Chapter: 4
Business Processes and Organisation: Customs

INTRODUCTION

4.1
Pakistan Customs is one of the oldest organisations of the Federal Government. Customs regulatory framework was first consolidated under the Sea Customs Act 1878. Over the years, as international trade grew, Customs administration gained importance, both as a major source of federal tax revenues and as a regulator of the economy. Nevertheless, the Customs administration and its regulatory framework did not fully keep pace with the developments in international trade and the requirements of domestic economy. The Sea Customs Act, 1878 was replaced by the Customs Act, 1969, but it did not contain any substantial changes. Pakistan was one of the first few developing countries to join the Customs Cooperation Council (now called World Customs Organisation) and adopt the internationally applied classification system (then referred to as Customs Cooperation Councils Nomenclature). However, Customs procedures, in general, did not keep pace with the changing requirements of international trade. 

4.2
The customs operations initially revolved around imports by sea and were codified and published in a document called Appraising Manual. It contained operating procedures, which envisaged 100% scrutiny of import and export documents and examination of all goods, imported or exported. This document spelt out standard operating procedures (SOPs) for various Customs tasks. With the passage of time, the use of this document as a reference guide diminished; now it is hardly available. Procedures were revised with the introduction of partial automation at Custom House Karachi and the setting up of dry ports and Airfreight Units throughout the country. Procedural matters are now regulated by Customs General Orders notified by CBR and Standing Orders/Public Notices issued by Collectors of Customs. Because of absence of any single document containing updated and consolidated procedures, operating procedures and practices vary from Collectorate to Collectorate and even within a single Collectorate. Essentially, Customs procedures are based on a manual system with multiple checks and verifications of every transaction, hallmarks of a defensive and time-consuming system. These procedures were devised at a time when the volume of international trade and the number of import and export transactions were small and import tariffs were prohibitively high. The cost of compliance is high; estimated at around 10% of the value of consignments by the UN Economic and Social Commission for Asia and Pacific. Customs procedures were seldom reviewed in a systematic manner. A few studies did take place intermittently to review the existing procedures with a view to introducing automated systems.

4.3
For carrying out ‘as-is’, an extensive study of existing business processes was conducted at Custom House Karachi which collects approximately 80% of import taxes. Custom House Karachi being the pioneer Customs organisation of the country, procedures applied there are usually replicated throughout Pakistan. Business processes applied at dry port Lahore, dry port Sialkot and Quaid-e-Azam International Airport (QIAP) were also studied and mapped to give the present study a more representative character. 

4.4
It is important to understand that Customs administrations across the globe are experiencing changes in their role and dynamic operating environments. Expansion of international trade being essential for economic development, Customs administrations are no longer internationally viewed as merely means for collecting taxes. They are an integral aspect of policy for economic development and efficiency. Consequently, in analysing issues of efficiency, the re-engineering experience of various tax administrations was reviewed for lessons on techniques and processes.

Significance of Customs Duties in Pakistan
4.5
In the past, Pakistan’s taxation system was heavily dependent on taxes levied on international trade. High statutory tariffs were justified on the basis of ‘infant industry’ argument, but their continuation went well beyond the stated purposes. This resulted firstly in a high tariff wall and secondly, in industry specific concessionary tariff on raw materials and machinery leading to the well known phenomenon of dual tariff. 

4.6
Traditionally, Customs duties have been an important source of federal tax revenues. Customs duties share was 45% of the total tax revenues during 1990-91. Due to extensive tariff reforms, it gradually decreased to 18% in 1999-2000. In absolute term, Customs duties increased from Rs.50.5 billion in 1990-91 to Rs.88.9 billion in 1995-96. Thereafter, it gradually declined to Rs. 61.6 billion in 1999-2000.

4.7
Customs duties constituted 5% of GDP in 1990-91. Thereafter, tax to GDP ratio declined to 4.2% in 1995-96 and 1.9% in 199-2000. Essentially, the decline in tax to GDP ratio was a function of lowering of tariff rates and decline in dutiable imports. 

4.8
In the long run, however, a reduction in import tariff rates may not necessarily result in reduced revenues from Customs duties. Lower tariffs can diminish incentive to smuggle goods, make the cost structure of industries more competitive and stimulate growth of economy. This can generate an upward trend in the level of imports and customs receipts. Reduction in Customs duties can also result in making exports more competitive and enhancing the country’s ability to import, thus increasing total Customs revenues.

Special Features of Customs Duties in Pakistan

4.9
Tariff rates have been progressively lowered since the 1980s. Hence, the average rate of import duty declined from 79.2 percent in 1982 to 59.8 percent in 1990 and further to 44.3 percent in 19962. The maximum rate of duty is now 35 percent (excepting automotive vehicles). The number of tariff slabs has been gradually reduced since the 1980s, to five, viz., 0%, 10%, 15%, 25% and 35%.

4.10
Due to an ad-valorem duty structure, frequent disputes on valuation have become an irritant between the Customs department and importers. The Customs department attributes this to the culture of tax evasion and low tax compliance, while the trader criticise the arbitrary manner in which values are enhanced by  Customs. On two separate occasions, a solution was found by engaging the services of pre-shipment inspection companies to verify and authenticate the value of imports. This system was, however, abandoned and a new concept of fixed values known as Import Trade Prices (ITPs) was introduced in early 1990. The values of major imported commodities were fixed by  Customs for a period of three to four months after consulting representative trade bodies. This arrangement was generally acceptable to the business community as it almost eliminated valuation disputes and alleged abuse of authority by Customs functionaries. This system continued until the introduction of GATT System of Valuation in January 2000.

4.11
With the gradual reduction in the relative importance of Customs duties as the major contributor to  federal taxes, the role of Customs administration also needs to change from merely a revenue agent to an economic partner ready to act in creating an investment friendly environment in the country. Now is the opportunity to introduce bold and creative reforms when the stakes in introducing such changes are comparatively low. Customs reforms to enhance the ability of Customs administration to enforce Customs laws equitably though user-friendly procedures, would not only remove the irritants faced by its clients, and bring down the cost of compliance, it would also improve the Customs revenue yield. 

Organisational Structure of Pakistan Customs

4.12
Pakistan Customs operates under  the Central Board of Revenue (CBR). The field organisation comprises a number of Collectorates of Customs headed by a Collector (BPS-20). These are divided into two categories, Sea Ports and Inland Customs Stations which are called Dry Ports. 

4.13
There are four Collectorates of Customs in Karachi namely, Appraisement, Preventive, Export and Port Qasim. In addition, there are Collectorates of Customs in Rawalpindi, Peshawar, Lahore, Faisalabad, Multan and Sialkot. The Collectorates of Customs in Quetta and Hyderabad are composite Collectorates. Functional distribution amongst the Collectorates varies. Collectorate of Customs (Preventive), Karachi, is responsible for anti-smuggling, passenger clearance and assessment/collection of duties on imports by air and bulk liquid cargo imported through the Karachi port. The Collectorate of Customs (Appraisement), Karachi, deals with all imports through Karachi Port excluding bulk liquid cargo. The Collectorate of Customs (Port Qasim) handles all imports through this Port. The Collectorate of Customs (Exports), Karachi, is exclusively responsible for exports through Karachi Port, Airport and Port Qasim. Other Collectorates are responsible for the clearance of imports and export through dry ports (Inland Customs Stations), airports and land Customs Stations located in their jurisdiction. They also perform anti-smuggling functions.

4.14
The supervisory level comprises the Collector, Additional Collector and Deputy/Assistant Collectors. The functional hierarchy in Appraisement Collectorate comprises Principal Appraiser, Appraising Officers and Examining Officers. In the Preventive Collectorate, functional level consists of Superintendent Preventive services, Inspectors Preventive services, Senior Preventive Officers and Preventive Officers. In the Collectorates of Customs outside Karachi, Superintendents, Deputy Superintendents and Inspectors hold positions equivalent to Principal Appraisers, Appraisers, Appraising and Examining Officers.

4.15
The ancillary organisations viz., Directorate General (Inspection and Audits), Directorate General, Customs Intelligence & Investigations, Directorate General of Training and Research, and Directorate General of Valuation perform complementary roles for the Customs department.

4.16
The Collectorates of Adjudication perform a quasi-judicial function. Appeals against  orders passed by officers of Collectorates of Adjudication are filed before the Customs Appellate Tribunal. 

4.17
The present headcount of Customs organisation summarised in Table 4.1 shows that the existing manual business process environment has necessitated a larger than required headcount in functional and support cadres. Support staff are mainly responsible for the maintenance, storage and retrieval of manual records, anti-smuggling duties, escorting goods from port to bonded warehouses and carrying out guard duties. The presence of such a large number of low paid employees results in demand for ‘speed money’ for moving documents from one desk to another or retrieval of documents from congested and chaotic record rooms. Table 4.1 indicates that the existing Customs administration is bottom-heavy. 

Table 4.1
Strength (Headcount) of Customs

B P S
DESIGNATION
HEADCOUNT

20
Collector / Director
28

19
Additional Collector/Directors
45

17 – 18
Deputy/Assistant Collectors/Directors
127

16
Principal Appraiser / Superintendent P.S.
291

14
Appraisers / Dy.Supt. P.S./ Inspector P.S.
921

11
Examining Officers / Preventive Officers
1850

07 – 15
Support Staff – Stenos, UDCs, LDCs
1515

01 – 04
Other Support Staff – Sepoys etc.
4422

4.18
Customs Collectorates have tall hierarchies and are beset by functional rigidity. The quality of human resources at the functional level inducted in the recent years is reportedly poor. Consequently, there has been a negative effect on the efficacy of business processes. Existing cadres of Customs employees, working at functional levels, are not uniform throughout the country; Custom House Karachi has different nomenclature/cadre positions vis-à-vis other Collectorates.

4.19
The prevailing scenario highlights two dilemmas. Firstly, it underlines the limitations on Appraising Officers and Principal Appraiser, for they do not enjoy required statutory authority to resolve disputes at their level; causing delays in the clearance of goods. Secondly, the system, by default, keeps administrative officers virtually outside key business processes and, therefore, they fail effectively to influence the processes.     

4.20
Work culture is personalised, giving rise to authority ownership, isolated and independent working domains, mutual rivalry and preference for adhocism. It  results in a non-standardised and non-cohesive functioning of the  system, besides leading to low morale of subordinates who are key employees. It affects adversely the efficiency and efficacy of business processes.  

ANALYSES OF KEY BUSINESS PROCESSES AND ORGANISATION

Characteristics of Business Processes in Customs

4.21
The analysis of Customs business processes highlights that they involve numerous steps, handling officials, signatures and verifications, and are cumbersome and irritating. A summary of the basic characteristics of Customs business processes is presented below: 

· The existing business processes of Customs are fundamentally manual,  devised to handle a small volume of transactions. Besides being tedious and time consuming the lend themselves to collusive malpractice. 

· Clearing agents carry documents from desk to desk for completing various steps in each process. They move with documents from one official to the next, as they follow the process.

· Existing work methods and processes allow excessive interfacing between Customs employees and  clearing agents/clients. The clearing agent has become an integral part of the processes.

· A large number of Customs officials are involved in completion of business processes and various steps, verifications and signatures for  completing processes are rather large. 

· The client has to travel considerable distance to complete formalities as Customs offices are awkwardly and distantly located.

· There are a number of unnecessary steps which involve office support staff and sepoys for recording the movement of documents and affixing stamps. This results in further interfacing and delays. 

· There are no time standards for the completion of various activities/sub-processes. There is no effective monitoring system in place to check delays on part of the Customs employees.

· In the absence of universally applicable operating procedures and weak post-audit function, there are ample opportunities to misuse discretion by officials at functional levels. This is particularly true in determination of values for  duties and application of exemption notifications.

· At present there is no negative profiling system for maintaining record of high-risk clients for targeted enforcement measures. However, a positive system of profiling for various categories of exporters and for sanctioning duty drawback claims has been introduced.

· The dispute resolution system is slow and cumbersome. Stakeholders are generally dissatisfied with the existing system to redress genuine grievances arising out of the arbitrary exercise of authority and delays in decision-making, which adds to their financial costs.

· Customs administration handles an ever-increasing volume of international trade with a tall hierarchy. Superimposed on the operational level is a top-heavy supervisory tier. The documents have to pass through several layers of officials before a single transaction is finalised. 

· There is a preponderance of inappropriately qualified non‑functional support staff vis-à-vis operational level officers. Presence of such a large number of non‑operational staff adds negative value to business processes. 

· Quality of clearing agents, responsible for making important professional input to the business processes, is generally poor due to weak system of issuance and renewal of licenses to the clearing agents. 

· Officials of the rank of sepoys perform critical functions of escorting bonded warehouse goods and similar other functions. Likewise, the office support staff (Lower Division Clerks and Upper Division Clerks) is involved in the custody of documents/files involving large amounts of revenues in the shape of bank guarantees. This may lead to manipulation of documents/records with substantial financial risks.

· There is no uniformity in business processes on countrywide basis. Most of the inland Customs stations follow business procedures specific to their local settings. 

Description and analysis of business processes

4.22
Business processes of Customs are essentially focussed on regulating the movement of goods and people across international borders. Detailed processes have been devised for each of these activities and are described below:

Import Process 

4.23
The import process starts with the manifestation of Bill of Entry at the Customers Services Centre (CSC). After data entry at the CSC the file moves to Appraisement Group. The Appraisement Group is responsible for verification of classification, value, importability, eligibility for concessionary duty, etc. Physical verification of consignment is part of Examination sub-process that takes place after the completion of formalities in Appraisement Group. All duties are paid through the Accounts Section and finally the goods are due for delivery. Variations in import process result if the imported goods are meant for bonded warehouse, transshipment, or have been imported under concessionary tariff regimes. 

4.24
This process involves the scrutiny and verification of the following:

· Declared description, value, quantity, rate of duty.

· Levy or otherwise of sales tax and withholding tax.

· Applicability of an exemption notification claimed by importers and whether the conditions laid down in any such notification are duly fulfilled/complied.

· Whether the Import Policy Order imposes any restriction or condition on the imported goods.

· Whether the raw materials imported under concessionary notifications allowing partial or complete exemptions are eligible for concessionary duty rates, as in the case of automobile industry.

· Verification of the declaration vis-à-vis the imported goods.

4.25
The core issues are correct valuation of imported goods, their classification, authenticity of declarations and forms, and the speedy completion of the documentation required to support concessionary imports.

The following table clearly brings out the cumbersome nature of import process and makes it obvious that there is room for improvement.

Table 4.2

Bill of Entry for Home Consumption 


Sub Process
Steps
Handling

Officials


Signatures
Verifications

1
Customer Services Centre
20-30
9-11
Nil
1

2
Appraisement Groups
10-14
4
2-4
2-3

3 
Examination (Karachi Port Trust), or
16-34
6-9
2-6
3-6


Examination (Karachi International Container Terminal)
12-25
4-7
2-6
2-5

4 
Accounts (Cash Section), or
16-18
5
1-2
4


Accounts (Personal Deposit Accounts)
11-15
5
1-2
3

5
Delivery (Karachi Port Trust), or
17
5
1
2


Delivery (Karachi International Container Terminal)
9
4
1
1


TOTAL

Minimum

Maximum
62

113
26

34
6

13
9

16

4.26
Central Board of Revenue has taken steps from time to time, some of them quite recently to redresses the situation. Computerisation was introduced as far back as 1979. A database has been established in the Custom House, Karachi which is usable for management control purposes, both locally and nationally. A Customer Services Centre has been established at Karachi to facilitate the filing of import documents electronically. More recently, leading clearing agents have been provided with a software for submitting bills of entry for import of tea. Reputed courier companies are also being provided the facility to file bills of export/import electronically at the Karachi Airport. A similar facility has been introduced for commercial samples. Physical examination as well as selection of packages, for examination, in the port area is now being captured on computers. Computer terminals have been installed at KPT exit gates to control delivery/final clearance of cargo. An Export Facilitation Centre has been set up at Karachi Airport to facilitate export by air. 

4.27
The ‘Task Force’ believes that the direction of reforms is correct. However, a modular, gradual or fragmented approach to the problem would still retain most of the negative features of the current system, for a long time to come. We, therefore,  recommend that after necessary preparation, CBR should go for full-fledged automated business processing of Customs explained later. 

Trans-shipment

4.28
The Customs law provides for removal of imported goods from one Customs station to another and from one conveyance to another without payment of custom duties. This facility is referred to as ‘Trans-shipment’. Chapter-XII of the Customs Act, 1969 lays down the broad provisions for this purpose. Section 121 provides that imported goods distinctly manifested for transhipment to another customs stations or foreign destination be allowed transhipment by the appropriate Customs officers. 

4.29
To facilitate speedy clearance at the doorsteps of importers and exporters, a detailed and exhaustive procedure has been laid down in CGO 10 of 91 dated September 23, 1991 and Public Notice No. 02/96(A) dated March 26, 1996. These procedures essentially specify conditions for the transhipment of goods imported by sea to dry ports. Salient features of the provisions are given below: 

· Permission for transshipment has to be specifically sought on an application by owner of imported goods.

· Goods in transshipment have to be specially and distinctly mentioned in Import General Manifest and Bill of Lading, at the time of import, for transshipment to some other Customs station.

· The appropriate Customs Officer may grant leave to tranship the same without payment of duty/taxes to an upcountry destination.

· Carriers, who are allowed to transport goods under this scheme, have to obtain approval from CBR. Additionally, they have to obtain license under the Customs Agents Licensing Rules, 1971.

· Goods, import of which is prohibited under Section 15 of the Customs Act, 1969, are excluded from the scope of this facility.

· The carrier is required to submit certificate regarding receipt of goods at an upcountry destination within 20 days of dispatch of such cargo from port of arrival. Extensions are, however, granted on plausible reasons. Transshipment permit for subsequent consignments is withheld till such certificate from customs port/station of destination is produced.

· Goods transhipped to upcountry customs stations shall be entered for Customs clearance in the same manner as goods on their first importation.

· An officer of Customs or Central Excise and Sales Tax, not below the rank of Deputy Superintendent, may on reasonable suspicion regarding substitution of goods by tampering seals while conveyance is en-route, can check the consignment to verify that the rivets, locks, seals and labels of the transport units are intact. In case of any mechanical failure of the carrier or accident warranting transfer of goods to another carrier, the nearest Customs/Excise/ Sales Tax Officer has to be informed to witness this transfer, who also issues a certificate to this effect.

4.30
Despite elaborate procedures to safeguard against abuse of this facility, instances of misuse by unscrupulous elements have been detected on many occasions. One of the core issues in the present manual system of record-keeping is the irregular reconciliation of information regarding dispatch and receipt of goods.

Warehousing Process

4.31
The warehouse is a place appointed or licensed under Section 12 and 13 of the Customs Act, 1969. Chapter XI of the Customs Act, 1969 governs the warehousing of goods, which is a facility provided for the storage of goods in approved premises without payment of Customs Duty. Sections 98 to 119 of the Customs Act, 1969 lay down the law regulating the storage of goods in the warehouses without payment of customs duty and their subsequent clearance on payment of duty for commercial use.

4.32
There are two main categories of bonded warehouses, viz. private bonded warehouse, appointed or licensed under Section 13 of the Customs Act, 1969 and public bonded warehouse appointed/licensed under Section 12 of the Customs Act, 1969.

4.33
During the study of warehousing process, importers and clearing agents, dealing with warehoused goods, and representatives of Karachi Bonded Warehouse Licensees Group expressed their satisfaction with the existing warehousing procedures. However, they were of the view that despite elaborate procedures for the entry of goods, both in the computer network and the register, the system weaknesses may lead to abuse. The following problem areas have been identified:

· The number of Examiners assigned to supervise the bonded warehouses is inadequate. One Examiner is generally responsible for managing multiple bonded warehouses. Examiners are not always present at the time of in-bonding and ex-bonding at the warehouses.

· The documentary aspects of warehouse control are quite elaborate. The major weakness lies in the initial approval and subsequent physical controls on the goods moving into or out of the warehouse and whilst the goods remain in the warehouse. Renewal of warehouse licenses appeared to be almost automatic with little or no attention paid to the physical structure or security of the premises. Once approved, reliance is placed almost entirely on documentary controls. This control in a manual system of record keeping cannot be foolproof.

· Instances of removal of goods from bonded warehouse without payment of customs duty have been observed. Incidents of such removal are more frequent  in public and private industrial bonded warehouses.

· Customs officials responsible for exercising control over the transportation, storage and clearance of goods entered for bond, are Examining Officers and sepoys, who are low paid employees susceptible to temptations offered by delinquent traders.

Safe Transportation Process

4.34
This scheme allows transportation of goods imported by  industrial units from the Karachi port to bonded warehouses upcountry. Transportation is allowed through public and private carriers approved by the Central Board of Revenue. CGO 10/91 governs the safe transportation scheme, which lays down an elaborate procedure to regulate the clearance, movement and storage of goods from the Karachi port to bonded warehouses and subsequent reconciliation thereof. Twenty days have been allowed to produce the certificate from the Customs station having jurisdiction on the bonded warehouse regarding receipt of goods.

4.35
This CGO requires that the carrier (i.e. the transporters approved by the Central Board of Revenue) must ensure that the actual description, quantity and weight of the goods tallies with the declaration given in the Import General Manifest. It restricts the transportation of goods in containers of standard specifications, which should be duly sealed. It does, however, provide discretion to the Assistant Collector (Wharf) to allow transhipment of goods in loose condition subject to necessary safeguards. 

4.36
Although the procedure stipulates numerous conditions to safeguard against the misuse of this facility, feedback from the Customs officials and users of this facility indicates that this scheme has been faltering on grounds of poor escort arrangements and high susceptibility of Customs escorting staff to temptations by the unscrupulous users of this facility. The period for the production of certificate from the Customs station of destination for the receipt of goods (i.e. twenty days) is unnecessarily long. Online linkages need to be developed between the Karachi Custom House and Customs authorities in whose jurisdiction the bonded warehouses are located for the exchange of critical information about the dispatch and receipt of goods in a secure manner.

Import Refund Sanctioning Processes
4.37
Application for import refund starts its long journey at Appraisement Group. After the Appraisement Group finalises its process, the file is sent to Internal Audit. The file is routed back to Appraisement Group from where it is sent to the Accounts Section for issuing the cheque against refund claim.

4.38
During the course of the diagnostic study of refund sanctioning process, a large number of stakeholders expressed their dissatisfaction with the existing process. For example, the Collectorate of Appraisement, Custom House Karachi alone received 1,914 refund claims involving Rs 2,069 million during 1999-2000. Only 164 claims amounting to Rs 56.89 million were sanctioned. It appears that import refund claims receive a low priority because the amount of refund sanctioned by the Customs negatively affects the achievement of net revenue targets allocated by the CBR. The study further shows that:

· There is no standard operating procedure for the receipt, processing and final disposal of refund claims.

· There is no time limit or time standards to process and finalise the refund claims.

· The absence of standard operating procedures for the sanctioning of import refunds gives rise to rent seeking for customs employees responsible for processing refund claims. There is virtually no accountability of officials responsible for delaying action on the pending refund claims.

Import Under Concessionary Notifications
4.39
Most of these imports are an area fraught with chances of misuse and/or disputes. Most of these imports are meant for industrial sector, special projects and a number of special organisations as distinguished from commercial imports of the same. Either total or partial exemption of customs duty is extended to the import of raw material and components in industries such as automobile and pharmaceutical. Similar concession is available on the import of raw material and components for manufacture of goods to be supplied against international tenders.

4.40
The procedure to avail this benefit is tardy and cumbersome. The beneficiaries of this facility have to fulfil the following procedure:
· Submission of an application to the Central Board of Revenue for the issuance of provisional permission for the import of raw materials.

· Clearance of imported raw material on production of indemnity bond/bank guaranty.

· Survey by the Assistant Director, Collectorate of Central Excise to determine the input/output coefficients.

· Submission of report by the Collector, Central Excise to CBR forwarding the Survey report.

· Issuance of final certificate by CBR laying down the annual raw material requirements of a particular manufacturing unit.

· Submission of an application to the Assistant Collector, Central Excise for the verification of consumption of raw materials by the manufacturing units.

· Release of bank guaranty/indemnity bond on production of Consumption Certificate issued by the Assistant Collector.

4.41
Major issues in this group of imports are as follows:

· Lengthy and time-consuming procedures to get the concessionary rates notified well within a reason time.

· Misuse of concessioanry imports.

· Sluggish  verification to account for the proper uses of concessionary imports.

4.42
Every new manufacturer of a product eligible for exemption has to follow the same lengthy procedure although input/output coefficients exist for identical goods. It takes at least three months to complete the formalities for determination of input output coefficients. Submission of bank guarantee and indemnity bond for the clearance of goods at concessionary rates adds to financial cost of the manufacturing unit. A consumption certificate is needed to obtain the release of bank guarantee and indemnity bond. The Assistant Collector, Central Excise, in whose jurisdiction the manufacturing unit is located, issues the said certificate. There is no foolproof system in place to ascertain the actual consumption of imported raw materials. The formality of obtaining the consumption certificate adds to the cost of compliance.

Export Process 

4.43
The export process starts with processing of Bill of Export that involves data entry, scrutiny of documents, classification, and assessment. Thereafter, goods are allowed to pass in for examination and physical verification. The approval for shipment follows successful examination.

4.44
This process consists of following verifications:

· Scrutiny and verification of description of goods, unit value and quantity.

· Examination of quality, specifications and physical attributes of goods. 

· Verification of the applicability of duty drawback rates in terms of the Statutory Regulatory Order (SRO) quoted on the Bill of Export.

· Whether there is any condition or restriction on the export of any item being exported in terms of the Export Policy and Procedures Order or under any other federal law.

4.45
The issues at the heart of the business process are the speedy completion of the pre-exportation process such as fixing of the rates of export rebates/duty drawback rates, and completion of relevant steps in the process.

The following table highlights that  export process is lengthy and can be re-engineered to make it short and efficient.

Table 4.3

Bill of Export


Sub Process
Steps
Handling

Officials


Signatures
Verifications

1
Processing Bill of Export
17-18
10
4
3

2
Goods Pass In
6
3
1
Nil

3
Examination
8-22
4-7
3-6
2-5


TOTAL

Minimum

Maximum
31

46
17

20
8

11
5

8

Duty Drawback Sanctioning Process

4.46
Duty Drawback sanctioning process is governed by SRO 905(I)/98 dated August, 12 1998, which lays down the rules for sanctioning of duty drawback claims. CBR has divided exporters into gold, silver and other categories for the purpose of sanctioning duty drawback.

4.47
Exporters falling in the Gold category are eligible for payment of duty drawback within 72 hours from the date of receipt of complete documents. Exporters in Silver category qualify for payments of duty drawback within 15 days from the date of receipt of documents. Claim for the exporters falling in the “Others” category are entitled for payment of duty drawback after thorough scrutiny and verification of documents. However, if the exporter so opts, 70% of the sanctioned amount is paid within 24 hours subject to submission of complete documents. The remaining 30% is payable within 30 days.

4.48
The time limits fixed by the Central Board of Revenue for payments of duty drawback claims are, however, not always adhered to by the Department. According to data compiled by the Central Board of Revenue in October 2000, 16,546 Duty Drawback claim involving an amount of Rs. 907 million were pending beyond 90 days in different Collectorates of Customs.

4.49
According to Customs General Order No. 05/95, limit for the sanction of rebate claims for various officials is shown in Table 4.2

Table 4.4

Duty Drawback: Monetary Limits

Designation
Monetary Limit

Principal Appraiser/Superintendent
Not exceeding Rs 25,000

Assistant collector BPS 17
Not exceeding Rs 200,000

Deputy collector BPS 18
Not exceeding Rs 300,000

Additional Collector BPS 19
Not exceeding Rs 1,000,000

Collector BPS 20
No limit

4.50
A large number of rebate claims fall in the jurisdiction of Additional Collectors and Collectors who remain trapped in the routine work of putting their signatures on the rebate claims. The Additional Collector Export, Custom House Karachi receives rebate claims in excess of 100 per day on the average. This causes undue delays in the processing of rebate claims due to movement of files to the desk of Additional Collectors and Collectors

Manufacturing Bonds Process

4.51
Goods imported for manufacturing bonds are released against indemnity bonds. These goods are delivered to bonded warehouse under escort. It is the responsibility of examiner to verify receipt, delivery and maintain record of these goods.

4.52
Manufacturing Bonds are bonded warehouse licensed by the Collector of Customs for the storage and production of goods primarily meant for export. The Manufacturing Bonds process is regulated by SRO1147 (I)/97 date 6th November 1997. This notification, inter alia, lays down:

· The procedure for the duty free import of raw material and components for production of finished goods.

· The procedure for the procurement of locally produced goods without payment of Central Excise Duty, sales taxable inputs and other duty paid inputs.

· The procedure for the maintenance of record of the finished goods.

· The procedure for the clearance of manufactured goods meant for consumption in the country.

· The procedure for the removal of semi-finished goods for partial manufacture by vendors.

Airport Processes

4.53
Around 1.5 million air travellers pass through Quaid-e-Azam International Airport (QIAP), Karachi every year. In addition, a substantial number of passengers also pass through the international airports at Lahore, Islamabad, Peshawar, Faisalabad, Multan and Quetta. Quality of service provided by the Customs staff at these Airports is, therefore, important in projecting positive image of the Department. From this standpoint, it was considered  imperative to critically evaluate the business processes in an attempt to remove irritants, ensure facilitation of legitimate air travellers/imports and exporters, and improve efficiency of the Customs Department. 

4.54
Clearance of Air Travellers:  Pakistan Customs adopted red and green channel system of customs clearance for air travellers a long time ago. Operation of green channel has had a chequered history in Pakistan. There were persistent reports about the alleged misuse of this system by frequent air travellers known as ‘Khaypias’, in the common parlance. Allegations were also made about unnecessary hindrances in use of this facility by the legitimate air travellers. During 1997 and (once before that), Government withdrew Customs official’s authority to check baggage of air travellers and extended the so called green channel facility irrespective of the kind of baggage brought by air travellers. This dispensation was reportedly abused by unscrupulous elements on a large scale and was withdrawn subsequently. At present, accompanied baggage of all arriving air travellers is passes through scanning machines. According to the information provided by the Customs authorities at QIAP, approximately 10% of air travellers’ baggage is subjected to examination.

4.55
Customs duty is paid in US dollars in terms of Customs General Order No. 22 of 1999 dated 15th July 1999 notified by the Central Board of Revenue. Air travellers usually coming from the Gulf States, who do not posses US dollars, face difficulty in converting the currencies into US dollars.

4.56
For the departing international travellers, Customs check is essentially meant to intercept the smuggling of drugs/psychotropic substances concealed either in the baggage or on the body of air travellers. Most of the seizures results on the basis of informal profiling of air travellers by Customs officials. There is no formal arrangement for maintenance of past record of air travellers involved in drugs and smuggling of other items in a systematic manner. The Investigation and Prosecution Branch, Custom House Karachi has a large amount of data about seizures of contraband goods including data in respect of air travellers involved in such offences, their country of origin, etc. but the same is not being utilised.

4.57
Clearance of Unaccompanied Baggage  Import of goods as unaccompanied baggage of air travellers has declined over the years. During 1999-2000, 7,049 baggage declarations were filed at QIAP, Karachi to clear the unaccompanied baggage as against 9,237 during 1997-98. Following irritants in the clearance of unaccompanied baggage have been observed:

· Clearing agents operating at the unaccompanied baggage section usually exploit air travellers by charging exorbitant fee for their services the Customs clearance service.

· There are multiple stages for payment of different levies before obtaining clearance of unaccompanied baggage. Several steps are involved in payment of customs duty, Civil Aviation Authority Throughput Charges and Provincial Excise Duty.

· The condition to pay duty in US dollars causes difficulties particularly to persons travelling from the Gulf States who generally wish to pay duty in either Pak rupees or other currencies.

4.58
Clearance of Urgent Air Consignments: At QIAP, Karachi a separate facility called ‘Immediate Clearance Group’ has been set up since September 1997 to allow customs clearance of urgent air consignments such as courier parcels, life saving drugs, perishable goods, newspapers, magazines and diplomatic cargo, etc. This unit works round the clock and provides all facilities such a bank and customs examination counters in the same premises. It is a very useful initiative by CBR aimed at facilitating clearance of urgent air cargo. 

Dry port Processes

4.59
Inland Customs stations (commonly known as dry ports in Pakistan) were set up with a view providing Customs clearance facilities to importers and exporters at their doorstep. The first dry port was established at Lahore in 1974. Inland Customs Stations were to help in:

· Promoting international trade by extending  port facilities to trade and industry at the major commercial/industrial centres in the country.

· Removing congestion at seaports by allowing transhipment of cargo without payment of customs duty.

· Dispersing industrial and commercial activities in the country with a view to achieving a balanced regional growth.

4.60
Dry ports do not follow any standard import and export procedures. They have no parallel procedures being following at Customs House, Karachi. The variations in procedures are mostly in terms of additional redundant steps. 

4.61
At present, approximately 20% of import cargo and 30% of export cargo is cleared through dry ports. Import cargo meant for dry ports is transported by Pakistan Railways, National Logistics Cell and other carriers approved by the CBR. 

4.62
The study of the dry ports process indicates the following:

· Professional competence of Customs manpower at the dry ports is inferior to that of the personnel at Custom House Karachi. The staff at dry ports originally belonged to the Collectorates of Central Excise and land Customs whose expertise was confined to Central Excise Law and anti-smuggling work. They, therefore, do not posses adequate expertise and skills in core Customs functions.

· Level of automation at dry ports is inadequate compared to Custom House, Karachi.

· There is lack of  consistency in Customs assessment work at various dry ports.

· There is variation in some of the customs processes being applied at the dry ports vis-à-vis the Custom House Karachi.  At Custom House, Karachi, assessment, as a general rule, is completed on the basis of declaration and importers are allowed to pay duties and taxes. Examination takes place subsequently. At the dry ports, however, all imported goods are examined prior to the completion of assessment and payment of duty.

· Customs laboratories which are an important and critical facility of any Customs establishment do not exist at the dry ports. This is a major handicap in their working.

Legal Proceedings Involving Contravention of Imports/Exports

4.63
In July 2000, the quasi-judicial function of Customs was separated from the executive function. Seven Collectorates of Adjudication were established throughout the country. The Collectorates of Customs refer all cases involving contravention of customs law by importers and exporters to the respective Collectorates of Adjudication. Officers of the rank of Collector, Additional Collector and Deputy Collector decide the cases after issuing show-cause notices and affording hearing to the importers/exporters. 

4.64
The quasi-judicial proceedings of Customs invariably involve one or more of the following infringements of customs law:

· Violation of provisions of the Import Policy Order involving certain restrictions/conditions on import of certain goods or class of goods.

· Under-valuation or over-valuation of imported or exported goods.

· Misstatement/untrue declaration in respect of description, quality or quantity of goods with the intent to evade Customs Duty and other taxes or to claim excessive duty drawback.

· Misuse of exemptions allowed in terms of various notifications issued by the Federal Government in violation of the provisions of such notifications.

4.65
Adjudication is an important function of the customs department. However, there is dissatisfaction with the quality of adjudication work. This has given rise to substantial litigation at the level of High Court and Supreme Court. At the time of this report, in respect of the Collectorate of Appraisement, Karachi alone, about 500 cases were pending with the High Court of Sindh and Supreme Court of Pakistan. 

4.66
It is observed that: 

· The adjudicating officers do not observe the universally acknowledged principles of natural justice while deciding customs cases.

· There is inordinate delay in the completion of adjudication proceedings, which is particularly painful when goods are lying in the port area awaiting customs clearance.

· There is excessive revenue-bias among the adjudicating officers, which results in non observance of even the well-known rules of statutory interpretation. 

· The disposal of appeals at the level of appellate tribunal has been slow on account of frequent vacancies in the Tribunal and inordinate delays in appointing new incumbents on the vacant positions.

· There is no system of accountability of the adjudicating officers who pass patently wrong orders,. although such orders are usually set aside by the Appellate Forums or by the superior judiciary. 
RECOMMENDATIONS

4.67
In the last section, we have analysed some of the major processes in the Customs Department. We have also identified some of the limitations of these processes. In this section, we propose a number of changes to address the concerns raised in the previous section regarding the effectiveness of existing processes to achieve maximum organisational goals with minimum friction and at optimum costs. In our view, the ultimate objective of the business processes of customs should be to:

· Provide a well defined, clear and level playing field to all stakeholder.

· Provide an efficient, cost effective and smooth transaction of business.

· Ensure that the due potential of state’s revenue is realised.

· Ward off the possibility of any slippages, evasion or leakage’s.

· Provide an efficient, cost effective mechanism for dispute resolution.

4.68
In proposing a solution to meet these objectives, we believe that a shift from the manual system of operations and business processes to a fully automated and information based system of operation and businesses  processes is inevitable. This shift will lead the direction, nature and extent of change in the current operation and business processes. Ad-hoc and marginal changes in manual systems may bring some improvements but will not bring qualitative change, as the manual systems cannot cope with the volume of operations and the need for speed and fairness. 

4.69
The key recommendations are as under: 

Business Process Reforms
4.70
A detailed analysis of the mapped Customs business processes (see the Consultants report on customs) indicates that there are several unnecessary and redundant steps, which can be eliminated. Several other activities can be modified, automated or relocated to cut delays. The changes to business processes have been identified. Flow charts of business processes with indicative changes for business process re-engineering appear in the Consultant’s Report. Standard procedures should be developed and then applied across the country. These are easy to maintain and would facilitate migration to an automated environment. 

4.71
The net result of changes to business processes would lead to: 

· Deletion of redundant steps in business processes.

· Automation of elements of processes. 

· Reduction of document flow within the processes.

· Reduction of official discretion by providing information base for the processes.

· Relocation of steps to cut the number of officials involved in the processes.

4.72
The Consultant’s report has indicated changes in the following processes and the detailed flow charts have been annexed as Appendix III of the said report.

Import Processes

Appraisement Groups, Examination (KPT), Examination (KICT), Accounts (Cash Section)Accounts (Personal Deposit Account), Delivery (KPT), Bonded Warehouse Receipt, Bonded Warehouse Delivery, Safe Transportation, Transhipment Permit, Indemnity Bond Deposit, Indemnity Bond Release, Bank Guaranty Deposit ,Bank Guaranty Release and Import Refund.

Export Processes

Temporary Import  (SRO 818), Manufacturing Bond, (Customs House), Bank Guaranty (Deposit)

Manufacturing Bond, (Bonded Warehouse), Temporary Export, Processing of Bill of Export, Examination, Rebate Claim, and Bank Guaranty (Release).

Airport Processes

Unaccompanied Baggage, Immediate Clearance Group, Import Air Freight Unit, Export Processing (Normal), Export Processing (Perishable), Export Examination (Normal), and Export Examination (Perishable).

4.73
The changes indicated in the Consultant’s report highlight that the existing processes can be improved considerably. For instance, the following table shows the combined impact of improvements suggested in appraisement group, examination (KPT) and accounts (cash section).

Table 4.5

Improvement in Appraisement 

Change Type
Number of Steps

Reduced Document Flow
12

Deleted
24

Relocated
10

Reduced Discretion
2

Automated
2

Total
50 out of 77

4.74
Analysis of figures in the above table suggests that there is substantial scope for improvement in the business processes. In the three processes discussed here, almost 65% of steps are being modified. Consequently, the indicative changes will make the processes efficient and will help in removing irritants. The flow charts, with indicated changes, are exhibited as appendix to this report. For interpretation of these charts, following table may be used:

Table 4.6

Flow Charts Guide

Change Type
Colour Code

Reduced Document Flow




Deleted




Relocated




Automated




Reduced Discretion




Electronic Declaration Processing System (EDPS)

4.75
We propose to replace the existing system of filing of Declarations on hardcopies with EDPS. The proposed system would effectively address the problem areas peculiar to the existing operational environment based on a manual system. Customs administrations in several countries have adopted Electronic Declaration and Processing System (EDPS) to replace the submission of paper documents by electronically transmitted messages. This is a major development towards trade facilitation since the introduction of containerisation. This is a far more accurate, cost effective and quicker mode of data exchange compared with the conventional system of paper documentation. Data is transmitted with minimal human intervention reducing the risk of errors.  

4.76
The step by step details of the proposed EDPS have been dealt with in the chapter on information management system.

4.77
EDPS ensures an effective control of cargo and minimises possibilities of revenue leakage. The customs administration would get an important leverage by employing this system given its ability to screen the data on cargo and travellers before their arrival. This data can be checked against the predetermined selectivity criteria based on a profiling system of customs clients. Thus, high-risk consignments and travellers would be identified for detailed checking/scrutiny before their arrival.

4.78
EDPS would operate on the basis of a system of negative profiling to be devised by the customs management according to risk assessment criteria. 

4.79
It would require an extensive and targeted training of customs officials in computer skills prior to its introduction. The system would make a large number of office support staff redundant.

4.80
An outline of the basic Customs functions, which are recommended to be automated by using EDPS technique is given below: 

Imports

Customer Service Centre:

· Submission of electronic declarations.

· Validation against Import General Manifest.

· Validation of Bills of Entry.

· Amendments, if required.

· Online assistance for Pakistan Customs tariff headings, notifications, exchange rate, country code, etc.

· Automated allocation to Appraising Groups/Officers.

Appraising Groups:

· Automated verification of value, classification, SRO application and import policy restrictions

· Automated application of selectivity criteria based on profiling system

· Identification of high risk consignments

· Online assistance for classification, valuation, CBR’s/Collector’s rulings/Standing Orders, past precedents, etc.

· Automated calculation of Customs Duty, Sales Tax and other taxes

· Online maintenance of data of importers/manufacturers under Concessionary SROs and debiting of quotas

· Automated generation of demands, execution of bonds and bank guarantees 

Payment of Duty:

· Automated generation of duty payment challan

· System to generate message to National Bank of Pakistan

· Bank would generate message of customs duty, sales tax, withholding tax and payment details

· Daily scroll to be generated


Examination: 

· Automated allotment of Bill of Entry to the Appraising/Examining Officers for Examination

· Facility to view the instructions of Appraising Groups for First Appraisement cases

· Recording of Examination Report

· Issuance of Out of Charge instructions 

· Facility of application of a selectivity criteria for Examination based on profiling system

Bonded Warehouses:

· These Shall be managed centrally from terminals in the Bond section 

· Inventory of the goods in the bonded warehouse shall be available online linked to the IGM number and index number

· Automated system would facilitate sanctioning the renewal of bonded warehouses, issuance of notices to importers/licensees, enhancement of bond value, closure of bonds and recovery of duty/taxes

· Appraising Groups shall have access to data base of bonded warehouses

· A complete profile of the licensees of the bonded warehouses shall be maintained by the system

· The system will keep a record of entry/removal of goods from bond with time/date stamping

Exports
Customer Services Centre:

· Submission of electronic declarations

· Validation of Bill of Export

· Amendments, if any

Processing Section:

· Automated allocation of Bills of Export to Appraising Officers

· Online linkage to Export Policy Order, duty drawback notifications

· Automated communication of examination instructions to the examining staff

Examination:

· Allocation of Bills of Export to the respective sheds/examination area

· Automated allocation of examination to Appraising Officers

· Automated random selection of package numbers to be examined

· Recording of Examination Report with a facility to view it on screen by the senior management

· Issuance of ‘let-export’ order by the Principal Appraiser/Assistant Collector

· Preparation of Export General Manifest

Duty Drawback:

· No separate submission of duty drawback claims

· Automated calculation of amount of duty drawback

· Pre-audit of duty drawback claims simultaneously by the internal audit section

· Automated remittance of Duty Drawback amount to the bank account of exporter

· Account ledger generated by the system to be made available to the exporter

· Facility of application of a selectivity criteria for examination based on profiling system

4.81
The proposed Electronic Declaration and Processing System offers considerable advantage over the existing manual/partially computerised system being used at Custom House Karachi. The benefits of the proposed system are summarised below:

Effective Enforcement

4.82
Through predetermined risk assessment criteria, automated assessment would take place with minimal intervention of the Customs. This will minimise the chances of collusive evasion of Customs duty.

Enhanced Accountability

4.83
The system will have the ability to maintain a complete trail of various transactions. In a manual system, it is much easy to manipulate the records or even to remove or destroy them with serious implications of revenue loss. An effective audit check in the proposed system will enhance the accountability of clients as well as of Customs employees.

Elimination of Interfacing

4.84
The Electronic Declaration and Processing System would involve minimal interfacing with the clients. Customs employees will have to communicate objections, if any, electronically eliminating the need for face-to-face interaction with the clients.

Facilitation of Legitimate Transactions

4.85
Through the application of carefully prepared system of profiling, proposed system would achieve the twin objectives of facilitation of legitimate trade and blocking of high-risk consignments for detailed scrutiny. Although, some kind of profiling and risk-management criteria can also be applied in a manual system, the element of human discretion always makes it prone to selective application.

Time Stamping

4.86
The automated system has the inbuilt ability to record the time for each activity. This would allow the Customs management to monitor the enforcement of time standards set by it for the completion of each transaction. In a manual system, it is difficult to effectively check the delays or even to monitor the average time spent in the completion of different transactions.

Standardisation

4.87
The proposed system would ensure standardisation of business processes throughout the country. This will eliminate the dispersion in practices from Collectorate to Collectorate or even within a single collectorate. Likewise, databank of values, classification codes and concessionary imports through different collectorates would be available to all Customs Collectorates. 

Efficiency

4.88
Electronic data transmission, besides being accurate and cost effective, is a highly efficient mode of data exchange. Because of inbuilt efficiency of an automated system, cost of compliance would be considerably reduced as compared to the prevailing system. In fact the system promises scrutiny of declarations and Customs clearance prior to arrival of goods.

Ability to Utilise Expertise

4.89
The proposed system when implemented throughout the country, after its networking by linking all Customs Collectorates, would enable the Customs management to utilise special expertise available at a particular Custom House to process declaration filed anywhere in the country. 

Random Checking

4.90
Customs management can apply a random checking technique to test the efficacy of the proposed system by selecting a small percentage of consignments for scrutiny of documents or examination of goods. This measure would create the necessary deterrence against the misuse of the system by the clients.

4.91
Profiling and Risk Management: Increased volumes of international trade and containerisation of cargo have posed a challenge in  Customs for effective enforcement of customs laws without causing inordinate delays in the clearance of goods. A balance should be strict between the need to control and the ability to provide an efficient service. A system of selectivity or profiling based on the past experience and records available with the customs in respect of its clients and stakeholders is the alternate arrangement for this purpose. Risk assessment techniques should be developed to identify high-risk commodities, importers/exporters, various combinations of traders and clearing agents, countries of supply and ports of transshipment, travel patterns and nationalities of narcotics smugglers, etc. The negative selectivity criteria are based on the past record of the importers, exporters, clearing agents, bonded warehouse licensees, and other clients, who have indulged in any kind of fraud, manipulation or malpractice, and are fed into the system as high-risk clients. All new importers are usually placed in this category unless they develop a positive profile over a period of two to three years. Likewise, imports through ports of transshipment used for importing consignments by manipulating documents/ declarations also constitute as one or several of the components of selectivity criteria for negative profiling. The criteria could be updated through feedback by the intelligence network. On receipt of a customs declaration, the system is interrogated whether particular consignment matches with the negative selectivity criteria in the system or not. In case it does not, customs clearance would automatically be granted without detailed scrutiny/checks. The customs administration can obtain a copy of the manifest of goods/air travellers prior to their arrival. This would enable Customs to scan particulars of incoming/outgoing cargo/air travellers well within time. The system would enable the customs to use the available resources for focusing on high-risk consignments. A random check by selecting a small percentage of consignments (otherwise not picked up by the negative selectivity criteria) could be employed to check their reliability. 

4.92
Collectorate of Customs Appraisement, Custom House Karachi has developed a system of positive profiling of reliable importers whose goods are not subjected to examination. This is called “Express Lane Facility (ELF)”. The beneficiaries of this facility are multinational companies and other industrial units of repute. Of late, another category of positive profiling has been added with a view to accepting their declarations in respect of value, rate of duty, etc., without scrutiny of their import documents. This dispensation is available to importers having a clean past record for the last three years and to imports made by the federal, provincial governments, state owned corporations, local bodies paying duties at the statutory rates. Tea, plastic raw material, items subjects to zero rate of duty and the specific rate of duty are also eligible for this mode of assessment referred to as Electronic Assessment System (EASY). Importers entitled to the benefits of this facility are allowed to pay duty after filing a bill of entry without scrutiny of their declarations/documents. However, exemption from examination of goods is available only to importers otherwise entitled to avail ELF facility. A five percent random examination check is applied to importers eligible for both EASY and ELF facilities. The EASY mode of assessment presently covers around 15 to 20% imports, which would subsequently expand to 40%.

4.93
Adoption of a positive system of profiling is a good initiative towards introducing some criteria of profiling for expeditious clearance of low risk consignments. However, identification of high-risk imports is equally important. At present Customs does not maintain a profile of high-risk importers. Usually, consignments involving some kind of mis-declaration are intercepted on the basis of intelligence reports. It is advisable to keep a profile of high-risk importers and their partners e.g. suppliers, clearing agents, etc. The rationale of maintaining a negative profile is that it helps in focussing on high-risk consignments and in optimal utilisation of limited resources. The negative system of profiling can be constantly reviewed and revised by regular monitoring of the efficacy of selectivity criteria. Since the positive system of profiling has only recently been introduced, it should be given a fair chance for some time. Simultaneously, a profile of high-risk imports should also be developed for targeted enforcement to check leakage of revenue. After careful review and analysis, ultimately, a foolproof and comprehensive system of negative profiling universally applicable throughout the country through a computerised network may be introduced.

Transhipment

4.94
Following recommendations are made to streamline the transhipment of goods from one customs station to an another:

· A computerised link between the port of shipment and port of destination should be established.

· After necessary checks and scrutiny, appropriate custom officers should allow the transhipment, and electronically endorse the request to the port authorities.

· The date, time and conveyance number carrying the cargo, and other relevant particulars of the consignments should be entered in the computer installed at the gate of the port of shipment. These particulars should be available online to the computer network of the port of destination.

· As soon as the cargo is received at the port of destination, it should be notified to the computer network of the port of shipment.

· To check abuse of this facility, transit routes to be followed by the approved carriers should be specified for various combinations of ports of shipment and ports of destination. The carrier should be bound to strictly follow specified transit route.

· Transit times should be worked out realistically and monitored closely. The possibility of using the latest technology for tracking the movement of automotive vehicles through satellite communication network should also be explored.

· Complete profiles of carriers, importers, commodities and clearing agents based on risk assessment criteria through their past track record may be developed and used on computerised network on countrywide basis to monitor the movement and receipt of consignments belonging to high risk clients using the transhipment facility.

4.95
Procedural framework for the transhipment of goods from airport to airport, airport to dry port, dry port to airport, seaport to seaport, and dry port to Customs House Karachi may be notified by the Central Board of Revenue.

Warehousing and Safe Transportation Process

4.96
Following recommendations are made to streamline the warehousing and safe transportation process. 

· It should be mandatory for each licensee of a warehouse to maintain a computer on this premises. Inventory controls should be computerised. Application software developed by Customs should be given to all the licensees to account for the entry and exit of goods from the bonded warehouses. Each warehouse computer system should be connected to the Customs network. As soon as a consignment leaves the gate of port area, computerised network should capture particulars of the consignments, name of licensee, vehicle number carrying the goods, date and time of clearance from port area, etc. In case of safe transportation, these particulars shall be available online to the relevant customs collectorates. The licensee should be responsible for entering the information regarding the receipt of goods in the bonded warehouses.

· Standard transit time may be laid down with in-built checks in the systems to identify delays in receipt of goods at the bonded premises. As soon as the information is received at the relevant customs collectorate, its staff posted at the bonded warehouse, should ensure that the goods dispatched under safe transportation scheme have safely arrived with the seals and locks intact. Besides, marks and numbers of the consignments should also be verified and reported to the port of shipment. After appropriate verifications data should be entered in the computer system.

· To check abuse of this facility, transit routes to be followed by the approved carriers should be specified for various combinations of port of shipments and bonded warehouses. The carrier should be bound to strictly follow specified transit route.

· Appropriate technology for tracking the movement of automotive vehicles through satellite communication network should be explored.

· A computer-linked camera should be installed at the main gate of bonded warehouses to record each entry and exit of the bonded goods. The software should be so programmed that it records and stamps the date and time of entry and exit of goods.

· Profiling of licensees of bonded warehouses, importers using public bonded warehouses facility, clearing agent, and transporters should be developed on the basis of their track record.  An effective periodical audit of bonded warehouse may be conducted based on a system of profiling and risk management techniques. Targeted audit of high-risk licensees/importers or commodities would help check abuse of this facility. Necessary amendment in the law may be introduced to make it mandatory for the audit organisation to carry out post-clearance audit of warehoused goods. Renewal of licenses be linked to satisfactory audit reports, particularly in respect of high-risk clients.

· The warehouse approval procedures may be reviewed to provide for inspection of the proposed premises for a warehouse to ensure that the goods stored therein would be kept physically secure. Frequent checks should be made to verify  that goods are kept within the secured area.

· The customs staff exercising control over the warehoused goods should be adequately trained in the warehousing procedures and made accountable for inventory control through close monitoring of their performance.

Import Refund Sanctioning Processes
4.97
It is recommended that CBR may issue comprehensive import refund rules in exercise of powers conferred by Section 219 of the Customs Act, 1969 prescribing the following:

· Standard format of refund claims.

· Officials responsible to process and finalise refund claims.

· Documents required to be submitted by the importers along with the refund application.

· Time standards to scrutinise and settle such claims.

· Procedure to be followed where refund claims are not found in order.

· Competent officers who may sanction the refund claims and who are authorised to issue show-cause notices where the refund is inadmissible.

· Elaborate system of monitoring performance of officials responsible for disposal of refund claims.
Import Under Concessionary Notifications

4.98
To streamline imports under concessionary notifications and to address the genuine concerns of trade and industry, it is proposed that:

· The overall regime governing imports of raw materials and machinery may be critically analysed and reviewed to make it simple and transparent.

· Input/output coefficients based on the standards of most efficient manufacturing unit may be introduced to obviate the requirement of determination of input output coefficients by individual beneficiaries of this scheme.

· Bank guaranties be replaced by corporate guaranties.

· Consumption/installation certificate procedure should be substituted by post -clearance audit of the manufacturing units.

· Concessionary imports regime should be fully automated to eliminate the misuse and manipulation of the existing system of the annual raw materials imports at concessionary rates inherent in a manual system.

· Comprehensive profiles of users of concessionary duty regime may be developed. This will help in discriminating between the legitimate and unscrupulous clients, devising targeted audit strategy and facilitate recovery of taxes evaded by the unscrupulous users of this facility.

Duty Drawback Sanctioning Process

4.99
Approval and sanctioning of duty drawback is a routine activity. Normally, it should not go beyond the officers of the rank of Deputy Collectors. A similar arrangement exists for sales tax refund where Deputy Collectors are authorised to sanction sales tax refunds without any monetary limit. It is recommended that :

· Customs General Order 5/95 may be amended to authorise Deputy Collectors of Customs to sanction duty drawback claims without any monetary limit. This would enable the senior officers of rank of Additional Collectors and Collectors of Customs to focus on more important policy issues concerning exports.

· The time limits fixed by the Central Board Revenue for the sanctioning the duty drawback claims should be strictly followed. CBR may devise a mechanism to closely monitor compliance of the laid down time standards.

Airport Processes

4.100
Following recommendations are made to streamline the airport processes:

· Customs work at airports should be organised through the use of information technology. Profiles of persons, who have previously indulged in serious customs offences (like smuggling of goods and drugs) should be available to the customs on a central computer network linking all the international airports in Pakistan and other customs stations. Linkage should also be developed with other law enforcement agencies like anti-narcotics force, immigration authorities and other anti-smuggling agencies to make use of the databank on persons involved in smuggling.

· Information on customs baggage rules, rates of duty on baggage items and the procedure to be followed to clear dutiable baggage items should be broadly disseminated.

· Customs facilitation counters should be established at the arrival and departure lounges at all airports to assist the passengers.

· The scanning machines should preferably be installed on the conveyor belts. This will save the air travellers from the hassle of putting their baggage on the scanning machines and will simultaneously enable the customs to segregate baggage for examination.

· Air travellers should have the option to pay customs duty in Pak rupees or in any other foreign currency.

· Metal detectors should be provided to the customs at the airports to dispense with personal search while checking the air travellers suspected of concealing gold, watches and other precious metals on their body.

· A customer services centre may be set up at all international airports in collaboration with CAA and cargo handling agencies to provide one window facility to the air travellers through a simplified procedure for payment of customs duty and other taxes.

· Offices of cargo handling agents, airline staff, customs and National Bank of Pakistan should be located in the customer service centre. The facilitation staff of this centre should be jointly managed by the  aforementioned agencies to provide services for expeditious clearance of unaccompanied baggage without the involvement of clearing agents on payment of reasonable fee.

· A round-the-clock facility for the clearance of urgent air consignments on the pattern of immediate clearance group established at QIAP may be replicated at other major international airports. 

· Recommendations regarding business process re-engineering being proposed for QIAP, Karachi may be replicated at all the Airports

Dry port Processes

4.101
To standardise Customs processes and operations to achieve consistency of customs throughout the country, it is proposed that:

· Computerisation plan be appropriately devised to ensure uniform development of computerisation of customs business processes at all dry ports.

· Recruitment, training and placement policies for the customs employees working throughout the country should be standardised.

· Customs data in respect of values, classification rulings, standing orders, public notices, etc., as applied at Custom House, Karachi should be made available online to the customs officials at all the dry ports.

· The recommendations regarding business process re-engineering being proposed for Customs House Karachi may be replicated at all the dry ports.

· Customs laboratory facilities should be provided at all the dry ports. Laboratory facilities at Lahore and Faisalabad dry port may be upgraded.

Legal Proceedings Involving Contravention of Imports/Exports

4.102
To improve the quality of adjudication and to address the genuine concerns of the trade and industry, it is proposed that:

· Adjudicating officers should be provided extensive training to enable them to perform this important function efficiently and effectively.

· Training course should also cover rules of statutory interpretation, principles of natural justice, case laws decided by the superior judiciary and the basic principles of equity and justice expected of any judicial authority.

· Criteria to evaluate the performance of adjudicating officers should be based on the quality of their decisions and their efficiency in disposing of the quasi-judicial cases. The feedback from the appellate tribunals about the cases overturned by the appellate forum could served as one of the criteria to evaluate the quality  of adjudicating officers’ work.

· Collectorates of adjudication should be encouraged to access the information available with the Custom House Karachi, case laws and judgements passed by the higher judicial forums and to monitor the disposal of pending cases.

· Number of benches of customs appellate tribunal may be enhanced.

· The monetary limit of Rs 100,000 of duty/taxes for a single member bench may be suitable enhanced.

· Time limit may be prescribed for expeditious disposal of all such cases where goods are lying in the port area, pending completion of adjudication proceedings. 

Organisation Design and Human Resource Reforms

4.103
As mentioned in the previous section, Customs organisation is a tall hierarchy with a long tail of low paid and unqualified staff, so characteristic manual business processing. There is a considerable gap between the level of expertise amongst the customs functionaries working at different customs stations. The entire hierarchy of Customs House is involved in transactions - Examiners upto the Collector. CBR is also increasingly involved in operational matters due to the references being initiated by the field. The horizontal interventions of co-equals (for e. g D.G Intelligence, Controller General Valuation, etc.) diffuses the responsibility and authority of the operating officer. To make the businesses processes efficient and effective, the following changes are being recommended in the administrative structure of customs department.

Merger of Positions

4.104
Assistant Collector:  Assistant Collectors of Customs at the middle management level perform a supervisory role. Except for promoted officers, they have no experience of actual customs work at the grass root level. They have inadequate on the job training, no hands-on experience, and have generally a short tenure of posting. Hence, as supervisory officers they are not very effective. It is, therefore, proposed that:

· Assistant Collectors in Customs should be assigned to the position presently occupied by the Principal Appraisers/Superintendents. They should, of course, retain their statutory functions as devolved upon them under various provisions of the Customs Act.

· Competent Principal Appraisers/Superintendents may be granted an opportunity of fast track promotion to the rank of Assistant Collector.

· The Rest of Principal Appraisers may be relocated to the audit organisation to strengthen the post clearance audit function.

4.105
Appraising and Examining Officers:  Examining Officers are assigned the function of examining the goods. They identify the goods and describe them in the language/terminology of customs tariff to facilitate assessment by Appraising Officers for determining the classification of goods, application of applicable rate of duty, etc. The Appraising Officers assigned to port area also carry out examination goods alongside the Examining Officers - either as their supervisory officers or sometimes independent of them. The existence of two tiers for performing similar functions is not only unnecessary, it also leads to duplication of work and adds to the compliance costs. It also causes delays and dilutes the responsibility. It is, therefore, recommended that:

· Post of Examining Officers and Appraising Officer may be merged. This measure will facilitate in reducing the number of tiers by flattening the organisation.

Appraising Officers

4.106
Appraising Officers occupy a critical position in the Customs hierarchy. They are responsible for the assessment work pertaining to imports and exports irrespective of the value of consignments. In the recent past, due to flawed recruitment policies, the quality of Appraising Officers has reportedly been below the requisite standards. This has adversely affected the quality of work and the image of the organisation. Some of the Appraising Officers are promoted from the ranks of support staff such as lower division clerks and upper division clerks on the basis of the quota reserved for them. The officials promoted from the ranks have not demonstrated as competent Appraising Officers due to their limited exposure, training and experience. It has been rather difficult to bring about an attitudinal change even through the retraining of these officers. 

4.107
The job of Appraising Officer includes assessment of chemicals, machinery, engineering and hi-tech products. Appraising Officers (with science and engineering background) recruited through FPSC have proved as effective Appraising Officers. It is, therefore, recommended that:

· Appraising Officers should be inducted through FPSC with preference for science, engineering and business graduates.

· The existing system of promotion from the ranks of support staff may be discontinued. A fast track promotion opportunity should be provided to Appraising Officers to rise to higher ranks on merit.

Unified Appraising Service Group

4.108
The existing cadre of appraisement staff is confined to Custom House, Karachi. Some of the Appraising Officers and Principal Appraisers are deputed to other Collectorates to work at the Inland Customs stations. However, with the proliferation of inland customs stations (dry ports) throughout the country, it is imperative to have a unified cadre of Appraising Service Group for the entire country. Superintendents, Deputy Superintendents and Inspectors, who perform the appraisement work at the inland customs stations were neither recruited nor adequately trained for the specialised work of assessment of imports and exports. Induction of Appraising Officers having pre-defined academic background in accordance with the requisite skill level with standard and targeted training in core customs functions can assure consistency in customs professional work throughout the country.

4.109
It is, accordingly, recommended that a unified Appraisement Service Group may be established for the entire country. This will give the senior management the flexibility to move appraising staff from one custom station to the other according to the administrative requirements. The chapter on human resource management in details examines the issues concerning the proposed changes in the Customs Administration. 

4.110
The Task Force recommends the reestablishment of the first tier of appeal within the department. In that case adjudication i.e. orders in original should end up at the level of addition collector. (Monetary limits in the law should be so adjusted). This recommendation is aimed to reduce the workload of the tribunal and also provide a convenient and expeditious departmental channel of relief on facts of the case.

Collectors Appeals

4.111
In line with our recommendation in chapter concerning sales tax, it is proposed to end the adjudication process at the level of Additional Collector, (Adjudication). Simultaneously, it is recommended to recreate the office of collector (Appeals)

TRANSITION 

Transition Timeframe 

4.112
In transition to the new system, it must be ensured that all backlog of pending cases should be finalise through special efforts and necessary legal cum executive mechanism. It is necessary to do so otherwise the dead weight of arrears and the unresolved cases of the old (manual) dispensation will bring down  the system. The actual implementation of change management process is expected to go through the following timeframe. This will, however, depend on the commitment of senior management to the change process and availability of the required financial resources.

Six Months after Initiation of Project

4.113
Simplification of business processes will take place in the short term. The nucleus modern organisation will be established in two Custom Houses, viz., Karachi and Lahore. Selection of EDPS systems will be completed. System development work for warehousing, safe transportation, airports and other functions – outside the scope of EDPS – would start. The work on the development of profiling system based on risk management techniques will be initiated. Training modules for the incumbents and the fresh entrants will be in place. Criteria for the renewal of licenses of existing clearing agents will be ready. They would be authorised to lodge electronic declarations. The task of review and redrafting of the customs regulatory framework would be underway. Changes in the organisation design and human resource reforms will be initiated.

One Year After Initiation of Project

4.114
Training of officers to work in the automated environment would have taken place. Clearing agents would have been screened and qualified persons required to install their computer systems. Port authorities will also take necessary measures to change their manual processing to an automated system. The task of writing SOP’s would have been initiated. The modular programme for early retirement of personnel with monetary benefits, and the safety net of job transition programme will be initiated. Change in organisation design will be completed. The work on developing application software for the EDPS would be well underway.

Eighteen Months After Initiation of Project

4.115
SOPs will be ready. The organisation to implement the modern system will be in place through internal and external induction. Profiling and risk management system would be ready. Revised regulatory framework will be ready. Automated systems for warehousing, safe transportation, airports and other functions – outside the scope of EDPS – would be ready.

Next Eighteen Months

4.116
EDPS would be ready, tested and implemented on country-wide basis. The customs administration would have shifted to the new operating environment.

4.117
We must end our report by drawing attention to varying degrees of external intervention formally or informally in the operations of the Customs Department, sometime in the name of checks and balance, sometime in the name of anti-smuggling, sometimes in the shape of special inspections, investigations or audit. This violates principles of Sound Management. Interference by un-qualified personnel cannot improve the operations of the Department. A modern well-managed customs organisation functions only in a self-contained, autonomous manner, free of interference or atmosphere of mistrust. This is indeed the management doctrine of authority commensurate with responsibility and vice-versa. We would, therefore, commend to the Government that in giving effect to our recommendations, complete operational autonomy should be ensured. Even external audit should be conducted only through persons qualified to understand Custom Law and Regulations as well as international practices and conventions to which we adhere. The question of ensuring work ethics and integrity should better be left to the Central Board of Revenue rather than to non-qualified outside organisations. 

Table 4.7

TRANSITION MATRIX


QUARTERS


Task
1
2
3
4
5
6
7
8
9
10
11
12
Implementation

Simplification of Business Processes












CBR/Collectorates

Establishment of Nucleus Organisation












CBR

Introduction of Electronic Declaration and Processing System












CBR/PRAL

Profiling System












CBR/Collectorates/PRAL

Training












CBR/Director General (Training)

Clearing Agents License Criteria












CBR/Collectorates 

Regulatory Framework












CBR

Organisation Design & HR Reforms












Establishment Division/Finance Division/CBR

Screening of Clearing Agents 












Collectorates

Standard Operating Procedures












CBR/Collectorates

Warehousing, Safe Transportation & other Functions Automation












CBR/Collectorates/PRAL

Electronic Declaration and Processing System Testing












CBR/Collectorates/PRAL

Electronic Declaration and Processing System Implementation 












CBR/Collectorates/PRAL

Table 4.8

PROPOSED

SET-UP OF CUSTOMS HOUSE


Examination (KPT)
Suggested Changes

Table 4.9: Suggested Changes and their Impact

Change Type
Number of Steps

Reduced Document Flow
5

Deleted
11

Automated
2

Total
18 out of 34

Step #
Type of Change
Rationale
Benefit

6
Automated
Record maintained by computer system


Reduced paperwork and higher accuracy

7
Deleted
Step becomes redundant
Shorter process and reduced document handling



8
Automated
Record maintained by computer system. Function transferred to UDC (Customs) 


Reduced paperwork and higher accuracy

18
Reduced Document Flow


Only selected cases according to pre-defined criteria/profiling should go to Principal Appraiser


Reduced supervisory intervention

19
Reduced Document Flow


Only selected cases according to pre-defined criteria/profiling should go to Principal Appraiser


Reduced supervisory intervention

20
Reduced Document Flow


Only selected cases according to pre-defined criteria/profiling should go to Principal Appraiser


Reduced supervisory intervention

21
Reduced Document Flow


Only selected cases according to pre-defined criteria/profiling should go to Principal Appraiser


Reduced supervisory intervention

22


Reduced Document Flow


Only selected cases according to pre-defined criteria/profiling should go to Principal Appraiser


Reduced supervisory intervention

23
Deleted
Step becomes redundant
Shorter process and reduced document handling



26
Deleted
Merger of Principal Appraiser & Assistant Collector positions
Reduced number of tiers by flattening the organization



27
Deleted
Merger of Principal Appraiser & Assistant Collector positions
Reduced number of tiers by flattening the organization



Step #
Type of Change
Rationale
Benefit

28
Deleted
Merger of Principal Appraiser & Assistant Collector positions
Reduced number of tiers by flattening the organization



29
Deleted
The final sanctioning authority will rest with Assistant Collector/Deputy Collector, according to recommendations contained in this report   


Cases decided at the operational level-targeted accountability and shorter process

30
Deleted
The final sanctioning authority will rest with Assistant Collector/Deputy Collector, according to recommendations contained in this report   


Cases decided at the operational level-targeted accountability and shorter process

31
Deleted
The final sanctioning authority will rest with Assistant Collector/Deputy Collector, according to recommendations contained in this report   


Cases decided at the operational level-targeted accountability and shorter process

32
Deleted
The final sanctioning authority will rest with Assistant Collector/Deputy Collector, according to recommendations contained in this report   


Cases decided at the operational level-targeted accountability and shorter process

33
Deleted
The final sanctioning authority will rest with Assistant Collector/Deputy Collector, according to recommendations contained in this report   


Cases decided at the operational level-targeted accountability and shorter process

34
Deleted
The final sanctioning authority will rest with Assistant Collector/Deputy Collector, according to recommendations contained in this report   


Cases decided at the operational level-targeted accountability and shorter process

Appraisement Groups

Suggested Changes

Table 4.10: Suggested Changes and their Impact

Change Type
Number of Steps

Reduced Document Flow
7

Deleted
1

Relocated
4

Reduced Discretion
2

Total
14 out of 25

Step #
Type of Change
Rationale
Benefit

1
Reduced Discretion
Adoption of Valuation System


Better appraisement

2
Reduced Discretion
Adoption of Valuation System


Better appraisement

3


Reduced Document Flow
First Appraisement will be assigned by Customer Services Centre to cases that fall within the specified criteria


Clearing Agent/Importer will directly go for Examination

4
Reduced Document Flow
First Appraisement will be assigned by Customer Services Centre to cases that fall within the specified criteria


Clearing Agent/Importer will directly go for Examination

6


Relocated
Appraiser to affix stamp


Removes an official from the process



7


Reduced Document Flow
Only selected cases according to pre-defined criteria/profiling should go to Principal Appraiser 


Reduced supervisory intervention 

8
Reduced Document Flow
Only selected cases according to pre-defined criteria/profiling should go to Principal Appraiser 


Reduced supervisory intervention 

9
Reduced Document Flow
Only selected cases according to pre-defined criteria/profiling should go to Principal Appraiser 


Reduced supervisory intervention 

12
Reduced Document Flow
Only selected cases according to pre-defined criteria/profiling should go to Principal Appraiser 
Reduced supervisory intervention 

13
Reduced Document Flow
Only selected cases according to pre-defined criteria/profiling should go to Principal Appraiser 


Reduced supervisory intervention 

3 of P#2
Deleted
Merger of Principal Appraiser & Assistant Collector functions


Reduced number of tiers by flattening the organisation

4 of P#2
Relocated


Merger of Principal Appraiser & Assistant Collector functions
Reduced number of tiers by flattening the organisation



7 of P#2
Relocated
Principal Appraiser/Appraiser to affix stamp 


Reduces interface with one official

9 of P#2
Relocated
Data Entry Operator to affix stamp
Reduces interface with one official



Account Cash Section

Suggested Changes

Table 4.11: Suggested Changes and their Impact

Change Type
Number of Steps

Deleted
12

Relocated
6

Total
18 out of 18

Step #
Type of Change
Rationale
Benefit

1
Deleted
Bank given access to duty specific part of computer application
More efficient process and reduced number of officials in the process



2
Deleted
Bank given access to duty specific part of computer application
More efficient process and reduced number of officials in the process



3
Deleted
Bank given access to duty specific part of computer application
More efficient process and reduced number of officials in the process



4
Deleted
Bank given access to duty specific part of computer application
More efficient process and reduced number of officials in the process



5


Deleted


Bank given access to duty specific part of computer application
More efficient process and reduced number of officials in the process



6
Deleted
Bank given access to duty specific part of computer application
More efficient process and reduced number of officials in the process



7
Deleted
Bank given access to duty specific part of computer application
More efficient process and reduced number of officials in the process



8
Deleted
Bank given access to duty specific part of computer application
More efficient process and reduced number of officials in the process



9


Deleted
Bank given access to duty specific part of computer application
More efficient process and reduced number of officials in the process



10
Deleted
Bank given access to duty specific part of computer application
More efficient process and reduced number of officials in the process



11
Deleted
Bank given access to duty specific part of computer application
More efficient process and reduced number of officials in the process



12
Deleted
Bank given access to duty specific part of computer application
More efficient process and reduced number of officials in the process



13
Relocated
Possible relocation to another section in Accounts, like Personal Deposit Account


Lower staffing levels

14
Relocated
Possible relocation to another section in 

Accounts, like Personal Deposit Account


Lower staffing levels

15
Relocated
Possible relocation to another section in Accounts, like Personal Deposit Account


Lower staffing levels

16
Relocated
Possible relocation to another section in Accounts, like Personal Deposit Account


Lower staffing levels

17
Relocated
Possible relocation to another section in Accounts, like Personal Deposit Account


Lower staffing levels

18
Relocated
Possible relocation to another section in Accounts, like Personal Deposit Account


Lower staffing levels













Supervisory Tier





Functional Tier








Appraisers








Assistant


Collectors of


Customs








Additional


Collectors of


Customs











Collector of Customs
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