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1 Introduction

Thequality of customsadministrationisanimportant consderation for
potentid investors. Customs adminisiration can have an impact directly on
costs of production and indirectly through reduced flexibility of operations.
Poor customs adminigtration can dso contribute to greater unpredictability in
the trading environment with consequent difficulties for planning and
invesment decisons.

Thisreport looks a the issues that contribute to the qudity of the cusoms
environment and ways in which various countries have attempted to

implement reformsin customs adminigtretion. It draws on lessons from the
reform experiences examined, and concludes with adiscussion of emerging
issues for customs adminigration.

Methodology

The methodology used has been to take two South Asian countries,
Bangladesh and Nepal, and to identify issues associated with their respective
customs adminigtrations.

Bangladeshiswidely regarded as a case where customs reform has
succeeded well beyond the expectations of outsde observers. For this
reason, Bangladesh experience is relevant for many other governments
that may wish to implement a reform program.

Nepal isat amuch earlier sage of the reform process than Bangladesh.
Many of the problems that Nepd is currently experiencing are

common to other countries embarking on customs reform. The review
of customs adminigtration in Nepa will have afamiliar ring to many
observers concerned with reform in smdler customs adminigtrations.

In addition to the two South Asian countries, a study has been undertaken of a
group of South Pacific countries:

South Pecific countries use, with varying degrees of success, the same
customs computer software as has been used or is planned for some
of the smdler South Asian countries.

South Pecific countries dso share many smilar problems with South
Asian countries, such as remote ports, inadequate bonded warehause
control, and, in some cases, rampant corruption.

Both South Asan countries were visited. Discussons were held with arange
of government officids and the private sector, and customs facilities and
operationswere viewed.
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Prerequisites for reform
The key prerequistes are:

the existence of a legal culture wherethere is a generd acceptance
within society that issues are resolved within alegd framework.

Agents within the sysem must confidently expect others within the
system to abide by the set of rules contained within the legd system.

the emer gence of a domestic will for refor m. Without adomestic will
for reform, no amount of externa pressure will be successful.

Principles for reform

Reform should have asits basic am to devise a system that makes minimum
demands on traders whilst achieving the necessary leve of compliance.

The five principles for the design of effective and efficient cusoms
adminidration that are adopted in this Sudy are:

trangparency;
predictability;
comprehensiveness,
smplicity and
accountability.
Elements of reform

Comprehensve customs adminigrative reform should include legidation,
training of customs officids and the provison of the tools, incdluding computer
hardware and software, required to implement the system. Whileit has not
been possible to cover dl aspects of modd legidation, references have been
provided that cover in detall dl the technica aspects of cusoms legidation.

Emerging issues for customs administration

The paper endswith adiscusson of some of the emerging issues for cusoms
adminigration, induding adminigtration of export quota, rules of origin, and
likdly advances in computerization that will have an impact on the future of
customs operations.

Customs Administration



2 Case study: Bangladesh

A feature of the Bangladesh Customs task is the land border that Bangladesh
shareswith India. Thisisadifficult border for customs administration because
it extremely porous.

The mgor markets for Bangladesh exports are Western Europe and the US.
Almost three quarters of dl exports are sold in these markets. About 75% of
exports are garments, knitwear and hosery. It should be noted that these are
gross exports. Net exports of garments, which make alowance for the imports
of materids used to manufacture garments, knitwear and hosiery, are much
less. Jute exports, both raw jute and products manufactured from jute consgst
of about 8% of exports. Frozen food, largdly frozen seafood, comprises about
6% of exports. Leather exports are dso important with about 4% of exports
from this source.

Imports consst of capita goods, textiles, yarns and petroleum products. The
major source of importsis Indiawith over 20% of the total market. Other
magor suppliers are China (induding Hong Kong) with about 17% and
Western Europe with about 8% of the market.

The number of recorded internationd transactionsis large with about 4to 5
million transactions per year. There are gpproximately 4.5 thousand licensed
customs agents and gpproximately a quarter of amillion trading entities
engaged in internationd trade.

Domestic political pressure for reform

Bangladesh cusoms reform is a model for many countries Despite the lack
of adminigtrative reform in many other aress, reform in Bangladesh customs
can be regarded as successful ard enduring. Perhaps the mgor reason for the
reformsin customs was the recognition that Bangladesh needed to generate
domestic revenue and that potentia collection costs associated with customs
revenue were consderably less than the collection costs asociated with other
forms of taxes. Added to this was the widespread recognition within the
country that customs operations were corrupt.

Thereis now world wide experience that cor rupt practices that benefit smal
groups a the expense of the wider community are difficult to maintain when
they become widdy known within the general community. Members of the
newly emerging private sector were particularly frustrated with the cogts of
internationd trade transactions and the way that some established firms were
able to recaive preferentid treatment.
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The reform process

In 1998 a nine year revenue administration modernization program (RAMP)
was introduced. This action was a necessary but not sufficient condition for
reform. Inditutiona reform had to be accompanied by acommitment to
reform from senior officids at the National Board of Revenue. Fortunately
this was forthcoming. In the early years, this was greetly asssted by support
from the Member for Customs. At lower levels there was a group of younger
professond officers who aspired to operate in a professond customs service.

With the essentid domestic support in place, the external support through
IDA, WCO and UNCTAD was able to be effective. It isimportant to identify
aggnificant festure of this external support. Because the domestic support
from NBR and others wasin place, the external support was ableto
concentrate on Smply providing congructive professond support for the
reforms rather than becoming involved in the political debate on the
weaknesses of the unreformed system.

The key feeture of externd involvement in Bangladesh customs reform is that
it was led domesticaly with externd professond support. There are many
examples where external agencies have attempted to lead the reform process
with disastrous effects. Bangladesh is a good example of where sustainable
refor ms have been achieved because a domestic commitment to reform was
reinforced with condructive technica externa support.

Customs reform was delivered through the IDA supported customs
adminidration modernization (CAM) project. The reforms are dong the lines

of those advocated in the Revised Kyoto Convention (Appendix 2). Although
Bangladesh is not yet a signatory to the revised convention, much of the
Bangladesh customs legidation and procedures are consstent with the

convention. In particular the customs clearance procedures, and

computerization have reduced clearance times and reduced the scope for
corruption.

The externd support for the reforms was conditiona on an externd pre-
shipment ingpection system for imports. This was seen as an interim mesasure
while the interna reforms were implemented. Given the success of the
reforms, it is now an gopropriate time to review the extent of pre-shipment
ingpection required. If it is possble to reduce the requirements for externd
pre-shipment inspection using accepted risk management techniques, there
will be savings to importers both in direct costs and in time involved to
complete theimport process.
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There are now dear indications of the success of the project:*

Thetariff schedulehas been greatly smplifiedand transparency has
increased. The number of tariff lines has been reduced from more than
16,000 codesto 7,055 HT Codes (In terms of the HT system thisis
dill moderately complicated and indicates extensive resort to loca

digits) There are now only five tariff rates (zero, 5%, 15%, 25%,
37.5%) wheress previoudy there were 8 rates. Rates within chapters of
the HT are amilar. This reduces the possibility that classfication

issues become the subject of commercid negotiation. Thereis some
minor smplification that remains to be completed. For example the 1%
landing charge could be incorporated into the tariff

The maximum number of signatur esrequired to achieve an export or
import clearance from 25 in 1999 to 5 Sgnatures.

Average export clear ance timesfor 95% of consgnments have been
reduced from 72 hoursin 1999 to 3 hoursin 2002.

The percentage of import consignments physically inspected hes
been reduced from 100% in 1999 to 10% in 2002. This has been
achieved without a commensurate reduction in illegd importation
because of the use of risk management techniques and pre-shipment
ingpections. The next reform in this area must be areview of pre
shipment ingpections.

There have been mgor improvementsin the data base hed by
customs. These improvements dlow for improved post clearance
audits and dlow better reconciliation of revenue collected with
clearances.

Inthe trial center, clearance forms are completed, assessment
provided and the trader then goes to the bank attached to the customs
point and pays the amount due. The clearance documents, together
with the payment receipt are then provided a customs for release of
goods. In thisway customs dfficids are not required to collect money
and reconciliation of clearances and payments at the close of the
working day is smplified.

Whilst thereis as yet no remote access for traders, thereisan agents’
room at the customs office where clearance forms can be prepared
and submitted via computer to the long room.

! Most of the SROs that provided for user specific concessions on imports have been

abolished. There are however capitd mechinery concessons for developing aess that ae
difficult to administer at the Customs point of entry.

2 Thereis some minor s mplification that remains to be completed. For example the 1%

landing charge could be incorporated into the tariff.
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External technical support for customs reform

A key feeture of the technica support has been that the computerization
program, in this case ASY CUDA, has been closely integrated with amore
gererd approach to customs reform. The Customs Adminigtration
Modernization (CAM) project, which was designed to upgrade customs
procedures in Bangladesh, was the vehicle in which the ASY CUDA project
was embedded. The contract for the first phase of CAM (CAM-1) was
awarded to aUS firm (Clapp and Mayne) in 1999. CAM-1 has asitsoveral
objective to reform cusoms to facilitate export oriented trade.

One of the activities that falls under CAM-1 isto improve the system by using
automated techniques. This activity involves the implementation of

ASY CUDA ++ software in partnership with UNCTAD. ASY CUDA++ costs
are covered by the Bangladesh Government supported by IDA credit, in the
form of adirect contract with UNCTAD.

There are other examples where computerization through ASY CUDA has
been attempted in theabsence of a broader program of customs reform.
This has generdly failed. ASY CUDA in Bangladesh however gppearsto be
successful. Not only has the implementation had the advantage of being
integrated into awider reform program but, Bangladesh has a customs task of
sufficient magnitude to jugtify a system such as ASY CUDA and has the
necessary numbers of computer literate personnd a middle management leve
to make the project sugtainable.

Issues in the reform p rogram that remain to be
addressed

While the reform program has been a success, there are issues that remain to
be addressed. These are summarized below.

There have been major delaysin computer procurement that have
affected the computerization component. The stated aims of
computerization were to introduce ASY CUDA++ a 5 project Sites,
ICD, Dhaka, Chittagong Benapole and Mongla Custom Houses, with a
central server a the Nationa Board of Revenue (NBR). Full

automation at the pilot Ste has not yet been achieved. ASY CUDA++
ingtdlation, together with procedura reform, has not been completed

a Dhaka and the system has yet to be implemented in Chittagong,
Benapole and Mongla Customs Houses.

Doubtsremain about the willingness of ASY CUDA officials in
UNCTAD to agree to the development, as part of the CAM project, but
outsde ASY CUDA, of separate modules that will be required. These
modules should interface with ASY CUDA. In order to interface,
Bangladesh technicians will require accessto ASY CUDA code. While
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the ASY CUDA personnd based in Bangladesh have made
congderable progress and operate well with the broader CAM team,
thereisalong hitory in other countries of UNCTAD’srefusd to
permit accessto ASY CUDA computer code in this way. For example
Bangladesh has alarge, complicated and unique system of bonded
warehouses. At present these warehouses are administered manually 3.

It will be necessary for Bangladesh technicians to be able to capture

inventory data from each warehouse and update the information using
entries into the warehouse system and drawdowns out of the

warehouse that come from ASY CUDA. They will need to develop

their own war ehouse module system with linksto ASY CUDA. In this
way updated inventory statements for each warehouse can be produced
and these can be checked againgt a physica stock check. Whether

UNCTAD will agree to provide the level of accessto ASY CUDA code
that isrequired for this task is amatter of conjecture. Smilarly the

CAM project will need to develop computer modules to manage the
Bangladesh export processing zones systemy. It should be recdled that
in Mauritius, which had a smilar duty free zone adminigtration
problem, officids withdrew from ASY CUDA because they could not
et the cooperation required to develop computerized management of
the zones that integrated with ASY CUDA.

Customs officids estimate that currently about 10% of import
declarations have duty and tax assessment made on the basi's of
declared vaue, rather than the c.i.f vaue on the documents
accompanying the goods. This means that on many items, the cusoms
officials smply do not believe the supporting documents
accompanying cleerance applications. Thisisahigh figure. It implies
that either there is Hill a considerable amount of attempted evasion by
traders or that there is unwarranted interference into commercia
dedlings by customs officids. Customs officids should work with the
agent network to reduce this figure.

To date there gppears to be very little use of the ASY CUDA data base
for post-clear ance audits and investigations. Thisisacommon
problem with ASY CUDA where implementation effort tends to focus
on data entry and reaively little effort is placed on training officidsto

3 The bonded warehouse system is extrem ely large and complicated. It consists of 2,670
garment warehouses for direct exporters, 605 Accessory warehouses used to for suppliersto
the garment manufacturers; 92 home consumption bonded warehouses; and 7 diplomatic
warehouses. Thereis acustoms staff of 116 full time officers engaged in the control of these
warehouses. Of these, 107 are inspectors and superintendents. Whilst the system remainsa
manual system it isimpossible to properly verify and account for stock held in this system.

* Bangladesh has 6 Export Processing Zones. They are administered by the Bangladesh Export
processing Zone Authority. It will be necessary to develop amodule that monitors inwards
and outwards movements from each EPZ. This should be linked to ASY CUDA with an
interface. Legidation for these Zones should be consistent with mode! legidation in Kyoto
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use the enhanced data base. It is only if the enhanced daa base is used
that the cost of ASY CUDA can be justified.

Thereisaproblem with the human resour ce base at customs.
Cugtoms organizations of the future will rely heavily on computer
technology. However there remain a Sgnificant number of officers
with very little training in IT. New entrants to cusoms with no IT
background continue to be recruited. At present non I T personne have

abetter career path in customs than people with IT training. Idedly
any new graduate entrant should have had formd IT training a

universty level and some should aso have some basic legd training.
All middleleve cusoms officids should receive I T training and their
progress in the organization should depend in part on ther
understanding of 1T issues. At present there are alarge number of

entrants to the Government service, with little or no I T training, who
list customs as their firgt preference. Questions could well be asked as

to their reasons for wanting to enter the customs service as recruitment
of some of these people may pose athrest to the sustainability of
customs reforms. Not only does there need to be abroadening of IT
skills within customs but there dso needs to be a degpening of

oecidig IT kills. For example thereisno IT Divison within
customs. I T experts have difficulty being promoted within the cusoms

and NBR organization. Thisis despite the fact that there are a number
of IT projects within cusoms and NBR and there is a generd
recognition amongst senior officers that there will be an increasing
reliance on IT solutionsin this area. As was pointed out the

ASY CUDA progress report for 2001-2002:

“An IT division is needed to provide the infrastructure necessary to
support ASYCUDA++ in an operational environment It should be
headed by a person of... at least commissioner level so that he/she can
relate to all of the senior executives of the organization who depend
and rely on data available from the customs system. This would
contribute to ensuring that 1T isrecognized by all as the strategic tod
it should be and is used by everyone...

Urgent consideration should now be given to establish the MIS
structure within NBR or risk loss of expertise and the failure to
maintain not only ASYCUDA++ but all other IT initiatives” (lan
Thomas and Shafiqur Rahman, 18 July 2002)

The area of Bangladesh customs where there is Significant lack of
trangparency isthe allocation of export quotas for firmsexporting
garments under quotato North America and Western Europe. The
Bangladesh Government has |eft the dlocaiion of these quotas to the
private sector. There is congderable politica involvement in the
distribution of quotas with riva palitica factions competing for power
to dlocate quotas to their supporters. One of the problems with the



system isthat it favors entrenched interests and makesiit extremely
difficult for new exportersto enter the market. Foreign invetors find
the system extremely difficult to penetrate. Reform of thisareaisa
major task. Fortunately if the undertakings made within the WTO by
the US and the EU to dismantle the quota system are implemented
much of the power of the garment manufacturers organization will be
eiminated. Any efforts by the association to control or license
exporters after this time should be resisted.

Figure 1 A well-designed long room Bangladesh
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Figure 2 Comparewith thelong room in Nepal Airport
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3 Case study: Nepal

An important festure of the customs task for Nepd isthat it is alandlocked
country sharing lorders with two mgor countries, Chinaand India The border
between Indiaand Nepd is extremedy porous and smuggling is common. The
border between Chinaand Nepal is able to be more dosdy controlled as there
are limited passes through the mountains that form the border.

Officidly 35% of imports are from Indiaand 13% from. China (including

Hong Kong). However an examination of imports from India shows that some
of these were not manufactured in India but rather are imports from third
countries that trengit through India. Aswas pointed out above thereisaso
condderable smuggling of items from India

Exports of garments and carpets comprise over 75% of total exports. A further
14% of exports congst of woolen and pashminaitems. Imports are primarily
cgpita equipment, consumer durable items and imported inputs used in

garment trade.

The number of recorded internationd transactionsisreatively smdl at about
200,000 clearances per year. There are about 5 to 6 hundred customs agentsin
the system. The Harmonized Tariff Classfication isused. The sysem used in
Nepd has 5,512 individud codes. There are 5 tariff rates, zero, 5%, 10%,
15%, 25% and 40%. Thereisa 10% VAT that gppliesto amost al items. The
VAT iscdculated on the landed duty paid vdue. Significant excise taxes are
confined to acohoalic beverages and tobacco products. Thereisavariety of
other taxes that are collected a time of clearance. The main taxesin this
category are alocd development tax of 1.5% and a security tax of 3%. Tariff
smplification could be achieved by amagamating the local development tax
and the security tax into the tariff.

Domestic pressure for reform

Nepd remainsin a state of civil unrest. Much of this unrest is driven by
disstisfaction with the qudity of governance and the perceived extent of
corruption within government. Over the last decade there has been amuch
gregter public awvareness of corruption.

Thereisagenera perception that thelar gest sour ce of corruptionin Nepd is
associated with customs and taxation. Nepa has implemented the inditutional
structures necessary to ded with corruption but there remains some doulbt

about the willingness of government to act. For example on August 16 2002
Investigation of Abuse of Authority (CIAA) officersraided the houses of 22

tax and customs officids. These officids were identified through an

examination of unexplained assets held by them and their families. Traders
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now complain that some of these officias have returned to their pogtsin
customs whilgt gill under charge.

Tradersin Nepa arein avulner able position. Shipping containers are
typicaly hired from Cd cutta and transported to Nepd. The containers are
hired for afixed number of dayswith pendty ratesif they are not returned
within the specified time. Delays a customsin Nepa can therefore be
extremdy expensive. Traders complained that customs officids vist ther
private resdences in the evenings with implied threets that shipments could be
delayed unless payments were forthcoming

Traders dso complain that regtrictive customs arrangements force them into
illegal practices. For example there are only two companies permitted to
import mohile telephones into Nepa. Given the number of brands of mohbile
telephones available in Nepal, it is dear that smuggling isrife. Even reputable
traders are pressured into smuggling to meet the demand for mobile
telephones with features that are not available in the telephones imported by
the two licensed firms. Another example is pharmaceuticals. Only
pharmaceuticas that are named on an gpproved list are permitted to be
imported. Chesgper pharmaceuticals with the same properties but with a
different name will be refused entry. Under these circumstancesit is hardly
surprising that there is atrade in smuggled pharmaceuticas.

If there was domestic will to take action, much of thisillegd activity could
be discouraged. For example relaxation of someimport restrictionswould
encourage more imports through legal channds and would result in grester
Government revenue. A properly functioning computerized system for
clearances could readily identify customs officers who delayed clearances and
a0 officers who dtered vaues of shipments and resorted to declared vaues
for calculation of tariffsand taxes. Provided traders were confident thet their
business activities would not be affected, many would provide informetion
relating to unofficia payments. However this requires awillingness to teke
action and follow through which is sometimes lacking.

Computerization of customs

There are ASY CUDA supported clearance points at Bhairawa, Birgung and
Biratnagar. In Nepd, unlike Bangladesh, customs computerization has been
attempted as a stand alone pr oj ect rather than integrated with a
comprehendve program of customs reform.

ASY CUDA hashad mixed success. The few local officerswithan IT
background are working under extremely difficult conditions with little
technica support. Thereisinsufficient hardware and hardware is subject to
regular breakdown (the ASY CUDA server is currently not operationd) and
the design of the mgor entry point & the Airport is .not suited to cusoms
clearance.
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Thereisinsufficient support from ASY CUDA to develop the system or even
keep the system operationad . One module that needs to be deve oped interndly

for Nepd is a computerized system to record exports and imports of imported

and inputs for exporters. Currently there is a manua passbook system that is
confined to exporters trading with India. The module should be linked with the
ASYCUDA system but it is unlikely that ASY CUDA officials would alow

the necessary access to ASY CUDA code that would be required to build the
interface.

Thereisaneed to computerize Tatopani Customs which isthe mgor entry
point with China. It is understood that about 20 containers per day pass

through this point and that ddlays of up to 2 daysfor containers are common.
Nepd adso has 143 smdl customs checkpoints dong the Indian border. These
cannot be ASY CUDA supported however, if ASY CUDA co-operation was
forthcoming it would be possible to support these points with a Windows

based Access system that could interface with ASY CUDA

Customs issues that require to be addressed

Reform in customs can only be achieved if there are strong domestic pressures
that recognize the need for reform. It is not possible to impose reform
externdly. There needs to be further evidence that the Government actualy
wants reform and is prepared take strong action againgt corruption. Once there
isrecognition of the need to reform and a preparedness to act, the following
key issues could be addressed.

The customs clearing point at the airport isbadly desgned and
encouragesillegd activity. Despite the fact thet thisisanew building,

it is unsuitable for customs operations. The building was provided as
part of an ADB project for airport upgrading. At no stage was there
consultation with customs regarding their requirements. A basic tenant
of customs operationsisthat in the clearance area customs officers and
traders should be separated. There should be no trader access to the
long room and traders should not have access to goods that have not
been dleared. All these principles are violated in the current airport
clearing system.

Thereisan urgent need for more hardware to support the
ASY CUDA system. At present regular breakdowns make the system
of limited vaue.

Thereis dso arequirement for mor e technical support for

ASY CUDA in Nepd. This should be done as part of awider cusoms
reform program similar to Bangladesh. Support should cover the
design and operation of clearance points, computerization of Tatopani,
and agrategy for handling remote smal ports.
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Some of the ideas that have been successfully implemented in
Bangladesh, such as connection of the customs office at the airport to a
bank so that customs officers do not have to receive money and
reconciliations between revenue and clearances are facilitated, could

be introduced. However thiswould requireexter nal technical
support.

The special problems of Nepal need to be examined. Sea cargo for

Nepa comesthrough Calcuttaand Haldia. At present, thecargo is
cleared twice, once at the Indian port and once when the goods enter

Nepd. Theimporter is obliged to gppoint a clearing agent in Cacutta
aswdl asone a the border. These arrangements can be improved.

Figure 3: Poorly designed clearancefacilitiesin Nepal
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Figure4: Importersin the warehouse with uncleared goodsin Nepal
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4 Third countries’ case study:
South Pacific

The South Pacific consists of a number of independent small states”® Despite
some recent success gories, they face afor midable challenge in cusoms
reform as detalled in Appendix 4. Mgor exportsin most are primary products
such as sugar, coffee, copraand timber. In the two largest countries, Papua
New Guinea has alarge mineras sector and Fiji has a garments export sector
that has grown strongly in recent years. The mgority of imports are consumer
goods and cgpitd equipment. The consumer goods, which include motor
vehicles, dcoholic beverages and tobacco, are consumed by higher income
groups.

Tariff and taxes on imports

Tariffsand import taxesare primarily for revenue purposes Most countries
have either aVaue Added Tax (VAT), a Goods Tax or a Gross Revenue Tax
(GRT). Given the lack of domestic activity, the revenue from these taxesis
largely derived from the gpplication of these taxes on imports. VAT or GRT
when it applies to imported products is collected by customs at the port of

entry.

In some countries there has been some attempt to smplify the tariff structure

and introduce tariff reform. However reform is usually eroded over timeas
governments make ad hoc changesto tariffsin order to meet revenue
difficultiesand cater to domestic pressure groups requesting higher protection.
Papua New Guineais agood example where wide-ranging tariff reformis
gradudly being eroded by ad hoc individud rate tariff changes which are
implemented in the course of the annud budget.

Given that the tariff is essentidly for revenue purposes and domestic taxes are
usudly low, thereis a case for introducing a wideranging excisetax that
would gpply to both imports and competing domestic activity. If the excise tax
was gpplied to luxury goods, the tax would impart some income progressively.
Domestic activity of luxury goods, gpart from tobacco products and dcohal, is
virtudly none existent which meansthat the excise tax would be largely
confined to imports. At present Papua New Guineais moving to this type of
excise tax.

Institutional structure

Inthe larger countries customsispart of a Revenue Commission that covers
both taxes on internationd trade and domestic taxes. In most countries

® Details relating to Customs administration in indiividual states are contained in Filmer and
Lawson (2002).
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collection of domedtic taxes is difficult, particularly for medium and smaler
szefirms. Thismeansthat thereisagreet reliance on taxes and tariffs
collected by cusoms at the point of entry.

Political will for reform

Domedtic palitica will to implement cusoms reform varies significantly
amongst countries of the South Pecific. Domestic politica will to reform has
been strong in countries such as Samoa, which can be regarded as the success
gory of the South Pacific, whilst in other countries, notably the Solomons,
there have been few signs of domestic will to reform

At times there have been attemptsto impose reform externally. These
attempts have invariably faled. The Solomon Idandsis a good example where
an attempt was made by donorsto impose financia reform externdly. These
attempts failed. However there are Sgns even in the Solomons that if domestic
pressure for reform exists there is much greater chance of successful
implementation.

In the Solomons in 2001 tariff remissions were widespread. Any Minister was
able to authorize atariff remisson for a shipment. Importers Smply
goproached a Minister and requested that they be provided with an
authorization for duty free importation.

By the end of 2001 knowledge of this arrangement was widespread amongst
the generad community. The main newspaper® in the country published alist of
the names and addresses of mgor remisson recipients, including the goods
they imported, and the amount of duty they evaded through the remisson
system.

The domestic pressur ethat resulted from this resulted in the Government
closing off this arrangement by requiring acommittee to gpprove any
gpplication for remisson as from January 2002. This has resulted in amgor
decrease in revenue |oss from remissions.

Computerization

There has been heavy pressure from UNCTAD for countries to adopt
ASYCUDA. In the 1990s Papua New Guineawas the only country in the
South Pacific usng ASY CUDA. In the late 1990s a program was introduced
by UNCTAD to induce South Pecific countriesto adopt ASY CUDA. The
strategy was to increase the market for ASY CUDA. Countries that did not use
ASYCUDA were offered ASY CUDA++ with funding through loans. Since
Papua New Guinea aready used ASY CUDA, it was excluded from the
program. This meant that the country with most experience with ASY CUDA

® Solomon Star, Wednesday 18 July 2001, page 8
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was excluded from the program and was obliged to continue with an older
unsatisfactory version, ASYCUDA 2.7.

While ASY CUDA++ is suitable for some of the larger countriesit is
unsuitable for many of the smaller countrieswhere a Windows based
solution using an Access data base is a much better, and cheaper, approach.

There are particular ASY CUDA problemsthat affect the South Pacific.
ASY CUDA isunsuitable for systems where there are many remote small ports
since these ports do not have the number of clearances necessary to judtify
ASYCUDA. In addition, any breskdowns in the UNIX system on which

ASY CUDA is based present mgjor problemsin remote aress. Thereisa

solution for this which would entail the design of a smple Access based

system for remote ports and an interface so thet the information could be

merged with the ASY CUDA head office data base. However ASY CUDA staff
are reluctant to provide users with access to the code so that a suitable

interface could be designed.

Other problemswith ASYCUDA indude difficulties with bonded warehouse
control. Once again this problem could be solved if ASY CUDA dlowed user
access to code so that users could design their own warehouse module that
would interface with ASY CUDA.
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5 Conclusions and lessons for
reform

Customs reform and its links to investment

Cugtomsreform is of particular importancetoinvestment in export oriented
activities. Export activities are obliged to be internationaly competitive. That
means that not only must the export task be efficiently carried out, but the

exporter must have access to imported inputs at internationaly competitive

prices. Foreign investment in import competing activitieswill aso usudly find

it to their advantage to be internationaly competitive; if they are not, they

must rely on tariff and other trade barriers for domestic market share.

Cusgtoms impediments have a number of adver se effects on competitiveness.
They can add to costsin anumber of ways. The most obvious way iswhen

they impose additiond cods, ether in the form of taxes and tariffs or,

dterndivey, in the form of unofficid payments that must be meade to avoid

other higher cogts. Often customs impediments involve additiona costs of
unnecessary paperwork to meet customs requirements. Mostly customs
impediments impose cogs in terms of time. In many less developed countries
where capitd costs are high, delays thet tie up capita are extremely codtly.

Customs impediments can dso introduce increased unpr edictability into the
trading environment. For example, if there is discretion in the system,
unexpected delays can arise and in some cases there will be differentia
treatment between traders. As a generd rule, the more officids required to
ingpect and gpprove atransaction, the greater the delays and the greater the
scope for corruption. Reforms can result in mgjor savings for exporters, such

as those in Bangladesh where the maximum number of sgnatures required to
clear goods has dropped from 25 to 5 in four years and export clearance times
have dropped from an average of 72 hoursto 3 hoursin the same period.

It isnot only smple cost competitiveness that can benefit from customs
reform. For example, Fiji’ s higher labor costs mean that Fiji’s exporters of
garments and footwear cannot compete on a price basis with exportersin low
cost countries such as Cambodia Fiji competesingteed on its ability to
deliver higher qudity garments extremey quickly. They are regarded asa
religble supplier that can meet orders, particularly smdl one-off ordersina
way that many lower cost competitors cannot. This saling point relies on good
transport and communication and a customs system that facilitates trade.

The customs environment

The customs clear ance process has not changed greetly for many years. Each
shipment, whether an export or import, has documentation that must
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accompany the goods that comprise the shipment. Each shipment is assessed
separately for tax and the associated documentation is processed. The trader
then pays the outstanding taxes and the goods are released.

Typicaly the processing is carried out using avariant of theindudtrid

assembly line. The physicd environment for processing usudly involves a
customs “long room” where documents are passed down the line asthe
various processes are completed. The officers working in the long room
should al be customs officers. These officers receive the documents from
traders or their agents, complete the process for which they are responsible,
and pass the documents on to the next stage of processing. Oncethe
documents have been passed through the various stages in the long room they
arereturned to the trader or trader’ s agent. Only customs officers should have
entry to the long room.

Despite the fact that basic customs procedures have remained essentidly the
same for many years, there have been important changesin the customs
task. In developed countries the importance of customs collections as a source
of revenue has declined. In developed countrieswhereit ispossbleto
efficently collect domestic taxes, such as income tax, these taxes have
increased over time while customs taxes have declined. For examplein the
1860s US, customs was the source for about 90% of al revenue collected.

Today, US customs tariffs account for about 1% of al revenue’and excise
collections amount to about 4% of dl revenue. In many less developed

countries where collection cogts are high, customs collections, remain an

impor tant sour ce of revenue. In some countries in the South Pecific, taxes on
imports and exports collected by customs represent the magjor source of
Government revenue. For example, in Vanuatu tariffs and taxes on exports

and imports amount to about two thirds of total government revenue. If VAT
collected on imports by customs at the port is included, about 90% of dl
government revenue is collected at the port by the customs administration.

Indl customs system there are increasing pressures for clearances to be
processed in theminimum time and with the minimum disruption to the
trangt of the goods. Thisis one of the factors contributing towards the
increased computerization of customstasks Itisdedrableto collect
datistics on clearance times and to monitor changes over time. These gatigtics
can be produced by most countries with computerized processing systems,
However there are many countries that are understandably reluctant to produce
these figures. For example these figures could be produced in Nepd however
it s;emsthat they are unavailable.

’In the US trade barriers are not designed for revenue, rather they are designed to placate
domedtic political pressures. For example in the US here are significant non tariff barriers-
such asimport quotas on beef and so caled “voluntary” restraintsthat limit imports of
garments from devel oping countries. If revenue collection was the primary objective, these
non tariff barriers would be converted to tariffs so that revenue could be obtained.
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While the clearance process hassmilaritiesin amost dl countries, there will
aways be important differences. The customs environment will differ between
countries for reasons that may be outside the control of the customs
adminigration. Differences in the environment can arise due to differences
in resource endowment and geographica location.

For example, the customs environment will differ greetly for countries that
have land borders such as Afghanistan and Nepa compared to countries that
have sea borders, such as Sri Lanka, and the Philippines. Some countries have
many points of entry requiring awiddy dispersed customs service whilst
others are fortunate to have afew large points of entry. Some countries, such
as Mexico’ which has dose links with the US economy, have specia pressures
to upgrade their customs services and adopt procedures that will not adversaly
affect their ability to compete in the US domestic market.

Customs administration relies on the rule of
law®

Any customs administration must be based on the rule of law. It isimpossible
to have an efficient customs service without the rule of law. Attemptsto
reform customs adminigtration before establishment of arule of law will fall.

Afghanistan is an example of where cusoms administration has broken down
because of abregk down in the rule of law. According to reports from officids
in Kabul, gpproximatdy $US6 to $US7 million customs duties are collected
each month a Afghanistan’s border posts with Pakistan, Iran, and Uzbekistan
but only about $US200 thousand per month ever reaches the Finance Ministry
in Kabul. The problems here are well beyond any possible reformsto the
customs adminigration. Thisis not an isolated ingance.

InMongolia, inthe early years after trangtion from a Communist country,
some state-owned enterprises would Smply refuse to pay duties on imports
and the Ministry of Finance was powerless to enforce payment. Until recently,
the payment of tariffs and taxes on imports in many South Pacific countries
was virtudly a voluntary activity.

Thetime necessary to undertake the legal reform onwhich cusoms
adminigration is basad is often underestimated. For example, Sachs (Koves
and Marer, 1991: 256) has suggested thet the complete indtitutional and legdl
basis for dl economic reform can be established in one year. This seemsto be
wildly optimigtic.

8 Mexico also has special issues associated with the relatively large com ponent of passenger
accompanied baggage. Theissues of passenger accompanied baggage have not been covered
inthis paper because they usualy form only asmall component of goods trade.

® For adiscussion of the rule of law and economic reform see Chetterjee et d. (1996). A copy
isprovided on CD ROM for Roundtable Participants)
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What is misunderstood by many expertsisthat the rule of law is not
implemented by smply enacting legidation. Respect for the law, and a
willingness to abide by the law requires time to develop. There hasto be a

legal culture wherethereis a genera acceptance within society that issues are
resolved within alega framework. Agents within the syssem must confidently
expect others within the system to abide by the set of rules contained within

the lega system.

Customs reform cannot be imposed externally

One of the most difficult lessons for externa aid agenciesto learn is that
indtitutiona reform cannot be imposed externaly. For reform to be successful
the pressure for customs reform must come from domestic sources.™® Therole
of externd agencies in cuoms reform isto provide technical and professond
support for the domestic agents of reform.

Obtaining meaningful domestic support from within the customs
organization is often difficult. Customs reform is usudly seen by eements
within the system as thregtening their specid interests. There will be customs
officias who are opposed to reform because it threatens their power and
ability to extract income from their position. Smilarly established firmsthet
have lived with the existing system and invested heavily in order to obtain a
favored pogtion in the system are often reluctant to support reform.

It needs to be remembered that customs reform requires the cooperation of the
very people who have benefited from the unreformed system. Customs
adminidrations usudly employ alarge number of people. At the outset most

will not be committed to reform. Experience has shown that reform only has a
chance of being successful if there are af ew people within the or ganization
who are committed to reform and who can gradualy change the internd

culture.

The case study of Bangladesh provides a good example™ of how these
domestic forces can arise. In Bangladesh there was strong domestic pressure
that was externd to the customs adminigtration. When the Government
endorsed the nine year revenue adminigiration program (RAMP) in 1998, it
was againg the background of a succession of other failed policy inititives
that had been adopted by the Government, under externd pressure from the
multilateral agencies. The difference with RAMP was that the program was
strongly supported from within the bureaucracy by the heed of the NBR and
the Member for Reform and Board Adminigtration.

1911 the South Pacific there are cases where foreigners have assumed line positionsin the
Customs, Revenue Commission and Finance Ministry . This strategy hasin amost dl cases
proved to be adisadter. It creates resentment amongst nationa officias and producesinterna
pressures within aready weak ingtitutions.

! The details contained in this summary of Bangladesh experience are closgly based on the
account contained in Drape . A copy is provided on CD-ROM for Roundtable participants.
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The Member continued his active support for the program when he became
Acting Chairman and then again as Reform Member. The new Chairman aso
strongly supported the project. In addition there was dso strong support from
the then Member for Customs who, in the year before he retired, promoted the
reform amongst customs officids. Bangladesh was dso fortunate to have a
smadl group of younger, reletively better educated, customs officers who were
strong supporters of the reform program. Elements of this group till operate
within the system. They were strong supporters of amore professiond
customs service.

Domestic pressuresfor reform can emergein a variety of ways.
Community pressure for reform can be effective. Most South Pecific customs
adminigtrations await major reforms (Appendix 4). One of the most notorious
has been the customs adminigtration in the Solomon Idands. Thesuccessful
domestically driven experience was discussed earlier.

Features of an efficient customs administration

The primary task of an efficient customs adminigration isto collect duties and
taxes set by Government while a the same time ensuring the prompt clearance
of goods'?. Customs administrations should have minimum inter ference
with commer cial activitiesand decisons commensurate with their
responsbility to collect tariffs and other taxes.

It follows from this that there are basic featur esthat a customs adminigtration
should possess. These features are summarized below.

Thereisaneed for transparency of dl actionsand legidation.
Customs decsons should be based on legidaion and guiddines that
are fredy avalable to the generd community. Customs adminigtrations
should be subject to audit and be prepared to account for their actions.

Cugtoms adminigration should be predictable. The best way to
achieve predictability isto have trangparent legidation, and to
minimize dtuations where officids have adminigrative discretion.

Cugoms legidation should becompr ehensive. This principle follows
logicdly from the requirements for transparency and predictability.
Without comprehensiveness there must inevitably be adminigrative
discretion.

12| this paper we ignore secondary objectives of Customs administrations, sich as prevention
of trade in goods that have negative externdities, such as drugs.
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Thereisaneed to ensure that customs legidation and procedures are as
simple as possble The use of standardized documents and procedures
will contribute towards achieving smplicity. This objective dso has
implications for tariff reform o that there is the minimum number of
different rates and taxesin the schedule.

Customs adminigtrations should beaccountable for ther actions
through transparent and accessible processes of adminigtrative and/or
judicid review.

Cugtoms adminigration should attempt to make the minimum
demandson trader sto achieve compliance congstent with the
customs adminigration’s responsibility to collect al taxes and tariffs
that are imposed by Government.

The design of an efficient cusoms adminigtration is not difficult. Legidaion
and operationa guiddines can be built around the principles outlined above.
Technicd assstanceis avalable a dl stages in the developmert of an
efficient system. Technical assistance ranges from externd advisors,
provison of modd legidation, through to the software required to process
clearances. Thereal difficulty in cusoms adminigration isthe
implementation of the system and the domedtic palitica will that is required to
successfully carry out the implementation process.

The tariff and taxation regime

Therole of cusomsisto efficiently process internationd trade transactions,
collect tariffs and taxes that apply to these transactions. It should not be
involved in the setting of these tariffs and taxes. Tariffs and taxes should
not be dtered without detailed consderation. One of the problems with many
developing country adminidrationsisthat tariffs are essentialy st by officids
with a primary responghility for revenue. The important resource alocation
effects of tariffs are often ignored. Revenue pressures place pressures on
adminigtrations to make ad hoc tariff changes. These ad hoc changes increase
the complexity of the tariff, and make the tariff sysem more unpredictable. In
Augrdia, tariffs are dmost invarigbly only atered after public inquiry and a
recommendeation by an independent commission. These safeguards protect the
integrity of the tariff system and provide investors with grester confidence to
meake longer term investment decisons.

Many tariff regimes have arrangements to provide concessions for some
imports. For example, some countries offer concessons for foreign investors
requiring imports of materials and capita equipment. Asagenerd principle
concessions should be minimized. They disiort relative prices of Smilar
products and they increase processing cods. It isimportant that the right to
import concessonsis clearly defined by legidation. Cusoms officias should
have no discretion in granting or denying concessiond entry.
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In the South Pecificin Samoa for example,foreign investors were ableto
negotiate alist of items that were able to be imported a concessonary rates.
Each investor negotiated a different list of items. The adminigtrative
requirements to supervise these arrangements were well beyond the Samoan
Customs Bureau and as aresult there was inadequate supervision. In Fiji
exporters were able to receive duty free entry for imported items required as
inputs. An investigation reveded that in some cases exporters had imported
inputs amounting to many times the value of their dedared exports®.

Commodity classification and valuation

The advantages of using astandard inter nationally agr eed classification of
commodities for cusoms adminigtretion is obvious. Almos al countries now
use the Harmonized System (Appendix 1). The advantage for tradersisthet it
reduces classification costs because the same codes are used on an item as it
passes across any border using the HS system.

The systemis consistent and transpar ent. It is supported by detailed
explanatory notes and a compendium of classfication opinions. The WCO's
Harmonized System Committee can provide arbitration on internationd
classfication disputes and the Harmonized System Review Sub-Committee
regularly reviews the Nomenclature to ensure that it is consistent with new
technology and trading practices.

Smilarly the use of standar dized documents for internationd trade purposes
is generdly regarded as an important step in developing an efficient customs
adminigration. Standardized documents should comply with the sandards
developed by 1SO (Internationd Organization for Standardization) and the
WCO (World Customs Organizetion).

The use of andardized documents assistsimporters and exporters as it assists
themto under stand the infor mation requirements, evenif theformisina
foreign language. The use of standardized documents will become even more
important as eledronic transmission of trade documents becomes more
widespread.

Valuation of goods isimportant Snce the valuation is usudly the base on
which tariff and tax ligbility is caculated. Mogt countries follow vauation
procedures set out by the WTO. These countries have agreed to Article VI
which atempts to provide abass for afar and neutrd system for the
vaudtion of goods. It does however provide customs with the right to ask for
further detals from the trader and, if it decided that the vaue isincorrect, a
vaue can be declared by customs for duty purposes.

Bin Fiji anew system operated by the exporters has enabled them accessto duty free
imported inputs whilst avoiding the obvious problems associated with the system described
here
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Valuation isamajor issuein thetwo South Asian countriesreviewedin
this paper. In Bangladesh Customs officid's estimate that currently about 10%
of import declarations have duty and tax assessment made on the basis of
declared vaue, rather than the c.i.f value on the documents accompanying the
goods. This means that on many items, the customs officis smply do not
believe the supporting documents accompanying clearance gpplications. This
isahigh figure. It impliesthat ether there is sill a consderable amount of
attempted evasion by traders or that there is unwarranted interference into
commercid dedings by customs officids. Customs officids should work with
the agent network to reduce thisfigure.

In Nepa, according to the trading community, the threet of declaring a higher
vaue and delaying clearance is used to extract illegd payments from traders.
If the computerized system was working (the server is currently not
operatiord) it would be possible to identify officersinvolved in the regular
use of declared values and in ddlaying clearances.

Customs operations can be facilitated by
computerization

Efficient customs administrations must address the issue of computerization.
There are significant advantages to computerization of cusoms even when
the leve of transactionsis quite low.

The main advantage isthat computerization reduces clearance
times. The size of the paperwork involved in processing goods through
customsis extremey large. In Bangladesh there are between 4 and 5
million transactions per year. Any single clearance point with more

than afew thousand clearances per year will benefit from some form of
computerization. The most widdly used software in developing
countriesis ASY CUDA, whichisaUNIX based system that was
developed by UNDP (detailsrelating to ASY CUDA are contained in
Appendix 3) ASY CUDA can bejustified at a port that processes more
than about one to two hundred thousand clearances per year. Less than
thislevel of dearances, and other smpler and cheaper computer based
solutions can be implemented.

There is overwhdming evidence that computerization speeds up
clearances. At theICD pilot Stein Bangladesh ,which has been
operationd snce May 2002 and live snce May 2002, the proportion of
same day clearances rose from 7% in March 2002 to 47% in June
2002. In devel oped countries the speed of computerized clearancesis
remarkable. At the cutting edge of this technology isthe US Nationd
Customs Automation Program Prototype which is designed to dlow
the rgpid importation of motor vehicle parts into the US from Canada
and Mexico by designated importers such as Ford, Daimler Chryder
and Generd Motors. These manufacturers hold very smal stocks of
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partsand it is essentia that suppliers can meet orders for parts quickly.
In this system documents relating to a shipment are entered
dectronicdly and the goods can usudly be deared within 20 minutes
of receipt of the documents by customs.

A second advantage is that computerization promotes simplification
and standar dization of documents and procedur es. The introduction
of computerization dmogt invaridbly has as afirs step the

smplification and sandardization of coding sysemsfor bill of entry
completion. Computerization should dways commence with a

complete documentation of the system. The ASY CUDA software is
built around internationa standards. These have to be introduced

before the software can be implemented. For example the ASY CUDA
system requiires the clearance form to comply with internationd

gandards set out by the World Customs Organization and it is built
around the Harmonized System (HS).

Computerization reduces administrative discretion and requires
the codification of rules and concessions. Unambiguous decison
rules must be documented and incorporated in the software. The

smple exercise of congructing aflow chart of the processing

procedures as a precursor to software design will identify areas of
adminigrative discretion. Computerization and the related activities
required to for implementation, improve transparency and reduce the
problem of differentia trestment between firms and individuds

involved in internetiond trade.

Computerization reduces the amount of processing errors. Errors
can aise in entering data and caculating duty ligbility. Whilgt errors
can ill occur in an dectronic system, built in error checks can often
immediately identify these problems. For example most software
systemswould autometicaly check whether an entry in the HT code
box was in fact alegitimate code and would automaticaly enter the
goods description that corresponded with the code, thus avoiding errors
in goods description. Smilarly, the sysem would only require deta
entry of theidentification code for the trader. The software would then
check that the identification code was a legitimate code and enter the
name and address of the trader automatically. Software will dso carry
out the taxation ligbility caculation.



Computerization improves the quality of record keeping. It allows
for audits and some aspects of customs performance, such as
clearance times and revenue collection, to be monitored. Itaso
assgs with taxation investigations in generd. For example ligts of

mgor trading companies can be extracted from the ASY CUDA system

and compared with records of other tax payments for the same firm. As
customs services atempt to reduce clearance times by reducing

ingpections at time of clearance, there will be an increasing need for
post clearance audit. Post clearance audit can only be carried out

effectively if comprehengve, accurate records are maintained.
Increasing use of bonded warehouse facilities, or Smilar arrangements
where tax liability is not required to be paid at the time of clearance
will aso require records to be maintained so that tax owing can be
ether paid or cancelled at some later date.

Computerization also allows for other associated improvementsto
be introduced. For examplein Bangladesh the system now alows for
abank branch to be connected to the system so that once an assessment
is made the firm can pay the taxes owing a the bank and then cleer the
goods. In thisway the customs officers do nat handle money and the
reconciliation between assessments and revenue collected (which

should be done on a daily beds) is facilitated. The interface with the
banking system can be a smple single branch arrangement asin
Bangladesh to a much more sophidticated system that would be used
with aremote direct trader input system. Computerization aso dlows
for improved risk management techniques, such as automatic
identification & time of dearance gpplication for high risk shipments.

Computerization can allow for remote clearance of documents.
Under these arrangemerts firms can complete their clearance
documents dectronicaly and pay any tax liability without being

required to join queues a the clearance house. However ASY CUDA
has been particularly dow in incorporating acceptable remote
clearancefacilities. It is largely because of these problems that
comprehensive remote clearance facilities are not available to traders

in Bangladesh.

The choice of appropriate computer software for customsisan issue that
depends in part on the number of dearances and the natur e of the customs

task. Most smdl to medium sized countries use ASY CUDA which is software
for customs designed and promoted by UNCTAD. Some countries, where
there is a strong base of customs officers with computing skills such as Si
Lanka and the Philippines have benefited greatly from ASY CUDA. However
ASYCUDA isnot asuitable piece of software for al developing countries. Its
magjor weeknesses are that there are problems handling remote points of entry
where the number of clearancesis small; some users find the bonded
warehouse controls inadequate; the system does not adequately handle free
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trade zones, it is not designed to collect domestic excise; the systemn does not
handle voluntary export restraints; and it does not handle revenue from
licenses and fines. Issues regarding the choice of software are covered in

Appendix 3.

There are some important lessons to be learnt regarding computerizetion by
looking at the experiences of Bangladesh and Nepd and the South Pecific. In
Bangladesh computerization was seen as a component in awider customs
reform program. In Nepd, asin many other countries, computerization was
undertaken in isolation of more generd reform. It is dear from andyss of the
experience of different countries that computerization is likely to be much

more effective if the Bangladesh implementation Strategy is used.

One of the important lessons of the South Pecific is that computerization

should always be accompanied by a contingency plan so that clearances can
proceed when there is a computer failure. Usudly contingency plansinvolve
having amanua processing procedure that can be used for short periods when
there is a computer failure. Manua records can then be entered as post entries
into the computer system once the computer facilities are restored. The South
Pacific experience dso shows the importance of having fully functioning

computer equipment in reserve so that a hardware problem can be resolved by
smply switching to reserve equipment until the hardware is repaired.

However, it is often difficult to convince Governments of the need to have
reserve equipment for customs when the system gppearsto be able to
operate without this equipment. It should be noted that Nepd in particular isin
urgent need of contingency plans becausetheir customs computer hardware is
currently stretched to well beyond acceptable limits. At present, the centra
server has ahardware fault that rendersit inoperable. A back-up server would
have resolved this problem. It must be accepted that breskdowns in hardware
and power falures are inevitable and plans need to be in place to meset these
problems. Even in Bangladesh, there is a need for reserve hardware to meet
hardware failure. Given the shortage of hardware and the number of
clearances that must be processed in Bangladesh, there is the potentid for a
magjor catastrophe if hardware were to fall.

Risk management

Risk management is an issue that should be congdered in any customs reform
program. It benefits traders who comply with the law and assists customsto
meake cost savings through optima alocation of resources. The major benefit
to tradersis that for most traders the bulk of clearances will be processed
quickly without being subject to physica examination.
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In consdering the risk, two factors need to be consdered; the potentia
revenue loss and the prabability thet evasion will be attempted. For any given
levd of expenditure on investigation, optimal allocation of compliance
resour cesrequires tha, for those transactions sdlected for investigaion, the
potentia revenue logt from non-compliance, multiplied by probability of
detecting non-compliance when the transaction is investigated, should be
maximized.

Table 1, which rdaes to the South Pacific, shows how these factors can be
anadyzedwhen dlocating resources to check compliance of Vadue Added Tax
collected on imports. Activities are classified by risk of evasion and
potential revenuelost. Inthe Table below resources to check on compliance
should be focused on activitiesthat fal in the bottom right hand corner box -

that is activities where the risk that attempts to evade tax are high and the
potentia revenue lossis large. In the South Pacific these are bonded

warehouse operators and logging firms.

Table1l: VAT revenueloss and risk of avoidancein the South Pacific

Potential VAT Revenue Loss
Low High
Low Small scale retailers of  jLarge Multi
imported consumer National
goods companies
Evasion
Risk
High Small scale primary Bonded
producers and small warehouse
locally owned retailers operators and
Logging firms

Source: Flmer and Lawson (2002)

It should be emphasized that risk management will not obviate the need for
some random checking. Risks change over time and random checking will
provide a guide to the design of the larger risk management system. A
computerized system can aso assst with random checking and ensure that
discretion by customs officids in the choice of goods to be ingpected as part of
the random check processis reduced to a minimum.
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Model customs legislation

For countries that have the politica will to reform their cusoms
adminigration, there is now extremey useful materid in the revised verson of
the Kyoto Convention on the amplification and international harmonization of
customs procedures (Appendix 2). The revised Kyoto document provides a
comprehensive blueprint for customsreform. The Annexesto Kyoto
contain modd legidation and implementation guidelines relate to key topics
such as customs warehouses and duty free zones.

Emerging issues for customs administration

Anissue that has received little attention in customs reform has been the
allocation of export quotas for firms exporting garments under quotato
North Americaand Western Europe. Accessto these quotas will bea
sgnificant factor in any decision to invest in the garmert sector in countries
such as Bangladesh.

Thereisasignificant lack of transparency in the area of export quota
adminigtration in Bangladesh. The Bargladesh Government has | eft the
dlocation of these quotas to the private sector. There is congderable political
involvement in the distribution of quotas with riva politicd factions

competing for power to dlocate quotas to their supporters. One of the
problems with the system isthat it favors entrenched interests and makes it
extremely difficult for new exporters to enter the market. Reform of this area
isamgor task. Fortunatdly, if the undertakings made within the WTO by the
US and the EU to dismantle the quota system are implemented, much of the
power of the garment manufacturers organization will be diminated. Any
efforts by the association to control or license exporters after thistime should
beresisted.

An emerging issue for customs adminigration isrules of origin. There has
been amovein recent yearsin world trade towards bilaterd trade dedls, which
is fundamentd to the WTO multilateral arrangements, rather than use of the
most favored nation gpproach. It has become necessary for customs
adminigtrations to use rules to determine the cauntry source of imports. This
becomes difficult in cases where atrade ded is entered into by countries such
as Bangladesh and Nepd with India and imports enter Bangladesh and Nepa
from India but with substantial manufacture carried out in athird country- e.g.
Japan. The arrangement can produce massive complications to cusoms
adminigration.

There can besignificant clearance delays whilgt the country of originis
determined. For example, in smdl southern African states, most HS codes
havethreedifferent rates arate tha gppliesto South Africa, another to other
southern African states, and athird to the rest of the world. The first two of
these rates are then subject to annua downward movements. The proposed
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rules of origin that have emerged to prevent misstatement of country of origin
have, in this case become bizarre. The problem for traders is that they will be
required to produce detailed information on the manufacturing process before
qudifying for concessond entry under abilatera trade arrangement.
Problemsin this areawill continue to emerge while the WCO cannot agree on
arecommended trestment for rules of origin or until these bilateral dedls can
be brought back to aWTO mogt favored nation bass.

Customs administrations in the 21% century

Advancesin éectronic communications and the dectronic storage and
retrieva of data are likely to bethemain driversin changesto customs
adminigration in the mgor developed countries. Other cusoms
adminigrations are likely to follow. Reamote clearance and eectronic
transmission of documents will become the norm. Electronic scanning of
goods will increase. For some goods the documents will be attached
dectronicaly so that they can be extracted by scanning.

Risk management will dlow thetraditiond requirement for each clearanceto
be linked to its own documents to be relaxed. The requirement thet eech
clearance has its own set of documents for clearance has been abasic principle
of customs for over one hundred and fifty years. However with therapid
growth in internationd trade thisis seen as amgor congtraint because of the
number of clearances that are now processed. Instead mgor firmsarelikey to
be able to submit a monthly or weekly statement of dl shipments undertaken
over the period. Payments would then be made dectronicaly.

The changesin customs procedure will mean that there will be adifferent mix
of skillsrequiredfor cugoms officids. Information technology skills will be
required for virtudly al professond officers within the cusoms

adminigration. In many adminigrations, such as the Bangladesh

adminigration, there will need to be a grester integration of staff with
information technology staff and the rest of the organization.

Asthe importance of the requirement to obtain revenue from tariffs and other
trade barriers declines, the good news for tradersisthat thereislikely to bea
shift towar ds allocating customs resour ces to improve the processing
speed. Asdomedtic taxation structures improve and coll ection codts for
domestic taxation decline, there will be grester emphasis on tax collection

from domestic sources and less on tariffs and related measures. Thisis dready
the case in the maor developed countries and other countries will inevitably
fdlow thistrend.
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Appendix 1: The harmonized
commodity description and coding
system

The Harmonized System (HS) is an international commodity classification
system developed by the World Customs Organization (WCO). The
international commodity classification congsts of Sx digits. Loca digits can
be appended to the six digit number when required. More than 98% of world
trade is currently classified under the HS.

There are many advantages to the use of a common classfication system.
Once acommodity has received a dassfication itsinternationa code (thet is
thefirst 6 digits of the code) will remain the same asit movesinternationdly.
The system reduces classfication costs for importers and exporters and it
assgsin the detection of illegd transactions (For example using the HS Code
it is possible to identify exports from the South Pacific of logs to Japan and
Maaysaand then, using the Japanese and Maaysian import satistics of raw
logs, establish that importsinto Japan and Madaysia of these HS Codes far
exceed the gtated exports from the South Pecific. Thisisindicative of
widespread illegd logging and smuggling of timber in the South Pecific. This
type of analysis could not be carried out unless countries use acommon trade
classification). The HS classfication system aso facilitates internationd trade
agreements because an item can be defined by its code.

The HSis supported by detailed explanatory notes and a compendium of
classfication opinions. The WCO's Harmonized System Committee can
provide arbitration on internationa dassification digputes and the Harmonized
System Review Sub Committee regularly reviews the Nomenclature to ensure
that it is consstent with new technology and trading practices. While
classfication issues a this level must be raised by Member adminigrations,
there is private sector involvement. The (ICC) Internationa Chamber of
Commerceisinvited as an observer to meetings of the Committeeand is
consulted regarding technicd information on classfication.

The HS Nomenclaure is structured by economic activity or component
materid. For example animd and anima products are found in one section
and machinery isfound in ancther. The nomendlature is divided into 21
Sections and these sectionsin turn comprise one or more Chapters. There are
97 Chaptersin the HS. (Chapter 77 is currently not used, but is reserved for
possible future use) The firgt two digits of the HS sgnify the Chapter to
which the commodity belongs. For example mator vehicleswill dl have HS
Coades starting with 87 because Chapter 87 is. “Vehicles other than Railway”
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Typical Section Headingsinclude Section IV, “Prepared Foodstuffs;
Beverages, Spirits and Vinegar; Tobacco and Manufactured Tobacco
Subdgtitutes” and Section VI *Products of the Chemical or Allied Indudtries’

The Chapters of Sections | to XV (.except Section X11) are grouped by
biologica genus or by the component materid from which articesare
primarily made (eg .Chepter 41 “Raw Hides and Skins’, Chapter 42, “Articles
of Leather”, Chapter 44 “Wood and Articles of Wood”).

In those Chapters where items are classified by raw materid then, within the
Chapter, items are classified according to degree of processing. For example
Chapter 44 contains items such as rough wood, wood roughly squared, and
later in the Chapter, wooden finished products.

Some manufactured items where end useis readily determined are classified
by use or function. For example Chapter 88, “ Railway Locomotives’, Chapter
87 “Vehicles other than Railway” Chapter 88 “ Aircraft etc” and Chapter 89
“Ships etc.”
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Appendix 2: International Kyoto
convention on customs procedures

The smplification and internationa harmonization of customs procedures has
been an ongoing task. Effortsto further this objective date back more than 80
years. Currently efforts are focused through the World Customs Organization
(previoudy the Customs Co-operation Council).The Council has established
Conventions that are binding on Contracting Parties.

The WCO work in this area has been brought together in the Internationd
Convention on the Smplification and Harmonization of Customs Procedures
(Kyoto, 18 May 1973)

In June 1999 the WCO unanimoudy adopted a revised verson (Revised
Kyoto Convention) (See http:/www.wcoomd.org. for a complete copy of the
revisad Convention). The Revised Convention will enter into force once 40
countries have ratified or acceded to the Protocol of Amendment. To date 12
Contracting Parties have ratified or acceded (Algeria, Australia, Canada,
China, Czech Republic, Japan, Latvia, Lesotho, Maorocco, New Zedand,
Sovakia, and Uganda). Many customs organi zations have commenced
incorporation of the Revisad Kyoto principlesinto nationd legidation without
waiting for formd entry.

Therevisad Kyoto Convention is designed to be a blueprint of modern
customs procedures by enabling the implementation of effective controls
while at the same time facilitating internationd trade. The Convention
contains modd legd provisons covering core customs functions together with
detailed implementation guiddines, induding best practice information. It sets
minimum standards for predictability, trangoarency legd process and the use
of information technology. It contains guiddines for the use of modern
customs management techniques, including risk management pre-arriva
information, and post clearance audit.

The Convention recommends the minimum necessary control to ensure
compliance. For example one of the key gpproaches it recommendsfor trade
facilitation are “fast track” procedures for authorized traders with good
compliance records These fast track procedures include release of goods with
minimum information at time of entry and further information provided post
entry. Other important features of the Kyoto recommended gpproach include
the use of information technology and the reduction of requirements for paper
based documents. The benefits of the Kyoto approach are shared between the
national economy, the trade community and customs adminigtrations.
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The body of the convention and the centra annex contain the Convention
Rules. It is obligetory for a Contracting Party to accept without reservation
this part of the convention and the 121 legd provisionsit embodies. The 10
pecific Annexes that comprise 25 Chapters and 600 legd provisons can be
consdered separatdly by Contracting Parties. Acceptance isoptiond. A
Chapter or Annex can be accepted with reservations regarding the
recommended practices. Any reservation must be reviewed within 3 years by
the Contracting Party. Each of the Specific Annexes are supported by
implementation guiddineswhich are not part of the legd text.

Benefits of implementation of revised Kyoto convention

Beneficiary

Benefits

National Economy

Reduced Transaction Costs
Reduced Delays in the Clearance Process

Increased Foreign Direct Investment and
domestic Industry Development

Improve participation of smal and
medium sized enterprises

Lower Consumer costs
Increased Nationd Revenue

Trade Community

Faster, more predictable and efficient
clearance

Transparent Procedures

Rights of Apped againg trestment
Grester facilitation for compliant traders
Lower business costs

Enhanced competitiveness

Grester opportunity to use information
technology

Customs Administrations

Enhanced customs control
Increased trade facilitation
More efficient use of customs resources

Reduced integrity problem
Supply chain security and facilitation

The subjects covered by the Specific Annexes are set out below
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Customsissues cover ed by therevised Kyoto appendixes

Annex Topic

Annex A1 Customs formdlities prior to the
lodgement of the goods declaration.

Annex A2 Temporary Storage of Goods

Annex A3 Cugtoms formalities relating to
commercia means of transport

Annex A4 Relatesto treatment of stores on board
arriving vessdls, aircraft or train

Annex B1 Clearance of goods for home use. Note:
this Annex describes the format of the
clearance document

Annex B2 Reimportation in the same dtate

Annex B3 Rdief from import duties and taxes

Annex C1 Export procedures

Annex D1 Customs Warehouses

Annex D2 Duty Free Zones

Annex E1 Customs Transit (includes seals and
identification marks)

Annex E2 Transhipment

Annex E3 Coadta transport of goods

Annex F1 Inward Processing

Annex F2 Outward Processing

Annex F3 Drawback

Annex F4 Processing of goods for Home use

Annex G1 Temporary imports

Annex H1 Customs Offences

Annex J1 Travelers

Annex J2 Pogtd traffic

Annex J3 Means of Transport for Commercia use

Annex J4 Stores

Annex B Rdigf Consignments

Annex K1 Rules of Origin (Pending)

The implications in developing countries

It is possible to become a Contracting Party to the Convention. Even countries
that are not members of WCO can become Contracting Parties.
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Clearly in developing retiond legidation it isimportant to be aware of the
guidelinesin the Conventions. Even if acountry makes adecison not to
become a contracting party it is useful to develop nationd legidation thet isas
close as possible to the guiddines contained in the Conventions.
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Appendix 3: Computerization of
customs clearances

The advantages of computerization isthat it accel erates clearances; it
promotes smplification and sandardization of documents and processes,
reduces adminigtrative discretion and reguires the unambiguous codification of
rules, improves the qudity of record keeping; fadilitates audits and post
investigations, and it dlows for other enhancements, such as remote access
and eectronic transactions.

The most widdly used computer software for customs in developing countries
isASYCUDA. ASY CUDA isacomputerized customs management system
developed in Genevaby UNCTAD. It has along development history dating
from 1981. The system currently operatesin a UNIX environment. The latest
verson, ASY CUDA ++ iswritten in C++ adthough earlier versions, which are
dill in use in some countries (e.g. Papua New Guines), were written in ABAL,
ardativdy little used French programming language.

The system complies with the relevant codes and standards developed by 1SO
(Internationa Organization for Standardization) and the WCO (World
Cugtoms Organization) and is currently operationd in about 80 developing
countries. The most successful larger scale applications of ASY CUDA have
beenin Si Lankaand the Philippines

The ASYCUDA Modules

The ASY CUDA++ software congists of modules. One country can have one
or moremodules.

Modulesfdl into two generd categories, ‘user’, and ‘ head office.

User Modules

The *user’” modules are used by staff in the customs dffices for production
work, i.e,, inputting and processing declarations, cargo accounting, transaction
and datidticd reporting, accepting duty and tax payments (cashiers),
sHectivity and for other routine management contrals.

Customs Office Module (MODCBR)

This module is the customs office module and dedls mainly with the input,
vaidation, storage, regidration, ‘red’, ‘yelow’ and ‘green’ processng lane
adlocations, and assessment of customs declarations. It aso contains reporting
optionsto check onthe status of goods under suspense regimes, such as goods
in warehouses.
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Brokers Module (MODBRK)

Thisisamodified verson of the cusoms office module. It is designed for use
by a Declarant or a Customs agent and gives them a direct eectronic
connection to the customs ASY CUDA ++ system, (* Direct Trader Input’).
Accessislimited to only those functions rdevant to the dedings of that
declarant and excludes the customs control and reporting functions available
under MODCBR.

Accounting Module (MODACC)

Thismodule covers dl accounting and payment functions of the system, and
provides for cash, credit and pre-payment modes of payment.

Selectivity Module (MODSEL)

This gives the ahility to control the selection and flow of dedarations through
the customs dedaration processing system. It contains the controls to block
Assessment of selected declarations, and has arange of querying and reporting
functions.

Manifest (Cargo) Module (MODCAR)

The*carrier’ moduleisfor the preparation and transmission of cargo reporting
detallsin dectronic format. It is used to create eectronic carrier or trangport
manifests and hills of lading. Used with other ASY CUDA++ modules for
cargo contrals, including clearances and cargo accounting.

Deferred Input Module (MODSDI)

For processing declarations from offices that are not ‘on-ling’. It dlows
declaration datato be input to the ASY CUDA database. It workslike
MODCBR but has no links to the accounting system. This means declarations
may be entered with the operator manudly ertering regidration and
assessment numbers and the amount of duty paid on the declaration — without
vaidation.

Transit Module (MODTRS)

This module dlows for the eectronic capture and transmisson of Trandt data
and dlows customs offices to control the movement of dl trangt goods within
their National Borders and for smplified import clearance a the border.
Transt documents created and managed within MODTRS are the customs
Trangt (T1), TIR Carnet and FIP (First Import Procedure).
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Head Office Modules

The ‘head office modules are used firstly in setting up the ASY CUDA++
system to meet nationd requirements, (eg, forms of declaration, nationd tariff,
tax rates). They are then used for maintaining reference data used by the
system, such asrates of exchange, and arange of codes including importer,
declarant, bank, warehouse etc., also for system security.

Customs Headquarters Module (MODCHQ)

This module dlows the maintenance of the database files and references,
including tariff management and is also used for extracting some standard
datigtica reports.

Customs Headquarters Configuration Module (MODCHQCF)

Thisisthe nationd customs configuration module. It alows the countries
nationa standards to be applied. These sandards consst of:

The Country name,
The assgnment of field types and length,

Globd cdculation definitions for charges not based on declaration
items,

The definition of the Tariff columns together with the standard taxation
cdculaion method,

Standard Vauation apportionment calculations.

System and Security Module (MODSYSCF)

Thisisthe sysems configuration module. It dlows the sysem to be
configured for use. The system configuration module dlows the following to
be set up:

The Office code,

Thelist of modules authorized atthat office,

Setting of series numbering for declarations and receipts.

User management security controls — The definition of the user functiond
groups, including attaching usersto groups.
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Gateway module (MODGTW)

The ‘gateway’ module is for communication between ASY CUDA sub-
systemsin the nationd system. This enables al communications between
offices to be automated, for example, it may be used for routine reference
table updates to be transferred from headquartersto regiona offices, and for
transaction data to be received in return.

The decision to implement ASYCUDA

ASYCUDA isnot asuitable piece of software for al developing countries. Its
magjor weaknesses are that there are problems handling remote points of entry
where the number of clearancesis smdl; some users find the bonded
warehouse controls inadequate; the system does not adequately handle free
trade zones, ASY CUDA is not designed to collect domestic excise; the system
does not handle voluntary export restraints; and it does not handle revenue

from licenses and fines.

Some countries, where there is a strong base of customs officers with
computing skillssuch as Sri Lankaand the Philippines have benefited greatly
from ASY CUDA. In the South Pacific, Samoa appears to have successfully
implemented ASY CUDA, dthough it does not fully utilize the enhanced data
base that ASY CUDA provides. Other countries have found thet it did not meet
their particular requirements. For example Mauritius, which has alarge Free
Trade Zone, decided to discontinuewith the use of ASY CUDA. In the case of
Mauritius there were in house capabilities to design their own system.

One of the problemswith ASY CUDA has been the reluctance of UNCTAD to
fully document the system and provide code o that interfaces to meet

particular locd needs could be developed. For example countries with small
remote entry ports could in theory develop their own system using an Access
data base and then input the data at alater date- eg. monthly into their
ASYCUDA system at the central point. However to do this would require
accessto ASY CUDA code 0 that the locally produced module could interface
with ASY CUDA. UNCTAD have been rdluctant in the past to provide code.

The comments raised by users at the WCO Symposum (11/12 February
2002), where there was a specia session for ASY CUDA users, provides a
good guideto users viewson ASY CUDA.

User responses ranged from very positive to very critica. However some
common problem areas were identified. There were concerns around the
functiondity of the modules for risk management, tariff and warehouse, which
appear not to meet many user’ s requirements.

The lack of technical support from UNCTAD and the delay in responding to
users needs were areas of concern for a significant number of users.
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There were requests, both from delegates attending and in the written
submissions, for usersto have greeter control of their sysems and for
UNCTAD to release source code for the system so that users could adapt the
system to meet their individua requirements. Philippines Customs
representatives, who are acknowledged as being some of the more
sophisticated users and are supporters of the system, emphasized that there
needed to be changesin arrangements with UNCTAD so that users had project
ownership and could influence developments in their nationd systems.

Users have expressed concern that they are sometimes pressured into adopting
the ASY CUDA system. The delegate from Madagascar for example expressed
concern that lending agencies, in particular the World Bank, put a requirement

to use ASY CUDA acondition of lending. Thereis aso the well documented
case of Fji where pressure was placed by the lending agency to use

ASY CUDA. when exiging in house system was functioning well and indeed
had features that were unavailablein ASY CUDA

In Bangladesh it gppears that so far the implementation of the ASY CUDA
system has been successful. The mgor problem to date has been ddaysin
hardware.

Thetest for the success of the system in Bangladesh is likely to be when
additiond customs modules are developed in house and there will be aneed

for these to interface with the ASY CUDA++ system. For example Bangladesh
has a wide ranging warehouse system with unique festures where imported
inputs used by exporters are brought in duty free and stored until they are

used. It is proposed to carry out physical stock checks of each warehouse and
then develop an inhouse computer system that takes information from the

ASY CUDA++ system on inputs to each warehouse and drawdowns. Using
thisinformation, the sock information would be autométicaly updated on a

daly basis 0 thet at any time a user could receive areport of the items that
should bein any warehouse. Thiswould then be checked at regular intervas
with a physicd stock check. There is a question as to whether ASY CUDA
officials from UNCTAD will alow access to the ASY CUDA++ system by the
Bangladesh officids so that the interface can be built. Based on past

experience in other countries UNCTAD will decline to provide this leve of
access.

In Nepal the basic problem is inadequate support for the ASY CUDA system.
The implementation program has been badly designed as a one off
computerization exercise rather than as part of a comprehensive customs
adminigration reform program.

Options for computerization other than ASYCUDA

For smdl countries, development of a computerized system based on an
Access data base can be readily implemented. These systems can be written to
comply with WCO form design and other requirements. They are far more
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robust and amuch cheaper option than ASY CUDA. A good example of this
option isin the Solomon Idands where clearances are of the order of about
one hundred thousand per year. In the Solomons the difficulty has been that
the system was introduced by a single consultant and there has been dmost no
training of nationa officers on the devel opment, maintenance, and operation

of the sysem. Without thisinvesment the system will not be sustainablein

the longer term.

Anather option has been used in M ozambique. Crown Agents, a UK
conaulting firm has devel oped its own customs software for Mozambique.
However & the current time, there must be questions about the sustainability
of the Crown Agent system which is heavily controlled by expetriate
consultants.
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Figure5 ASYCUDA ++ Import Clearance Document Bangladesh
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Appendix 4: A customs reform
program for the South Pacific

Fiji

Zeroratefor VAT purposes dl imported inputs not domesticaly
produced (zippers, buttons etc). Where the tariff for these itemsis not
zero (currently ether zero or 3%) st the tariff to zero. This has
minima effect on revenue collections because the VAT revenue
collected isdmog entirdy refunded, but it will Smplify

adminigration, lower collection costs, and make loca exporters more
internationaly competitive.

Reform excise. Widen the coverage and reform rates so that excise
rates do not discriminate between domestic production and imports.

Improve the adminigtration of excise. Integrate it with other customs
revenue collections and keep records that can be audited.

Review the need for concessions on imported inputs for exportersin
the light of the zero rating exercise described above. Set up asystem
that can be audited and can be administered largely by the exporters.
(Exporter’s Club system).

Improve the adminigtration and record keeping associated with bonded
warehouses.

Fully ingal ASY CUDA ++ and arrange for training so that
ASY CUDA records can be used in audits and investigations.

Federated States of Micronesia

Customs Administration

Seek domestic palitica support for financid reform through a
referendum;

Implement a program of ingtitutiond strengthening for customs
adminidration;

If there is domegtic palitica support for financid reform, legidae for a
VAT system;

Replace the basic tariff and the GRT by the VAT;

Replace the current ’'excise’ tariffsby aWTO approved Excise
regime that does not differentiate between imports and any domestic
production.



Papua New Guinea

Reform the bonded warehouse system so that warehouses can be
audited.

Upgrade the ASY CUDA system to ASDY CUDA ++.

Develop computer software that integrates with ASY CUDA to manage
remote ports and bonded warehouses.

Upgrade computer hardware and computer support for customs.
Avoid annud tariff changes as part of budget consderations.

Review VAT collections and improve administration of VAT collected
a ports,

Reform adminigration of excise.

Republic of Kiribati

A number of criticisms of the current tariff system have been made, including
the need to:

Customs Administration

improve the adminidration of the tax and customs adminisrations;
consolidate the number of different rates,

get rid of the import levy by incorporating it in the revised rate
structure;

reduce the variability of rates across amilar items;
adopt ac.i.f vauation of imports;
minimize the use of pecific rates,

remove exemptions from paying the tariff that currently apply to
certain government businesses

convert high tariffsto Excises.

Introduce an improved simplified computerized process LeEng an
Access data base (not ASY CUDA) to process clearances

Congder the introduction of a consumption tax collected largdly at the
port of entry by customs for imported items.
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Republic of the Marshall Islands

Reduce |eakages from the current tax bases, uch as exemptionsfrom
tariffs.

Indtitutiona strengthening of customs adminigtration to boogt tariff
revenues.

Integrate customs reform with broader economic reform.

Introduce a broader based consumption tax to replace the GRT and the
tariff.

A basic requirement for customs reform will be domegtic palitical
support. Until thisis achieved other actions are likely to fail.

Republic of Palau

Customs reform should be integrated with wider tax reform.
Deveop abroader based consumption tax to replace the GRT and the tariff.

Further reduce leskages from the current tax bases, such as exemptions from
tariffs.

Samoa

The mgor emerging issue for Samoan exportsis going to be internationd
competitiveness. Tariffsand VAT on imported materids and capitd itemsis
raively high with consequent detrimentd effect on competitiveness. The
advantage that Samoa has had in its clothing area has been that it is not subject
to quotas into developing country markets.

Thisis one of the main reasons for location of firms like Pecific Cashmerein
Samoa. Asthe US and the EU relax these quota restrictions for countries such
as India, Pakistan, Sri Lanka and Bangladesh, Samoawill have to compete
without this advantage. customs administration will need to facilitate
international competitiveness.

Convert most of the 20% tariffsto excise. Their functionisto raise
revenue and this would be better achieved through excise.

Thetariffs on capitd equipment and imported materids should be a
maximum of 5%. They are currently typicaly 10%.
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VAT ontheitems of capita equipment, with the exception of motor
vehides, should be zero. Thiswould have minima effect on revenue
because most VAT on theseitemsis either not charged or, refunded
under the drawback scheme.

Thereisaneed to integrate customs with the rest of the Government
and improve its reporting on its activities. Thiswould reduce the need
for other indtitutions, such as the centrd bank, to separately collect
information on internationd trade clearances.

Solomon Islands

It is clear that the original purpose of this tariff structure was to raise revenue.
However the concessions that have been dlowed to develop have substantiadly
eroded the revenue base and affected investment because there is alack of
predictability about liability for taxes on imports and exports. While cusoms
adminigtration has improved in recent years with computerisation, there are
€normous pressures on customs adminigration when there are tariff
concessions, particularly importer specific concessions. The goods tax cannot
be properly administered because payment at the point of entry can be
postponed.

Thereislittle chance off meaningful reform without politica will to reform. In
the Solomons there is little indication that there is much intema pressure for
reform.

Reform the tariff structure. The logic of the Structure is not
immediately apparent. Convert most revenue tariffs to excise. Zero rate
indugtrid inputs so that concessions do not have to apply. Thereis
considerable scope for refam without affecting revenue because of the
concessions thet gpply.

Review the complicated goods tax (currently 15% of 130% of the duty
paid import vaue). Prevent avoidance by charging this tax a point of
entry.

Review the concessions. Whilgt there has been some reform,
concessions are il on a case by case basis Most concessions should
be diminated. The Government should pay tax on imports.

Review the need for the range of export taxes. These export taxes
cover dmogt every mgor export. Administration of these taxes,
notably logs and fisheries are extremely poor. Thereis a particular
need to examine the log export trade and to introduce checks to combat
evasion. It would be possible to contract a private company to
upervise log export. This needsto beinvestigated.

Customs Administration



Delay the introduction of ASY CUDA and review the need for
ASYCUDA. The current computer system appears to be working well.
It may be difficult to judtify the expense (probably in excess of $2
million) of introducing ASY CUDA with its well known deficiencies
given that the existing Windows system can be upgraded to Kyoto
Standards.

Kingdom of Tonga

Improve adminigtration of the tax systems, including customs
adminidration.

Improve compliance and reduce evasion of dl taxes particularly taxes
onimports.

Change atitudes to the (norn)payment of taxes on imports.
Smplify the tariff and convert the high tariffs to excises.
Develop a broader based consumption tax to replace the current sales

tax and the basic tariff rate; and in the longer term, reduce reliance on
indirect taxes.

Vanuatu

Customs Administration

Reform of the tariff needsto be carried out in the context of reform of
the totd taxation system. A large amount of revenue hasto be raised
through the tariff and the VAT because of the absence of some other
forms of taxation.

Reform the tariff structure. Convert most revenue tariffs to excise.
Zero rate indudtrid inputs so thet concessions do not have to gpply.
There is consderable scope for reform if the restructuring is done
within the context of atotd reform of the taxation system. Examine the
resource alocation implications of the tariff structure.

Improve adminigration of cusoms with training in the use of
ASY CUDA as amanagement tool and basic extractions and improve
integration of customs collections with other revenue collections.
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