simplified process.

Page340f 119



After the full operationalization of the online application processSBIeA could extend the existing single
window to the application and approval of connections widiiyucompanies where applicants would be
able toapply simultaneously and pay the respective fees for all clearances and utility connections online.
Agencies can includk-Electric, Karachi Water and Sewerage Boarttl othersThere should be inbuilt
sakguards to allow for the confidentiality and security of information provided by building professionals.
Strict digital signature protocqlas well as data encryption functionalitisiould be incorporated into the
system.

9. Consider dlowing private firms to sign-off on the completion certificate, while ensuring the
quality of professional qualifications.

In both Lahore and Karachi, a significant amount of time is recorded to obtain the completion certificate.
Once the building is completed, it tak&0 and 45 days in the two cities respectivelgdtihe form from

the time the certificate application is submitted. This time is partly driven by the need for LDA and SBCA
to carryout a final inspection.

One possibility to ease the process and timestaintwithout compromising safetis to transfer the
responsibility to the private sectprovided thaprofessional qualifications and standards are ensured, and
liability regimes establishedAs stated above, the professional accreditation systePakistan follows

some of the best practices in making sure architects and engineers have the necessary qualifications. The
Pakistan Council of Architects and Town Planners (Ordinance IX of 1983) essentially give recognition and
protection to the professioof architects. Application for registration as architect is only possible if

several conditionsoncerningexperience and education through an accredited degeemet Similarly,
professional engineers need to be recognized by the Pakistan Engir@@aumincil, per PEC Act 1976. To

obtain the title of professional engineer the council reqaireaccredited engineering qualification and a
professional experience of fiyears andlearingthe prescribed engineering practice examination.

The degree to which the private sector is engageduilding supervisiorvaries significantly across
economiesBYy and large, th primary function of private entities involved in construction regulation tends
to focus on building inspections during prdjegecution, as is the case in 92% of economies with private
participation mehanisms. Of these economiesybdngage private entities in conducting final inspections
upon the completion of constructigh.

In the United KingdomApproved Inspectors (Al) arcompanies or individuals authorized under the

Building Act 19840 carry out building control work in EnglandandWa@sx a bui l dingbés <co
an Al makesthelastinspection and prepares the final certificate of complefitis report states that the

building was builiaccording to the approved plans and that tieeme significantwork to becompleted or

thatthere are no remaining pending issaasany part of the building@.he Al will thensend a copy of the

completion ertificate to the building conttalepartment othelocal authority.Thereare no inspectionsy

thelocal authority.

LDA and SBCA could consider testing a similar approach if first tested owistmbuildings. As the
gualification requirementsintheaww nt ry ar e wel | established for the
example, fulfil that role.

10. Introduce legislation in Punjab on possible defect liability and introduce liability insurance
requirement in both cities.

26 Doing Business 2018
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Since 2015Doing Businesdgncorporates an index douilding quality control, evaluating theuglity of
building regulationssafety mechanisms, and professional certification requiremeatgstan performs
well above the regional and global average on the index. Howealgore has room for improvement on
the matter of liability and insurance regimes.

To date, more than0B economies have introduced provisioms latent defectstypically holding the
construction company and architect liable (Figure 3.5). The goal bfregualationss to protectbuilding
ownersin case a building has design and/or construction flaws that were unbeknownst to the construction
authorities that issued a completicertificate. The duration of the liability period varies from country to
courtry. For example, in Francejultiple parties are held liable for any construction failure for a period of

10 yearsln Karachi, theKarachi Building and Town Planning Regulatia®802 states in SectionZ22

that thedeveloper assumetefect lability of the unit for a period a2 months in respect of structure from

the date of offering possession of the unit after obtaining the completion certificate.

While the liability timeframe in Karachi is relatively short, the building code still sffaore protection

than in Lahore from the perspective of new building owners. Indeed atimre Development Authority
Building ard Zoning Regulation 200does noexplicitly state anywhere whether a party involved in the
construction process is held liabfor any structural flaw following the obtainment of the completion
certificate.The building code should, therefore, be amended to extend protection to prospective owners for
a defined durationideally, the legislation should be implemented at the piai level to provide more
consistency across the territory for buildings and architects.

Figure 3.5.In many economies around the world, the architect or construction compangre held
liable for structural defects

100%
80%
60%
40%
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Europe & High  Middle East Latin  Sub-SahararEast Asia & South Asia
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OECD Africa Caribbean

Construction Company m Architect Supervising Engineer

Another area where regulationsent, in both Karachi and Lahore, is @tent defecliability insurance.

In about 30 economies, the partiegdlved inthe construction process are legatiguired to obtain such
insuranceThe rationale here is thatliability regime (see above) maot serve its full intended purpose

in the advent of aignificantstructural flaw if the parties held liable do not have the resources/&y the

costs of any latent defectdaving insurancielpsall parties involved, from clients to contractorgnsures

that damages will be coveredaibnormalitiesare detected once the building is occupiadd when parties
know they are protected, this can encourage monstructioninsurance also makes it possible to avoid
lengthy and expensive legal battles through the court system, which in turn reduces constructitin costs.
further createanincentive to carefully supervise construction projects to make sure they are builtragccord

to standards and codes.
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To sum up, hving insurance to protect against the excessive costs from potential damages can be
particularlycrucialfor small and mediursized construction compani€éMoreover,while some builders

in Karachi and Lahore repostill obtaining insurance in practite mitigate risks, this should beconee

state levelegal requiremenand be clearlgtated in the i trgsjdestive building codes.

2" Doing Business 2016
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4. Getting Electricity

Infrastructure services such as roads, waterelectricity, and telecommunications matter for
busi nesses. A reliable el ectr i avhile glso sfieqiimglsgcietai ot ab |
welfare in areas like educatf@rand healthcar€. Without a stable energy supply, businesses cannot make
full use of their capital and risk under production. Where the quality and accessibility of infrastructure
services is poor , getsnegavaynimpacsed® Thsrhalds especially tiue fgr small

and medium enterprises (SMEs), as many cannot turn to captive power optigngefecator) due to
limited resourceé! Empirical research has shown that investment (domestic and foreign) tends to be
attracted to couries thatcan offer a reliable supply of electriciff. Moreover, the 2018 World Bank
Enterprise Surveys data reports that business owners in developing economies pemeier lack
thereof) as the fourth biggest obstatci¢heir activities behind dy access to finance, the informal sector
and political instability.

Impediments to electricity access are not restricted to just power reliability and supply adequacy. A

recent World Bank study has shown thaimore straightforward electricity connections- in terms of

time, cost and procedures- positively impact firm performance. This is particularly the case in
industries with high electricity needs, such as manufactdtiige same study also finds that the hurdles
related to obtaining an electricitpienection are associated with several sector outcomes like electrification
rates and the incidence of bribe payments to the utility personnel. Finally, research shows that businesses
that lack access to electricity connections are prevented from movingightervalueadded activitie$?

Efficient electricity connection processes shargital features Approvals that customers must obtain for

the connection should be consolidated with othermmissions Moreover, in countries with efficient

electricity connection processehe e sponsi bi l ity for the safety comp
wiring is transferred to private electrical contractors, and customers do not have to go through inspection
procedures insteadh Denmark, Germany, Japaand Mair i t i us the customer 6s el
required to submit an electrical installation certificate with the service application. Econohees
responsibility for safety compliance is transferred to private electrical contracsoialy have a we

regulated industry of electrical contractors and electrical engineers with a national accreditation system and
professional licensing.

The Doing BusinesgGetting Electricity indicator measures access to electricity and the reliability of

its supply, dong with the transparency of commercial tariffs. The indicator set helps to understand the
challenges and potential bottlenecks firms facewiss the electricity sector. For example, it provides data

on the process of obtaining a new electricity cotinedor local SMES, detailing the required associated
procedures along with their time and cost. This benchmark enables utilities and regulators to gauge the
connection service and learn from best practices as efficient connection processetasfeatires. For

i nstance, approvals are consolidated, and the re:
internal wiring is transferred to private electrical contractors.

28 Khandker, Shahidur R., Hussain A. Samad, Rubaba Ali, and Douglas F. Barnes. "Who Benefits Most from Rural
Electrification? Evidence in IndiaResearch in Agriculture and Applied Economidsly 2012. Web. 1 Apr. 2016.
2AdairrRohani He at Wl Electridty Acaess in Héalthi Fatilittesof S@aharan Africa: A Systematic
Review of Data on EI ectr i ciQGlopal Health,eSsienge arffl Practike?e(2013): and Rel
249261.PMC.

30 Calderon and Serven (2003), Dollar et(2D05),Eiffert (2007).

31 Moyo (2013)

32 Audinet and Rodriguez Pardina 2010.

33 Ramalho and Geginat 2015.

34 Shaw (2014).
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The Getting Electricity indicator presents an index score from 0 to oints to measure the reliability

of supply and transparency of tariffs. It encompasses quantitative output data on the duration and
frequency of power outages, measured through SAIDI and $Atl calendar year 2017, as well as
gualitative input informasn, i.e. the role of the energy regulator, the systems used to monitor power
outages, whether financial deterrents exist to lgistuptions and whether tariffs and tariff changes are
communicatee@ffectivelyto customers. Firms need an uninterruptgapguof electricity to be competitive.

As reported in the Doing Busines2019report, the process to connect in Karachi is slightly different
than in Lahore. In both cities, however, the process is cumbersome and takesgll over 100 days.
Furthermore, it costs more thanl5 timesthe income per capita.Pakistan also scores 0 out of 8 on the
reliability of supply and transparency of tarjftsven the high frequency and duration of power outages
Globally, Pakistan ranks 167 out of 190 economies on the e&@sdtofg Electricity with a score of 44.75.
Pakistan underperforms compared to the averages in South Asia on-iaitlisabors. OverallGetting
Electricity is one of the areas where Pakishas the most room for improvement. Table provides an
overview of the cG@ettingElecyicity per f or mance in

Table 4.1: Getting Electricity ranking and best performers

Doing =iz Karachi Lahore South Asia Regional bes Global best
indicator average performer performer
Procedures (number) 6 5.4 3 India (Delhi) 2 (United Arab

Emirates)

5
Time (days) 185 117 98.3 31 India (Delhi) 10 (United Arab
Emirates)
Cost (% of GNI) 1,587.1 1,582 1,054.7 46.4 India 0.0 (Japan an
(Delhi) UAE)

Reliability of supply and §¢ 0 2.1 7.0 India 8.0 (27
transparency of tariff (Mumbai) economies)
index (Oi' 8

Source: Doing Business 2019.
Getting Electricity over time in Pakistan

Nearly all the Pakistani population has access telectricity if captive and off-grid power solutions

are included *® However, onlythree-quarters of Pakistanis are connected to the electricity grid’ This

is likely due to several factors. For examptéasicostly to obtain a new connection, in lapgat because
transformers are often necessary and in shgpply on the market. Moreover, once connected, power
outages arérequent For example, the latest NEPRA State of the Industry Report indicates that from July
2016 to June 201daily scheduled aiages (i.e.load shedding) itKarachiamountedo 2.5 hours®

Without a stable electricity supply, the performance of firms is underminiee.2013Enteprise Surveys
dataindicates that losses in annual sales due to electrical outages in Lahore drnimabieut 35%. As a

35 Doing Businessises the system average interruption duration index (SAIDI) and the system average interruption
frequency index (SAIFI) toneasure the duration and frequency of power outages in the largest business city of each
economy. SAIDI is the average total duration of outages over the course of a year for each customer served, while
SAIFI is the average number of service interruptiexygerienced by a customer in a year.

36 World Bank, Sustainable Energy for All (SE4ALL) databasetiercalendar year 2016.

37 According to the International Energy Agency, the proportiothepopulation with access to electricity in

Pakistan in 2017 staloat 73.6 %. https://www.iea.org/sdg/electricity/

38 NEPRA State of the Industry Report
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Time (calendar days)

workaround, over 70% of firms in both Lahore and Karachi own diesel generators, which can typically
retail for up to $20,000. Given such challenges, it is not surprising to see that firms in Pakistan identify

Celectricityp a s b biggdstalbstadletin the business environment accaalifrgerprise Surveys data
(Figure4.1).®

Figure 4.1 Electricity is by far the biggest obstacle for firms in Pakistan

Electricity
Corruption I
Political instability n————
Tax administration n—
Other m———
Crime, theft and disorde r——
Tax rates m—m
Inadequately educated workforcess
Access to finance mmm

0 10 20 30 40 50
Biggest obstacle as reported by firms (%)

Source: World Bank Enterprise Surveys 2013.

Getting an electricity connection in Pakistan is comparativelftime-consuming and costly, without
significant changes in recent yearsd-or examplejn 2014the average time and cost to get a connection
to the gridin Pakistanwere similar tothe South Asiaaverage Since thena total ofeight reforms were
undertaken in South Asia on Getting Electricity, only one of which concerned Pakistan whé&leirtric
made the process for getting an electricity connection faesB&15by improving the stock ahaterial for

the connection workdn short, @ other countries e f or med at a faster pace,

Electricityarea dropped, frorh57thin Doing Busines2016to 176hin Doing Busines2019.Also, it now

takes less time and financrasources to get a new connection in most South Asian countries compared to

Karachi and Lahore (Figuse2).

Figure 4.2 In the last five years, he time and cost to get a new connection has decreased aach
faster pace across South Asia compared to Pakistan

= 1600
200 T 1400
(&)
o
150 > 1000
:
S}
100 g\o, 600
@
50 8 400
200
0 0
Karachi Lahore South Asia Karachi Lahore South Asia
m2014 m2019 m 2014 m 2019

Source: Doing Business 2019.

39 After being presented with a list of 15 business environment obstacles, business owners and top managers in over

1,000 firms were asked in 2013 to choose the bigdestaole to their business.
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According to Doing Businessdata, a Pakistani firm seeking an industrialtype connection new
medium voltage connection to the grid will need to go through several preduressome of which vary
depending on the city considered (Figurd.3). In Karachi,wherethe privatelyowned KElectric issues
connectionsit takesfive procedures, 185 days and 1,587.1 percent of income per capita to get connected
to the medium voltage grid. In Lahore, where tneblicly-owned distribution utility is LESCO,
entrepreneurs must go througtx procedures over 117 calendar days and pay tha/adgnt of 1,582
percent of GNI to comply with all official requirements. While the process is slightly different across cities,
the bottlenecks for businesses are quite similar. In both cities, it takes about two months from the time a
new connection ragest is lodged to the time where the estimate is issued following a site survey from a
utility inspector (i.e.procedures 1 and 2). Customers complain that the lead time to get the said estimate is
often considerabl due to a shortage the materiali sothe utility delays requests as itstocks orthe

articles Also, once estimate are finally providedmany entrepreneurs struggle with financing due to a
higher than expectddvoice (challan)

As there are many interactions with LESCO and KElectric, this, in turn, increases opportunities for
bribes. According to the 2012017 World Economic Forum (WEF) Competitiveness Rankings, Pakistan
ranks 12% out of 140 economiesn the index related to irregular payments and bribes to public utilities.
In othe words, the WEF suggests tlitais not uncommon for Pakistani companies to make undocumented
payments in connection with pubBervicesEnterprise Surveys data corroborate tiigports thatearly

60 percent of firmdn Pakistan are expected to give gifts to administrators to obtain an electricity
connection.

Figure 4.3 Procedures to get a new electricity connection in Pakistan
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Source: Doing Business 2019

The reliability of supply and transparency of the tariff index shows that the electricity secto in
Pakistan is well regulated, butthe lack of reliability still massivelyundermines firm s. Pakistan is
taking steps to address the issue, boostiatalledgeneation capacitynationwide from 21,593/W in

June 2010 t@8,399 MW in June 201*? From ageneration standpoint, supply is now able to meet demand.
However, transmission capacity is still lacking, dadge urban areas still experient@ansmission
congestns As a result, in the warm summer months, maeighborhoods of Karachi and Lahore are
targeted for load shedding. These neighborhoods are typically located -indostrial zones where
electricity theft is common. SMEs in these locations nthst) resort to captive power solutions provided
they have the mean¥et, their experience is not fully reflected in the SAIDI and SAIFI inttlex NEPRA
reports for DISCOs sindead shedding outages are excluded. For this reason, Pakistan scores 0 out of 8
points on the abovmentioned indeg!

Beyond power outages, the data on Pakistan show that LESCO-Eletttkic have a SCADA systém
which allows the utilities to monitor interruptiomsitomaticallyand restore service. Moreover, Pakistan
has a robustegulatory agency (i.eNEPRA) which advocates for the interests of customers and oversees
the performance dfistribution utilitieson matters such as reliability. NEPRA has the power taditides

if they fail to meet their performance objectives.

The recommendations below do not address all issues affecting the energy sector in Pakistan and focus only
on theelectricalconnection process and power reliability from the perspective efisers

Short-term reform recommendations

40 NEPRA State of the Industry Report

41 An economy is eligible to obtain a score on the reliability of supply and transparency of tariffs index if the utility
collects data on all electricity outages including load shedding with a minimum interruption fiives rofnutes and

if the SAIDI/SAIFI values are below a threshold of 100 hours.

427 Supervisory Control and Data Acquisition (SCADA) system is used to inspect and analytimectl identify

faults in the network, sergignals to the staff through monitors and restore electricity servicatedy.
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1. Undertake adetailed study of the application process to understand the bottlenecks.

According to theDoing Businesglata, once an industrial type connection application is lodged, the
particulardistribution utilities in Lahore (LESCO) and Karachi-B{ectric) takeone month to send an
inspector orsite to conduct a feasibility study. From there it takes nearly another month to issue the demand
notice and estimate, which the customer is tasked to pay ahead of the external connectiofihvgorks.
process toeceive thestimates takes up nearly half of the total connection time in both Karachi and Lahore.
In contrast, in Ho Chi Minh City, Vietnam, the utility sexah inspector and providan estimate within a

week of the application submission

When questioned on thieasons behind the delayentioned abovdhere are conflicting reports between

local engineers and the concerned distribution utilities. For example, the former group reports that network
capacity is lacking and there is a backlog in applications, eléatter groutateshat applications are

often incomplete Both K-Electric and LESCO need tondertake a study whereby they follow the
application, from desk to desind see wherbottlenecks arise and understand the reasons behind them
For tracking purposes, connection requests can be broken down by length, |aradioad. LESCO has

agreed to conduct the study afeElectric should follow suit by appointing a designated team to track all
applications, from start to end, and identify Hoairces of delays. Ultimately, thisll help them to design

a feasible plan to streamline the process and reduce aggregate time

2. Introduce a cost calculatorand make processes, guidelineand fees more transparent

From the perspective of customers, one of the biggest challenges when getting a new connection in Karachi
or Lahore is cost. Typically, for an industrial type medium voltage connection, costs amount up to ten times
income per capita or much more in somsesaAlso, pricedargely vary depending on the specificities of

the connection (e.gpower load requested) as well as the location of the building. Unfortunately, there are

no resources for connection applicants to determine ahead of time what wdldmtiection cost, even if

one wants to obtain a rough range. The only way to know is to lodge an application and wait two months
for an estimate. This has created a backlog in applications as many customers request an estimate, but then
cancel their requst when presented with the challan/bill. To this end, customers would benefit from having
more predictability with regards to connection costs.

The respective websites bESCO and KElectric provide basic information on the application process

such aghe documents needdd apply.The informationprovided, however, is limited. For instance, the
websites do nogive a breakdown on the cost of material, even if it is mpoimarily supplied directly by

the distribution companies. This coutplickly be addessed by publishing online thealue of the
transformers and meters the utilities carry in stock as well as the cost of labor charged for connection types.
In Malaysia, for example, the distribution utility TNB has a detailed document on its websdedbabes
different connection schemes and the formulas used to calculate the connection costs.

A complementarysolutionto increase cost transparency is to publish an online calculator for customers
MOESK, a Russian utilityprovides such a toeland K-Electric or LESCO could replicate this. Customers
would need to input some basic connection specificities, and a preliminary estimate would then be
computed from there. At first, a broad range could be provided-Bkedfric and LESCO refine the
calculator and acquire data. A disclaimer would further be needed as it is likely that the final estimate issued
following the site survey is differerffitom the one provided by the calculator. Nonetheless, it would help
guide customerand discourage applicants with insufficient funds.

Customers would also benefit from increased transparency of the connection process. Some documents
required in the application packet are unclear and the relevant agencies in which they are, olotained
listed. Betteradvertisingof the procesand documentation coullit the time for both the applicants and
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the electricity authoritie«-Electric and LESCQould publicize in plain language the guidelines for the
overall process and guarantee publicesscof information. This information should be easily accessible
throught h e uwebditds asyeldas brochures

3. Provide option to payconnection fees and security deposita installments and consider cross
subsiding connections.

Given the considerable amount customers need to disburse to get a new connection, many applicants cannot
immediately finance the connection when they get the estiBate LESCO and KElectric have reported

that connection delays arften attributable toclients not paying their estimate despite thedd@ time

limit instituted by the utilitiesAs a result, in addition to the transparency measures described above,
LESCO and KElectric should carry out an analysis of their financial capacity and deteifintiey can

extend a subsidy scheme or deferred payment options to customersvi€evould determine whether

such options are financially feasible for the utilities.

One option worth considering is the payment in installmientiserein interests cdaibe charged if needed.

A fraction of the bill would need to be paid immediately, but the balance could then be reported back to the
first few electricity bills after the connectigretsfinalized.K-Electrichas recently introduced a semblance

of this, but all the installments need to be paiefdre the connectiowork even begia In contrast, in
countries like the FYR of Macedonia or the Republic of Korea, premises are energized ahead of the last
installment payment, which is reported to the first eleity bill.

In the Republic of Korea, the distribution utility, KEPCéharge a standard construction cost about

USD 10,00C0r a 150meter service line and 140 kW load for underground power intddiety percenpf

the costis paid upfront, whilethe remaining 70 percent isigan installments over a period ap to two
yearsIn some SukSaharan African economies where the security deposit is typically thousands of dollars,
an installment option is also available for customers as in the DeidRegtublic of Congo ofogo. As

the Security Deposits levied rElectric and LESCO are considerable (iower USD 3,00§) theycould

return the deposit after a couplieyearsprovidedthe customer is in good financial standing as opposed to
at the ed of the connection contract. Alternatively, deposits ctvgldeturned with interedtor example,

in India and Malaysia, the utilities return the deposit with a 6% and 2.5% interest rate, respectively.

Another option to ease the financial burden of wewnections is crossubsidization. Currently, costs are
largely determined by the location of applicants and the capafdihe network nearbyf an applicant is
fortunate, the network next to his/her premises will have sufficient capacity to accoransodatv
connection, resulting in lower costs. If an applicant is unlucky, however, he/she may need to pay for entire
network expansion, essentially subsiding all future connection applications in the vicinity. To prevent
connection cost to vary drasticallgcording to factors that are out of the control of applicants, LESCO and
K-Electric may want to revise their fee structure and have customerssoizsdize new connections so

that no applicant pays above a certain amount.

If the options above are fidult to implement, distribution utilities should at least provide more information
on their plans to increase network capacity as this influences the decision of companies on where to build
and pand.

4. Include load shedding in the alculation of SAIDI and SAIFI .

An economyds electricity supply is one of the ma
important for utilities to assess the reliability of the network by quantifying power outages from the
perspective of customers. Ut companies do this by calculating two widely used key performance
indicators- the system average interruption duration index (SAIDI) and the system average interruption
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frequency index (SAIFI). The indices provide data from the perspective of an exarstpmer over a
calendar year and focus, respectively, on total outage duration (in hours) and frequency.

Measuring SAIDI and SAIFI data is identified as good practice by the Institute of Electrical and Electronics
Engineers (IEEE) and allavdistribuion utilities to compare their network reliability internationally (over
two-thirds of economies worldwide use the metrics). As a result, common standards to measure SAIDI and
SAIFI are necessary. Most utilities that calculate SAIDI and SAIFI today captupower outages
(including load shedding) of five minutes or mot&SCO and KElectric should follow suit. Moreover,
NEPRA should consider amending @verall Standards of Performanae the National Electric Power
Regulatory Authority PerformanceStandards (Distribution) Rules 2005so0 thatSAIDI and SAIFlare
calculated inclusive dbad shedding data. At the same time, NEPRA can also continue to publish a separate
KPI wherein SAID] and SAIFI exclude load shedding to show only distribution losses.

5. Set up binding timelimits on procedures to connect to the electricity grid.

Thetime limits set forth by NEPRAN the National Electric Power Regulatory Authority Performance
Sandards(Distribution) Rules 2005 seem arbitrary in that they dwot differentiate for the different
potential specificities of connections. Time objective should be set not jiadbad of a connectiorhut

also depending on the araiad length. For example, a new connection request in a densely populated area
will take more time as the external work will be more disruptive.

Time objectives need to be strictly monitored and enfotadthve an impacto that there are incentives
(or deterrents) for successful compliance (or failure to comply). Currently, thesedisfined penalty or
bonus structure per se between the utilities and NERRAuld be amended, provided that the time limits
are (i) realistic and (ii) key performance indicators (KPIs) from the utility are reviewed and audited.

Equally important ishe existence of a complaint mechanism for customers should the utility fail to deliver
a connection in the time stated by regulation. Currenttysuch complaint mechanism exists either at
LESCO or KElectric

Long and mediumterm reform recommendations
6. Increasethe availability of material at the utility companies.

The time to get a new connectionddven largely by a shortagef materiali notably transformers and
meters.Starting in 2018the material isalmostexclusively provided by LESC@nd K-Electric which

tender with a limitd number of approved retailers. It is understood that this is likely to lower costs for
customers as distribution utilities have more bargaining power given the large orders they place. Utilities
becoming the exakive supplier for customers may also ensure better quality contrad rofaterial.

Notwithstanding the above, precautions are necessary to make sure the stock of transformers and meters
does not run out. In Lahore, for exampples tendering processrteake up tdive monthsmeaning LESCO

should begin the procurement process as sstime stock of material is forecast to run eatenmonths

into the futurelt will provide at least a twononth window for the utilityThe number of authorizedtedlers

should also beexpanded(there are only five currentlyso there is more competition in the market.
Moreover, if the utility is unable to ensure a steady stock of matewigthmers should also have the option

to obtain the material themselvefsthe material is imported as opposed tbeingorderedhrough a local

retaileri thenits quality can be checked through the delivery orded the model purchased.

In recent years, many distribution utilities recorded reforms by increasing th@sinaterial and lowering
the time to issue connections in the prodessy, Botswana, Indonesiand Niger).One such reform was
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recorded in Pakistaiarachi.In 2014, the budget to purase material for distribution amgnsmission at

K-Electric increased from $50 million to $150 milligprompting thecompanyto revamp its supply chain

proactively As a result, the stock of material reased (cables, transformers and other materiatgjing

to a decreasef 30 days in 2015 in the time for-Electric to carryout the external workThese gains,

however, have been partially offset by an uptick in connection requests over the years. The United Nations
Popul ation Division estimates that Kar &@14.THss popu
has contributed to more construction in the city, and more buildings thereby in need of electricity. Further
investments are therefore needed to increase the stock of material and reduce procurement delays in
Karachi. Lahore should follow suit.

7. Enforceinternal wiring inspection and streamline its procedure.

Faulty wiring can cause direct harm or indirect injury due to fires or explosioreover,deadlyfires
involving electrical failure ar@infortunately all toccommon, particularly in developing economiesr
example seven of everyenfires in urban areas in Peru are the result of defective electricity installations,
such as faulty wiring or equipment that does not comply kuiilding norms*

Given the impaance of electricity, managing the risks associated with its use is imperative. Therefore, an

i nspection of a new buildingés el & itludingcPaKistarwi r i ng
Ahead of the electricity turon, the internal wiring o building needs to be checked and certified by (i)

the Electric Inspectorate in Karachi and (ii) the Punjab Energy Department in Lahore. That said, the
inspections currently do not serve their purpose as they are rarely carristboedyver,in practice,it is

often the case thélhe local building authority does the only safety chigcl, SBCA in Karachi and LBA

in Lahore) on the wiring plans when a building permit application is submitted.

Unless regulation is strictly enforced so that the Electrdpéctorate in Karachi and the Punjab Energy
Department in Lahore perform inspections when they are intended to, it is recommended that a different
entity is considered for the wiring checkhe most common option is for thistribution utility to carry

out thecheck asis the casé 40% of all economie@-igure 4.4) For example ri the United Arab Emirates,

the Dubai Electricity and Water Authority (DEWA) checks the internal wiring of the building to ensure
compliance with the approved plans. Inspatdi approval is communicated internally within the utility,
allowing DEWA to carry out the external electrical work immediately withoulving the customer.

Alternatively, accredited private engineers could be tasked with issuing the certific&ematia, an
internal wiring certificate must be submitted before the utility, Hrvatska Elektroprivreda (HEP), installs the
meter.The documentwhich proves that the electrical installation has been tested, is prepaesstthiby-

party firm. The utility thenissues a final connection approval once this documentation is deemed
satisfactory

Regardless of who conducts the internal wiring check in both cities, the certificate should be transmitted
directly by the agency in charge of the wiring chéckthe utilty so thatthe client does not have toear

this responsibility At the very least, customers should be able to upload the document througbréed e

(see recommendation #8) will minimize customer/utility interactions.

Figure 4.4 Who inspectsthe internal wiring installation before the electrification of a commercial
building?

“®l nternational Copper Association Latin America. 2012.
instal aciones electricas. 0 Sept ember-704elosimderdips / / progr a
urbanosse-debea -lasmalasinstalacione®lectricas/.
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8. Roll out the full online application system, with an epayment option.

Currently; it is not possible to apply online for new electri@tnnectiosin Lahore and Karachi. As such,
LESCO and KElectric should consider automating the application process for new commercial electricity
connectionsafter they streamline their internal procedures.

An e-portal should be provided wherein all the application documents can be uploadedrendaymhents
accepted. Connection charges are currently paioari& deposit after whichchallan needs to be produced
and showed to the utilityt is cumbersome for customers as it requi@agback and forth. The technology
at both LESCO and fElectic is also there for angayment system since utility bills can be paid online.
Moreover, companies currently usep@ments for other services provided by public institutions. For
example, incorporation feégsame reservation, registratiand filing fees) can all be paid online on the e
portal of SECP.

Box 4.1 The benefits of online portals

In the past decades, several distribution utilities have recorded significant time gains for customers by ro
online application portals. One such example is the United Arab EmiratedDulise Electricity and Water
Authority (DEWA) introduced a '@ Window/One Step Application for Getting Electricity' that went live in Ag
2012. The new system first allowed customers to submit their application and track it online. It also ¢
customers to schedule site surveys. Over the years, new featresagded such as @ayments and the
possibility to schedulthe internal wiring inspectiohresulting in large part to the UAE setting tbeing Business
best practice at ten days for the lowest time to issue new electricity connections.

Another excdent example of the benefit of an online portal comes from Russia. In 2012, it took 281 days
connected to the medium voltage grid in Moscow. In contrast, it now merely takes 70 days. MOES
distribution utility in Moscow, achieved the reductithrough several initiatives, including the creation of
comprehensive online portal. Today, aw connection applications are submitted electronically throlgh
website ofMOESK, and no visit tahe client services office required Along with theapplication form, clients
need to upload several documents, including the internal wamagequipment location plaand a copy of the
license of tle firm that prepared the plawithin sevendaysof the applicationMOESK provides the custome
with the echnical conditions for the conngmt along with thesigned connection and supply contra¢ipon
signing these documents electronically, the customer makes an online paymdethe external connection wor
can then commencAt every stage of the appdition processing, the applicant receives-tegssagepdatesThe
customer camalsotrack the status of the application through hisémine personal account.
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Based on the experience of other countries (see box 4.1), craatordine application system should
benefit applicants in Pakistan by lowering the time for LESCO ardlleitric to issue new grid
connections. An online portal typically prompts by default customers to submit a complete apglication
otherwiseg submission is not possible. These systems also free up human resources for utilities, which they
can then allocate towards other functiorigally, an online portal also increases transparency; customers
can usually track the status of their application while the utiitydetermine in real time what the pending
applicationsare

9. Introduce a Geographic Information System (GIS) for the éectricity distribution network.

The electricity distribution company should consider the use of a GIS systemits disfpibution network

and connection points throughout Karachi and Lahore. Thanks to such a system, the electricity utility would
be albe to have better control over new connections. More importantly, external site inspection may no
longer be necessary. In other economies, the use of a GIS has streamlined the preleetdcaf
connectionsin Bangkok, the distribution utility, the Mefpolitan Electricity Authority (MEA) enhanced

its GIS system in 2016. As a result, the utility can define the connection point upon receiving the
application, eliminating the need for the site inspection byst#wiceto determine the connection
specifications.

10. Obtain excavation permit on behalf of clients in Karachi.

Depending on a buildiigs | oamd whietben a new electricity connection must go underground
connection applicants need to obtain an excavgienmit ahead of the external connection work. In
Karachi, where underground connections are more likely than in Lahore, 19 civic agencies issue the right
of way, depending on the location. Sometimes two agencies are involved in issuing the permidifig buil

is situated between two zones. This then requmeshtime for the client to deal with the agencies, get the
permit and present it back to the utility. The best practice consists of not having a customer apply for the
excavation permit in the firsigce; instead, theerviceshould be responsible for obtaining all the required
documents.

11 Invest in smart meters

Power outages throughout Karachi and Lahoneliiecreased in recent years thanks to an increase in
production capacity (see above). However, load shedding ipmgithlentdue tolack of transmission
capacity particularly around large citieAccording to the 2017 NEPRA State of the Indu&eport there

was two hour®r more,on averageof load shedithg in both Lahore and Karachi

With investments in the transmission and distribution network dearly needed, load shedding will continue
to be a reality for many Pakistanis in the years to c@uerently, load shedding is targeted at the feeder
level to specificneighborhoods where power thefts are common, as are delinquencies on bill payments.
While this course of action is pragmatic, it also pase®ral dilemma as some dugaying customers in
thetargeted areas do not get the same level of service as customers in industridhztalltsg smart
meters would address this issue.

Unlike a traditional electricity meter, a smart meter digitally reads and stores data on electricity usage in
real time. Smart meters also remotely send information to energy distribLhessyvo-way communication

allows utilities toconnect/disconnect service remotéfyhas several benefitBirst, it results insignificant

labor savings for the utilityit alsoprovidesfor better fault detection to help networks restore power quickly
after an outagdn the case of Pakistasmart meters wouldlsoallow LESCO and KElectricto targethe
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customergnot neighborhoodsiho do notpay their bills aghe power suply can be cut athe circuit
breaker level.

The benefits smart meters can have on grid reliability are well docunférsted Doing Businesias
showcased the example of Mexico recentliirough 2016, the utility company in Mexico City (CFE
Distribucion)installedover 100,000 smart meters atigtributedautomation switches throughoutthe t y 6 s
network. These investments coincided with a reduction in outages as measured by SAIDI and SAIFI as
CFEDistribuciéncan now detect outages and restore service faster. It also provides the utility with big data
to usepower resources more efficiently

483, S. S. R. Depuru, L. Wang, V. Devabhaktuni and N. Gudi, "Smart meters for powér @hgllenges, issues,
advantages and statu2011 IEEE/PES Power Systems Conference and Expo$thaenix, AZ, 2011, pp--1.
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5. Registering Property

Registered property rights areessentialto support investment, productivity, and growth.*® Research
suggests that property owners with secure ownership are more likely to invest in private enterprises and
transfer land tousers that arenore efficient. The ability to access authoritative information on land
ownership also reduces the transactimst in financial markets, making it easier to ag@operty as
collateral?® Land Registries and Cadastare part of the land information system of an economy. With
land and buildings accounting for between half and threeters of the wealth in mipsconomies, having

an upto-date land information system mattéf&or governments, having reliable,-tgedate information

in cadasters and land registries is essetatiatsess and collect tax revenues corragéfith up-to-date land
information, govemments can map out the varying requirements of their cities and strategically plan the
provision of services and infrastructure in the areas of each city where they are mosttheeded.

International experience also shows that a unified computerized registryith clear titles is one of the

main features of an effective property registration systemA unified electronicregistry would make
information and procedures available online, offer expedited procedures, lower transaction costs, set
reasonable transfer fees, and respeatticaltime limits to complete the property transfer process. In
countries with the most effient property registry systems, such as Norway, New ZeadaadDenmark,

a single agency oversees all property transfers and registration. In Norway, for example, the Norwegian
Mapping and Cadaster Authority maintains a single registration office foeritiee country. Property
registration can be done oneprocedure anthreedays. The application is easily accessible online. In
Denmark, Norway, Portugal, Singappaed New Zealand, the transfer can be done electronically. In Italy
and Poland, therera strict time limits to complete property transfers, but these have been implemented
along with streamlining procedures through reorganization and computerization.

The Doing BusinesdRegistering Property indicator records the full sequence of proceduregime and
cost necessary for a business to transfer a property title of land and a building to another business in
Karachi and Lahore. Also, it presents an indexhdhe quality of the land administration system in each
city, based on five dimensionsreliability of infrastructure, transparency of information, geographic
coverage, land dispute resolution and equal access to property rights. Pakistan rénks 61190
economies in the easeRégisteringPropertyand 4" out ofeighteconomies in the South Asia region, with
an overall score of 45.63 percentage points irRibgistering Property Scof@able 5.1). Nevertheless, the
totaldata for thavholecountry hides significant differences between the two main cities. While congpleti
property transfer procedures requisesprocedural steps, takes 25.5 days and costs 42186 property
value in Lahorewhi ch is in Iine with OECD countrieso6 perf.:
is much more cumbersome in Karachi. Reging a property there requireight procedural steps, costs
4.2% of the property value anahore importantlytakes as many as 208 days. Latalspperforms better
on the quality of land administration index with 14 out of 30 possible points, whikcKizonly receives
sevenpointsin Doing Businesf019Q In Bhutan, which is ranked %4n the world and %in South Asia,
the quality oftheland administration index is 23.5 out of,2hd property transfers can be completed in
threesteps. In Nepalyhich is ranked 88in the world, and ? in South Asiaaproperty can be registered
in four procedures and six days. RegisteriAgperty is an area where Pakistan could improve its

45 Claessens, Stijn and Luc Laeven, Financial Development, Property Rights, and Growth, Journal of Finance, 58 (6):
2401 36, 2003.

46 Simon Johnson, John McMillan, and Christopher Woodruff, Property Rights and Finance, The American Economic

Review, Volume 92Issue 5, Pages 133356, December 2002.

47World Bank. 1989. World Development Report 1989. New York: Oxford University Press.

48 Property information held in cadasters and land registries is part of the land information available to governments.
Land infamation also includes other geographic, environmental and socioeconomic data related to land that are useful
for urban planning and development.
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performance, especially by focusing reform efforts in the Sindh prince, which could replicate the
successful initiativesecentlyimplemented in Lahore.

Table 5.1 Registering Property rankings and best performers

Doing Business Pakistan Karachi Lahore Regional Regional Global best
Indicator Average best performer

performer

7.3 8 6 6.8 Bhutan (3) 1 (Georgia, Norway,
number Sweden, Portugal)
144.1 208 25.5 114.1 Nepal (6) 1 (New Zealand,
Georgia)

Cost (percent 4.2 4.2 4.2 6.9 Pakistan (4.2) 0 (Belarus, Georgia
of property Kiribati, Saudi
Arabia, Slovak
Republic)
Quality of land 9.5 7.0 14.0 8.8 Bhutan (23.5) 28.5 (Lithuania,
administration Rwanda, Singapore
Taiwan,
Netherlands)

RegisteringProperty over time

In Pakistan, property administration has mainly become a provincial domain.Following the 18
Amendment to the Constitution in 2010, the provinces of Sindh (Karachi) and Punjab (Lahore), home to
the two largest business cities of the country, are now in clotge land administration system through
theirrespective Boardsf Revenue

While Lahore has significantly improved its land administration and streamlined procedures in
recent years, completing property transfers in Karachi remains a lengthy andomplicatedendeavor.

It involves interactions with multiple agencies, including the land revenue department, tfegistriar
office, andnumeroudand-owning agencieslhe land administration imainly fragmented in Karachi, as
there are more tha?0 land-owning agencies ithe city. These include Karachi Development Authority
(KDA) and Cantonment Board Clifton (CBC) for instankteKarachi, he processes for the registration of
the sales dek at the sub-registrar and for the mutation of the land recordat the Land Revare
Departmentare still not linked and require users to have separate dealings with both entities.

On the other hand, in Lahore, there is an umbrella authority, the Punjab Land Records Authority (PLRA),
which is in charge of land adnistration acrosshie province, oversees the adgistrar officesas well as
arazirecord centersand promotecooperation and integration of the systems. By linking databases, PLRA
has been able to automatveraprocesses and significantly redwsivery time as welhsthe number of
interactions between users and the administration. In Punjab, the mutation process is now automatically
done after registering the sales deed. Parties submit their documents atréggstedr which executes and
registers the deed, arftehsends thénformationto thearazirecords center, which completes the mutation
and updateownership records, without requiring any additional physical interaction between the users and
the administration. Punjab has also introduced a single identification humber for properti¢ssitze
number, which is used for botiwnershipand cadastrgburposes. Both provinces have made efforts to
increase transparency by publishing more information online (fees, guidelines, list of docuhzemts),
introduced standardized sales detmremove the need to hire lawyers, draveimplemented &stamp
initiatives. In terms of computerization of maps and records, there is still room for improvement in both
provinces, as full digitalization has not been achiexetdRecords for urban areas, including Lahore, are
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not fully digitalized in Punjab. In Sindlthe Board of Revenue (BOR)as launched an initiative to scan
maps and recordsirough a scanning unibut the provincehasyet to move to dully digitalized data
centric system which would link multiple databasés.parallel, both cities are also develapim
Geographic Information System (GIS).

Given the federal structure of the country, the following reform actions wouldim@ésmentatiorat the
provincial level by the Sindh and Punjab provinces.

Short-term reform recommendations
1. Strengthenservicestandards and time limitsand make thempublicly available online in Karachi.

Transparency is a&ritical element in the quality of land administration systems. It helps eliminate
asymmetries in information between users and public officials amrddses the efficiency of the land
market®. A transparent land administration systemwne in which all landelated information is publicly
availableall procedures and property transactions are clear, and information on delivery performance is
easy to acessi minimizes the possibilities for informal payments and abuses of the system itself. One
crucial consequence of transparency is accountability: information gives citizens the power of knowing
what to expect and whom to hold accountable in case tgmagsvry.

Forthe public to be informed about the expected delivery timeframes for property registration procedures
and obtaining updatezhdastraimaps, it would be useful to make these service standards publicly available,
both online and at the service centers. While land management agencies in Lahore have made service
standards publicly available online, the same does not apply to Karachi. TreBsiard of Revenue

(BOR) could publish service standards online and follow the examgbeRA which commits to deliver
documents within specific timeframes Lahore, 18 days is the maximum time limit to deliver a registered
deed along with a mutatimopy andsevendays is the limit tgrovideupdatedcadastraplans®.

Time limits give citizens a referender how much time a procedure will take. If tipeocessis not
completed within that time limit, they know they need to follow up. Twéwnwty ecoromies introduced

time limits over the past decade. However, time limits work only when the agancgmply with them.

In most economies, therefore, time limits have served to support broader changes. Ten etdhemies
Russian Federation, Bosnia and Hgyavina, Burundi, Cyprus, the Czech Republic, Israel, Italy, Mauritius,
Ukraine, and Polanil introduced time limits while at the same time streamlining procedures through
computerization and reorganization. In Russia the creation of a unified electnadicahd property
database eliminated the need for applicants to visit the Bureau of Technical Inventory and obtain a cadastral
passport, reducing the time to transfer property by up to 22 days.

Examples of good service standards are:

A cleally defined step for the land registration procedure

transparenand fixed fees for registration, notaries, surveying

useof standard forms

public notice of the procedure (in offices, websites, leaflets)

complaintmechanisms such as regular surveys, hotlines, complaiires(See Recommendation
4)

> > > > >

49 0One definition of a transparent business environment is one in which individuals possess essential mfdymatio

the environment in which they operate, meaning that information asymmetries do not place an unjustifiable burden
on them (OECD 2002).

50 For more information, please sekttp:// rodportal.punjakzameen.gov.pk/process>
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2. Increase transparency by publishing statistics on land disputes in Karachi.

When land disputes occur, itvgalt o ensur e that they clear the cour:
are not perpetually tied up in thegal system. The availability of statistics on the number ofifistance

land disputes is a measure of the quality of the land administration system. Such statistics help citizens learn
about the true performance of the courts and offer the courtsmiafion on current bottlenecks and

chall enges that can stimulate future initiatives

Currently, while official statistics on property transfer transactions, (#gngnumber of transactions per

year) are made availabie the public in both KaracHiand Lahor#?, only PLRA made statistics on land

disputes indistrict court$® available online. With the objective of improving transparency, it is
recommended t hat Kar ac handcsurtdmplenent timeaphlieagoa ofisunohtdatea g e n c i«
Across the globe, 24 economies provide such statistics, including Colombia, Croatia, Jordan, Singapore,

the United Kingdomand the Netherlands.

3. Increase awarenessaising efforts on recent reforms and clarify the legal requirenents to avoid
over-compliance and close implementation gaps.

While reforms are being implemented in Karachi and Lahore, itis recommended to increase outreach efforts
to explain the changes and presentribely-introduced procedures and systems to ustecsuld be done
through official websites but also videos and social media. Organizing seminars or workshops with
associations and main stakeholders will also help in disseminating the information.

Educating he public on the recent reforms will be beneficial in multiple watysill improve the new

el ectronic systemsd uptake and promote compliance
undertaken to make applicants aware of the new requirenWhite some users are reluctant to use

electronic systemahen they are availabbnd prefer to go to the service centers in person, they should be
remindedthat this is not required by law and encouraged to ts&#wces through enhanced performance

In many countried, t he reason why wusers are reluctant to u
the systems. Therefore, it @itical for the governmentto show that the system is reliable and that
processing times are short&ducating the pulid on the formal requirements will also help in avoiding
overcompliance(i.e., the submission of additional documénten top of those that are required by law)

which increases the administrative burden on businesses.

More specifically, authorities shild clarify with users

1 They are not required to submit a PT1 féfifar property registration and mutation in Lahore (see also
Recommendation 6yVhile this is not a legal requirement, the practice is that users request it to reduce
the risk of futurelitigations as the PT1 form allows parties to verify whether the property has
outstanding debts related to property taxkddressing this underlying conceaboutthe risk of
litigations will also bevital in eliminating this practice from the private &&c

1 They dondét need to adverti®se the transaction in

51 For more information, please see <https://sindhzameen.gos.pk/asrkhi/>

52 For more information, please see <https://rodportal. purngabeen.gov.pk/>

53 For more information, please see <https://rodportal.purgabeen.gov.pk/stagrderreport/>

541n India, i took four years for the online platform to be widely used by architects.

% The PT1 form in Lahore for instance.

5% The PT1 form is obtained at the Provincial Excise and Taxation Department. Accor@omtpBusinesg2019,

this procedural step takése days and costs PKR 20 in Lahore.

57 While this is not legally requiredidvertising the property transfer in a local newspaper to invite interested third
parties to submit objections is a widespread due diligence practice carried out by the majotitgpoéeaurs in
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1 Nor conduct a title search at theb-registraf® in Karachi;
1 They are not required by law to hire a lawyer to draft the sale agreement and assist with the transaction
in Karachi and Labre®.

Pakistan has already taken steps to redlueavolvement of lawyers in property transfer procedures by
making standardized deeds available offinAuthorities should increase public awareness about the
availability and benefits of such standastizcontracts and consider introducing incentives for their use
(e.g, lower registration fees). PLRA has developed a standardized software application for recording the
deeds and mutation which is in line with international best practices. Globallytivesidao promote the

use of standardized contracts reduce the potential for irregularities in the contracts, thus helping reduce the
time it takes to record the transfer latar in the process. Colombia made property transfers easier by
introducing standa preliminary sale agreements free of charge in 2010. Thailand akelyTalso provide
standardized contracts at the registry, where parties fill out the contracts and submit them on the spot.

4. Establish a dedicated and independent mechanism to tracknd deal with complaints related to
property registration and cadaster in Karachi.

According to Doing Busines2019, Karachi lacks &pecific and independent mechanism for filing
complaints related to property registration for problems that occurreglsatthegistraroffice or for filing
complaints related toadastralssueghathappenedt the Land Revenue Department. The Sindh Board of
Revenue has introduced an online complaint mechafiibmt it lacks sufficient independence and needs
strengthening

International best practice the transparency of information mandates that citizens should be provided
with an independent mechanism for filing complaints about problems that occupietgbeyregistry and

the cadaster. Facilitating the correatimf administrative mistakes in property registration avisdaes

with property rights down the road and provides land registries with information on potential systematic
errorsin processing. A good practice solution for addressing administrative psstathe introduction of

a thirdparty mechanism or agency which operates independently frortaeegistrytadaster and
reviews complaints about problems that occurred at the agency in charge of immovable property
registration.

The Sindh Board of Revnue coul d foll ow Lahorebs example whic
based Complaint Management Cediperated by private comparfiesin Punjab, omplaints can be
submitted through an online foffnby phone through emalf or by fax¥®, and they are reviewed and

Karachi Specifically,the advertisement is widely used to reduce the risk of future disputes over the property and the
transactionThis procedural step takegghtdays and costs PKR 10,000 accordin@ting Businesg019.

58 Although thisis not a requirement in Karachi, the common practice is to conduct a title search sith-tbgistrar
office. According toDoing Busines2019, this procedural step tales/endays and is free of charge.

59 According toDoing Busines2019, this stepakesfive days and costs PKR 7,500 in Karachi and takesedays

and costs PKR 12,500 in Laholésers who need a lawyer to assist them (i.e., if they are illiterate) would still be able
to do so.

80Standardized deeds lirmhore:<https://rodportal.punjazameen.gov.pk/specimen/ Standardized deeds in
Karachi:<https://sindhzameen.gos.pk/demo_registries/templates.aspx

51 For more information, please see <http://borsindh.gov.pk/index.php/complaint>

52 A third party operates the phobased complaint syste M/S Abacus Pvt. LtdThe esystem for complaints is
handled by a thirgbharty: M/S systems LtdFor more information, please see <https://rodportal.punjab
zameen.gov.pk/complaimhanagementell >

83 For more information, please see < https://rodportal.purgabeen.gov.pk/complaipage>

64 contactus.rod@punjabameen.gov.pk and complaint.rod@punriaimeen.gov.pk

654+92-42-99330127
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answered within three working days. Additionally, if applicants are dissatisfied with the response, they can

escalate the complaint to thistrict administration and ultimately the Punjabmbudgperson

Globally, there is a spé#fic and independent mechanism for filing complaints at the land registry in 24 out
of the 190 economies covered by tBeing Businesgroject and 22 economies have this type of
mechanism related to the cadaster. Recently, Hong Kong SAR China implementaglaint mechanism

to solve disputes that arise from its land registry. On December 2016, the government of Hong Kong

|l aunched a new independent and specific complaint

that occurred at the agen@iso, the public may contact thandregistry. (i) through calling the service
hotline; (ii) by submitting the online form; (iii) by writing to tthandregistryoffices (iv) by fax or (v) by
email.

5. Fully automate the process of paying stamp duties iKarachi and Lahore.

Both Karachi and Lahore have recently introducestienp initiatives. Users can now pay the stamp duty,
the capital value tax, the town tax, and the registration fee &hlamel generate a challanvoicefrom the

website. Howeverafter paying these taxes and fees, users need to bring the receipt with the payment

reference number to a designated commercial bank to obtain the stamp papers to be attached to the sales

deedbeforesubmitting the transfer instrument for registration.uities in Karachi and Lahore could go

further by fully automating the process of paying the taxes and duties to reduce the number of procedural

steps angbhysicalinteractions. The Government of Pakistan could reviewStaenp Act, otherelevant
laws am regulations and amend them if necessary to achieve full implementation-githeent initiative
for taxes and duties.

6. In Lahore, further,i nt egr at e databases by | inking PLRA and

systems to check property tax liabilities automatically.

Although the PT1 fornfproperty valuation formis not legally required by PLRA to register the sales deed
or complete thenutation, obtainingt is a widespread due diligence practice carried o foajority of
entrepreneurs in Lahof8ee Recommendation. Jpecifically, this form is widely used to reduce the risk

of future litigations as the PT1 form allows parties tafyevhether the property has outstanding debts
related to property taxes. This document lists the physical characteristics of a given immovabletproperty
assesthe applicable property taand it shows the property tax levied on the property and tistaoding

tax liabilities. The PT1 form must be obtained in person gprtnncial Excise and Taxation Department.
According toDoing Busines2019, this procedural step takes days and costs PKR 20 in Lahore.

Authorities in Punjab could carry outdiin dans to integrat® L RAS6 s syst e mandTakationt h e
De p ar & podahadnd database to check property tax liabilities automatically, through affiaek
function. A shorterterm option would beto allow the printing of NOC through the wéiesby the
landowner ando permitit to beverified through SMS or web trackinghis option would not eliminate

the procedurbutwould make it easier in trehortterm.

7. In Karachi, ensure full automation of the procedure to obtain the sales certificate (NOC).

In Karachi, at the onset of the procedure for property transfers, users need to obatijegtian certificate
(NOC). Ifthe Board of Revenueas jurisdiction over the land, the NOC is obtained fromrihiehtiarkar,

who is a senior officer of the Land Revenue Department placed in the field. The NOC permits the sale of

% See
<https://es.punjab.gov.pk/eStampCitizenPortal/ChallanFormViewZhdtlan?name=GenerateChallan&vCount=43
84683&agree=true>
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the propertyand shows whether the property taxes were. paidording toDoing Busines2019, obtaining
this document takes 14 days and costs PKRB0®ever, there are more thaflland-owning agencies in
Karachi andfia different lanebowning agency than BORhas jurisdiction over the property, the procedure
might be different ad even more cumbersome.

Although the Sindh Board of Revenue has recently introduced initiatives to automate this procedure, those
reformsstill need to be fully implemented in practice. In the sthog r m, u n duerantpl@OeBadh s
landowning agencwill arrange a digital NOC Unit that will scan N®@@&nd provide them to the LARM$S

Data Centeso that it can upload thean its websité® where the applicastand thesub-registraroffices

will be able to acceghem This shorterm initiative is sound and should be implemented to eliminate the
need for applicants to obtain the NOC in person from the relevanblanitig agency.

In the longer term, authorities in Sindh could consider further automating this pbydesging the land
owning agencies computerize their land management systems to enable the establishment of online linkages
among all agencies to verify land titles and obtain NOCs electron{saklyRecommendation 10)

8. In Karachi, review land-related procedures atthe Board of Revenueto identify bottlenecks and
explore ways to streamline theleedexecution, registration, and scanning processes.

According toDoing Busines2019 which measures the administrative burden and time it takes to complete
a property transfer through the ordinary procedure (uighout additional informal payments or using a
fasttrack channel), processing a sales deed at theegligtrars in Karachi takes six months on average.
This procedural step alone accauftr more than 85% of the overall duration of the property transfer
procedurewhich takes 208 days to complete underDioing Busines s Regi st ering Proper
case study. This procedure that must be completed at one of the-2stitars in Karachincludes the
following steps: (i) first, the parties submit their documénand arrange an appointment to sign and
execute the sales deed in front of the-sedistrar (ii) after executing the deed, the stagistrar sends the
transfer instrument to treeanning unit which scans the deed and inptitsinformation in the electronic
database for indexation of the sales daedpublishesthis information online in the Board of Revenue’s
website (iii) thesales deed is then sent back to therggjistraroffice and must be picked up by the buyer.

Achieving meaningful improvements in terms of performance will recaildressinghese delays that

occur along the delivery chain. Based on interviews with public and private stakeholders, it seems that one
of the causes of these delays might be the lack of capacity at the scanning unit which generates bottlenecks
Theadditional review that this unit conducts for eachifilanother cause for delaysccording to official
statistic$?, around 500 deeds are snad per day in Karachi, which amounts to 10,000 per month.

BOR could produce a comprehensive process map and review its internal processes along the whole
delivery chain to identify delays, bottlenecks, and duplicate procedures. Based on these fipsiags
andoperationscould be streamlined or merged to reduce delays. Introducing and monitoring performance
indicators and collectingegulardata will also help in identifying issues and opportunities for streamlining.

57 As many as 20 landowning agencies are involved in this process in KarashckK Development Authority

Clifton BoardCantonmentetc)

68 Land Administration and Revenue Management Information System.

69 See svww.sindhzameen.gos.pk

70 (i) Conveyance/Sale Deed (stamped after payment in Procedure 5); (ii) ID of parties; (iii) Original titlef deed o
seller; (iv) Sales Certificate (obtained in Procedure 1); and (v) If the parties have authorized someone else through a
power of attorney, the power of attorney in original with copies.

71

2 See <https://sindhzameen.gos.pk/asrkhi/khi_dashboard.aspx>
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Officials, departments and units could then be held accountable and encouraged to improve performance.
Additionally, BOR could consider establishing a robust case management system. That system should be
able to track transactions and documents along ¢heedy chain and provide realtime data on service
performancelt could alsogive users the opportunity to check the status of their request online and send
email or SMS notifications to inform them when they need to take action.

Medium to long-term reform recommendations

9. Achieve full digitalization of ownership records and cadastral plans and continue improving the
GIS system in Karachi and Lahore.

In Punjab, PLRA has embarked on a lasgale reform initiative aiming at fully digitalizing cadast&d

land ownership records, while, in Sindh, BOR has launched an initiative to scan tihhneparallel, both

cities are also developing a Geographic Informa®gstent* for their plots. Punjab has recently made
progress in digitalizing property informatipespecially in rural are&sHowever, as full digitalization has

still not been achieved for urban areas, including Lahore, PLRA should continue its digitalization efforts to
make full coverage. In Karachi, records are currently scanned by a dedisatething unit (see
Recommendation 8), but most of them are still kept in paper format. Private stakeholders report that errors
and missing information in records are frequent in Karachi, which opergotr for disputes and lengthy
litigation procedures.

Although scanned records will increase the reliability of the land registry by storing the records digitally, it
does not allow users to extract information, as they are stored as images. In addition to scartdtay, the
from land records need to baidalized into arelectronicdatabasén a datacentric and exploitable way

This approach is costlier and more thieensuming, but it has a muafore significaneffect on efficiency

as it makes the data usable. A digital database allows users to cguididitle searches while providing
protection against double registratioResides digital records will also provide the foundation for
centralized liens and encumbraniatabase and online registratibigital files haveapparenadvantages

over pger records (less stage space, easily shareabl#)d althougtelectronic systems are not immune

to errors they allow foreasy identification obverlapping titles

Transferring property takes about half as much time in economies with computeriztiessmpmpared

to those without them. All 32 OECD highcome economies have electronic registries. Eleven, including
Denmark, the Netherlands and New Zealand, offer electronic registration. In South Asia sah&tan

Africa, by contrast, 68 percent of economies séilldnpapebased systems. OECD higicome economies

have the fastest property registration, taking 22 days on average. Recently, Kenya and Mauritius finalized
digitalizing their scores. In 2015, the land registry in Mauritiosipletedhe digitization ofall its paper

based records from 1804 to 2015. Denmark is anettwilentexample of a country that transitioned from

a papeibased to an electronic system. In 2009, the Danish land registry initiated its computerization and
records were progressively giized. Once digitization was complete, the land registry introduced
electronic lodgment of property transfers. By 20fifiopertytransfer applications were only accepted
onling and the information technologystem efficiently started screening appimas.

10. In Karachi, establish a singleclient-facing agency for land administration and integrate the
databases and systems for land registration and cadaster.

“See Sindhdéos BOR scanned maps available online at < htt
“See PLRAOGs GI S syst e nnameen.gdvipk8a/iriis/ggda/>s port al . punj ab

SWith WBG support, PLRA fully digitalized records in rural areas. The samendo@®ply to urban areas, including

Lahore, where records are not fully digitalized.
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Currently, the land administration is fragmented in Karagth many actors and institutions involved in
the property registration procedures (sapistrar offices, land revenue department, and over 20 land
owning agencies) and cooperation as weltlassharing are lacking, resulting in multiple interactions
betweernhe users ancklevantdepartments.

To facilitate cooperation between the relevant agencies and integrate the databases and systems for land
registration and cadaster the Sinatbvince would need to establish an umbrella agency that would be
specifical y i n charge of property administratidoc. Sindl
LARMIS project management uffitnto a permanent body with sufficient resources and dedicated staff.

In Punjab, the LRMIS delivery unit has become a filtylged agencwith dedicatedeamand resources

within the Punjab Board of Revenuthe Punjab Land Records Authority (PLRA), wihisnowin charge

of land administration across the province and oversees thegighrars as well emazi record centers.

The Sindh province could follow suit and integrate databases and systems for registration and mutation
which will create oppotmities to streamline and automate procedures. Introducing a single identification
number for properties will also help in integrating systems, as authorities in Karachi are now using two
different ID numbers the RD number for registration, and the CNI€@r land ownership information.
Punjab, on the other hand, has managed to introduce a single ID numbdrashrenumber, which is
identical within registration and cadastral agencies. These initiatives should be implemented in parallel with
the digitalzation of records andadastraimapsor plans(see Recommendation 9) to achieve additional
efficiency gains.

Globally, best practice principles indicateat the expected benefits from integration can be achieved

through one or more of the following:

A the sharing of data, with individual agencies given primary or "custodial" responsibility for selected
data, e.g., the land records might be responsible for the parcel identifier, owner's name, and current
legal status, while the property valuation andateon agency would be responsible for information
about improvements to the property and its value;

A the sharing of common materials and procedures for similar functions (such as thestzselaifd
forms, terminology, data tables, and indexing); and

A the sharing of a common database environment, for example, by using standardized inquiry and
communications software to provide access to a family of databases

One of the more successful examples of funefidntegration is in the Canadian provinces of New
Brunswick, Nova Scotia, British Columbia and Alberta where the land registry, property magming
topographic mapping, personal property registry, and property valuation functions have been made the
responsibility of one government agency. Previouslghame of these functions had people and facilities
assigned exclusively to it. The agency now shares these resources throughout the province, has developed
common standards for data, and has moved towards an integrated database environment. Many other
ecaromies have been able to coordinate the functions or records of at least two institutions involved in the
property transfer process. One way to do this is to have a representative of one of the institutions present at
the other- as in Ethiopia. Another i® link agencies electronicallyas in Latvia, Lithuania, and Peru. In

Latvia, the land registry gained electronic access to municipal tax information on real estate. That freed
entrepreneurs from having to provide this information in a paper format.

St eamlining procedures and | inking agenciesd infol
Fifty economiesdid soto simplify property registration in the pasin years. These measures reduced
interactions between entrepreneurs and agendigs maintainingor increasingsecurity and controls.

6 See < http://www.sindhlarmis.gos.pk/>
7T Computerized National Identity Card (CNIC).
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