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	ACRONYMS

ASYCUDA

Automated System for Customs Data

COMESA

Common Market for Eastern and Southern Africa

MRA

Malawi Revenue Authority

PCA

Post Clearance Audit

RADDEx

Revenue Authority Digital Data Exchange

RM

Risk Management

RMU

Risk Management Unit

WCO

World Customs Organization

WTO

World Trade Organization

DTI

Direct Trader Input

EXECUTIVE SUMMARY

The Customs and Excise Division has been undergoing Reforms since 1994 and the current reforms are building on the previous reforms undertaken by the Malawi government. The reforms were driven by the International Monetary Fund (IMF), Ministry of Finance, and other stakeholders. The reforms were co-financed by IMF, World Customs Organization (WCO), World Bank, USAID Southern Africa Trade Hub (SATH), COMESA and SADC. They were undertaken to improve service delivery, create a conducive environment for investors/traders, to simplify procedures and speed up clearance process (to facilitate trade) in line with the Revised Kyoto Convention.

The reforms were based on the findings of a Time Release Study. The study was undertaken with the help of WCO. It was conducted at the major inland and border stations and it covered the key stakeholders. The time baselines were measured from the time a declaration is lodged to the time when a release order is issued. The study revealed inefficiencies and delays resulting from cumbersome procedures including multiple physical examinations without any basis or selection criteria. Several recommendations were made to analyze and review processes and adopt a targeted approach. Based on such recommendations, Customs had to continue to reform and modernize by adopting modern practices in line with WCO SAFE Framework of Standards, and IMF recommendations on trade facilitation. This  triggered the establishment of a Risk Management Unit (RMU) and Post Clearance Audit (PCA), which were built on previous reforms that established ASYCUDA ++, DTI, clearance database and stakeholder partnership.

The benefits of the reforms are reduced clearance times, automation of clearance processes and ongoing development of databases, introduction  and extension of DTI to all automated stations, improved stakeholder partnership, facilitation of compliant traders using green route concept,  improved compliance, improved transparency, improved efficiency  and effectiveness above all revenue growth (see table 1 in the Annex).

There are financial costs of implementing reforms, and an administration should have a budget for this purpose. The biggest expenditure, in the case of Malawi Revenue Authority,  was procurement of Oracle software to upgrade ASYCUDA to 1.18e 

INTRODUCTION

Today’s environment is unpredictable and competitive, such that only those that adjust to the changes in the environment and respond to customer needs can survive the emerging challenges. This uncertain environment puts pressure on Customs administrations to reform and modernize their operations.

The message and pressure to Customs Administrations is basically to change the way of handling business by taking a different approach to the way they operate in order to facilitate trade. It is not practical for Customs to continue operating in a manual environment, physically checking all goods given the increasing traffic levels and dwindling operational resources. The modern Customs Administration is expected to achieve its core objectives without hindering or slowing down the flow of traffic. Delays cost money and they add up to the existing high cost of transport and uncompetitiveness of a country’s producers. The challenge for Customs, therefore, is to strike a balance between facilitation, control and collection of revenue.

For Malawi Customs, the current reforms were built on ongoing reforms which were triggered by external developments and partners. Reforms in general  lead to a change process which if not well managed can fail or have very little impact making it necessary that a monitoring and evaluation system is put in place to measure progress and impact / value addition.

I. General Overview/Reasons for Reform

BACKGROUND

Customs Department

Malawi Customs underwent major reforms as a government department in 1998, a process which established Malawi Revenue Authority in the year 2000. A diagnostic study was done which proposed establishment of an autonomous flexible organization. The initial reforms were triggered by various stakeholders who proposed that Customs administration should reform and modernise to meet the stakeholder’s expectations. The major drivers were World Customs Organization (WCO), International Monetary Fund (IMF) World Trade Organization (WTO) Ministries of Trade and Finance, Chamber of Commerce, Clearing and forwarding Agents etc.

Under the reform and modernization process, the steps that were taken were as follows:
· Consultation of all the key stakeholders on their expectations, and input into the proposed changes; 
· A diagnostic workshop was conducted, which was facilitated by WCO following a request by the Malawi Government. A cross section of staff from Customs made self-assessments on how they were conducting operations and management, indicating how they should be doing their business, outlining what help they would need to change in the way of doing business to meet stakeholders’ expectations. This process was important for ownership and commitment to the reforms by the Customs Administration.

· A team  comprised of Malawi Revenue Authority staff was established to drive the reforms which analysed all the problem areas identified by the diagnostic workshop into a work plan and programme for Implementation. 

· A Road Map for implementing the reforms was developed, communicated and distributed to all members of staff. Progress was monitored and reported at monthly management meetings and a quarterly Customs news- letter reported progress on each reform activity. 

Among some of the achievements were the automation of customs clearance transactions through ASYCUDA, establishment of Flexible Anti- Smuggling Teams and a Stakeholder forum, introduction of an incentive Scheme for both staff and the public for reporting on cases of corruption and outsourcing of the customs valuation function temporally to a Pre-Shipment Company to sustain and grow revenues with a parallel programme to build the technical capacity of customs officers in valuation.
Malawi Revenue Authority

Malawi Revenue Authority, the new autonomous flexible organization had to reposition itself to do things differently, to interact with stakeholders in a different way, to consult and communicate on its activities especially those that were aimed at improving efficiency and effectiveness of processes to reduce delays and the cost of doing business. Customs had to develop a Vision, Mission Statement and Taxpayer Charter which were communicated to the stakeholders in line with modern strategic management practices. To live up to the core values established for the organization and to achieve objectives and meet stakeholders’ expectations, on-going and far-reaching reforms were necessary for MRA to be a modern institution which would be proactive and adapt to challenges and changes in the environment. 

Modernization Team

A Reforms Manager was appointed to drive the modernization programme with two support officers. A dedicated desk was established to manage implementation of activities encompassing legislation review, improvement of compliance, establishment of a Post Clearance Audit function, adoption of Risk Management, establishment of a Stakeholder Partnership Forum, infrastructure development and implementation of selected aspects of coordinated border management.
Feedback from Questionnaire

1. A. Was it part of an overall reform program (and therefore co-financed)? Was it linked to WTO trade facilitation or was it broader?  Did it build on recent reforms? 

 OVERALL  REFORM PROGRAMME

These were overall reforms that were ongoing, building on recent reforms undertaken at national level. The reforms were broader but linked to trade facilitation while sustaining and growing the revenues. The trade facilitation instruments that were the main focus and implemented are Risk Management and Post Clearance Audit, as the best practices to reduce delays through speedy clearance. Below is a summary of overall reforms:

Table 1: Summary of Reforms

REFORMS 

OUTCOME (Benefits)

Established Risk Management

Targeted approach facilitates compliant traders, physical checks done according to profiles, reduced cost of collection

Establishment of Post Clearance Audit

Recovery of revenue - audited declarations. Identified gaps in performance

Business processes  review

Abolished inland examination centre 

Streamlined procedures- release time reduced- result that trade is facilitated

Introduced pre- clearance

Reduced border congestion 

Upgraded ASYCUDA system to 1.18e 

Facility for scanning documents, facility for linking online with banks, electronic transit procedure allowing quick release time 

Legislation review to incorporate best practices in line with revised Kyoto Convention (not acceded yet)

Transparency in criteria for registering customs agents and private sector participation in the appeal committee. Introduced cigarette stamps 

Introduction of simplified trade regimes for small medium enterprises

Revenue contribution and trade statistics collection on informal trade

Revenue Authority Digital Data Exchange (RADDEx)

Electronic data sharing through Asycuda Malawi and Tanzania

Website 

Information on tariff general changes made available to the public

1. B.  What was your baseline (i.e. did you already partially implement many of the measures)? What was the scope- what procedures did it encompass? Which government agencies were involved/affected? etc.

Malawi has not given baseline figures, but the Time Release study report provided the baselines that were used as the basis for recommending further reforms to reduce release time of goods.

It should, however, be noted that in cases where there are no queries, the time taken from lodgement of a declaration to the issuance of a release order can be about 30 minutes. At the border office, which has more processes, it would take longer to process declarations because Customs physically check all shipments being cleared at the border such that the minimum is about 3 hours from lodgement of the declaration to the issuance of a release order. A recent assessment done by SADC showed an average of 5 hours of consignments being at the border, measuring the time recorded when the truck arrives at the border and the time it drove out of the gate. Declarations with problems can take over 12 hours.
2. Why did your country decide to undertake these reforms? (E.g. input from traders, studies showed trade barriers, Kyoto Convention Compliance, etc.)

Purpose of the Reforms

The reforms were taken for a number of reasons, in response to the increase in volumes of trade which needed to be processed with constant or diminishing financial and human resources and expectations of stakeholders that inefficient processes  acted as barriers which reduce trade had to be addressed. In addition to the already high cost of transport, inefficient customs processes resulted in higher transaction costs for businesses. Therefore, the purposes of reforms were to be in line with the provisions of the Revised Kyoto Convention and international best practices:

1. To reduce delays and improve on efficiency through harmonization and simplification of Customs procedures.

2. To improve on compliance through Taxpayer education

3. To facilitate legitimate trade in line with supply chain and security

4. Improved communication and partnership with all stakeholders

3. What benefits have been realized as a result of this reform?  (Benefits for the government and/or traders, what problems did it solve?)

Malawi Customs is reported that the reforms have resulted in a number of benefits. The simplified procedures and application of risk management have contributed to speedy clearance thereby reducing costs for traders and improved revenue collection.
Table 2: Some of the Benefits of Reform

Beneficiary

Problem Solved

Benefits

Government

The compliant traders are rated green and are facilitated
Cost of collection due to delays

Revenue loss due to commercial fraud 

Speedy collection of revenue 

Improved revenue -audit detections recoveries made

Improved compliance 

Trade

Delays due to long release time - unnecessary processes

High cost of doing business 

Lack of customer care and recognition of compliant traders

Lack of information on what is expected and the clearance related developments in MRA 

Reduced delays, improved efficiency

Reduced cost of doing business

Recognition of compliant traders- being facilitated

Transparency- information on website

Comment

Overall benefits can be measured using baselines, the baseline or release time established during the Time Release Study, then baselines after the interventions or implementation of the various measures. Benchmarking of the two baselines would clearly show that there is positive progress if release time has reduced. Revenue growth can also be demonstrated by showing the actual collection figures and analysis of import volumes trend.  The Malawi Revenue Authority has been unable to provide these baseline figures.

4. What were the revenue implications?  Did any particular measures have a strong impact on revenue either positive or negative? 
It has been noted that the reforms have had a positive impact on revenue and the revenue growth trend is still positive. Despite the fact that Malawi is currently facing economic challenges, the revenues have grown and are stable. Table 3 below reflects this positive trend:

Table 3: Revenue Performance

FISCAL YEAR

TOTAL COLLECTION

VARIANCE FROM PRIOR

% INCREASE FROM PRIOR YEAR

2006/2007

33,401,719,782

6,759,609,096

25.4%

2010/2011

59,017,582,166

7,513,480,479

14.9%

COMMENT

The Malawi Revenue Authority did not do detailed analysis of the reforms to establish the specific drivers of the revenue increase
The profiling and facilitation of compliant traders to green route contributed to compliance, and the new reviewed penalties enforce compliance and enhance revenue.
II.  Framework
1. Describe any amendments to laws and regulations that were required.  (Did you consult with stake holders on this?)

A number of amendments to the laws and regulations were proposed and some are still being vetted by the Ministry of Justice. Below are some of the amendments that have already been implemented. There were wide consultations with stakeholders and the Ministry of Finance actively participated in the consultation process, especially for the introduction of cigarette stamps and facilitated arrangements for implementation.

Table 4: Amendment to Laws and Regulations

Area of Amendment

Compliance measures

Structure in place and Enforcement

Appointment of Customs Agent

Selection criteria  

Stiff penalties

Capacity building of agents- technical training in customs procedures

Advisory committee assesses whether applicants conform to criteria for registration

Appeals Committee composed of both public and private sector members

Introduction of Cigarette stamps 

Protections of smokers from substandard cigarettes

Physical examination of imports to check substandard imports.

Enforcement teams undertake surveillance for those selling cigarettes without stamps, check smuggled cigarettes

The change from Customs division to MRA required amendment of the law and the MRA Act was prepared to give powers for the administration of customs laws to the Commissioner General. Malawi Revenue Authority has completed a self-assessment diagnostic of customs laws against the provisions of the Revised Kyoto Convention and has identified customs laws and practices that will have to be adjusted to comply with the Revised Kyoto Convention Standards and Recommended practices. Government approval for the accession to the Revised Kyoto Convention and consequent amendment to the customs laws is awaited. 

2. Did reform require major changes in administrative policy or organization?  Please describe.
The reforms did not require policy changes rather organizational and administrative arrangements in terms of reporting structures.

Modernization Team - Reports to Commissioner for Customs on technical issues, and has to submit monthly reports to the department of policy and planning which coordinates office reforms on all the divisions in MRA.

The PCA and RMU - Were established as independent sections, each headed by a manager reporting to the deputy Commissioner Customs operations, to give them prominence, authority and high level guidance, so that they are effective

For the success of the above  arrangements and  to facilitate effectiveness, there was careful selection of suitable officers that demonstrated qualities of being proactive, trainable and capable of acquiring new skills to discharge the duties of the new section

 Migration from Asycuda ++ to 1.18e was handled by the technical team that has been working on the system since inception of the project in the late 1990’s.

III. Implementation information:
1. What was the approximate time frame for implementation?  Why?

The implementation time frame varies, it depends on the type of reform, according to MRA it took 6 months to 2 Years to implement most of the projects, examples given are:

· The ASYCUDA upgrade project took 2 years to procure the required software due to lack of funds

· The cigarette stamps project took over one year to complete.

· The agent’s bill took almost a year to be promulgated as a law
The main reason for the delay is the need for consultations with all the key stakeholders and process of communicating changes to the public before implementation.  Advertising had to allow 90 days for preparation purposes by those affected by the changes. In the case  of  tax stamps the period was even longer because the traders had to be given more time to clear the old stocks in the shops which had no stamps.
2. Lessons learned: what were the biggest problems/issues and how were they overcome? 

On lessons learned the following have been highlighted:
Table 5: Some of the major challenges

Major Challenges/Issues

How they Resolved them

Identifying suitable personnel to work in the new sections, who are team players, flexible and can work on new initiatives

Came up with a criteria for suitable officers

Identifying capable, proactive, manager to drive reforms/programs 

Advertized the positions indicating the calibre of officers required and allowed officers to apply and undergo interviews

Skills for the job, training needs and training of officers, where and who to train them 

Management decided key functions, activities and what has to be achieved, then key attributes to consider in the criteria for identifying suitable personnel. Attachments to other administrations Uganda, Tanzania etc, SADC offered training on several modules which included R/M and PCA

Deciding on organization structural setup for new units to have impact and to be effective, review of legislation to incorporate/ legalize new initiatives

Study tours to see what other administrations were doing, how they did it, training needs challenges they encountered and how they resolved them, their experiences and recommendations, how they can assist. Donor support /Technical assistance in training the staff, the trained staff were able to train the private sector and officers in all the stations in risk management and post clearance audit

Identifying, funding and procurement of operational equipment e.g. furniture, vehicles, computers, office space etc

The administration had to provide them to demonstrate commitment and support to the initiative

In case of cigarettes identifying and signing of contracts with supplier of stamps, security issues of stamps

The government funded activities and supported the process and implementation of tax stamps

COMMENT

It is not easy to move from the comfort zone and there are always those that resist, those that benefit from inefficiencies and do not want or like to change. There is need for consultations to get stakeholders input to get ownership and commitment and ensure change is communicated and marketed for wider appreciation and acceptance by stakeholders. Allow time for implementation and carry or move with everyone in the process.

3. Describe any training or capacity building programs for government officials and/or, private sector that were conducted.

The team that was appointed to manage and work in RMU and PCA needed new skills to work effectively and to achieve the purpose for establishing them. Some of the key areas covered to sharpen skills were:

Table 6: Capacity Building Programs

Key Area

Training/Capacity building

Post Clearance Audit 

Audit Strategy and techniques – selection criteria of who to audit, trend analysis of the data, key procedure in audit, developing standard format for making audit appointment to allow time for preparation, entry into conference to conduct audit interviews and guide questions, exit conference presenting findings and demand notice.

Risk Management 

Training in risk management concept, analysis, risk identification, compiling profiles and profiling, assessment treatment, monitoring and evaluation and instruments to use in risk management

Cigarettes Stamps

Trained in Identification of the fake stamps and supplier provided the tools for checking

Revenue Authority Digital Data Exchange (RADDEx)

The implementation and training were possible with support of USAID Southern Africa Trade Hub (SATH) officers were trained how to access and make use of the information which is electronically transmitted from the port in Dar Salaam and other borders in Tanzania.

4. What equipment, structures, software, etc. was required for implementation?

Table 7: Some key equipment for facilitating Reforms

Equipment Required

Action

Upgrading of ASYCUDA system to 1.18e

Procurement of Oracle software to support upgrading process, very expensive equipment it took over 2 years to acquire it

Operational vehicles, computers /laptops, furniture, fax machines photocopier scanner telephones land and mobile 

The Revenue Authority had to fund and provide all the key resources.

Vehicles to facilitate movement to stations and traders premises for audits-PCA and RMU; 

The Revenue Authority had to fund and provide all the key resources.

5. Did you require technical assistance?  If so what kind?  

Malawi Revenue Authority did not have the capacity to implement some of the reforms on its own and therefore needed both financial and technical assistance. 

The technical assistance received was in the form of guidance and experts who conducted training of officers in PCA, and RM. The institutions that assisted were IMF, WCO, World Bank, and USAID Trade Hub that facilitated some of the attachments to other administration and identifying and providing experts by funding them to provide training.

6. What were the factors crucial to success/ best practices? (What can you recommend to other countries that might undergo similar reform?)

Factors that contribute to  Successful Reform

There are several factors which are crucial to the success of reforms/ best practices. Below are the key ones, in their order of  priority:

· The political will and management commitment to change

· Consultation of all key stakeholders, communication of the plan/ process

· Good selection of staff who have good educational qualifications, integrity, customs technical experience, are proactive and trainable

· Have a clear plan  of what has to be changed, how to do it, who is to drive the change, the expected outcomes or benefits, clear measure of progress, timeframes etc

· A budget to fund the resources and activities

· Implementation/ Action – measure  the costs and benefits  

7. Costs of implementation.  If possible please provide a break-out of the costs.  Be as specific as possible.  (you can attach as an annex)

There were costs that arose from the implementation of the reforms, but Malawi Customs did not compute or record the total expenditure for Customs reforms, and have not provided reliable figures. The major cost which derailed the process of automation for over two years was the cost of procuring the Oracle software for upgrading ASYCUDA system to 1.18e The oracle software cost was 34 million Malawi Kwacha/ US $ 226,666.67 (exchange rate to America dollars -150). The Cost of furniture was also difficult to capture specific figures for PCA and RMU because furniture was bought at the same time for several offices.  Some laptops were bought to be used especially in the field/office and desk tops for offices, as for vehicle only one was bought (approximately $5, 000) and the other vehicle was redeployed from the pool vehicles within Customs division. The other major cost was air tickets and allowances for external travel for officers who attended the various courses abroad in PCA and RM.

8. If possible please provide other useful information such as copies of laws, regulations, standard operating procedures/instructions, implementation plan with benchmarks, etc.  (you can attach as an annex)

Attached to the annex is ANNEX 1 Revenue performance table  , the agent and cigarette tax stamps laws,  

References/Source of information

1. Feedback on questionnaire from Customs Administration - MRA

2. Customs Speaks Magazine – Customs Reforms

3. Former ASYCUDA Manager - Information on cost of Oracle software 

4. Customs International Desk

ANNEX 1

Table 1 shows revenue performance only as challenges were faced to provide baseline data. The covering letter below was a second attempt to get more information after feedback questionnaire was already received.

Table 1: Revenue Performance

Fiscal Year

Total Revenue

 receipted (MK)

Variation from

 previous year

% increase over previous  year

2001/2002

8,437,552,837
0

0

2002/2003
11,743,422,958
3,305,870,121

39.2
2003/2004

16,213,915,717
4,470,492,759

38.1
2004/2005
21,657,184,828
5,443,269,111

33.6
2005/2006
26,642,110,686
4,984,925,858

23.0
2006/2007

33,401,719,782

6,759,609,096

25.4

2007/2008

41,575,560,629

8,173,840,847

24.5

2008/2009

47,719,250,537

6,143,689,908
14.8

2009/2010

51,504,101,687

3,784,851,150

7.93

2010/2011

59,017,582,166

7,513,480,479

14.9




EXTRACT OF THE CUSTOMS AND EXCISE ACT- LAWS ON CIGARETTE TAX STAMPS AND CUSTOMS AGENTS;

 SECTION 77A AND SECTION 128 OF CUSTOMS AND EXCISE ACT RESPECTIVELY

77A –   (1)
Subject to section 77 any person who manufactures, distributes or imports cigarettes shall, upon application in the prescribed form,  affix a cigarette tax stamp, on to each individual purchase of Cigarettes in such a manner as may be prescribed by the Commissioner General.

(2)
For the purpose of this amendment 

‘'Cigarette tax stamp’’ means such mark whether in electronic 

form or otherwise, as the Minister may, by order published in the Gazette, prescribe.

(3)
Any person who contravenes subsection (1) 

commits an offence. 



(4)
The Commissioner General shall not grant an application




for  cigarette tax stamps to an applicant unless the Commissioner




General is satisfied that;




  (a) the applicant is licensed under section 64; or

(b) in the case of an importer or distributor, is duly registered for that purpose. 
 Customs agent
128 (1) The Commissioner General may, on application, license persons as customs agents for the purpose of transacting business with the Malawi Revenue Authority on behalf of other persons.



(2)
An application for a licence under subsection (1) shall be subject to the conditions as may be prescribed.

   (3)
An  applicant  for  a  licence,  or  a licensee under this section shall-

furnish security; and pay such fees as the Commissioner General may prescribe.

 
128A-    (1)      The Commissioner General shall, every two years, appoint an Advisory  Committee  comprising officers of the Malawi Revenue Authority, whose functions shall  functions shall include-


(a)   conducting interviews for persons wishing to transact business of customs agents;

(b)   ensuring compliance by customs agents with tax laws and customs procedures;

(c)   assessing applications for renewal of customs agents licence; and 

(d) Performing such other functions or duty as may be assigned to the Committee by the Commissioner General.

(2)
The Commissioner General shall, every two years, appoint an Appeals Committee comprising-

(a)   three officers of the Malawi Revenue Authority;

(b)   one representative from the Malawi Confederation of Chambers of Commerce and Industry;

(c)    two representatives of any association of customs agents.

(d)    one representative of Ministry of Industry and Trade.

(3)
The Appeals Committee shall be responsible for presiding over any appeal from an aggrieved customs agent or an applicant for a licence for a customs agent.”


Cigarette tax stamps





Appointment of Advisory and Appeals Committee
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