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PREFACE

In response to the many issues raised on the operation and development
of the Border Services of East Timor, the East Timor Transitional Administration
(ETTA) organized a strategic planning workshop in Darwin, Australia from 21-24
September 2000. Invited to participate were officials from the Border Service as
well as from Departments with functional concerns over the activities and the
directions being taken by the Service in its development. Likewise invited to
participate were officials from donor countries with contingents seconded to
BSET and representatives from international organizations UNDP, IOM and
AusAid. Also in attendance were representatives from the Council for National
Resistance in Timor (CNRT).

Participants shared views and perspectives on the role of a border service
in East Timor, the major policies on customs, migration, quarantine and maritime
operations that the border service must observe in the conduct of its operations,
the central arrangements and government reporting lines to be addressed and
the issue of Timorization. At the completion of the workshop, a number of general
directions were identified that may serve as guidepost to a plan on the future

development of the Border Service of East Timor.

Before the workshop, UNDP on request of ETTA engaged as consultant
Guillermo L. Parayno Jr., former Commissioner of Customs of the Philippines in
crafting a Strategic Development Program for the Border Service of East Timor.
The consultant, who also participated in the Darwin workshop, was asked to
consider the agreements in the preparation of the Terms of Reference for the

Project and in the crafting of the strategic plan.
The consultant met with Ms. Anna Pesoa, Cabinet Member Internal

Administration, Mr. Michael Francino, Cabinet Member Department of Finance,

Mr. Shuja Shah, Head Division of Commerce, Industry and Tourism, Mr.Jesudas
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Bell, Director Investment Institute, Mr. Serge Verniau, Division of Agricultural
Affairs, Mr. Thomas Story, Commissioner East Timor Revenue Service, Mr.
Librada, Director Central Payment Office, Messieurs Roque Rodriguez and Joao
Goncalves, both of CNRT, Division of Health Services, Division of Information,
Technology, Post and Telecom and Mr. Mariano Lopes of the Inspector

General’s office.

Extensive discussions were held with the management and staff of the
Border Service and visits were made at the offices at the BSET Headquarters,
Dili Port, and Comoro Airport and at border station at Batugade. Meetings were
also held with Gunnar Hansen, Port Authority Manager, Mr. Eric Mancini of
Perkins Shipping and Mr. Greg Brown of Australia Freight Service. A trip was

also made to Baucau airport.

Discussions were held with UNDP East Timor particularly with UNDP
Resident Representative Finn Riske Nielsen. Mr. Ardarsha Tuladhar, UNDP

Program Officer accompanied the consultant in several of the above meetings.

Following the Executive Summary (Chapter | of the report), the
consultant's findings, observations and recommendations were presented in the
following areas: Legislation (Chapter Il); Operations (Chapter 1ll); Organization
(Chapter 1V); Personnel, Training and Timorization (Chapter V); and
Computerization (Chapter 6). The 5-year Development Program is contained in
Chapter VII.
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I. EXECUTIVE SUMMARY

A. Background

Of all the government agencies created by UNTAET in response to the
UN mandate to provide transitory administration for East Timor, the Border
Service is probably the one agency that was forced to grow up almost overnight.
From its humble beginnings at the ‘tent city’ where it was established in February
25, 2000, the Service has now its own headquarters building near the Port of Dili
and a small office at Comoro Airport. Makeshift offices were also built inside the
Port of Dili and at the border station in Batugade. The service is in the process of
establishing an office in Maliana to serve as the district headquarters of all the

border stations being established at the western borders from Batugade to Suai.

Border Service Officers (BSOs) are now manning both the immigration
and customs lanes at the airport and at the border crossing points. Integrated
service is also given in the entrance and clearance of aircrafts and sea crafts
arriving in the country. Along the western border from Suai to Salele and down to
Batugade, a limited surveillance is being undertaken on smuggling activities and
illegal entrants. But it is in raising revenues that the Service has made its mark as

it now provides almost 70% of total government revenues.

The Service’s revenue generation operation commenced on 20 March
2000. From a collection of only $102,169 for that month, collection peaked in July
at $ 908,591. As of 17 October 2000, cash receipts from BSET collections
already reached $4,452,233. At this rate, collection is projected to go over $ 8.0
million for one whole year exceeding the target by 100%. For the second year of
operation, Central Fiscal Affairs is setting the revenue target for BSET at $ 14.0

million.
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For being first on the ground up and running, other government agencies
have been looking up to the Border Service to help enforce some of their
mandates. The organization has achieved the reputation of a ‘shared asset’ that
many other agencies of government may avail off instead of establishing their

respective capabilities for enforcement.

The above accomplishments which are well recognized and appreciated
notwithstanding, there is a growing sentiment within ETTA, the CNRT and even
among donor countries and organizations that the phase of development by
BSET leaves some things to be desired. Questions have been raised on the
amount of attention and the quality of service devoted to non-customs functions.
There are sentiments that the Service has over-extended itself in trying to take as
its responsibility many non-customs matters. For their part, the donor countries
and organizations have been unhappy with the phase with which the
responsibility for running the service is handed over to the East Timorese. They
bewail the lack of an overall business plan, one that among others clearly define
how the Border Service should develop to become self-sustaining and fully

independent.

Views have also been expressed that the service should be collecting
more. There are reports of large scale under valuation of imports. Monthly
collections went flat after July or at about the same time the 160 local staff was
deployed to the various stations. Comparing the projected total collections of $ 9
million up to March 2001 (using the July to September monthly average of $
831,386) against the budget for personnel, goods and services of $0.9 million
(total budget including capital equipments is $ 2.0 million) from ETTA alone, the
collection per dollar expenditure is a low $ 10. Since UNTAET has been
supplementing the budget from ETTA in terms of the supplies, equipment and
salaries of UN professionals and volunteers, total expenditures is really much

higher and the return much lower. By comparison, most Customs administrations
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are returning to government coffers anywhere from $200 to $300 for every $ 1.0

spent.

The high level of exemptions on imports is also a cause of concern. The
reality of the moment is that most of the imports are for relief and rehabilitation as
well as for the provisions, supplies and equipments of a large international force
engaged in governance, peace keeping and relief work all of which are exempt
from duties and taxes. Nonetheless, there are more than anecdotal evidence of

abuse of exemption and that the leakages in revenue may be significant.

B. Summary of Major Findings

Legislation

The legislative base governing customs operations contained in the
regulations, directives and guidelines issued by UNTAET are simple and easy to
understand by trade. It also supports ‘self assessment’ which is an important
feature of an efficient cargo clearance system. However, the legislative base
does not directly provide officers the basic powers upon which a modern customs
administration operates. Following modern customs legislations, it is important
that Border Service officers are able to review declarations after release of goods
and issue additional assessments, to open the books of accounts of importers
and to have clear and full authorization to implement selectivity. For flexibility and
expediency, the legislation must vest upon the head of the service rule making
powers. And although those provisions of the Customs Law of the Republic of
Indonesia not in conflict with those issued by UNTAET remain in effect, it is
important that the legislative base is made complete with the incorporation of
administrative and judicial proceedings on searches, seizures and arrests,
surcharges, fines and forfeitures and the disposition of property under customs

control among others. Authority to require assistance and to designate any
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national, municipal or provincial official to act as border control inspectors for

customs, immigration and quarantine should also be included.

A provision needing immediate review is the ‘customs value of goods.” No
doubt, the vagueness with which this has been defined under the existing
legislation is partly responsible for the under valuation of imports. UR 2000/12
provides that the customs value of the goods shall be the transaction value and
this in turn is clarified under UD 2000/2 as the fair market value of the
transaction. By comparison, the Customs Law of the Republic of Indonesia
adopted the WTO Valuation Code and defined transaction value as ‘the price
actually paid or payable by the buyer to the seller for the goods when sold for

export to the Customs Territory...” Perhaps the expected initial lack of
competence of the service to implement transaction valuation and the high
probability of abuse were the reasons for the deviation of the UNTAET regulation
from the WTO convention. But the concept of ‘fair market value’ can have
different meanings. Is the market value contemplated the domestic or the export
market value? Is it wholesale or retail? Is it the market in the buyer’'s country or
that of the seller? What is the meaning of fair? Is it a normative price or an

average price?

There is a large quantity of goods imported exempt from payment of
duties and taxes. The revenue forgone on these is high. But while the legislation
already minimizes the allowable exemptions to the minimum, the massive influx
of these exempt goods may provide opportunities that criminal elements may
take advantage of. There are reports, both official and anecdotal that some of the

goods are finding their way to the domestic market.

But the major shortcoming of the current legislation lies in its relative one-
sidedness to the rights and powers of the government as against the rights and
interest of the public, which the laws, regulations and directives must promote as

well. Modern Customs legislation seeks to strike the right balance between the
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need for the proper enforcement of laws and the expectations and even the
demands of businesses and individuals for better governance. The World
Customs Organization has been championing the need for customs legislations
to be ‘balanced’ through its many conventions one of which is the Kyoto
Convention. The current legislative base of BSET does not reflect these modern

prescriptions.

Entry Declaration Processing and Delivery Authorization Procedures

Although risk assessment and selectivity are not specifically provided for
under the existing legislative base, there is already an element of these principles
operating in the cargo clearance system in as much as cargo examination is
performed on a selective basis. However, 100% of entries are still going through
the entry evaluators. Selectivity as practiced by advance customs administrations
would have to wait for the availability of the essential enablers such as electronic
lodgment and electronic processing of entries including automated selectivity
before it can be implemented in East Timor. When the technology becomes
available, it would be possible to issue delivery authorizations right after receipt

and registration of entry declarations and by-pass everything else in-between.

The overall clearance process is simple enough despite being 100%
manual. However, it suffers from a number of weaknesses and vulnerabilities
that must be quickly repaired to protect government revenues. The shortcomings
are, among others, a result of the system not being a closed system, the engine
driving the process is the importer himself being the one who hand carries the
documents from one office to another, the lack of support mechanism to officers
and the absence of controls on sensitive documents. The entry declaration
software itself needs re-programming to improve on its security features as well
as to enhance the capability to generate databases for control and statistical

purposes.
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Under valuation of imports is a problem common to many customs
administrations. East Timor is no exception. In fact, a random review of the
declarations indicates that the level of under valuation is high particularly on
shipments coming from Indonesia. Under UNTAET regulations, the border
service is not under any obligation to use the invoice value if in its view the value
therein is not reflective of the fair market value. Yet only in extremely rare cases
did the service contest the valuation of imports. Even in cases when goods not
declared are found in the shipment, the practice has been to use the values

contained in a supplemental invoice provided by the importer himself.

In- Dock Operations

The concept of controls on the reception, movement and release of goods
from the ports follows the traditional thinking of ‘nothing moves without Border
Control approval’. Thus vessels cannot unload goods without having been
boarded by BSET officers who conducts quarantine, immigration and customs
formalities. Likewise, goods cannot leave the port without BSET ‘sentinels’ giving
the go ahead order. Modern customs control procedures rely mainly on the
security system of the port cargo handler. Responsibility for the proper delivery of
goods is clearly vested on the cargo handler who is accountable to customs for
any loss or missing goods. Customs regularly audits the system and relies on
proper intelligence and surveillance operations to detect breaches. The
traditional methods of control require the deployment of a sizable number of
personnel but whose work have very little control value. Not infrequently, port
personnel even ends up doing things contrary to what their responsibilities are.
On the other hand, audit based controls have been shown to be more effective

and entails less personnel.

Off-Dock Operations

Page- 8



The operations of bonded warehouses for the storage of goods belonging
to the operator himself poses high risks to customs and must therefore be
accorded proper controls. In the case of the docks, the cargo handler does not
own the goods stored therein and can therefore be expected to secure the same
from illegal release. Not so for a ‘private’ bonded warehouse where the operator
and owner of the goods are one and the same. As for ‘public’ warehouses, the
risk may be lesser but nonetheless high because the current control system is
too trusting and can easily be abused. The licensing process has been an
informal process, quite loose and may easily lead to a proliferation of such
facilities in as much as there are no limiting mechanisms to the number that may
be put up. Several of the bonded warehouses were established with the storage
of goods belonging to exempt entities in mind contrary to the general principle
that goods warehoused must pay duty and tax upon withdrawal and within the
maximum period of storage. The number of personnel and the amount of
resources used for the control and supervision of these off-dock facilities has
been few and thereby the prospects of revenue leakage are high for this aspect

of customs operations.

Airport Cargo Operations

The administration of entrance formalities to arriving aircraft and the
accounting of cargo unloaded has been neglected by the local staff and in some
occasions left to the contingents to undertake. While for mature airports with
adequate cargo terminals and cargo tracking systems the traditional control may
be dispensed with, the current situation at the airport and the absence of a cargo
terminal require that in the interim, such physical and manual controls are
needed. There have been reports that cargoes were released by the airlines
without the customs delivery authorizations nor having been subjected to
customs control. The advent of air express operations exacerbates the lack of
clarity in the cargo delivery system at the airport and unless corrected could lead

to leakages in customs revenue.
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As for passenger processing, officers manning the immigration lanes are
not equipped to profile arriving passengers. They do not have access from their
stations on the arrival database that could provide them some indicators on the
activities of a person. As such, they are unable to properly perform their roles as
primary control to the officers undertaking secondary control at the customs lane.

The benefit of a ‘shared asset’ is therefore not optimized.

Immigration Operations

The coverage of the work on immigration has been confined to receiving
arrival and declaration cards and the issuances of entry permits. Officers
manning the immigration lanes are not equipped as to be able to provide more
than just a cursory verification of a person’s admissibility in the country. There
are no indications that the envisioned synergy between the primary and the
secondary lanes in the detection of high-risk persons have materialized. The
service is undertaking the issuance of travel documents (a questionable activity
considering the assigned mandate) but it has not been operating against
overstaying and illegal aliens and is slow to develop the support systems needed

for it.

Quarantine Operations

The Service has not started implementing any Quarantine activity be it
Agricultural, Fisheries, Health or Food and Drug. This is because the agencies of
primary responsibility are still in the process of organization and policy setting.
The Division of Agricultural Affairs for example has responsibility for establishing
policy, technical regulations or standards and compliance procedures on plant
and animal quarantine. However, there is yet no regulation on the matter
although work is already in progress to have a draft regulation ready by the

year's end. But with a proposed maximum of 126 personnel in its service, the
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division does not envision itself to undertake enforcement of quarantine
regulations, which is an activity it intends to rely on BSET as its enforcement arm
specifically at the borders. Furthermore, not having the needed equipment,
money and trained staff to do testing, the division would also most likely adopt
international standards and accept the certification by originating countries as to
the compliance of imports with the standards. Controls would very likely then be

paper controls rather than on the physical verification of compliance.

Organization

There is still no consensus as to how best to organize the Border Service.
On the one extreme is the view that as an integrated border service, it must be
the only customs, immigration and quarantine body in the country. This thinking
also advocates that to protect the borders, the service must have patrol
capabilities and be armed to effectively discharge this function. Furthermore,
proponents hold the view that the service be ‘independent’, reporting to one
cabinet member although its performance may be reviewed by a board compose
of representatives form stakeholders departments of government. Currently, the
service reports directly to the Transitory Administrator through the Deputy

Transitory Administrator for Governance and Public Administration.

Many in ETTA however holds the contrary view that BSET should only be
responsible for Customs activities and that non-customs matters should be
vested upon other government agencies. The most recent regulation issued, UR
2000/32 on the establishment of an East Timor Revenue Service, affirmed the
primary responsibility of the newly established service for the duties and taxes
now being collected by the border service. It is very likely that when the other
departments and offices are established such as immigration, quarantine and
defense, many other responsibilities being performed by BSET will just become

delegated responsibilities as well.
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Personnel, Training and Timorization

Several factors combine to give an impression that there are not enough
personnel in the border service. First and foremost are the principles of control
and methods of work employed. Physical controls involving the 24-hour
deployment of personnel in the seaport, airport and border station requires lots of
people. Second, the level of proficiency is still low which is being responded to by
deploying more staff. Third, a sizable portion of the staff is under some form of

training at any one time.

Matters are being immensely helped by the presence of the internationals.
They make up for the seeming lack of personnel. Several of the contingents have
been exceptionally helpful and productive, spending long hours in their work, not
distinguishing work days from weekends and holidays. They have been driven by
a desire to make a difference and to contribute to the development of the service,
mindful that they are carrying the colors of their respective services and

countries.

But the internationals are only in the country for short-term engagements.
There is therefore no continuity in the work that they do. Their respective
services expects them to concentrate on training and capability development, not
to do the work themselves. Unless matters are rectified, there are moves by the
foreign services not to provide replacements to contingents whose tours of duty
have ended. They would like to see a definite timetable for Timorization of the

border service and an exit date for their personnel.

Computerization

The move taken by management to provide an entry declaration software

and information package to trade from the very beginning (March) has provided

dividends for the revenue program of the service. The accompanying accounting
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and statistical system introduced in June provided management a level of control
over the process. Effectively, computerization has been effected at the beginning
and at the end of the process. But management must work harder now because
experience has shown that partly computerized cargo clearance systems are as

risky as a completely manual system.

The ‘open’ cargo clearance system has many weaknesses and
vulnerabilities to fraud. Already, cases have been discovered and are now under
investigation. There are also several opportunities for deriving more benefits from
the system in the short term. But the Service must now consider putting in place
an on-line transaction processing system in preparation for the time when the

deterrence to fraud of the presence of the internationals in the service is gone.

C. Summary of Major Recommendations

Legislation

+ Draft a Customs Code that clearly supports the modern customs
enforcement methods and at the same time incorporates the relevant
standards contained in the Kyoto Convention

+ Issue a supplemental regulation on the operational definition of ‘fair
market value’ and explicitly empower the Controller to establish by any
reasonable ways and means the value of goods for customs purposes.

+ Centralize evaluation and grant of exemptions at the Department of

Finance

Declaration Processing and Delivery Authorization

+» Compensate for the weaknesses and vulnerabilities to fraud in the

process by instituting audits and back-end reconciliation systems.
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Deploy electronic authentication systems for hand carried sensitive
documents.

Automate selectivity to remove selector bias and to avoid telegraphing
actions

Provide decision support systems to entry evaluators and frontline
officers that would help them perform their task better. Since under
valuation is a significant problem, evaluators must be provided
valuation databases to help them ‘trap’ questionable declarations.
Require diskette submission on top of the paper declaration, perform
computer check on the correctness of declaration and utilize the
electronic file of declaration to support operations of BSET offices.
Require importers to pay to the bank prior to submitting the entry to
CREP to insure collections and to streamline the procedure.

Increase the level of examinations to at least 5%. Utilize personnel that
will be withdrawn from the port (see in-dock recommendations) for the
increased level of examinations.

Re-program the entry declaration software such that there will be only

one entry declaration per shipment.

In-Dock Operations

*
L X4

Shift the concept of controls from a 100% physical control to a risk
based and selective system of controls. The present control system
should be undertaken only on an interim basis until the new control
procedure has been put in place.

Clearly make the cargo handler responsible for the security of the
goods in the port and require him to put up a system to tract and
account for all shipments handled by him. The system must among
others provide BSET a terminal through which cargo release
authorizations may be transmitted and generate reports of overstaying

and abandoned goods.

Page- 14



7/
°

*
L X4

*
L X4

To insure dependability of the cargo handler's system, regularly
perform system audits using the CREP files and databases to
reconcile release authorizations.

Utilize the system reports on overstaying goods to institute
abandonment proceedings and to physically determine if these are still
inside the port

Withdraw personnel from the port in the long run.

Off-Dock Operations

Supplemental control measures must be established in the
documentation, transfer and withdrawal of goods.

More resources must be deployed to the supervision and control of off-
dock facilities.

The Licensing Process for the establishment of off-dock facilities must
be formalized. In addition to insuring the physical security of the goods
warehoused, the operator must provide a computerized system to
track and account for all transactions as well as regular reports on
overstaying goods.

Grant of License for the Warehousing of Goods for Exempt Entities

Must be Discouraged

Airport Operations

R/
°

A cargo terminal must be provided to replace the container bonded
warehouses that are currently serving as temporary storage facilities.
Except for the limited categories of goods that may be granted terminal
release, all arriving cargo must be taken to the facility for proper
customs control.

As with the port, the responsibility for the proper delivery of goods from

the cargo terminal must be clearly vested on the terminal operator who
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R/
°

must be required to put up a cargo tracking system that can support an
audit based customs controls. In the interim, clear manual systems
must be provided.

The database on passenger arrivals and other intelligence information

must be made available to the officers manning the immigration lanes.

Immigration Operations

*
L X4

Devolve Travel Document Issuance. BSET may still carry out its
mandate of regulating the entry and exit of people at the borders in an
integrated manner with customs and quarantine inspections without
being the one to issue travel documents. Travel document issuance
may be better serve by a division or an office within the Department of
Internal Affairs in the best position to verify the identity claims in the
application. In the future, the country may follow the set up in most
countries and leave this matter to Foreign Affairs.

Develop a Tracking System for Overstaying Aliens. The arrival and
departure database must be enhanced into an information system for
overstaying visitors in the country.

Account for Overstaying and Undocumented Aliens. It has been ten
months since immigration services were first rendered at the airport. It
is about time an operation be undertaken to account for overstaying
aliens with the use of the tracking system described above.

Conduct More Training on Immigration Matters. The plan to have more
days for immigration matters in the Border Officers Training Course is
supported. However, more specialized training is advisable particularly

for supervisors following a ‘train the trainors’ program.

Organization
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The concept of BSET being a shared asset providing integrated
services at the country’s ports and airports of entry must be continued
and enhanced.

While confirming the primary responsibility of BSET to enforce customs
laws in the entire country, border patrol itself must be the responsibility
of a department that can provide better security to the borders across
all types of threat.

Responsibility for policy, issuance of authorizations and grant of
entitlements related to immigration, quarantine, finance and similar
matters should not be the responsibility of BSET.

Being primarily a revenue service, the reporting line of the Border

Service must be with the Department of Finance.

Personnel, Training and Timorization

Expand the Border Service Training Course from 7-days to 12 weeks
not only to provide the basic know how to the officers but equally
important, the proper outlook, attitude and discipline for the service.
Redefine the role of the internationals as agents for capacity building
and not as additional work force for the border service.

Establish capabilities for audits, systems development including
information technology development, formulation of doctrines and
better work methods, personnel development and training.

Take on board immediately the replacements of top management but
provide for their ‘phased’ preparation and assumption of the
management role

Peg the organization to its current strength and recruit only for those
new capabilities that would be established at headquarters.

Provide for performance based incentive schemes.
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Computerization

Short Term

In the short term, enhancements on the two computer systems must be
made to support the recommended reengineering of the entry declaration
processing and delivery authorization system. The following specific projects are

recommended for immediate implementation:

« Enhance the Declaration Software and Provide for a Declaration
Verification Program

+ Improve the Security of the Accounting and Statistical System

+ Integrate the Declaration and the Accounting/Statistical Systems into a
Network

Medium Term

+ Fully automate the cargo clearance system and provide interfaces with
offices supplying sensitive documents and data to the process.

+» Utilize the Automated Customs Operations System for Customs Data
(ASYCUDA)

+ Use the Cargo Clearance System computer platform to run the other

systems of the Service

The medium term programs may be implemented in two Phases. The first
involves operating ASYCUDA in just one site (headquarters) in a LAN
environment but with WAN interfaces with the agent bank for the payments and
the Department of Finance for the exemptions. Release authorizes to the cargo
handler may be managed in the LAN in view of the proximity of headquarters to
the port. The second phase will bring the entire trade community into the system

through the Internet.
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Long Term

In the long term, BSET already by that time an IT champion should use its
achievements to help further electronic commerce and electronic governance in

the country with such projects as:

«» BSET-Department of Finance Computer Interface
+«+ Electronic Import and Export Authorization System

«» BSET Trade Information System

D. Strategy for Development

General Approach

In the short and medium terms, the development program must be
directed at rectifying the above described ‘gaps’ that to a large extent may be
attributed to ‘birth pains’. The Service must also complete its Timorization

Program.

The programs that would address the gaps are contained in the various

recommendations in the report.

In the long term, BSET must undertake programs to respond to the

following demands on the organization:

Government will mainly rely on the BSET to provide revenues.
New business developments will pose special concerns for BSET.

Business will demand for better and cheaper service.

R

There will be moves for BSET to harmonize its processes with those of
other countries in the region.

5. Government will call for a lean but highly efficient bureaucracy.
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In its journey, the service should take advantage of the following windows

of opportunities:

Presence of UN agencies with mandate to provide development
assistance and of a large body of international experts in the country
Readiness of the governments, in particular of customs
administrations, to provide assistance

Willingness of the business community (shipping lines, bank, cargo
handler, air express companies and importers) contribute in the
establishment of mutually beneficial structures and systems

A ‘newly created’ local work force that is trainable and still relatively
free of bad habits and traits

A new country with leaders and still imbued with a strong sense of

nationhood

Short Term Programs

1.

Immediately take on board the prospective Controller and his deputies,
assign them to unfilled positions in the organization and make them
part of the day to day decision making process as part of their training
and preparation without reducing the capability of the incumbent
Controller to sustain and even accelerate the phase of existing
programs

Strengthen the revenue and control systems, including the supporting
computer systems and remove the potential sources of leakages and
commission of fraud

Realign controls from physical to audit based controls after clearly
establishing responsibility for cargo security.

Require cargo handlers to develop computerized cargo inventory
systems through which delivery authorizations may be transmitted by

BSET and which can generate reports to support cargo accounting.
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5. Undertake audit and reconciliation of assessments, payments, cargo
arrivals, cargo releases, transfers, withdrawals and exemptions

6. Deploy contingents to the development of methods of work following
the new concept of controls and to the development of local capability
for these methods of work

7. Deploy local personnel who will be ‘freed’ following implementation of
the revised work methods in cargo control to the additional
examinations above described, to the supervision and control of off-
dock facilities and to other high risks areas that will be identified in the
audit process

8. Continue the formal and informal training program of the locals and
provide for a mechanism to weed out those that will not meet
standards. Along this line, clear standards must be set passing the

qualifying test for which must be a condition for retention in the service.

Medium Term Programs

1. Seek new mandate for the service that will allow it to focus on its core
competency

2. Establish linkages and working arrangements with government
agencies responsible for policy and issuance of authorizations and
entitlements

3. Develop and implement an on-line transaction processing system for
cargo and people that takes advantage of the latest advances in
information technology. ASYCUDA is the recommended customs
software in view of its track record, its adaptability to various customs
environments including various ways of entry declaration reception
procedures, i.e., service centers, direct trader input and electronic data
interchange. Development work is now going on to add a fourth

method based on web technology.
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4. Help organize the private sector so that they can participate in the
development of the service, in the observance of and compliance to
service laws rules and regulations and in identifying inefficiencies and
irregularities

5. Implement performance based incentive schemes to supplement

employee compensation and to improve work performance

Long Term Programs

1. Work for the enactment of a new customs code

2. Help draft a immigration code
Develop methods of control and create an organization to handle the
special concerns of special economic and export processing zones.

4. Participate in activities of various customs organizations particularly in
the region even in an observer status

5. Organize visits of its officers to other administrations to see for
themselves the possibilities and what they must strive for

6. Participate in the WCO Reform and Modernization Program
Extend via web technology the service’s on-line transaction processing
system to all participants in trade and be the leader and the champion

in electronic commerce and electronic governance in the country.
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I1. LEGISLATION

A. Current Situation

The main legislative base of the Border Service for East Timor (BSET) is
contained in UNTAET Regulations 9,12, 18 and 32 all year series 2000 as well
as UNTAET Directive 2000/2.

UR 2000/9 established the Border Service on 25 February 2000 to control
the movement of persons and goods to and from the borders of East Timor. It
defined the duties and responsibilities of the Head of Service, prescribed the
terms and conditions for the grant of entry and exit and laid down the objectives

in the administration of the regulations.

UR 2000/12 issued on 8 March 2000 laid down the provisional tax and
customs regime for goods imported into, exported from and produced in East
Timor. For the proper collection of the revenues provided in this regulation as
well as the effective discharge of the functions of the Service, UD 2000/2 was
issued providing for the control procedures in the flow of goods and persons
across the borders, the documentation requirements and the mechanism for the

proper collection of duties, taxes and other government impose.

Last 1 July 2000, another regulation was issued, UR 2000/18 on the
Taxation System for East Timor. The provision of this regulation of relevance to
BSET is the establishment of a Board of Tax and Customs Appeals, which has
the responsibility of receiving and deciding on appeals to the decisions rendered
by the Border Service Controller under Section 19 of UR 2000/9 and the
decisions pertaining to UR 2000/12.

UR 2000/12 and 18 were amended on 29 September 2000 by UR

2000/32. A most important provision of this regulation is the power of the
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Commissioner of the East Timor Revenue Service to collect all taxes, duties and
fees levied under the authority of Regulation No. 1999/1(Section 5, UR 2000/32).
The Commissioner's power therefore covers all duties, taxes and fees levied
under UR 2000/12 or those, which since 20 March 2000 were being collected by
BSET. However, Section 6 of the UR 2000/32 also gave power to the
Commissioner to delegate to the Border Service Controller all duties and rights to
collect the above revenue but subject to revocation at any time by the

Commissioner.

BSET makes available to the public A Guide for Commercial and Private
Importers and Exporters for the Importing of Goods Into East Timor. An important
announcement in this guide is that BSET is responsible for "all border related
matters commonly entrusted to Customs, Immigration and Quarantine
departments in some countries." Prior to this announcement, only the
Immigration and Customs functions are directly stated as border service
functions. The Quarantine function of the Border Service is clear only in so far as
persons are concerned since such is directly stated under Section 9.1 of
UR2000/9. But animal, plant and goods quarantine functions are not directly

specifically stated in the UNTAET regulations and directives.

Finally, UNTAET Regulation 2000/2 stipulates that all laws in force and in
effect prior to 25 October 1999 not in conflict with any of the provisions of the
UDs and the URs remain valid and in effect. The provisions of Indonesian
Customs, Immigration and Quarantine laws not in conflict with the UNTAET
Regulations and Directives may therefore be considered as forming part of the

legislative base for BSET.

B. Issues

On Customs
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With the powers of three traditionally separate government offices vested
under one Service, it may no longer be appropriate to further conceive of
legislation that will grant additional enforcement powers to BSET. However,
following modern customs legislations, it is important that Border Service officers
are able to review declarations after release of goods and issue additional
assessments, to open the books of accounts of importers and to have clear and
full authorization to implement selectivity. It is likewise desirable that the Border
Service Controller have rule making powers or the authority to promulgate
systems and procedures supplementing the URs and the UDs. These additional
enforcement powers are not supported under current legislation and must

therefore be incorporated into the legislative base of BSET.

A provision needing immediate review is the ‘customs value of goods.” UR
2000/12 provides that the customs value of the goods shall be the transaction
value and this in turn is clarified under UD 2000/2 as the fair market value of the
transaction. By comparison, the Customs Law of the Republic of Indonesia
adopted the WTO Valuation Code and defined transaction value as ‘the price
actually paid or payable by the buyer to the seller for the goods when sold for

export to the Customs Territory...” Perhaps the expected initial lack of
competence of the service to implement transaction valuation and the high
probability of abuse were the reasons for the deviation of the UNTAET regulation
from the WTO convention. But the concept of ‘fair market value’ can have
different meanings. Is the market value contemplated the domestic or the export
market value? Is it wholesale or retail? Is it the market in the buyer’s country or
that of the seller? What is the meaning of fair? Is it a normative price or an

average price?

But the major shortcoming of the current legislation lies in its relative one-
sidedness to the rights and powers of the government through BSET as against
the rights and interest of the public, which the laws, regulations and directives

must promote as well. Modern Customs legislation seeks to strike the right
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balance between the need for the proper enforcement of laws and the
expectations and even the demands of businesses and individuals for better

governance.

WCO membership will still be at some future time for the soon to be
independent East Timor. However, adopting some of methods of work prescribed
in a number of WCO conventions now may prove beneficial for the country. The
newly independent states of the former Soviet Union are all framing their
respective customs legislations along the lines of the WCO conventions as part
of their overall strategy for quickly bringing their economic systems to the market
economy. One important convention some selected provisions of which should
be considered for immediate inclusion in the East Timor legislation for the Border

Service is the Kyoto Convention.

The convention provides that the conditions to be fulfilled and the
Customs formalities to be accomplished for procedures and practices in the
General Annex and the Specific Annexes shall be specified in national legislation

and shall be as simple as possible.

Contracting parties have to bring the Standards and the Recommended
Practices, which they have accepted into force nationally. Their national
legislation must therefore include at least the Basic Rules from the General

Annex, together with detailed regulations for their implementation.

The basic rules covered in national legislation must contain the conditions

under which a customs procedure is to be accomplished.

A comparison of the provisions contained in the Regulations and
Directives issued by UNTAET as supplemented by the Guidelines promulgated
by BSET with the Standards established under the General Annex as well as

selected Specific Annexes of the Kyoto Convention shows that existing Customs
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legislation of East Timor does not contain most of the provisions of a modern
customs code. And while it may be said that some of the Kyoto standards are
already expressed in the Indonesian Tariff and Customs Code which still remains
in force and in effect (except for the conflicting provisions), political support and
observance of the international standards would be much more strong if

contained in an East Timor legislation.

The table 1 below is a listing of the Kyoto General Standards and
indicating for each standard whether or not they find expression in the current
legislation of East Timor. The number of these non-legislated standards is 64
representing 76% while only 20 or 36% are already included in the legislative

base.

Table 1

Legislated vs. Non-Legislated General Standards

Chapter 3

Clearance and Other Customs Formalities

Legislated Standards- 3.1 3.11 3.15 3.16

Non-Legislated Standards- 3.2 to 3.10 3.12 to 3.14 3.17 to 3.45

The non-legislated standards of Chapter 3 pertains to the duty of customs
to be flexible in its working hours, place of work and procedures to accommodate
valid business conditions and in general to be customer service oriented and
facilitative. Also included are standards on the legal rights and responsibilities of

declarants and the disposal of abandoned goods.
Chapter 4

Duties and Taxes
Legislated Standards- 4.1t0 4.4 4.6 4.7 4.12
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Non-Legislated Standards- 4.5 4.8 4.9 4.10 4.11 4.13 t04.24

The non-legislated standards of Chapter 4 refers to rights of customs
when importers fail to pay on time, amounts that need not be collected, deferred

payments and repayments

Chapter 5

Security

Legislated Standards- 5.1 5.2 5.5 5.6
Non-Legislated Standards- 5.3 5.4 5.7

The non-legislated standards deals with the why, when, how and amount

of the security

Chapter 6

Customs Control
Legislated-6.1
Non-Legislated 6.2 to 6.10

Non-legislated standards are those dealing on need to limit controls and
the technigues of limiting controls as a way to facilitate trade and to make

controls cost effective

Chapter 7

Application of Information Technology
Legislated- 0

Non-Legislated -10.1 to 10.4

Non-legislated standards pertain to the development and use of

information technology and electronic commerce to make operations cost

effective and to facilitate trade.
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Chapter 8

Relationship between the Customs and Third Parties
Legislated- 8.1

Non-Legislated - 8.2 8.3 8.4 8.5 8.6 8.7

Non-legislated standards includes rights, duties and liabilities of third

parties

Chapter 9
Information, Decisions, and Rulings Supplied by the Customs
Legislated- None

Non-Legislated- all nine (9) standards

These pertains to the duty of customs to provide relevant information to

the public both of general and specific nature to include decisions and rulings

Chapterl10

Appeals in Customs Matters
Legislated- 10.1 10.2 10.4 10.5
10.7 10.10

Non-Legislated - 10.3 10.6 10.8 10.9

Non-legislated refers to the duty of customs to give reason for its decision
S0 an appeal can be lodged, to provide sufficient time for an appeal and the right
of parties to seek judiciary relief
On Immigration

UR 2000/9, which is the governing legislation on the Border Service of

East Timor, dwelt only of the basics of Immigration. Essentially, the only

immigration activities provided for were those related to the control of the
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movements of persons across the border, its objectives and the powers vested
upon the BSOs to enforce the regulations. Unlike the Customs component of the
legislation, which is supplemented by those provisions of the Indonesian
Customs law not in conflict with the UNTAET regulations and directives, the
Indonesian Immigration law cannot provide a similar role. The citizenship laws of
Indonesia are irrelevant to East Timor and so are the structures for undertaking
deportation hearings and other legal processes (visa and travel document

issuances).

On Exemptions

For the period 20 March to 30 September 2000, the total value of imported
goods is US$124,640,423. Of these total, $87,400,001 or 70% were granted
exemptions. The revenue forgone on these exempted goods is US$13,845,504.
While these levels are to be expected at this time considering the massive relief,
reconstruction and related programs being undertaken by UN agencies, the
massive influx of these exempt goods may provide opportunities that criminal
elements may take advantage of. There are reports, both official and anecdotal
that some of the goods are finding their way to the domestic market. There is for
example a report that a hotel sold to the domestic market a portion of its tax and
duty importation. It is also noticeable that it is easy to buy any amount of goods
from the Post Exchange store. At CREP, very little scrutiny is being devoted to
the claims of exemption. A monthly analysis of revenue collected and revenue
exempted shows that during those periods that exemption levels went up,

revenue collected went down.

C. Recommendations

Draft customs and immigration codes. Incorporating into the national
legislation the conditions under which BSET has to perform its procedures and

practices as it pursues it mandates drives very strongly a national policy of
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customer orientation, public service and support for business. It provides that
enforcement and observance of these policies has the force and effect of law
rather than matters that are up to the service to either observe or disregard. It
would be advisable that the national legislation provide for the above-described

standards.

It is highly desirable that a draft code be prepared for submission to the
legislature after independence. The code must make clear the power of BSET
officers to review declarations after release of goods, to issue additional
assessments, to open the books of accounts of importers and to have clear and
full authorization to implement selectivity. It is likewise desirable that the Border
Service Controller have rule making powers or the authority to promulgate
systems and procedures supplementing the URs and the UDs. The Code must
be made complete with the incorporation of the standard provisions on
administrative and judicial proceedings such as searches, seizures and arrests,
administrative proceedings, judicial proceedings, surcharges, fines and
forfeitures and the disposition of property under customs control. Authority to
require assistance and to designate any national municipal or provincial official to
act as border control inspectors for customs, immigration and quarantine should

also be included.

The same may be said of the need to legislate an East Timor Immigration

and Citizenship Law.

Issue supplemental regulation providing an operational definition of
‘customs value’. The legislation must strengthen officer’'s capability to contest
value declarations by providing a customs value that can be verified and by
explicitly giving the Controller the power to ascertain the value by any reasonable
ways and means. In the interim that business practices in the country cannot
support use of the GATT Valuation Agreement definition of customs value, ‘fair

market value’ must be clarified as ‘the price that the goods would normally fetch
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in the principal export market of the country of supply in the usual whole
guantities, in the ordinary course of trade and at the time of exportation to East

Timor'.

Tighten the rules on the evaluation and grant of exemptions.
Implementing instructions must be issued that would prevent abuse of the
exemptions. Exemptions being revenues forgone must be viewed and handled
with caution. While government must continue to respect the laws on exemptions
to include those provided for under the Convention on the Privileges and
Immunities of the United Nations, measures must be undertaken to see to it that
exemptions are not open to abuse. For one, BSET and the Central Fiscal
Administration (CFA) may already consider centralizing the evaluation and the
grant of exemptions as well as standardizing the application procedures. The
CFA is the logical office to handle exemptions with only a few exclusions, which
may be delegated directly with BSET. A secured means of transmitting
exemptions granted to BSET must be set in place together with a regular
reconciliation of grants and availments to identify breaches in the integrity of the
exemption process. The proposal to amend UR 2000/32 by clearly stipulating the
non-transferability of exemptions and providing that the transfer of ownership or
possession of the exempted goods to another person will be considered as an

importation of the goods by the other person is strongly supported.
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111. DECLARATION PROCESSING AND DELIVERY
AUTHORIZATION PROCEDURES

A. Current Situation

The entry processing system of BSET contains several features of a
modern customs system among which are client self-assessment, risk

assessment and selectivity and payment through an agent bank.

Since 20 March 2000 or from the time UR 2000/12 came into force,
importers were provided with an Excel Customs Declaration Software for the

preparation of paper entry.

The declaration and the supporting documents are submitted to the
Customs Revenue Entry Processing (CREP) Office where processing is

undertaken as follows:

1. Documents completeness check

2. Risk Assessment. - An evaluator verifies if there is an examination
request from the Intelligence Unit. He himself analyses the declaration
for any indication of violation in which case he accomplishes a 'request
for examination' clearly stating the reason for making the request. In
either case, he sends the original copy of the entry to the operations
unit for the examination of the goods.

3. Payment to the Agent Bank. - If duty and tax is payable, the evaluator
stamps 'Approved to pay taxes assessed' on the owner's and the
delivery copies of the entry. The importer then takes the entry to the
agent bank for payment. The bank deposits the payment in three
government accounts, one each for duty, excise and sales tax and

then puts the bank stamp on the entry to evidence payment. The
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importer then returns to BSET with the entry already stamped by the
bank.

Examination of Selected Shipments. - Only after payment is received
(unless exempt) that the examination is undertaken which is mainly
undertaken at the importer's premises in view of the lack of adequate
facilities at the docks.

Delivery Authorization. - If the entry is not selected for examination or
if processing is allowed to proceed after examination, the entry is
stamped ' delivery authorized'. The delivery and owners copies are
returned to the importer so he can effect delivery of the goods from the
shipping lines.

. Verification of Exemption. - The processing of Exempt shipments
follows the same general procedure except that the exemption claim is
verified prior to authorization of delivery in lieu of payment to the bank.

. Statistical Recording. - After release of the delivery authorization, the
particulars of the entry are entered into an excel file from which
statistics on value of imports, revenue collected and exemptions

granted are generated.

B. Issues

The system in totality is a very simple process that importers have little

difficulty following. Its simplicity prompted some forwarders and customs brokers

to comment that there may not be enough reason for importers to use their

service. But this simplicity is both its strength and weakness.

Open System Have Many Vulnerabilities. The clearance system is

driven by the importer or his representative. He is the primary engine in moving

the document from one station to the next. Document substitution, introduction of

spurious document and tampering of document details can happen at any of

those stages of the clearance process where the importer gets hold of the
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documents for the purpose of taking it to the next stage. The presence of the
contingents and international professional staff at BSET may be deterring
exploitation of the vulnerabilities now. But for how long will this deterrence last
and what will happen after these guiding hands and watchful eyes are gone?
Just recently, several containers were released from the port without CREP's

delivery authorization.

Inadequate Security for Sensitive Documents. The payment system is
particularly vulnerable. The bank stamp evidencing payment of duties and taxes
has no security features rendering it very easily falsified. The BSET stamps
evidencing authorization of delivery as well as the approval to collect are likewise
easily copied. When asked if they can tell the difference between authentic and
fake delivery authorization stamps, shipping line personnel replied that in the first
place they do not make verifications and that in the second place, they have no
way of telling the difference. The same vulnerability is present with the exemption
papers. In many instances, the exemption paper is a simple letter of introduction
stating that the importer is exempt and without specifying for what goods the

exemption is being sought.

Deterrence of Selectivity is Not Maximized. Shipments alerted by the
intelligence unit on the basis of manifest information are conspicuously displayed
in a bulletin board that can be seen by the public with not much difficulty. On the
other hand, the evaluator responsible for identifying shipments likely attendant
with violations can be easily approach by the importers. This negates the
deterrent effect against violations that selectivity is expected to provide since an
importer can tell in advance whether or not his shipment is selected for
examination. If selected, all he had to do 'is right things up’ or if he still intends to
pursue his lllicit intentions, make necessary arrangements with the officials

concerned.
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Entry Evaluator lacks support system. The work of the entry evaluator
is at the heart of the assessment and collection system. He performs three major
functions of (1) assessing the risk inherent in a declaration and deciding whether
or not to have the goods examined (2) verifying the correctness of the value
(cost, freight, and insurance), classification and calculation declared in the entry
(3) verifying the evidence of payment or of the exemption, completing the
processing and issuing the delivery authorization. For shipments examined, he
has the added responsibility of determining the additional charges and penalties
owing. This enormous responsibility is too much for one man to undertake
reasonably well even at the still very low level of fifty entries a day. That he
manages to do all these within the day without any decision support systems to
help him and still have a lot of time to spare indicates the superficiality of the

evaluation process.

Under Valuation is Alarmingly High. A review of all import declarations
covering shipments from Indonesia for the period 28 September to 10 October
2000 shows high levels of under valuation (please see Table 2). The invoice
value of goods in a 20-foot container van with freight prepaid is noticeably very
low ranging from $590 to $4200 for an average of only $2195. In as much as the
average freight for a 20 ft. container from Surabaya to Dili is $1000, then the
average cost of goods is only $1195 per container with some of the shipments is
even negative (such those freight prepaid shipments with invoice values of $590,
$822 and $861). At an average weight per container of 10 MT, average
declaration is a very low value of $199 per MT or $0.119 per kilo. By comparison,
the price of low-grade resin (raw material for plastic products) in the international
market is around $800 per metric ton indicating that the cost of the goods

declared is in many cases even less than the value of the raw materials used.
Value of the Customs Declaration Software May Not Optimized. Much

can be done with the excel based declaration software. For one, importers may

be required to submit a diskette file of the declaration together with the paper
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declaration. If this is done, the first thing that BSET may do is run the file on the
official customs software and the output use to verify the correctness of the paper
declaration. This will prevent a situation whereby a tampered software is used to
reduce the amount payable. The electronic file of declarations may then be
accessed by other offices to support their respective work including the

generation of statistics without the current encoding of the entry details by BSET.

Low Level of Verifications. Inspections only started in June and so far
only 57 such inspections were undertaken for a low of 0.65 examinations per
day. The results of the intervention also seem to be as a whole not significant.
Except for the initial seizures at Batugade in April this year of detergents, soft
drinks and some videodisc which filled up two twenty-foot containers as well as
the collection of an additional $55,000 from used cars from Singapore, the
examinations have not yielded much results. To date, the total amount of

additional collections to include the penalties is $100,914.73.

Split Entries. For shipments covered by several invoices, separate
declarations are submitted and each one is issued a separate warrant number.
At times, it happens that only one of the entry is paid for but the delivery
authorization is used to release the entire shipment. Split entry may be allowed in
certain cases as when part the shipment will be released on consumption and
the other part on warehousing. But controls must be put in place such as by
amending the manifest to reflect the split to prevent wrong deliveries or illegal
releases. As a general rule, however, there should only be one entry per bill of
lading. If the number of line items cannot be accommodated in a single form, the
balance should be contained in a supplemental form that cannot be mistaken for

a separate delivery authorization.

C. Recommendations
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Reinforce the 'Open’ System. The vulnerabilities to fraud of an 'open’
system have been addressed by some Customs Administrations by ‘closing the
system' as for example, by employing official couriers and transmittal clerks to
replace the hand carrying by importers of official documents. However, the
experience has been that this measure only provides temporary relief against the
corruptive influence of organized groups. Furthermore, the measure serves to
lengthen the bureaucratic chain to the prejudice of legitimate trade. By
comparison, some measure of success has been experienced in the used of
‘early detection measures' as in audits and back-end reconciliation. Properly
employed, infractions may be detected through these measures early enough
and the fraud may be still be prevented. At the very least, corrective and punitive
responses following early detection would be a strong deterrence against the
repetition of infractions. In the design of early detection measures, the actual
execution must be undertaken outside of the regular process flow in order that
the additional measure does not add to the number of processing steps and that

is transparent to the public.

Deploy Electronic Authentication System for Hand carried Sensitive
Documents. As soon as conditions allow, BSET must provide its officers with
means to verify the authenticity of sensitive documents. The measure may be a
simple fax system. Computerized verification procedures may later on be

installed using networked computers or through the Internet.

Automate Selectivity. To maximize the benefits from risk assessment
and selectivity and at the same time protect BSET officers task with this
responsibility, the procedure must as much as possible be operated in a

computerized environment.
Provide Decision Support to Evaluators and Frontline Officers. To

enable an entry evaluator to reasonably perform what is expected of him, he

must be provided with information against which to assess the correctness or
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reasonableness of the declaration. For example, the evaluator already has the
Australian alphabetical listing of commonly imported goods and their
corresponding HS Codes. But he needs other information such as values of
goods, freight charges and insurance rates. ldeally, the data must be stored in a

computer and an efficient search engine provided for easy search.

Revise the Procedure for Entry Lodgment. Require diskette submission
on top of the paper declaration, perform computer check on the correctness of
declaration and utilize the electronic file of declarations to support operations of
BSET offices.

Payment to the Bank as First Step. To correct for the present weakness
associated with returning the entry document to the importer in the middle of the
processing to make bank payment as well as to avoid the cases of unpaid or
delayed payment entries, BSET should consider requiring importers to pay to the
bank prior to submitting the entry to CREP. The advantage to the importer is that
under this system, they only have to go to BSET once instead of twice and that

they can immediately obtain their authorizations earlier.

Increase the Level of Verifications. The level of verifications is low even
by the standards of the most advanced customs administrations. Developing
countries have targeted 20 % selections at the start of their selectivity programs
and gradually reduced the level to 5% before eventually bringing it down to the

1% level targeted by advanced administrations.

Improve on the Valuation of Goods. Earlier, it was recommended that a
supplemental regulation be issued to provide an operational definition of the ‘fair
market value of the transaction’ and that the Controller be specifically vested with
the power to determine the value for customs purposes. As soon as this has
been done, BSET must establish values and provide these to entry evaluators

responsible for the valuation of the goods.
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Eliminate Split Entries. The entry declaration software must be re-
programmed to provide an additional page for items that cannot be
accommodated in one page but with only the first page reflecting the boxes for

payment authorization, delivery authorization and the warrant number.
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V. IN-DOCK OPERATIONS

A. Current Situation

With the issuance of UR 2000/12 on 20 March 2000 providing for a
provisional customs and tax regime, ETBS had to quickly put up not only a
capacity to assess and collect revenue on imports and exports but likewise a
control capability to forcefully enforce this important mandate. BSET relied
completely on the shipping lines that also acted as the port operators
(stevedoring and cargo handling) to insure that no shipment is delivered without
an authorization from the Border Service. The military has been operating very
much independently using its own equipment and personnel to take delivery of its
own goods. The whole system was in the beginning based on trust that the
shipping lines and the military will only take delivery of shipments already cleared
by BSET.

ETBS has currently deployed at the Dili port a total of 71 local staff
supervised by a number of foreign (some of these BSOs are undergoing on-the -
job training at the port for later deployment to the still to be activated border
crossing stations). The staff is deployed into 3 shifts with 2 teams to a shift. Team
A is stationed at the port gate to check on cargo deliveries. The team's task is to
verify the marks and numbers of the goods exiting the gate against the release
documents presented by the importer (delivery order and photo copy of the
delivery entry). Team B takes care of the entrance and clearance of vessels and

supervises import discharges and export loadings.

Not part of any shift is a third group of about eight ladies accounting for
the releases by filing the Central Fiscal Authority copy of entries unto each ship's
manifest as well as the photocopies of the delivery entries presented by the
importers. This procedure which was started on September 1, 2000 involves

auditing the ship's manifest two weeks after arrival to identify unentered
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shipments and overstaying goods and to verify their presence in the port. So far,
no audit has yet been made but training is reportedly to be started with an officer

from a contingent as trainor.

Two shipping lines act as the cargo handlers of Dili Port namely Perkins
Shipping and Rooney’s Shipping. They play multiple roles in the port, i.e.,
shipping agency, stevedoring, cargo handling and for some importers, customs
broking as well. As soon as the vessel arrives and the ship's manifest is
presented, the lines print Arrival Notices, a Delivery Orders and creates a ship’s
voyage file. The arrival notice is immediately sent or communicated to the
importer so that he can immediately comply with customs clearance
requirements. The delivery order is released to the importer only upon his
presenting of the delivery authorization issued by BSET. This document is the
basis of the equipment operators for loading the goods on the trucks. The
particulars of the entry are then posted on the manifest on the ship's voyage file
and the bill of lading highlighted to indicate delivery from the port. All un-
highlighted bills cover shipments that should still be in port.

B. Issues

Little Value of the Physical Control Measures. It is very noticeable that
the teams at the port gate are not actually matching the particulars of the
shipments authorized for delivery as described in the release documents (in
terms of numbers, marks and types of packaging) with those actually exiting. In
theory, this matching is the control feature that insures only those with border
service authorizations are released from the port. But the teams have been
observed to be simply collecting the release documents. For the most of the day,
team members are observed just huddled beside their office. This situation is
even more pronounced in the case of the other team. That team is often huddled

in a corner away from the vessels they should be 'supervising'.
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Regular Stationing of BSOs and Control Points May Have
Undesirable Consequences. Many Customs Administrations that had adopted
physical controls involving the detail of customs officers at ships and at control
points are now having difficulty stopping the practices that developed from it. One
is the matter of the overtime pay for these officers which oftentimes results in
enmities among customs officers. Not infrequently, these officers demand large
sums from shipping agents making the port expensive to trade. The close
association between Customs, Immigration and Quarantine Officers on the one
hand and vessel crew on the other also leads to collusion to commit illegal

activities from smuggling to prostitution.

Manifest Clearance System Not Optimally Positioned. The initiative by
the BSET port staff to file the delivery orders and the CFA copies of the entry on
each ship's manifest and accounting for all cargo discharged two weeks after
vessel arrival is noteworthy. But this procedure should be more strategically
placed at CREP rather than at the dock for the following reasons: (1) Entry
details such as weight, measurement and marks and numbers can be compared
with manifest information immediately and any discrepancy rectified. For
example only by having the correct weight or quantity can the excise tax be
computed correctly. (2) It is more useful, legal abandonment requirement as the
consideration, to reflect the date the entry is filed on the manifest rather than the
date the shipment is delivered from the port and (3) There is better assurance
that the entry used to write off a manifest is an authentic delivery entry. As for the
audit contemplated by the port staff, it may be advisable, considering the
information on overstaying and abandoned goods can easily be obtained from
the cargo handler, for the teams to go straight to auditing the cargo arrivals
utilizing the cargo handler systems outputs. To insure reliability of the information
developed by the cargo handler, their systems and files may be periodically

audited as well.
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Control of Exit Points Gives the Perception that BSET has
Responsibility for Cargo Security. To enhance the capability of the BSET unit
deployed at the dock to perform its functions, a draft Memorandum of
Understanding (MOU) between the Controller BSET and the Port Manager has
been prepared. The MOU identified the Port Authority as the '‘Operator' of the
port and as such has responsibility for providing area security and for adequate
physical facilities including accommodations for BSET officials. But left hanging is
the issue of who has responsibility for the duties and taxes on any cargo no
longer in the docks for which no delivery authorization has been issued by BSET.
It would seem that the border control officers are responsible because they

physically man the port gates and only those they wave through are released.

No Single Entity Responsible for Cargo Security. The security issue is
compounded by the fact that the Port Authority has only recently taken over
management of the port and currently relies on the shipping companies for the
physical movement of the goods. Ideally, there has to be a separate cargo
handler for the port that would have responsibility for cargo security. The MOU
must clearly provide that BSET has no responsibility for any damage, pilferage or
loss of cargo in the port. Neither must the Port Authority be responsible. But what
the MOU must provide is a statement that for the security of cargo, the Port
Authority shall make the cargo handler responsible. In the meantime that the
shipping companies and the cargo handlers are one and the same, then the
Authority must make each one accountable. This is most important so that BSET
will no longer have to bother about physically securing the goods but in collecting

the correct duties and taxes on the goods.

C. Recommendations

Concept of Control. It would do well for ETBS to review the whole

concept of port controls, move it away from the 24-hour physical stationing of

personnel at the exit points and on board vessels and direct controls to the
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selective but intensive checks and audits of cargo movements guided by risk
management. Among such measures are vessel searches, spot verifications by
roaming teams of loadings and unloading for legality of release documents, audit
of shipping line books and records and searches of goods that per records
should still be in port. These methods will drastically reduce the amount of
manpower required and yet improve the effectiveness of controls. The current
authorized strength of 40 personnel (71 is the actual number deployed) for the in-

dock operations alone is high.

Reasoned Reliance on Partner Agency Systems. Making the cargo
handler responsible for the duties and taxes on any lost shipment would give
them sufficient motivation to implement effective inventory control systems. On
the other hand, BSET for its information requirements should rely on partner
stakeholder systems but taking precautions to insure dependability of the same.
Following this principle, the Port unit can use the accounting system of the
shipping lines to quickly identify un-entered and overstaying goods as well as
goods released without BSET authorization. To insure reliability of the shipping
line files, port staff can in the interim counter-check the delivery authorizations
reflected therein against the records contained in the CREP accounting and
statistical system. Later, the recommended CREP MCS described below should
be the basis for the cargo accounting. In this way, BSET port officers can focus
on the physical accounting of cargo at the port rather on maintaining a separate

accounting system.

Manifest Clearance. Manifest clearance must be performed right after
entry declaration reception at CREP. Initially, this may be undertaken on a
manual basis but the process must be quickly moved into an automated
environment. This functionality must be one of the ‘must’ modules to be provided
by a customs software (see Chapter XI on Computerization). To avoid manifest

clearance procedure from becoming an additional step and increase the cargo
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clearance time, it is recommended that manifest clearance be done on a parallel

basis (as opposed to sequential) to the existing declaration processing system.

Continue with the Current Control Measures on an Interim Basis
Only. The present deployment of the BSOs at the port may be continued as an
interim control procedure until conditions are appropriate for the shift to the new
procedures. Outdated the measures may be, it illustrates in terms possible more
understandable to the BSOs at this time the need for controls and its connection
to the proper assessment and collection of revenue. It is also a good training
environment for personnel who will be later on deployed at the land borders
where the more appropriate control measure is the traditional method now
enforced at the port. But the staff must be even now be made aware that there
are more modern and effective ways of implementing controls, ways that are

considered international best practices.

In the long run, BSET must completely withdraw from the port, rely on the
port operator for the security of the goods therein and only every so often
undertake audits just to make sure the port operator is performing its

responsibility.
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V. OFF-DOCK OPERATIONS

A. Current Situation

There are at present 14 off-dock facilities under customs supervision and
control. Termed Bonded Warehouses, these facilities operates pursuant to
Sections 20 to 25 Part VI of UD 2000/2. Three (3) of the 14 facilities are used for
the storage of goods imported and owned by entities other than the operator
himself. The warehouses operate as temporary storage facilities for the goods
handled by the operator, normally a transportation company, pending

presentation by the respective importers of the delivery authorization from BSET.

Majority of the facilities are licensed to receive goods owned and imported
by the operator himself but for the purpose of re-selling these to tax-exempt
entities. The goods may also be sold to non-exempt entities subject to payment
of duties and taxes to BSET, however, the existing economic condition in East
Timor are such that the only "able" buyers at this time are the exempt entities
such as the UN Agencies, military contingents, humanitarian and relief

organizations and NGOs.

Until recently, bonded warehouses were allowed to operate on verbal
authorizations from the Controller, BSET. Among the reasons cited for the
informal licensing procedure is the immediate need for such facilities and the
congestion at the in-dock facility. In the case of the airport at Comoro, there was
no temporary storage facility at all at the start of its operation as an international

port of entry.

To formalize the grant of bonded warehouse authorizations to the 14
informally established warehouses and to better insure observance of the
regulations governing their operations, there was drafted a supplemental

guidelines to Part VI of UD 2000/2. A formal application is required from each
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warehouse under this guideline stating among others the particulars of the
facility, the conditions under which it will operate, the procedure it will observe
regarding the transfer to, storage and release of goods from the warehouse to
include the records it shall keep, maintain and make available to the officials of
BSET. Part of the authorization formalization process is an audit of all goods
entered into the facility from the start of operation. So far, only 4 of the 14
facilities have been audited and their authorizations formalized with the grant of a
paper authorization signed by either the Controller or the Deputy Controller. No

violations were discovered in the audits.

B. Issues

System Maybe Too Trusting. There are no checks in place to insure that
a shipment covered by a warehousing is actually the shipment of the warehouse
operator. BSET does not demand proof that the warehousing entry comes from
the warehouse operator. The shipment is also not conducted to the off-dock
facility. Neither is there a feedback mechanism that the shipment has actually
reached the facility and that the operator is taking responsibility for it. Bonded
warehouse facilities are traditionally high-risk areas for customs operations. As
such, a variety of control mechanisms are normally deployed to better manage
the risk among which are physical security, the posting of guarantees (as for
example bonds) and systems controls both manual and electronic. Regular

visitations and audits are also standard practice.

Bonded Warehouses Licensing has been an Informal Process. The
first and most effective line of defense against threats in bonded warehouse
operations is the authorization process. There must be a formal process to insure
that the privilege is only given to deserving entities and only for meritorious
reasons. For the protection of the approving authority, the regulation must clearly
give him the power to deny applications whenever certain conditions are

obtaining as for example when the applicant has had a history of delinquencies
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and violations or has a criminal record. In the case of an off-dock temporary
storage facility, the regulation must provide a limiting mechanism against the
proliferation of such facilities as having too many can lead to destructive
competition among the operators to the prejudice of government. It has
happened in some administrations with a proliferation of these facilities that
competition has gone down to the level of who would be most willing to turn a

blind eye, cover up and even collude with the illegal activities of facility users.

Most Warehouses Caters to Exempt Entities. The policy of authorizing
bonded warehouses catering to the requirements of tax exempt entities needs
examination. Exempt entities should be encouraged to import their requirements
directly rather than avail of the facilities of 'speculative', private bonded trading
warehouses. The concept of bonded trading warehouses must be reserved for
the storage of raw materials and supplies of manufacturing or processing entities
operating customs bonded warehouses. As for the provisions and other
requirements of diplomatic offices, UN and other international agencies, there is
always the government run or authorized duty free shop should undertaking the

importation themselves prove inconvenient.

Too few resources devoted to controls. For such a high-risk operations,
the number of personnel assigned to control it is few. Only one Customs officer
from the New Zealand contingent and her BSO assistant supervises the activities
of all 14 bonded warehouses. The same offices are also involved in the
evaluation of applications for authorizations and the writing of rules of operation

of the bonded warehouses.

C. Recommendations

Controls must be strengthened. This is to insure that the off-dock

facilities are not used as conduits for smuggling goods into the country.
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Documentation must clearly show that the goods being entered under
warehousing are the goods of the operator. The documentation of the transfer
procedure must clearly show that the goods were received at the facility. The
duties and taxes on the goods warehoused must be secured against likely illegal

withdrawals.

More resources must be deployed to the supervision and control of
off-dock facilities. The officers who are responsible for evaluating and
endorsing to the Controller the applications for the establishment of the bonded
facilities must be distinct and separate from those who will supervise and audit
their operations. This is because the evaluation process needs more care and
attention and there are presently only two officers doing this. It is also important
from a check and balance standpoint that these functions be separated and

assigned to separate offices.

It is advisable that the matter of supervising and auditing the goods
transferred to the off-dock facilities be given to the same Teams supervising the

deliveries and accounting of all shipments discharged at the docks.

The Licensing Process must be Formalized. The draft supplemental
guidelines on the licensing of bonded warehouses is a good initiative and must
now be finalized and formally implemented. The grant of the authorization for the
ten other warehouses must be formalized using the guidelines but only after the

required full audit of the transfers thus far has been completed.

Grant of License for the Warehousing of Goods for Exempt Entities
Must be Discouraged. As a general rule, no bonded wa