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BASIC DATA (KYRGYZ REPUBLIC)

Loan ldentification

Country
Loan Number
Program Title

whh e

Borrower

Executing Agency

Amount of Loan

Program Completion Report Number

No gk

Loan Data
1. Appraisal
— Date Started
— Date Completed

2. Loan Negotiations
— Date Started
— Date Completed

3. Date of Board Approval
4. Date of Loan Agreement

5. Date of Loan Effectiveness
— In Loan Agreement
— Actual
— Number of Extensions

6. Closing Date
— In Loan Agreement
— Actual
— Number of Extensions

7. Terms of Loan
— Interest Rate

— Maturity (number of years)
— Grace Period (number of years)

8. Disbursements
a. Dates

Kyrgyz Republic

1926-KGZ (SF)

Regional Trade Facilitation and Customs
Cooperation Program

Kyrgyz Republic

Ministry of Finance

SDR11,299,000.00 ($15.0 million)

977

23 April 2002
29 April 2002

2 September 2002
3 September 2002

29 October 2002

17 December 2002

17 March 2003 (90 days)
20 December 2002
none

31 December 2004
17 September 2004
none

1% per annum during the grace period
1.5% per annum thereafter

24

8

Initial Disbursement

20 December 2002

Effective Date

20 December 2002

Original Closing Date

Final Disbursement Time Interval

17 September 2004 21 months
Time Interval

31 December 2004 24 months



b. Amount®

Category or Original Allocation Amount Amount Undisbursed

Subloan (SDR) Canceled Disbursed Balance

Initial Disbursement SDR5,650,000 0 SDR5,650,000 0
($7,579,475)

Final Disbursement SDR5,649,000 0 SDR5,649,000 0
($8,281,321)

Total SDR11,299,000 0 SDR11,299,000 0
($15,000,000)

®The difference in the $ equivalent of the SDR amount is due to exchange rate changes.

C. Program Data

Program Performance Report Ratings

Ratings
Implementation Period Devglop'ment Implementation
Objectives Progress
From October 2002 to December 2002 Satisfactory Satisfactory
From January 2003 to September 2004 Satisfactory Satisfactory
D. Data on Asian Development Bank Missions
Name of Mission Date No. of No. of Specialization of
Persons Person-Days Members
Fact-Finding 18 Feb—2 Mar 2002 1 13 Financial
Economist
Appraisal 23 Apr-29 Apr 3 21 Financial
2002 Economist,
Economist,
Counsel
Review Mission 1 1-5 Feb 2003 1 5 Senior Trade
Economist
Review Mission 2 8-11 Dec 2003 3 12 Senior Trade
Economist,
Governance
Specialist, Project
Implementation
Officer
Review Mission 3 18-20 Feb 2004 2 6 Governance

Specialist, Project
Implementation
Officer

Program Completion Review”

*No project completion review mission was deemed necessary for this program. Interviews were conducted with the
Kyrgyz Republic delegation from the State Customs Inspectorate under the Ministry of Finance of the Kyrgyz
Republic during the Fifth Customs Cooperation Committee Meeting on 11-13 October 2006.



BASIC DATA (TAJIKISTAN)

Loan ldentification

Country
Loan Number
Program Title

whh e

Borrower

Executing Agency

Amount of Loan

Program Completion Report Number

No gk

Loan Data
1. Appraisal
— Date Started
— Date Completed

2. Loan Negotiations
— Date Started
— Date Completed

3. Date of Board Approval
4. Date of Loan Agreement

5. Date of Loan Effectiveness
— In Loan Agreement
— Actual
— Number of Extensions

6. Closing Date
— In Loan Agreement
— Actual
— Number of Extensions

7. Terms of Loan
— Interest Rate

— Maturity (number of years)
— Grace Period (number of years)

8. Disbursements
a. Dates

Republic of Tajikistan

1927-TAJ (SF)

Regional Trade Facilitation and Customs
Cooperation Program

Tajikistan

Ministry of Finance

SDR7,522,000.00 ($10.0 million)

977

23 April 2002
29 April 2002

2 September 2002
3 September 2002

29 October 2002

17 December 2002

17 March 2003 (90 days)
23 December 2002
none

30 June 2005
3 January 2005
none

1% per annum during the grace period
1.5% per annum thereafter

24

8

Initial Disbursement

23 December 2002

Effective Date

23 December 2002

Original Closing Date

Final Disbursement Time Interval

3 January 2005 24 months
Time Interval

30 June 2005 30 months



b. Amount®

Category or Original Allocation Amount Amount Undisbursed

Sub-loan (SDR) Canceled Disbursed Balance

Initial Disbursement SDR3,761,000 0 SDR3,761,000 0
($5,045,382)

Final Disbursement SDR3,761,000 0 SDR3,761,000 0
($5,821,426)

Total SDR7,522,000 0 SDR7,522,000 0

($10,000,000)

®The difference in the $ equivalent of the SDR amount is due to exchange rate changes.

C. Program Data

Program Performance Report Ratings

Ratings

Implementation Period

Development

Objectives

Implementation

Progress

From October 2002 to December 2002
From January 2003 to January 2005

Satisfactory
Satisfactory

Satisfactory
Satisfactory

D. Data on Asian Development Bank Missions

No. of
Persons

Name of Mission Date

No. of
Person-Days

Specialization of
Members

18 Feb—23 Mar
2002

23 Apr-29 Apr
2002

Fact-Finding

Appraisal

Review Mission 1 24-26 Feb 2003

Review Mission 2 1-5 Dec 2003

Review Mission 3 29 Sep-1 Oct 2004

Program Completion Review”

6

14

15

Senior Financial
Economist
Senior Financial
Economist,
Counsel

Senior Trade
Economist
Senior Trade
Economist,
Governance
Specialist,
Regional
Cooperation
Specialist
Governance
Specialist,
Portfolio
Management
Specialist

*No project completion review mission was deemed necessary for this program. Interviews were conducted with the
Tajikistan delegation from the Department of Customs Services of the Republic of Tajikistan during the Fifth

Customs Cooperation Committee Meeting on 11-13 October 2006.



I PROGRAM DESCRIPTION

1. In October 2002, the Asian Development Bank (ADB) approved Loan No. 1926-KGZ to
the Kyrgyz Republic and Loan No. 1927-TAJ to the Republic of Tajikistan as part of the
Regional Trade Facilitation and Customs Cooperation Program.® These loans were for
SDR11.299 million ($15 million equivalent) and SDR7.522 million ($10 million equivalent),
respectively, and financed through ADB’s special fund resources.? The Program, a major pillar
of ADB’s overall Central Asia Regional Economic Cooperation (CAREC) Program, was
designed to foster industrial and trade growth by helping integrate the region’s transition
economies into the world market. It also included project preparatory technical assistance
(PPTA) grants to the Kyrgyz Republic (TA 3950-KGZ) and Tajikistan (TA 3951-TAJ) and a
regional technical assistance (RETA) grant (TA 6058-REG).

2. The Program aimed to (i) strengthen governance, increase transparency, and improve
the institutional capacity of customs administrations; (ii) strengthen the legal and regulatory
framework for customs operations in line with international standards and conventions;
(iif) improve operational efficiency of customs administrations to facilitate trade and enhance
revenue collection; and (iv) develop an effective mechanism for cooperation among the region’s
customs administrations.®> By effectively supporting efforts to reform laws and institutions and
modernize customs operations, the Program has helped customs authorities in the Kyrgyz
Republic and Tajikistan carry out their mandates to facilitate trade, collect revenue, and curb
smuggling and drug trafficking. By supporting simplification of customs procedures, the Program
has contributed to transforming customs administrations in these countries from trade
controllers to trade facilitators.

3. In the Kyrgyz Republic, the first tranche of the loan, which amounted to SDR5.650
million, was released in December 2002. The second tranche totaling SDR5.649 million was
released in September 2004. The Program included six policy conditions for the release of the
second tranche and eight additional monitoring conditions (Appendix 2).

4. In Tajikistan, the first tranche of the loan amounting to SDR3.761 million was released in
December 2002. The second tranche of the same amount was released in January 2005. The
Program included eight policy conditions for the release of the second tranche and 25 additional
monitoring conditions (Appendix 3).

5. ADB closely monitored program implementation through three review missions each in
the Kyrgyz Republic* and Tajikistan® and through its resident missions in these countries.

ADB. 2002. Report and Recommendation of the President to the Board of Directors on Proposed Loans and
Technical Assistance Grants to Kyrgyz Republic and Republic of Tajikistan and a Regional Technical Assistance
Grant for the Regional Trade Facilitation and Customs Cooperation Program. Manila.

The Kyrgyz Republic and Tajikistan had the weakest customs administrations in Central Asia according to
preliminary studies.

The program framework is in Appendix 1.

Fielded in March and December 2003 and February 2004.

® Fielded in March and December 2003 and September 2004.



Il. EVALUATION OF DESIGN AND IMPLEMENTATION
A. Relevance of Design and Formulation

6. Since gaining independence in 1991, the Kyrgyz Republic and Tajikistan have faced the
challenge of shifting to a private sector-led market economy. This has brought about an
appreciation for the benefits of international trade and outward-oriented economic policies.®
Because of the vital role of the customs administration in facilitating trade, reforming this
institution and introducing business process reengineering were recognized as crucial steps to
increase revenue collection and attain sustainable economic growth.

7. The Government of the Kyrgyz Republic embarked on a customs restructuring and
modernization program in the late 1990s.” In November 2001, it requested ADB to support the
needed reforms.?

8. The Government of Tajikistan faced an additional reconstruction challenge after a 5 year
civil war that ended in 1997. Moreover, Tajikistan’s geographic location and geopolitics, apart
from its weak customs system, hindered expansion of trade and investment. Therefore, the
Government incorporated customs reform and modernization into the country’s overall structural
reform agenda.®’ The Program centered on increasing service efficiency, strengthening the legal
and regulatory framework for operations, and optimizing tariff and nontariff measures.

9. ADB designed the Program primarily to help incorporate transition economies in Central
Asia into the world trading system. The Program was part of ADB’s wider regional economic
cooperation framework for East and Central Asia, which viewed trade facilitation and market
integration as vital elements of a strategy to promote growth and reduce poverty.

10. In line with Government objectives, the loans to the Kyrgyz Republic and Tajikistan were
designed to encourage good governance and modernization of the customs sector and to
promote trade. Loan implementation was satisfactory in both countries. As the Program’s
objectives were consistent with the national reform agendas, this encouraged strong ownership
and compliance with loan conditions. Furthermore, it was supported by timely implementation of
related technical assistance grants (i.e., the accompanying PPTA and RETA).

11. Associated PPTA supported Program objectives specifically in developing electronic
links among key agencies, drawing up an information and communications technology (ICT)
strategy and investment plan to automate customs operations, and designing a comprehensive
plan to construct and install border infrastructure. The PPTA supported preparation of an
investment loan, which gave customs authorities incentive to sustain institutional strengthening

The Kyrgyz Republic began liberalizing its economy in 1994.

The Government approved the Customs Reform and Modernization Plan (2000—2004) in 1999 and created the
Commission for Customs Reform and Modernization (CCRM) in 2001 to implement it. The CCRM is chaired by the
Prime Minister and includes representatives from the finance ministry, the local customs administration and
international aid agencies (International Monetary Fund, United States Agency for International Development
[USAID] and the Swiss Secretariat for Economic Affairs, with ADB as the lead agency).

The Development Policy Letter of the Government of the Kyrgyz Republic is in Appendix 4.

The Development Policy Letter of the Government of Tajikistan is in Appendix 5. Customs reforms were also
undertaken as part of the country’s efforts to gain World Trade Organization (WTO) membership.



measures and the overall reform program.'® ADB approved the loan in November 2004.**

12. The accompanying RETA sustained program objectives in both countries by helping
harmonize customs procedures with international standards, assisting to establish risk
management systems, developing efficient transit procedures, and facilitating exchange of
customs and trade data among Central Asian republics and the People’s Republic of China
(PRC).

B. Program Outputs
1. Strengthening Governance, Transparency, and Institutional Capacity
13. Kyrgyz Republic. Under the Program, the Government undertook several reform

measures to improve governance, transparency, and institutional capacity of customs
administration (Appendix 2). To rationalize the organizational structure of customs
administration, the Government approved a plan to reorganize the Ministry of Finance (MOF),
including the customs agency. To facilitate the adoption of appropriate human resource policies,
the Government approved a concept paper for customs development that included
recommendations on reforms in personnel policy. ** To improve performance, transparency, and
accountability, the Government developed procedures for (i) conducting an annual customs
service survey, (ii) creating a database of customs service information, (iii) publishing annual
reports, and (iv) conducting periodic and special audits by an internal audit agency. These
measures were completed prior to consideration by the ADB Board of Directors.

14. The Government made further progress in establishing a new structure for customs
administration during implementation of the Program. MOF proceeded to reorganize its internal
structure and established the Committee for Revenue, which supervised and coordinated the
operations of the Department of Customs Service (DCS) and the Department of Tax Services
(DTS). DCS and DTS used to be the State Customs Inspectorate (SCI) and State Tax
Inspectorate, respectively.®® After reorganization, DCS implemented key measures such as
publishing annual reports and conducting internal audits.**

15. Tajikistan. The Government of Tajikistan likewise completed a number of similar
measures (Appendix 3). Early reforms implemented under the Program include (i) creation of
the Ministry of State Revenues and Duties (MSRD) by combining two separate committees for
customs and tax,™ (ii) adoption by MSRD of transparent and fair staff policies, (iii) development

1 ADB designed the program loan precisely to help reform, restructure, and build the capacity of customs
administrations to enable these to implement and effectively utilize future funding for customs modernization based
on PPTA results.

' ADB. 2004. Report and Recommendation of the President to the Board of Directors on Proposed Loans and
Technical Assistance Grants to the Kyrgyz Republic and the Republic of Tajikistan for the Regional Customs
Modernization and Infrastructure Development Project. Manila.

2 This included adoption of transparent and fair human resource policies, including (i) recruitment, (ii) specific
performance indicators and service standards, and (iii) a performance-based staff appraisal system.

13 This reorganization changed the original policy conditions only in terms of the relevant government agencies
involved. Such changes have already been incorporated into this report.

% Note though that the Government of the Kyrgyz Republic partially reverted to its old structure after the political
change brought about by the so-called “tulip revolution” in March 2005. The SCI and STI were revived and
replaced the newly formed DCS and DTS. These agencies now fall directly under the Government of the Kyrgyz
Republic instead of MOF. Implications of this change are discussed in a later section.

'3 1n 2002, the two committees became the Customs Department and Tax Department, respectively, under MSRD.



of publications on customs activities for the general public,*® (iv) establishment of an audit
department within MSRD, (v) institutionalization of periodic performance audits of MSRD by an
external Government audit agency, and (vi) submission of a proposal by MSRD to the
Government seeking sufficient budget allocation to support customs operation and maintain
staff incentives. Budget allocation for MSRD to support tax policy reforms and customs
modernization increased by 47% in 2003 and by 39% in 2004.

16. During program implementation, MSRD further improved human resource policies by
(i) developing new staff appraisal criteria and adopting related regulations,’ (ii) establishing a
detailed human resource database, and (iii) developing training programs in line with
international best practices. To improve performance and transparency, the Program introduced
the conduct of an annual survey on customs services and subsequent publication of the results.
To address corruption in the form of collusive or coercive payments, MSRD (i) adopted a code
of conduct that prohibited customs officers from acting as brokers while performing customs
services,'® and (ii) established a transparent appeals system for decisions made by customs
officials or authorities.

17. Two monitoring conditions on human resource management were partly complied with at
the time of the second tranche’s release. The Program had called for MSRD to develop an
operations manual and supporting administrative circular to institutionalize performance
indicators and service standards, but such a document could not be finalized by December
2004 as the revised Customs Code had just been approved. Nevertheless, MSRD was able to
complete the manual in 2005 when the new Customs Code became effective. Another
monitoring condition called for MSRD to adopt a plan to reform compensation schemes for
customs officials and establish a performance-based bonus system. While MSRD introduced
various performance recognition programs to reward outstanding staff, this monitoring condition
could not be complied with fully since the customs administration followed general regulations
for public officials.*

2. Strengthening the Legal and Regulatory Framework in Line with
International Standards and Conventions

18. Kyrgyz Republic. The Government of the Kyrgyz Republic fulfilled two tranche release
conditions aiming to simplify customs legislation and regulations, namely, (i) submission to
Parliament of a simplified Customs Code in line with requirements of the World Trade
Organization (WTO) and the Revised Kyoto Convention, and (i) revision of implementing
regulations on customs issues to ensure compliance with the new code. Under the Program, the
Government also simplified the tariff structure according to the country’s commitments to WTO
(i.e., by reducing the number of tariff bands from six to four).

19. Revision of the Kyrgyz Customs Code began in 2001 with the assistance of the United
States Agency for International Development (USAID) and in consultation with ADB.° The first

'® These aimed to (i) provide full and true data on exports and imports; (ii) analyze the principal tendency, structure,
and dynamics of external trade flow; and (iii) provide information for the Government and other agencies interested
in customs policy and regulations of external trade.

" This was a second tranche release condition.

'8 This is supported by several articles in the revised Customs Code. Penalties for violations are in the Decree on
Disciplinary Regulations of Customs Bodies of the Republic of Tajikistan. This action was a second tranche release
condition.

9 |n this context, developing an independent compensation scheme was deemed unrealistic.

2 yYsAID provided long-term assistance (until 2004) to Customs Code revision under its Trade and Investment
Project.



draft was submitted to Parliament in January 2003, but amendments in the country’s
Constitution and other laws necessitated further changes to ensure legal compatibility. The
upper chamber (the Legislative Assembly) approved the simplified code in April 2004, while the
lower chamber (the People’s Representatives’ Assembly) adopted it in June 2004. The law,
signed by the President of the Kyrgyz Republic in July 2004, became effective in January 2005.

20. A revised customs code was deemed crucial in the reform process since it provided the
legal basis for a number of measures to improve customs administration. Two of the six
conditions for release of the second tranche, for example, depended crucially on revising the
code.

21. Tajikistan. In line with the Program, a working group under MSRD was established in
July 2002 to develop new drafts of the Customs Code and Tax Code as a major legal reform for
WTO accession. The draft Customs Code provided a clear distinction between primary laws and
secondary regulations, and it complies with WTO requirements and the Revised Kyoto
Convention. To promote legislative transparency, Government authorities circulated the draft to
solicit comments from other Government agencies, international organizations, and the general
public, as called for by a monitoring condition. In fulfilment of a second tranche release
condition, the Government submitted the revised Customs Code to Parliament by late
September 2004. It was approved in early November 2004.

22. Revision of the Tajikistan Customs Code provided a legal regulatory framework for
customs administration and was therefore considered an important step for customs reform.?*
The new code defines the scope of customs services and incorporates all essential
implementing regulations, allowing for a reduction in the total number of regulations. In
compliance with a second tranche release condition, MSRD developed implementing
regulations to complement the code on areas where supplementary procedures were necessary
and where new concepts (e.g., customs intermediaries, post-entry audit) were introduced. Some
of these regulations had been adopted by administrative orders issued by MSRD and, together
with the revised code, served as implementing regulations for daily operations.

23. Besides revising the Customs Code and Tax Code, the Government also introduced
several laws to meet requirements stipulated in WTO’s General Agreement on Tariffs and Trade
and the General Agreement on Trade in Services. Under the Program, the Government also
removed the licensing requirement for entities involved in foreign economic activities to further
liberalize trade policy. In addition, the Government harmonized the tariff structure by adopting a
single customs tariff band of 5% (except for those tariffs due under preferential rates and
treaties) to simplify customs operations.

3. Improving Operational Efficiency to Facilitate Trade and
Improve Revenue Collection

24, The Program improved operational efficiency of customs administrations by
(i) strengthening coordination between customs and tax agencies, and enhancing policies for
revenue collection; (i) modernizing customs operations through the use of ICT and provision of
adequate border infrastructure; (iii) intensifying efforts to detect corruption and combat
smuggling; (iv) simplifying clearance and control procedures; and (v) developing properly
supervised customs service intermediaries (CSIs). These are described for each country below.

% Two out of the eight critical release conditions for the second tranche of the program loan depended crucially on
Customs Code revision.



a. Strengthening Coordination Between Customs and Tax Agencies,
and Enhancing Policies for Revenue Collection

25. Kyrgyz Republic. Initial review missions identified lack of coordination between tax and
customs agencies as a major constraint to effective revenue collection in the Kyrgyz Republic.
The reorganization that created DCS and DTS as departments under one committee in the
MOF helped address this problem. The Program further strengthened institutional coordination
by installing electronic linkage of the two departments’ computer networks and databases,? with
support of accompanying PPTA. The Program also called for MOF to set up an identification
number system to facilitate processing of payments of customs duties and taxes and improve
interdepartmental information flow. This was completed prior to Board consideration.

26. The Government of the Kyrgyz Republic intensified efforts to raise revenues by
strengthening the rules for free economic zones (FEZs) and establishing revenue collection
benchmarks. Under the Program, MOF prevented revenue leakage by imposing stronger
restrictions on the export of goods produced in FEZs to domestic markets. This policy has
discouraged producers in FEZs from using the export zone system to evade taxes. MOF, with
the support of USAID, has also developed econometric forecasting models to improve revenue
projections and develop collection benchmarks.

27. Tajikistan. The reorganization of the tax and customs committees within MSRD
significantly improved coordination between these two agencies, leading to an increase in the
total amount of customs payments by 42.5% in 2003. Under the Program, MSRD also
implemented the law on the use of taxpayer identification numbers. Further, the Program
encouraged MSRD to integrate customs payment with the national treasury, enabling customs
duties to be paid directly to banks near customs clearance points that transfer payments to the
national treasury account.

28. Institutional coordination was further strengthened under the Program with the
establishment of electronic linkage among computer networks and databases of departments in
MSRD and among government agencies® (e.g., the MSRD, MOF, Ministry of Economy and
Trade, Drug Control Agency, Ministry of Interior, border guards), and banks where the national
customs agency maintains payment accounts. Accompanying PPTA supported creation of this
electronic network.

b. Modernizing Customs Operations Through the Use of ICT and
Provision of Adequate Border Infrastructure

29. Under the Program, the customs administrations in the Kyrgyz Republic and Tajikistan
were able to develop (i) an ICT strategy and investment plan for modernizing customs
operations,” and (ii) a comprehensive plan for constructing and installing border infrastructure,
including basic search and examination equipment at border posts and processing points.
These activities were supported by accompanying PPTA.%

22 This was a second tranche release condition.

% DCS took the first step and developed a comprehensive investment strategy for a unified automated information
system (UAIS). Consultants hired under PPTA then assessed the proposed system and drew up a detailed
investment plan tailored to the needs of the country.



30. The ICT strategy aims to automate customs services in order to increase transparency,
enhance revenue collection, and enable efficient risk management.* It also intends to improve
coordination among government agencies concerned.?”” The ICT investment plan entails the
creation of a unified automated information system (UAIS) that integrates various databases
and allows customs declaration forms to be submitted and processed electronically. The border
infrastructure investment plan, meanwhile, includes the following components: (i) improving
conditions of selected border posts, (ii) developing facilities and procedures to be at par with
modern customs control practices, and (iii) providing special equipment for the prevention of
smuggling and drug trafficking. Reduced reliance on manual checks is expected to significantly
improve efficiency and effectiveness of customs control.

31. In Tajikistan, two monitoring conditions could not be fully complied with by the end of the
Program due to lack of resources. These involved (i) implementation of the investment plan for
a UAIS and customs border infrastructure and (ii) provision of training for staff on the use and
maintenance of the ICT system and customs examination equipment. The investment strategies
produced through PPTA were subsequently implemented through a project loan and
accompanying technical assistance grant for the Kyrgyz Republic and Tajikistan under the
Regional Customs Modernization and Infrastructure Development Project (RCMIDP) (footnote
11). That project, which is being implemented until December 2009, comprises two components
to develop (i) the UAIS and (ii) customs border post infrastructure.

C. Intensifying Efforts to Detect Corruption and Combat Smuggling

32. Kyrgyz Republic. DCS intensified efforts to detect corrupt practices and combat
smuggling by (i) developing and adopting procedures and crosschecks to catch collusive or
coercive transactions; and (ii) improving intelligence gathering and establishing a database of
risk profiles identifying the routes, premises, and markets that smugglers tend to use. These
corresponded to two monitoring conditions under the Program. While the first task had been
accomplished on time, the second could only be partly achieved by the end of the Program due
to lack of resources. DCS regularly collected information from regional offices, border posts, and
processing points and updated its database accordingly. However, lack of computer software
and equipment prevented adequate risk management (e.g., risk profiling and assessment) by its
anti-smuggling unit. This is being addressed through the development of a UAIS under RCMIDP,
which includes a subcomponent on the creation of a risk management and intelligence system.

33. Tajikistan. MSRD also sought to prevent illegal transactions by (i) improving intelligence
gathering and setting up a risk profile database, and (ii) strengthening the capacity of its anti-
smuggling division through training programs and provision of proper equipment. These
corresponded to two monitoring conditions, both of which could only be partly complied with by
the end of the Program. The anti-smuggling division lacked the necessary infrastructure to
adopt a full risk management approach, while customs officers could only be appropriately
trained with the installation of proper equipment at customs posts. As in the Kyrgyz Republic,
these limitations are being addressed under RCMIDP.

% Risk management in the context of customs operations is a modern technique that allows customs authorities to
systematically clear goods in increasing volume while minimizing the risk of overlooking wrongly declared
transactions and goods covered by fraudulent documents.

% In the Kyrgyz Republic, these include MSRD, MOF, DCS, DTS, and the National Bank of the Kyrgyz Republic. In
Tajikistan, these include MSRD, MOF, Ministry of Economy and Trade, and the National Bank of Tajikistan.



d. Simplifying Clearance and Control Procedures

34. Kyrgyz Republic. Under the Program, DCS adopted and made publicly available new
customs clearance and control procedures based on the revised Customs Code and
harmonized with international standards and procedures. This monitoring condition aimed to
improve service efficiency by replacing time-consuming goods clearance practices that entail
inspecting each transaction with a method that involved selective post-clearance verification
based on systematic risk assessment. DCS also provided staff members with introductory
training in the revised procedures and practices.?®

35. Since the revised Customs Code had been newly approved by Parliament, the
monitoring condition that required DCS to develop an instruction manual incorporating new
customs clearance and control procedures and to distribute these materials to all staff members
concerned for use in daily operations could only be partially fulfiled when the final tranche
release was released. At that time, though, the Government had already developed draft
instructions for the new procedures and regulations based on the revised code. This monitoring
condition was fully complied with when the revised Customs Code became effective in 2005.

36. Tajikistan. Revision of the Customs Code allowed the Government to satisfy two
monitoring conditions that aimed to simplify customs processes, namely, (i) adopting new
customs and control procedures in accordance with international standards and (ii) introducing
post-clearance audit procedures based on risk assessment and a preferred importer/exporter
mechanism.

37. The new code introduced a section on customs control (Section V) as well as one on
currency and export control (Section V), which together contain 51 articles describing important
customs operation aspects. These articles were harmonized with international standards by
incorporating recommendations of the Revised Kyoto Convention and meeting WTO
agreements.

38. Articles 433-435, meanwhile, introduced post-clearance audit procedures based on risk
management. MSRD established the Division of Post-Clearance Control and Audit, which has
worked with relevant tax offices and importers to implement these procedures. The plan for a
UAIS currently being executed under RCMIDP contains a subcomponent on the creation of a
risk management and intelligence system that will improve risk profiling and thus enable the
customs administration to effectively carry out post-clearance audit.

e. Developing Properly Supervised Customs Service Intermediaries

39. Kyrgyz Republic. To satisfy a second tranche release condition, the Government of the
Kyrgyz Republic developed and adopted regulations and associated supervision procedures for
such CSls as brokers, declarants, and transit facility operators. Legal impediments hindered
compliance with this particular loan condition, leading to a slight delay in releasing the second

% The revised Customs Code introduces the concept of risk management as a customs operation principle. It also
describes the operational scope of audit-based methods of customs clearance, which is supplemented by the
newly developed regulations on post-clearance verification.



tranche from the expected date of June 2004 to September 2004.%” Government authorities and
ADB, however, immediately acted upon the matter. Regulations were developed and drafts
submitted to ADB in May 2004 and, with the necessary amendments to pertinent laws in place,
were officially adopted in August 2004 by an administrative order of MOF. These came into
force in January 2005 simultaneously with the revised Customs Code.

40. In line with the revised code, the regulations defined the scope of activities of customs
brokers and declarants as well as warehouse operations, including transit facilities. Setting up a
legal framework for CSls was considered essential because of the important role these entities
play in trade facilitation (especially customs brokers), with their accumulated professional
experience and wide access to updated information. The fulfillment of this tranche condition
sent an encouraging signal to the private sector that the Government is ready to engage in
mutually beneficial alliances.

41. The Government also met a monitoring condition requiring MOF to develop and submit
for approval regulations that prohibit DCS staff from acting as customs brokers, with sanctions
and disciplinary actions for violations. The revised Customs Code stipulates the responsibility of
customs officers, barring them from performing any paid work on customs-related activities
offered outside of the customs administration, while the Code of Conduct for public officers
details the disciplinary measures.

42. Tajikistan. In compliance with a second tranche release condition, MSRD established
an association of customs brokers that functioned as a self-regulatory organization. Such an
organization provides a venue for voicing brokers’ concerns and suggestions on customs-
related matters and can be instrumental in improving transparency and accountability of
customs services. Senior customs officials indicated that half of trade in Tajikistan would be
cleared through brokers in the near future. Properly regulated customs brokers have the
capacity to promote efficient trade by facilitating customs processing.

43. Since only a small number of brokers were in operation during the loan period, there was
initially a lack of private sector initiative for such an organization. MSRD formed a critical mass
by inviting other service providers such as freight forwarders and warehouse operators. MSRD
developed a statutory act to support the creation of a customs intermediaries association and
initiated discussion with customs intermediaries. The customs brokers association was
established in November 2004.

4. Developing an Effective Mechanism for Regional Cooperation

44, In compliance with a monitoring condition, the Kyrgyz Republic and Tajikistan
participated in the first meeting of the Customs Cooperation Committee (CCC) under CAREC's

2 Although the revised Customs Code contained the basic norms on regulating the activity of CSls, introduction of
corresponding implementing rules required making changes in a special law on licensing in the Kyrgyz Republic.
Parliament approved the amendments to this law on 24 June 2004. The President of the Kyrgyz Republic signed
the new law in August 2004. ADB maintained that full compliance with the loan release condition entailed the
signing of the regulations, with the second tranche of the program loan scheduled for release three weeks after
signing.
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regional trade facilitation program ?® and endorsed the Common Action Plan?® to foster

cooperation among customs administration in the region.

45, To complete a second tranche release condition that required establishing procedures to
simplify transit shipment, DCS signed a bilateral transit agreement with the Kazakhstan customs
administration in March 2004 * and subsequently developed simplified procedures for
controlling transit shipment to supplement the agreement. In November 2004, MSRD reached a
similar agreement with DCS, which included recognizing transit documents and establishing a
financial guarantee system.*

46. During the CCC Regional Seminar on Trade Facilitation and Customs Modernization
held in August 2003, participating countries, including the Kyrgyz Republic and Tajikistan,
developed and agreed on key data fields to be included in the national customs database and
communication protocols for ease of exchanging customs information. This facilitated
compliance of both countries with a monitoring condition that aims to improve data exchange
among Central Asian republics and the PRC.

47. The Program also called for both countries to initiate bilateral negotiations with key trade
partners in order to promote trade flow. DCS conducted bilateral negotiations with the
Kazakhstan customs administration on joint border customs processing, ** with the PRC
customs administration on data sharing,®® and with customs agencies of other CCC member
countries. * MSRD also initiated bilateral negotiations with customs administrations of
neighboring countries. In 2003, bilateral agreements on anti-smuggling and entry-point
cooperation were reached involving the MSRD, DCS, and the Uzbekistan customs
administration. Viewed broadly, bilateral agreements initiated through the CCC framework are
important steps toward reaching region-wide agreements.

C. Program Costs

48. The loan to the Kyrgyz Republic was for SDR11.299 million ($15 million equivalent) and
was fully disbursed in two installments (SDR5.650 million and SDR5.649 million). The loan to
Tajikistan amounted to SDR7.522 million ($10 million equivalent) and was fully disbursed in two
equal tranches (SDR3.761 each).

% Current members of CAREC include Afghanistan, Azerbaijan, Kazakhstan, Kyrgyz Republic, Mongolia, People’s
Republic of China, Tajikistan, and Uzbekistan.

% The Common Action Plan included harmonization and simplification of customs procedures and documentation,
endorsement of which is a monitoring condition for Tajikistan. Other areas covered under the Plan include
(i) developing border posts and facilities; (ii) developing simplified transit systems; (iii) data consolidation,
information sharing, and ICT development for customs operations; (iv) developing risk management and post-entry
audit; (v) developing a regional intelligence system; and (vi) capacity building for regional customs organizations.

% The bilateral transit agreement is on the “Transit Movement of Goods by Road Transport through the Territory of
the Republic of Kazakhstan”.

% The financial guarantee system is a key component of any transit agreement and defines the mechanism for
collecting relevant payments if goods are lost in transit.

%2 A bilateral agreement on joint customs control between the Kyrgyz Republic and Kazakhstan was subsequently
signed in July 2006.

B By the time of second tranche release, DCS and the customs administration of PRC had already agreed on a
framework for data exchange and were scheduled to sign a bilateral agreement.

* The Kyrgyz Republic signed bilateral agreements on mutual administrative assistance and customs cooperation
with Mongolia in March 2004 and Azerbaijan in December 2004.
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D. Disbursements

49, The proceeds of the loan were withdrawn in accordance with ADB’s standard
disbursement procedures.

E. Program Schedule

50. The loan to the Kyrgyz Republic was approved on 29 October 2002 and became
effective on 20 December 2002, the date of the initial disbursement. The release of the second
tranche was approved on 30 August 2004 while final disbursement occurred on 17 September
2004, almost 3 months after the original scheduled date (30 June 2004), due to a delay in
complying with one loan condition. However, both the Government of the Kyrgyz Republic and
ADB acted promptly to prevent further setbacks.

51. The loan to Tajikistan was approved on 29 October 2002 and became effective on 23
December 2002, the date of the initial disbursement. The second tranche was approved on 13
December 2004 and released on 3 January 2005. The loan was originally scheduled to be fully
utilized by 31 December 2004.

F. Implementation Arrangements

52. Implementation arrangements were adequate to deliver outputs and achieve program
objectives in the two countries. In the Kyrgyz Republic, the original program design (footnote 1)
identified MOF as the Executing Agency for the loan and SCI as the implementing agency. MOF
thus had overall responsibility for program implementation and for ensuring that policy
measures were undertaken in accordance with agreed upon schedules, while SCI was tasked
with carrying out institutional and organizational reforms. The Commission for Customs Reform
and Modernization®® was entrusted with overseeing and coordinating the Program.

53. Due to the reorganization within MOF, DCS replaced SCI as the implementing agency.
The change did not adversely affect the Program but rather strengthened it, as rationalization of
the organizational structure had in fact been part of the reform package and led to closer
institutional coordination. The reorganization changed policy conditions only in terms of
renaming the relevant government agencies.

54. In Tajikistan, MOF was also the Executing Agency for the loan. MSRD served as the
implementing agency and key policymaking body for the customs sector while the Ministry of
Economy and Trade provided support with regard to trade policy issues. The Program
established the Consultative Group for Customs Reform and Modernization to serve as venue
for interagency consultation and to coordinate international funding agencies (footnote 7).
MSRD efficiently coordinated Program implementation.

G. Conditions and Covenants
55. The August 2004 progress report on the Program submitted to the Board stated that the

Government of Kyrgyz Republic complied with all six policy conditions for release of the loan’s
second tranche.*® The Government experienced slight delay in meeting one condition which

% CCRM is chaired by the Prime Minister and comprises representatives from MOF, SCI, the Prime Minister’'s Office,
and international aid agencies, with ADB as the lead aid agency.
% Summary status of compliance of the Kyrgyz Republic is in Appendix 6.
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required legislative approval in order to be met. Six out of eight monitoring conditions were
similarly complied with at the time of second tranche release, with the remaining two only partly
completed. Lack of resources held back compliance with one monitoring condition, but this was
eventually addressed by approval for the RCMIDP. The other partially accomplished monitoring
condition merely needed additional preparation time before it was eventually fulfilled.

56. The Government of Tajikistan complied on schedule with all eight policy conditions
necessary for release of the second tranche, as indicated in the December 2004 progress report
to Board.?” Nineteen out of 25 monitoring conditions were fully complied with at the time of
second tranche release, and the remaining six only partly fulfilled. Four conditions are being
addressed by the RCMIDP.

H. Related Technical Assistance

57. Accompanying PPTA (TA 3950-KGZ and TA 3951-TAJ) was intended to assess the
investment requirements for customs modernization and support implementation of reforms
envisaged under the Program. The PPTA facilitated compliance with second tranche release
conditions (electronic linkage of tax and customs agencies and development of an ICT strategy
and investment plan) and several monitoring conditions (e.g., development of a comprehensive
plan for constructing border infrastructure). The PPTA helped prepare the RCMIDP, which was
approved in November 2004.

58. Accompanying RETA (TA 6058-REG) was intended to strengthen regional customs
cooperation in order to establish efficient and effective customs systems that can facilitate
foreign trade and investment. This RETA supported the Program with the establishment of the
CCC, which facilitated compliance with one second tranche release condition (i.e., development
of procedures for simplified transit shipment) and several monitoring conditions. A separate
technical assistance (TA) completion report will be prepared for this RETA.

l. Performance of the Borrower and the Executing Agency

59. Kyrgyz Republic. Overall performance of the Government of the Kyrgyz Republic, with
MOF as the Executing Agency, was satisfactory. The Government made significant progress in
complying with second tranche release conditions at an early stage of implementation,
specifically in rationalizing the organizational structure for customs operations and revising the
Customs Code. This benefited the Program since a more effective institutional coordination
enhanced revenue collection, while modification of the Customs Code was a major step toward
complying with key policy conditions. Despite the delay in meeting a second tranche release
condition,® the Government's commitment ensured that the actual date of compliance was not
more than 3 months off from the original schedule.

60. DCS, as implementing agency, satisfactorily implemented the required operational and
organizational reforms. The customs authorities’ active participation in CCC activities bode well
for the Program. DCS hosted the August 2003 CCC seminar in the Kyrgyz Republic, which
developed communication protocols for data sharing among member countries, enabling the
Government of the Kyrgyz Republic to comply with a monitoring condition.

" Summary status of compliance of Tajikistan is in Appendix 7.

% In close consultation with ADB, DCS is to develop and submit to the Government for approval regulations and
associated supervision procedures on CSils, such as brokers, declarants, and transit facility operators. Copies of
submitted regulations are to be furnished to ADB.
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61. Tajikistan. The Government of Tajikistan, with MOF as the Executing Agency and
MSRD as the implementing agency, also performed satisfactorily. Despite continuing
reorganization within the MSRD*® and uncertainty regarding the timing of the revised Customs
Code’s ratification,*® the Government eventually made headway in undertaking various policy
reforms, especially those related to human resource and institutional development. The revised
code was ratified on schedule, and key loan covenants were promptly complied with.

62. There were difficulties encountered in meeting conditionalities that required establishing
an association of customs brokers and developing simplified transit shipment procedures, as
meeting these conditions were to some extent beyond the control of the Government.
Establishing a customs brokers association required private sector involvement, while
simplifying transit procedures entailed consent of neighboring governments (e.g., through
signing of bilateral agreements). Nonetheless, MSRD generally remained responsive to ADB’s
advice and comments, and it leveraged the CCC framework to meet policy conditions.

J. Performance of the Asian Development Bank

63. ADB'’s performance was satisfactory. Detailed economic and sector study allowed ADB
to come up with a suitable program design. Supervision was also adequate with the support of
ADB resident missions in the Kyrgyz Republic and Tajikistan. Three review missions from ADB
headquarters assessed program implementation in each country (footnotes 4 and 5). These
missions diligently noted and addressed possible drawbacks,* reflecting the vigilance of ADB
staff. ADB also ensured close coordination of the loan with associated interventions (i.e.,
accompanying PPTA and RETA) and maintained strong cooperation with other development
partners.

1"l. EVALUATION OF PERFORMANCE
A. Relevance

64. The Program design was relevant to addressing constraints in the customs sector of the
Kyrgyz Republic and Tajikistan, particularly those stemming from weaknesses in the operation
and governance of customs administrations. The Program addressed these issues by
supporting legislative reforms, organizational changes, and other policy measures meant to
build institutional capacity and improve customs services.

65. The Program’s objectives were consistent with the development priorities of the two
countries, which both shifted to a free market system after gaining independence in 1991.
Viewing international trade as a catalyst for economic growth, Governments sought to
restructure their customs administrations and modernize customs operations. Expected

%9 MSRD established the Bureau of Modernization of Tax and Customs Services to formulate a comprehensive
strategy that included (i) improving the country’s tax and custom codes, (ii) modernizing customs through ICT, and
(i) human resource development. Formulation and implementation of such a strategy was crucial for compliance
with second tranche release conditions, especially those related to human resource management (i.e., introduction
of a staff appraisal system, reform of compensation schemes, and establishment of a human resource database).

40 Without submission of the revised Customs Code to Parliament and endorsement by lawmakers, the Government
of Tajikistan would have faced difficulties in complying with core conditions, particularly those requiring (i)
identification of new customs regulations and procedures, and (ii) establishment of an association of customs
brokers.

“n the Kyrgyz Republic, potential risks to the program that were noted by ADB were delays in Customs Code
ratification and difficulties in forging regional transit agreements. In Tajikistan, these also included the lack of
private sector initiative in forming a customs brokers association.
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outcomes of the Program remain particularly relevant in an increasingly integrated world
economy. Apart from encouraging trade and improving balance of payment positions, greater
customs efficiency was expected to increase revenue collection and create fiscal space for
social services expenditures.*?

66. Program goals were also consistent with ADB’s regional strategy to foster economic
growth and reduce poverty in Central Asia and neighboring areas. In its three-pronged approach
to regional development, ADB gave high priority to (i) trade facilitation and market integration, (ii)
developing an efficient transport system, and (iii) cooperation in the energy sector to promote
rational use of resources. Regional cooperation, a core component of the Program, was viewed
as critical for political and economic stability. This is particularly so, as countries in the region
are landlocked and hence more dependent on their neighbors for trade and transit movement.

67. The program design was therefore highly relevant with respect to the Government’s
development strategy and ADB’s strategic objectives in the region. Program design could have
been strengthened further through the use of quantitative targets and monitoring indicators in
the program design and monitoring framework, which would in turn facilitate ex-post evaluation
of program effectiveness. The absence of quantifiable indicators largely reflects the fact that
many of the envisioned outcomes are not easily quantifiable. Nonetheless, indicators such as
the time and documentary requirements for customs clearance and customs revenues could
have been used to more effectively capture program effectiveness.

B. Effectiveness in Achieving Outcome

68. Notwithstanding the weaknesses noted above, the Program effectively brought the
Kyrgyz Republic and Tajikistan closer to their goal of establishing an efficient and effective
customs system that facilitates foreign trade and investment, encourages movement of goods
and people, increases Government revenues, and promotes economic growth. The first desired
outcome—strengthened governance, transparency, and institutional capacity—was achieved by
(i) rationalizing the structure of their respective customs administrations; (i) improving
management and personnel policies (e.g., regarding recruitment, performance assessment,
compensation, and promotions); and (iii) establishing procedures to increase customs sector
performance and transparency through (a) creating a customs service information database, (b)
annual survey of customs services, (c) producing publicly available annual reports, and (d)
performing audits.

69. The second desired outcome—a stronger legal and regulatory framework consistent with
international standards and conventions—was also satisfactorily achieved with the ratification of
revised customs codes in both countries and development of related regulations.

70. The Program was likewise effective in improving operational efficiency of the customs
sector to facilitate trade and improve revenue collection through adopting simplified clearance
and control procedures, establishing electronic linkages to improve institutional coordination,
and developing investment strategies for customs modernization. While lack of resources
prevented the establishment of a complete risk management approach, this was eventually
addressed by ADB through a project loan and technical assistance grant under the RCMIDP.

42 Improved revenue collection and greater trade owing to greater customs efficiency as well as generally better
compliance due to simpler customs processes and tariff structures were seen to counterbalance the pressure
placed by trade liberalization reforms on the two countries’ fiscal positions.
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71. The Program significantly enhanced regional cooperation by promoting the CCC
framework. The CCC aims to promote concerted customs reforms and modernization and serve
as a regional forum to address such issues of common interest as regional transit development.
The CCC served as an essential institutional mechanism that facilitated the pursuit of policy
reforms in the customs administration of the Kyrgyz Republic and Tajikistan.

C. Efficiency in Achieving Outcome and Outputs

72. Program implementation was highly efficient in Tajikistan. Loan covenants were
complied with on schedule. The holistic approach taken to institute reforms, including support
from accompanying TA, contributed to meeting the Program’s objectives.

73. The Program was efficiently implemented in the Kyrgyz Republic. There was a brief
delay in fulfilling a tranche release condition that called for adopting new regulations and
supervision procedures for CSls based on the revised Customs Code because a related law
also had to be amended (footnote 27). With this exception, all other program measures were
implemented in a timely manner.

D. Preliminary Assessment of Sustainability

74. Strong Government commitment and effective capacity building will most likely sustain
program outcomes in both countries. Relative political stability in Tajikistan is a positive
indication for sustainability of the reforms. The Kyrgyz Republic experienced a political change
in March 2005, when the ruling Government was replaced during the so-called “tulip revolution.”
The new Government dissolved DCS and DTS and revived the SCI and State Tax Inspectorate,
placing the two agencies directly under the Government of the Kyrgyz Republic instead of the
Committee for Revenue of MOF. This latest reorganization is partly a return to the structure that
existed prior to the organizational reform under the Program. However, the current Government
of the Kyrgyz Republic has assured that, despite the change in organizational structure, its
commitment to reforms remains strong. Moreover, many of the key supporters of reform in the
customs bureaucracy have been retained in their positions.

75. Accompanying RETA provided substantial capacity building and knowledge-sharing
through regional forums and country-specific training programs to promote sustainable customs
reforms and modernization. The Kyrgyz Republic and Tajikistan have benefited from various
regional seminars on trade facilitation, customs automation and data exchange, transit
development, harmonization of customs procedures, customs intelligence, risk management
and post-entry audit, among others.

76. ADB’s continued support from additional funding for both countries’ customs
modernization efforts through the RCMIDP loan and accompanying TA can help sustain the
improvements in the operational efficiency of the customs sector. In addition, the approval of
another ADB RETA* (TA 6203-REG) in December 2004 to support phase Il of CAREC's trade
facilitation program will help ensure that institutional capacity will be further strengthened.

“3 ADB. 2004. Technical Assistance for the Regional Trade Facilitation and Customs Cooperation Program (Phase
I1). Manila (approved in December, for $900,000).
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E. Impact

77. The Program contributed to institutional development in the customs sector through,
among other things, improved organizational structures of the customs administrations, better
human resource policies that enhance the rewards system for personnel and provide greater
motivation for improved performance, and introduction of feedback mechanisms for the public.

78. The Program also contributed to developing a regional cooperation mechanism, helping
both countries to cope with the demands of an increasingly integrated regional and world
economy. By encouraging the country’s active participation in regional forums as well as
bilateral discussions, the Program has enhanced the Governments’ abilities to forge external
relationships and pursue cooperative endeavors.

79. In addition, advocacy of customs reforms has led to stronger cooperation between the
public and private sectors. There is now a deeper awareness within the governments of the
Kyrgyz Republic and Tajikistan of the important role for private CSls in promoting efficient trade
and the potential for mutually beneficial partnerships.

V. OVERALL ASSESSMENT AND RECOMMENDATIONS

A. Overall Assessment

80. The program loans to the Kyrgyz Republic and Tajikistan are each rated successful.**
Program design was relevant for both countries, having addressed the most critical weaknesses
in customs administrations. Program goals were consistent with country objectives and ADB'’s
regional strategy. Accompanying TA grants helped in pushing forward the needed changes.

81. The Program was efficient as it brought the two countries nearer to their goal of
improving the customs sector with only minor difficulties. Through various policy conditions, it
has effectively improved governance and institutional capacity as well as operational efficiency
of the countries’ customs administrations, established a stronger legal and regulatory framework
for the customs sector, and strengthened regional cooperation.

82. Strong commitment on the part of the Governments and effective capacity building of
customs administrations, as well as ADB's continued support to customs reforms in both
countries under the RCMIDP and TA 6203-REG, will most likely ensure sustainability of the
results of the Program.

B. Lessons

83. Need for a Long-Term View of the Reform Process. Customs reforms deal with a
variety of issues pertaining to a country’s policies, laws, and institutions, particularly in transition
economies. Considering the two countries’ stage of development as well as the availability of
resources, it was acknowledged during program implementation that all concerns cannot be
suitably addressed by a single round of reforms. The process takes time and requires a long-
term view. Every new set of measures should build on past reforms. Results of the Program
made it clear that approval of the RCMIDP was essential to advance the reform process.

* The project completion report is part of a sample of completion reports independently reviewed by ADB's
Operations Evaluation Department. The review has validated the methodology used and the rating given.
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84. Benefit of a Holistic Program Design. Packaging the program loan with TA grants
represented a holistic approach and regional perspective to customs reform and it also provided
a built-in assistance program to facilitate government officials’ efforts to implement required
policy changes. Related PPTA, in particular, offered technical support in preparing various
investment plans for future financing of customs infrastructure. With this technical support,
together with TA 6058-REG, customs authorities recognized the benefits of customs
modernization across and outside of CAREC member countries. This not only convinced
customs authorities of the benefits of reforms but also made it possible for them to undertake
the necessary reforms.

85. Need for Sustained Policy Dialogue. The fulfillment of a key policy condition in the
Kyrgyz Republic was slightly delayed due to the need to first amend a pertinent law. To facilitate
compliance with program conditions requiring passage of laws, it is important to undertake
upfront and sustained policy dialogue with policymakers, members of Parliament and other
stakeholders, including to disseminate the benefits of reform through seminars and workshops.

86. Benefit of Regional Interaction and Cooperation. Trade facilitation and customs
reforms require intensive and ongoing cooperation and coordination with trade partners.
Regional forums (e.g., those organized by the CCC) provide a good venue for multi-country
discussions and a convenient launching pad for bilateral talks. Such meetings also build
camaraderie among countries and their top officials, and they help foster regional economic
cooperation. The governments of the Kyrgyz Republic and Tajikistan did not have difficulty
fulfilling program conditions that called for bilateral agreements and negotiations, as neighboring
countries also saw the benefit of such reforms and were therefore strongly supportive.

C. Recommendations
1. Program Related
87. Future Monitoring. Progress of reforms should be further monitored. With the

appropriate legislation in place, focus would now be on enforcing regulations and procedures. In
the same manner, it would be beneficial to follow up on the implementation of bilateral
agreements. Implementation of the proposed investment plans that are now supported by ADB
under the RCMIDP should also be monitored.

88. Covenants. Key policy conditions were satisfactorily complied with.

89. Further Action or Follow-Up. Government authorities must ensure that the results of
the Program are maintained or enhanced. In particular, new laws and corresponding regulations
and procedures should be enforced, electronic links sustained, investment plans implemented,
and simplified transshipment procedures applied to a wider set of trade partners. Considering
the importance of private sector intermediaries in developing a sound customs sector, the
customs authorities in both countries should also continue to encourage activities of the newly
formed customs brokers association.

90. Additional Assistance. Further support has already been granted to the Kyrgyz
Republic and Tajikistan. This comes in the form of project loans amounting to SDR5.106 million
($7.5 million equivalent) and SDR7.266 million ($10.7 million equivalent), respectively, and a
technical assistance grant worth $500,000 under the RCMIDP, core components of which are to
develop the envisioned UAIS and customs border-post infrastructures. Both countries, too, are
among the beneficiaries of RETA to support phase Il of the regional trade facilitation program.
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91. Timing of the Program Performance Evaluation Report. Program performance
evaluation should be undertaken in 2 to 3 years to have a better perspective of the impact of
reforms on customs sector performance, in particular, and on trade, investment, and the
economy, in general.

2. General

92. Given its positive experience and expertise in supporting customs reforms, ADB should
continue its support, especially in modernizing customs infrastructure and procedures, Further
support should focus both on country-specific investments as well as bilateral and regional
initiatives to actively promote policy dialogue and region-wide agreements to enhance regional
and global trade.
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Design Summary

Performance
Indicators/Targets

Monitoring Mechanisms

Assumptions and Risks

Goal

Promote sustainable
economic growth and raise
the living standards in
Kyrgyz Republic, Tajikistan,
and rest of the Central and
East Asia region

Reform of trade and
customs policy and legal
framework, as well as
strengthening regional
cooperation among customs
organizations

Establish an efficient and
effective customs system to
promote and facilitate
foreign trade and
investment, encourage
movement of goods and
people, and promote
economic growth

Total trade both inter- and
intra-region to increase by
30% during the program
period.

Regular surveillance of
economic and social
indicators by government
agencies, along with special
review and studies to be
conducted by Asian
Development Bank (ADB)
and other funding agencies

Continued political
commitment to reform and
social stability is a
prerequisite for the public to
maintain confidence.

Public finance stress may
crowd out necessary
investment for customs
modernization.

Purpose

Establish an efficient and
effective customs system by
strengthening governance
and the legal and regulatory
framework, improving
operational efficiency, and
developing an effective
mechanism for good
regional cooperation

Improve responsibility,
accountability, transparency,
and institutional capabilities
of customs organizations;
strengthen the legal and
regulatory framework in line
with international standards
and conventions; improve
operational efficiency by
providing adequate border
infrastructure, inspection
and servicing systems, and
modern information and
communication; and
enhance good regional
cooperation through
harmonization of customs
regulation and procedures,
improvement in exchange of
data with other countries,
and simplification of transit
procedures

Government agencies
concerned to monitor
implementation and evaluate
implementation progress
guided by Commission for
Customs Reform and
Modernization (CCRM) of
Kyrgyz Republic,
Consultative Group for
Customs Reform and
Modernization (CGCRM) in
Tajikistan, and supervised
by ADB review missions

The policy and institutional
reforms and structural
adjustments envisaged
under the Program will lead
to a major challenge for the
Government to maintain a
balanced reform process
and effective interagency
coordination and
collaboration.

Outputs

Strengthen governance and
transparency while
improving institutional
capability

Rationalization of customs
authorities’ organizational
strategy and structure

Adoption of proper human
resource policies, incentive
structure, and capacity
building

Government agencies
concerned to monitor
implementation and evaluate
implementation progress,
guided by CCRM and
CGCRM and supervised by
ADB review missions

Resistance from vested
interests and territorial
interests of various
ministries

Complexity in maintaining
effective interagency
coordination and
collaboration
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Design Summary

Performance
Indicators/Targets

Monitoring Mechanisms

Assumptions and Risks

Improvement of performance
and transparency; adoption
of internal and external
audits to ensure compliance
and accountability

Ensuring high staff morale
by recognizing honesty and
giving staff full responsibility
for their actions

Reduction of corruption in
the form of collusive or
coercive payments

Difficulties in maintaining
smooth transition and public
confidence in the
restructuring and
retrenchment process

Strengthen the legal and
regulatory framework in line
with international standards
and conventions

Simplification of legislation
and regulations for customs
operations

Harmonization of the tariff
structure and commodity
codes

Improvement of legislative
transparency and public
surveillance to reduce
abuses

Government agencies
concerned to monitor
implementation and evaluate
implementation progress,
guided by CCRM and
CGCRM and supervised by
ADB review missions

Delays in preparing,
reviewing, and introducing
legislation

Improve operational
efficiency to facilitate trade
and improve revenue
collection

Provision of adequate
border infrastructure,
inspection and servicing
systems, as well as modern
information and
communication technology

Simplification of clearance
and control procedures and
shift from pre-clearance to
risk-based, post-clearance
audit verification

Strengthened coordination
between customs
authorities, tax authorities,
and the Ministry of Finance
to facilitate and enhance
revenue collection

Development of properly
supervised customs service
intermediaries

Strengthened efforts to
combat smuggling and
prevent revenue loss due to
smuggling

Government agencies
concerned to monitor
implementation and evaluate
implementation progress,
guided by CCRM and
CGCRM and supervised by
ADB review missions

Lack of institutional
capability in implementing
the customs reform program

Loose control and
malpractice in conducting
investment activities for
customs modernization
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Design Summary

Performance
Indicators/Targets

Monitoring Mechanisms

Assumptions and Risks

Develop an effective
mechanism for good
regional cooperation

Development of an effective
mechanism for customs
cooperation and conflicts
resolution

Harmonization of customs
regulation and procedures

Improvement in data
exchange with other
countries

Simplification of transit
procedures while increasing
transit trade by 30% during
the program period

Implementation of at least
two pilot joint border
processing projects

Establishment of satisfactory
key bilateral relationships to
promote trade flow

Government agencies
concerned to monitor
implementation and evaluate
implementation progress
guided by CCRM and
CGCRM and supervised by
ADB review missions;

Lack of commitment to
cooperation

Disagreement and lack of
enforcement

Inputs

The proposed assistance
will comprise program loans
to Kyrgyz Republic and
Tajikistan for customs and
trade policy reforms, project
preparatory technical
assistance (PPTA) and
regional technical assistance
(RETA).

Subject to adequate
progress in policy actions
and the feasibility work, the
second phase will comprise
investment loans to Kyrgyz
Republic and Tajikistan for
customs modernization.

Government agencies
concerned to monitor
implementation and evaluate
implementation progress,
guided by Kyrgyz CCRM and
Tajik CGCRM and
supervised by ADB review
missions

Commitment of key policy
makers and of all
Government agencies
involved is key to successful
implementation of the
Program.

Program loans to Kyrgyz
Republic and to Tajikistan,
respectively, for customs
and trade policy reforms

$15 million to the Kyrgyz
Republic and $10 million to
Tajikistan

Loans will be released in two
equal tranches in both
countries with the first
tranche to be released upon
loan effectiveness and the
second tranche before June
2004 in the Kyrgyz Republic
and December 2004 in
Tajikistan upon satisfactory
completion of the program’s
conditionalities.

Loan review missions

Progress reports

PPTA ($500,000 each for
Kyrgyz Republic and
Tajikistan) for preparing the
Customs Modernization and
Infrastructure Development

Examine existing policy
environment, operational
framework, and physical
infrastructure

Periodic TA reports
Review missions

Progress reports from

Availability of counterpart
support, and full cooperation
between the consultants and
counterpart staff
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Design Summary

Performance
Indicators/Targets

Monitoring Mechanisms

Assumptions and Risks

Project

Conduct detailed due
diligence and needs
assessment of the
investment component

Perform technology audits

Prioritize investment
activities

Develop the action plan for
modernization

Provide justification for
investments based on cost-
benefits analysis and
financial and economic rates
of return

consultants

RETA ($2 million) for trade
facilitation and customs
cooperation

Simplification and
harmonization of customs
documentation

Development of border
posts and facilities

Development of simplified
transit systems

Data consolidation and
information sharing, as well
as information and
communication technology
development for customs
operations

Development of risk
management and post-entry
audit

Development of a regional
intelligence system

Capacity building for
regional customs
organizations, including
organization of seminars
and curriculum design for
joint regional training
initiatives

Periodic TA reports
Review missions

Progress reports from
consultants

Availability of counterpart
support and full cooperation
between the consultants and
counterpart staff

Potential investment in
Kyrgyz Republic, Tajikistan,
and other countries in the
region for customs
modernization and
infrastructure development

Information and
communication technologies
and facilities

Management information
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Design Summary

Performance
Indicators/Targets

Monitoring Mechanisms

Assumptions and Risks

system

Customs examination
equipment

Physical infrastructure for
cross-border processing

Associated technical
assistance (TA) for
implementation of new
systems and procedures
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POLICY MATRIX

Loan 1926-KGZ: Regional Trade Facilitation and Customs Cooperation Program
Tranche Release and Monitoring Conditions?®

Overall Goal

The overall goal of the assistance is to promote sustainable economic growth and raise living standards in the Kyrgyz
Republic. An efficient and effective customs system will promote and facilitate foreign trade and investment,
encourage movement of goods and people, increase Government revenues, and promote economic growth. Proper
application and efficient collection of customs tariffs will increase government revenue and thereby provide more
resources for fiscal programs. Increased efficiency in combating smuggling of consumer goods will increase
revenues, and combating smuggling of illicit drugs and alcohol will help achieve social stability. Strengthened regional
cooperation through efficient and effective customs service will facilitate trade and investments as well as improve
access to regional and international markets.

Objective

Program Conditions

Status of Compliance and Remarks

A. Strengthening Governance, Transparency, and Institutional

Capacity

1. Rationalization
of customs sector
organizational
structure

1. Department of Customs Services (DCS) to
develop and submit for approval a rationalized
organizational plan, a copy of which is to be
provided to Asian Development Bank (ADB),
consistent with DCS’ mandate. The Ministry of
Finance (MOF) and the agencies under MOF,
including DCS, may be reorganized during the
program period. ADB will be consulted on such
reorganization involving DCS as it will affect the
Program.

Complied with (prior to Board
consideration). The Order of the Finance
Minister on 15 May 2002 established a
new structure for DCS. A Decree of the
President of the Kyrgyz Republic on 1
August 2002 approved the plan
submitted by MOF on “Reforming the
System of the Ministry of Finance”, which
also covered DCS.

2. Adoption of
proper human
resource policies

2. DCS to develop a Concept Paper for Customs
Reform to be approved by the Government upon
recommendation of the Commission on Customs
Reform and Modernization, and detailed Concept
Papers for specific areas indicated in the general
Concept Paper, copies of which are to be
provided to ADB for review. The detailed Concept
Paper on Improvement of Management and
Personnel Policy at DCS should include:
¢ Human resource policy, including
recruitment policies for DCS that are
transparent and fair,
e Specific performance indicators and service
standards for DCS staff, and
o A staff appraisal system that evaluates
staff's competencies and performance that
forms the basis for promotions.

Complied with (prior to Board
consideration). The Concept Paper for
"Customs Development in the Kyrgyz
Republic (2002—2010)" was approved per
Government Resolution No. 403 on 25
June 2002.

4. Improvement of
performance and
transparency

3. DCS to establish procedures for (i)
undertaking an annual customs service survey,
(i) setting up a database of customs service
information, and (iii) publishing the results on its
web site, with a copy of the adopted procedures
to be provided to ADB for review.

Complied with (prior to Board
consideration). Government Resolution
No. 513: "Plan of Measures on
Implementation of Reform and
Modernization of Customs Services,"
dated 22 August 2002, has specific
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Objective

Program Conditions

Status of Compliance and Remarks

4. MOF to establish procedures for DCS to
produce and make publicly available an annual
report for DCS starting from 2003.

stipulations for customs survey,
compilation of statistics, and database
construction.

Complied with (prior to Board
consideration). Procedures have been
established as part of the aforementioned
Concept Paper.

5. Adoption of
internal audits to
ensure compliance
and accountability

5. MOF to establish procedures for the internal
audit unit at MOF to undertake periodic and
special audits of DCS.

Complied with (prior to Board
consideration). Procedures have been
established for the Audit Commission of
MOF to conduct periodic and special
audits of DCS. A sample audit report was
submitted to ADB.

B. Strengthening
Conventions

the Legal and Regulatory Framework in Line

with International Standards and

1. Simplification of
the customs code
and regulations for
customs
operations

6. Submission to Parliament of a revised
Customs Code that is simplified as agreed
upon in a memorandum of understanding
with USAID and harmonized with World
Trade Organization (WTO) requirements and
the Revised Kyoto Convention.

7. Revision of implementing regulations on
customs issues to ensure compliance with
the revised Customs Code. A list of
regulations as well as drafts of such
regulations will be submitted to ADB for
review.

Complied with. The Customs Code was
approved by the Legislative Chamber of
the Parliament on 13 April 2004 and by
the People’s Representatives Chamber
on 13 June 2004. The revised Customs
Code, which is in line with the Revised
Kyoto Convention and WTO
requirements, took effect on 1 January
2005.

Complied with. The working group at
DCS identified and developed the list of
regulations to be amended or developed
and submitted the list of regulations to
ADB on 10 December 2003 and drafts of
the regulations on 6 May 2004.

2. Simplification of
the tariff structure

8. The Government to reduce the tariff bands
from six to four in line with the Government'’s
commitment to WTO by moving (i) items taxed
at 20% to the 17.5% bracket, and (ii) items
taxed at 6.5% to the 5% bracket.

Complied with (prior to Board
consideration). Per Law of the Kyrgyz
Republic No. 107 "On Changes and
Amendments to the Law of the Kyrgyz
Republic on Customs Tariffs for 2002,"
dated 7 December 2001.

C. Improving Operational Efficiency to Facilitate Trade and Improve Revenue Collection

1. Improvement of
revenue collection

9. Strengthen the policies for free economic
zones (FEZ) by (i) prohibiting the export of
goods produced in the FEZ into the domestic
market unless there has been at least 30%
value added and at least 15% for electronic
goods and household appliances, and (ii)
limiting domestic shipments to 30% of goods
produced in the FEZ.

Complied with (prior to Board
consideration). This was also monitored
by the International Monetary Fund under
the Poverty Reduction Growth Facility
agreed upon in November 2001.
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Objective

Program Conditions

Status of Compliance and Remarks

10. MOF to establish revenue collection
benchmarks for DCS based on proper
econometric forecasting models.

Complied with (prior to Board
consideration). Revenue forecasting
models were developed with support
from USAID.

2. Strengthening
of the coordination
between customs
and tax agencies
to facilitate and
enhance revenue
collection

11. MOF to issue identification numbers to
juridical persons to facilitate processing of
payments of customs duties and taxes and to
improve the information flow between
Department of Tax Services (DTS) and DCS.

12. With support of ADB project preparatory
technical assistance (PPTA), MOF to develop
electronic links between the computer
networks and databases of DCS and DTS.

Complied with (prior to Board
consideration). Per Government
Resolution dated October 2001 on the
"Creation of Single Registration System
of Tax Payers to Improve the System of
Taxpayers Accounting."

Complied with. A direct electronic
communication channel between DCS
and DTS has been installed.

3. Modernization
of the customs
administration
through the use of
information and
communications
technology (ICT)

13. With support of ADB PPTA, DCS to
develop an ICT strategy and investment plan
aimed at service automation, collection,
reconciliation, and dissemination of
information, and improve coordination with
the Ministry of Finance, DCS, DTS, and the
National Bank of the Kyrgyz Republic.

Complied with. A medium-term ICT
strategy was developed to modernize
customs services through a unified
automated information system (UAIS).
TA 3950 contributed to assessing the
system and to developing an investment
strategy that included a prioritized
investment plan of key components, a list
of required equipment, and financial
analysis.

4. Detection of
corruption in the
form of collusive or
coercive payments
and strengthened
efforts to combat
smuggling

14. DCS to develop and adopt procedures and
crosschecks to detect corruption in the form of
collusive or coercive payments.

Complied with. Crosschecks have been
incorporated in several regulations in
customs operations. Disciplinary
measures for customs officials involved in
collusive or coercive transactions are
specified in the Disciplinary Charter of
Customs Organization.
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Objective

Program Conditions

Status of Compliance and Remarks

15. With support of ADB regional technical
assistance (RETA), DCS to improve intelligence
gathering and establish a database with risk
profiles including the routes, premises, and
markets that smugglers tend to use to enable
DCS’ anti-smuggling unit to assess risks and
adopt necessary measures.

Complied with. (Partly complied with at
the time of second tranche release.) The
anti-smuggling unit regularly collects
information from regional offices, border
posts, and processing points; updates
database accordingly; and disseminates
updated information. However, lack of
computer software, equipment, and
trained personnel did not allow adequate
risk management (e.g., risk profiling and
risk assessment) at the time of the
second tranche release.

ADB provided additional financing under
the Customs Modernization and
Infrastructure Development Project,
which included a project loan to the
Kyrgyz Republic as well as a technical
assistance grant. The project’s core
components are the development of a
UAIS and customs border-post
infrastructure. The planned UAIS
includes a risk management and
intelligence subcomponent consisting of
(i) an intelligence database, (i) a client
registration profiles system, (iii) a goods
intelligence system, and (iv) risk
management methods and techniques.

5. Simplification of
clearance and
control procedures
and move from
pre-clearance to
risk-based
selective post-
clearance
verification

16. With support of ADB RETA, DCS to (i)
adopt and make publicly available new customs
clearance and control procedures harmonized
with international standards and procedures
aimed at improving service efficiency by
introducing post-clearance verifications based
on risk assessments and (ii) provide DCS staff
with training in the revised procedures and
practices.

17. With support of ADB PPTA, DCS to
develop and distribute to the staff of customs
organization at the headquarters, regional
offices, border posts and processing points a
procedural and instruction manual for use in
their daily operations. The manual would
contain, among other things, the revised
customs clearance and control procedures.

Complied with. Article 9 of the revised
Customs Code introduced the concept of
risk management as a customs operation
principle. Article 349 describes the
operational scope of audit-based
methods of customs clearance. This is
supplemented by the supporting
procedure on post-clearance verification.
DCS has conducted introductory training
on the revised code.

Complied with. (Partly complied with at
the time of second tranche release.) The
Government developed instructions for
the revised Customs Code with
regulations, but passage of the law was
needed before these could be compiled
into a manual and distributed to relevant
offices.

Manuals were ready to be distributed to
local customs officers by the time the
new Customs Code became effective in
January 2005.
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Objective

Program Conditions

Status of Compliance and Remarks

6. Development of
properly
supervised
customs service
intermediaries

18. In close consultation with ADB, DCS to
develop and submit to the Government for
approval regulations and associated
supervision procedures on customs service
intermediaries such as brokers, declarants,
and transit facility operators. Copies of
submitted regulations to be furnished to
ADB.

19. MOF to develop and submit to the
Government for approval regulations that
prohibit DCS staff to act as customs brokers,
and impose sanctions or disciplinary actions for
violations. Copies of submitted regulations to be
furnished to ADB.

Complied with. The Government
submitted to ADB drafts of the
regulations on 6 May 2004. These were
officially adopted on 24 August 2004 by
an administrative order of the MOF. The
regulations define (i) the scope of
activities of customs brokers and
declarants and (ii) warehouse operations,
including transit facility operations.

Complied with. Article 404 of the revised
Customs Code stipulated the
responsibility of customs officers that
prohibited them from acting as brokers.
The disciplinary measures for violations
are described in the existing Code of
Conduct for public officers.

7. Support for
trade facilitation
and curbing illegal
trade by providing
adequate border
infrastructure plus
inspection and
servicing systems

20. With support of ADB PPTA, DCS to
develop a comprehensive plan for construction
and installation of border infrastructure,
including basic search and examination
equipment at border posts and processing
points selected based on criteria agreed upon
by ADB and DCS.

Complied with. The investment plan
formulated by DCS included development
of border infrastructure and purchase of
special equipment. ADB’s PPTA
assessed the status of existing borders
posts and developed an investment
strategy in compliance with international
best practices.

D. Developing

an Effective Mechanism for Regional Cooperation

1. Establishment
of a mechanism for
customs
cooperation in the
region

21. DCS to participate in the Customs
Cooperation Committee (CCC) with members
from Central Asian republics (CARs) and the
People’s Republic of China (PRC), and endorse
the Common Action Plan to facilitate regional
cooperation among customs with the aim of
facilitating trade, curbing smuggling, and
exchanging data and information.

Complied with (prior to Board
consideration). The Director of DCS
attended the CCC meeting in Urumgi in
August 2002 and endorsed the Common
Action Plan on behalf of DCS.

2. Improvement in
exchange of data

among CARs and

the PRC

22. With support of ADB RETA, DCS to
develop standard formats for databases and
communication protocols for exchange of
customs and trade data and information among
CARs and the PRC.

Complied with. DCS participated in the
CCC meeting to develop the scope and
communication protocols for data sharing
among member countries. It continued
discussions on the scope of data
exchange with PRC Customs, which led
to the signing of a bilateral agreement.

3. Simplification
and harmonization
of transit
procedures

23. DCS to establish procedures
satisfactory to ADB for simplification of
transit shipment procedures.

Complied with. DCS signed a bilateral
agreement on transit shipment with the
Kazakhstan customs organization on 26
March 2004. A simplified procedure for
controlling transit shipment was
accordingly developed to supplement the
agreement.
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Objective

Program Conditions

Status of Compliance and Remarks

4. Establishment
of satisfactory key
bilateral
relationships to
promote trade flow

24. Within the regional cooperation framework,
initiate bilateral negotiations with key trade
partners to improve bilateral relationships.

Complied with. DCS initiated meetings
with counterparts in PRC (on data
sharing), Kazakhstan (on joint border
processing), and other CCC member
countries (on transit proposals).

% Second tranche release conditions appear in bold print. Monitoring conditions appear in italics.
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POLICY MATRIX

Loan 1927-TAJ: Regional Trade Facilitation and Customs Cooperation Program
Tranche Release and Monitoring Conditions?®

Overall Goal

The overall goal of the Program is to promote sustainable economic growth and raise the living standards in
Tajikistan. An efficient and effective customs system will promote and facilitate foreign trade and investment,
encourage movement of goods and people, and promote economic growth. Increased foreign trade and investment
will help to strengthen the current account and balance of payments. Proper application and efficient collection of
customs tariffs help strengthen the government budget and fiscal programs, and proper application of tariffs
eliminates rent-seeking opportunities while promoting market competition. Effectiveness in combating smuggling will
help achieve social stability, deter smuggling of narcotics and weapons, and allow domestic industries to realize
growth potential. Better regional cooperation through improved customs helps to realize comparative advantage by
gaining access to the regional market via proper transshipment arrangements.

Objective

Program Conditions

Status of Compliance and Remarks

A. Strengthening Governance, Transparency, and Institutional

Capacity

1. Rationalization
of customs
organizational
structure,
distribution of
resources, and
obtaining sufficient
funding

1. Ministry of State Revenues and Duties
(MSRD) to develop a corporate strategy for
customs operations, which will be provided to
Asian Development Bank (ADB), aimed at
rationalization of its organizational structure and
optimal distribution of staff resources according
to good international practices acceptable to
ADB.

2. MSRD to draft a proposal to Government to
seek sufficient budget allocation to support
proper operation of customs and maintain
adequate incentives for staff.

3. Government to allocate sufficient funding to
MSRD to support proper operation of customs
during the program implementation period.

Complied with (prior to Board
consideration). Customs and Tax
Committees were consolidated into the
MSRD per Decree of the President of the
Republic of Tajikistan No. 745 “On
Establishing the Ministry of State
Revenues and Duties of the Republic of
Tajikistan," dated 24 January 2002.
Organizational structure and regulatory
aspects of MSRD were provided by the
Resolution of the Government of the
Republic of Tajikistan No. 48, dated 12
February 2002 on “Issues of the Ministry
of State Revenues and Duties." MSRD
managed to reduce its staff by 20% by
September 2002.

Complied with (prior to Board
consideration). A proposal was submitted
by MSRD in accordance with existing
procedures.

Complied with. The budget to support tax
policy reforms and customs
modernization increased by 47% in 2003
and by 39% in 2004.

2. Adoption of a
proper human
resource policy,
incentive structure,
and capacity
building

4. MSRD to develop in customs area a staff
manual with adequate (a) recruitment policies
that are transparent and fair, (b) code of ethics,
and (c) code of discipline.

Complied with (prior to Board
consideration). A new staff policy in
accordance with the Labor Code and the
Law on Civil Services was adopted after
the establishment of the MSRD. The
newly formed agency adopted the model
manual of civil service procedures and
code of ethics developed under the World
Bank’s Second Institutional Building
Technical Assistance (IBTA2) Project.




Appendix 3 31

Objective

Program Conditions

Status of Compliance and Remarks

5. MSRD to develop an operations manual and
supporting administrative circular that meet ISO
9000 standards in order to institutionalize
performance indicators and service standards.

6. MSRD to introduce a staff appraisal
system in customs organization that
objectively evaluates staff's competencies
and offers opportunities for career
development and rewards for outstanding
performance.

7. MSRD to establish a human resource
database for customs staff, supplemented by job
descriptions and selection criteria.

8. MSRD to conduct targeted training courses
and design curriculums in line with international
best practices.

Complied with. (Partly complied with at the
time of second trance release.) MSRD
released a staff instruction manual in 2005
when the new Customs Code became
effective. The manual could not be
completed at the time of the second
tranche release as the revised Customs
Code was only newly approved.

Complied with. MSRD adopted a staff
appraisal system and new regulations on
its performance-based appraisal system. It
issued Order No. 238 on Appraisal
System Criteria for MSRD staff on 3
October 2003.

Complied with. MSRD created a database
that includes detailed information on
individual staff, job descriptions, and
selection criteria. It is updated every
quarter.

Complied with. The training institute of
MSRD offers more than 10 courses for
both newly hired and regular staff. It
adopted a new curriculum that conformed
to international standards during the loan
period.

3. Improvement of
performance and
transparency

9. MSRD to develop a guideline acceptable to
ADB for publication of relevant statistical reports
and policy and service information for the
general public in a timely and accurate manner.

10. MSRD to undertake an annual customs
services survey and publish the MSRD annual
report, acceptable to ADB and make it available
to the general public.

Complied with (prior to Board
consideration). Statistics are prepared in
accordance with the “United Methodology
for Customs Statistics on External Trade
of States-Participants of CIS” and
“Guidelines for Users of External Trade
Statistics (Eurostat, 1990).” MSRD began
releasing a monthly publication and
publicized its activities through the
newspaper.

Complied with. Customs Department of
MSRD conducted a survey on customs
services through its regional offices and
published a quarterly report. It published
a comprehensive 5 year report in 2004
and released its first consolidated annual
report in 2005.

4. Adoption of
internal and
external audits to
ensure compliance
and accountability

11. MSRD to establish an internal audit
department which is capable of conducting
periodic and special audits and ensure manuals
and regulations are consistently adopted and
enforced.

Complied with (prior to Board
consideration). MSRD established the
internal audit department (the
Department of Inspection of Jurisdictional
Branches) per Resolution No. 48, dated
12 February 2002.
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Objective

Program Conditions

Status of Compliance and Remarks

12. Government to establish routines for
external Government audit agency to conduct
periodic performance audits of the customs
systems.

Complied with (prior to Board
consideration). The Government audit
agency was established on 22 April 2001.
It conducts periodic audits of MSRD.

5. Ensuring high
staff morale

13. MSRD to adopt a plan, satisfactory to ADB,
to reform compensation schemes in customs
and establish a performance-based bonus
system within the customs organization.

Partly complied with. MSRD introduced
various staff performance recognition
programs that reward outstanding staff
performance. However, the
compensation scheme could not be
introduced unless adopted for all public
officers.

6. Reduction of
corruption in the
form of collusive or
coercive payments

14. MSRD to develop and adopt regulations,
satisfactory to ADB, prohibiting customs
officers from acting as customs brokers by
imposing disciplinary action for violations.

15. MSRD to establish a transparent system for
consideration of appeals and complaints that is
operated conscientiously and with integrity,

Complied with. The revised Customs
Code incorporated the proposed
regulation. MSRD’s Code of Conduct now
prohibits customs officials from acting as
customs brokers. Staff members violating
this code are to be penalized according to
disciplinary actions stipulated by the
Decree on “Disciplinary Regulations of
Customs Bodies of the Republic of
Tajikistan.”

Complied with. MSRD established a
system through which the private sector
can appeal decisions or actions made by
customs officials or authorities. Cases
can also be brought to the court system
of Tajikistan.

B. Strengthening
Conventions

the Legal and Regulatory Framework in Line

with International Standards and

1. Simplification of
legislation and
regulations for
customs
operations

16. MSRD to set up a working group for the
revision of the Customs Code, comprising
representatives from other agencies concerned.

17. MSRD to submit to the Parliament the
revised Customs Code to (i) avoid ambiguity
and provide clear distinction of areas of
coverage between primary laws and
secondary regulations, (ii) ensure
harmonization with the Revised Kyoto
Convention and World Trade Organization
(WTO) requirements.

Complied with (prior to Board
consideration). A working group was
established to develop a new draft of the
Customs Code in line with Order No. 73
of the Minister of State Revenues and
Duties, dated 15 July 2002. Revision of
the Customs Code of Tajikistan was
based on the draft Russian Code.

Complied with. The revised Customs
Code was submitted to Parliament on 30
September 2004. The revised Customs
Code, which is in line with the new Kyoto
Convention and WTO requirements, took
effect on 1 January 2005.
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Objective

Program Conditions

Status of Compliance and Remarks

18. MSRD to develop implementing
regulations under general provision of the
Customs Code for day-to-day operations of
the customs system.

19. Government to draft the Law on "The Order
and Conditions of Customs Services" to
determine customs services legal status
following the principle of integrity.

20. As part of Tajik Government’s overall effort
to acquire WTO membership, Government to
identify necessary amendment to laws and
regulations in conformity with WTO
requirements.

21. Government to submit to Parliament
amendments to key laws identified by the
Government and agreed upon with ADB and to
prepare corresponding amendments to
regulations to be WTO compliant.

22. Ministry of Economy and Trade to remove
the licensing requirement for entities involved in
foreign economic activities.

Complied with. MSRD drafted
implementing regulations to supplement
the revised Customs Code. Some of
these regulations were adopted by
administrative orders issued by the
customs agency.

Complied with. Section VI of the revised
Customs Code defines the scope and
conditions of customs services.

Complied with. The Government
introduced several laws to meet
requirements stipulated in the WTO
General Agreement on Tariffs and Trade
and the General Agreement on Trade in
Services. This formed part of the
country’s overall effort to acquire WTO
membership.

Complied with. Revision of the Customs
Code and Tax Code were major legal
reforms needed for WTO accession. The
Government also adopted the revised
Tax Code, which incorporated new
regulations in line with WTO
requirements.

Complied with. In May 2004, Parliament
approved a new Law on License where
this requirement was removed.

2. Harmonization
of the tariff
structure

23. Government to adopt a single customs tariff
band of 5%, except those due to preferential
rates and treaties, aimed at enhancing
transparency and simplification of customs
operations.

Complied with (prior to Board
consideration). Per Government
Resolution No. 187 on “Customs Tariffs
of the Republic of Tajikistan,” dated 30
April 2002.

3. Improvement of
legislative
transparency and
public participation,
along with
surveillance to
reduce abuses

24. The Government to establish guidelines to
ensure that any draft legislation developed for
customs operations will be made available for
review and comments by the general public
through publication.

Complied with. The Law of the Republic
of Tajikistan states that legislative
proposals should be made available to
the public for review. The revision
process of the Customs Code complied
with this law.
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Objective

Program Conditions

Status of Compliance and Remarks

C. Improving Operational Efficiency to Facilitate Trade and Improve Revenue Collection

1. Provision of
adequate border
infrastructure,
inspection and
servicing systems,
and modern
information and
communication
technology

With support of ADB PPTA, MSRD to:

25. Develop a comprehensive plan for the
construction and installation of customs border
infrastructure, including basic search and
examination equipment at high priority border
posts and processing points.

Complied with. The strategy developed
under ADB project preparatory technical
assistance (PPTA) included border-post
infrastructure development as a major
component.

26. Develop an IT strategy aimed at service
automation, collection, reconciliation, and
dissemination of information and improve
coordination with the Ministry of Finance
(MOF), Ministry of Economy and Trade
(MET), National Bank of Tajikistan, Drug
Control Agency (DCA), and other agencies.

27. Implement the investment plan in customs
border infrastructure, IT facilities, networks, and
communications at key customs border posts
and processing centers.

28. Provide training for its staff in using and
maintaining the customs examination equipment
and the IT system.

Complied with. The information and
communications technology strategy for
customs modernization was developed
with assistance from ADB PPTA. USAID
supported development of a separate
strategy for tax administration.

Complied with. (Partly complied with at
the time of second trance release.) ADB
approved the Regional Customs
Modernization and Infrastructure
Development Project (RCMIDP),
consisting of a project loan and
accompanying technical assistance, in
November 2004 to support
implementation of the investment plan.
RCMIDP was implemented beginning in
2005.

Partly complied with. Training will be
provided during the course of
implementing the RCMIDP.

2. Simplification of
clearance and
control procedures
and move from
pre-clearance to
risk-based post-
clearance and
audit verification

29. MSRD to adopt new customs clearance and
control procedures harmonized with
international standards.

30. MSRD to introduce post-clearance audit
procedures based on risk assessments and
preferred importer/exporter mechanism.

Complied with. Sections IV and V of the
revised Customs Code contain 51 articles
that describe the operational aspects of
customs control. These articles are
harmonized with international standards
by incorporating recommendations of the
Revised Kyoto Convention and by
meeting specific WTO agreements.

Complied with. Articles 433-435 of the
new Customs Code introduce post-
clearance audit procedures using risk
management methods. MSRD set up the
Division of Post-Clearance Control and
Audit, which has collaborated with
relevant tax offices and importers to
implement a post-clearance procedure.
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Objective

Program Conditions

Status of Compliance and Remarks

3. Strengthening
of coordination
among customs
services, the tax
services, Ministry
of Finance, and
banks to facilitate
and enhance
revenue collection

31. MSRD to develop electronic linkages
among the computer networks and
databases with its departments, MOF, MET,
Ministry of Interior, Ministry of Security,
DCA, border guards, and banks where the
customs organization maintains payment
accounts.

32. MSRD to use ID numbers of juridical
persons to facilitate processing of payments of
customs duties and taxes and improve
information flows.

33. MSRD to integrate customs payments with
the operation of a national single treasury
account.

Complied with. The Government installed
electronic links among MSRD, Ministry of
Interior, Ministry of Security, and DCA.
Electronic database exchange to combat
smuggling began in February 2004. The
electronic database exchange system
involving MSRD, MOF, MET, the National
Bank of Tajikistan, and DCA became
operational in June 2004.

Complied with. MSRD instructed
compliance with Article 31 of the Tax
Code of 1999 on the use of taxpayer
identification numbers.

Complied with. Customs duties are now
paid directly to banks (near customs
clearance points), which transfer
payments to the single treasury account.

4. Development of
properly
supervised
customs service
intermediaries

34. MSRD to develop a regulation to prohibit
customs officers to also act as intermediaries in
line with international practices.

35. MSRD to establish and make functional
the association of customs brokers and
participants of external economic activities
as a self-regulatory organization.

Complied with. Same condition as
number 14.

Complied with. Government developed a
statutory act to support the creation of a
customs brokers association and
facilitated discussion among brokerage
companies. The association was
established on 17 November 2004.
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Objective

Program Conditions

Status of Compliance and Remarks

5. Strengthening
of efforts to combat
smuggling and
prevent revenue
loss due to
smuggling

36. MSRD to improve intelligence gathering
and establish a database with risk profiles
including the routes, premises, and markets that
smugglers tend to use to enable the team to
assess risks and take measures accordingly.

37. MSRD to develop training programs for the
anti-smuggling team and ensure that it
possesses adequate and proper equipment to
effectively combat smuggling.

Complied with. (Partly complied with at
the time of second tranche release.) To
enable its anti-smuggling team to assess
risks and adopt necessary measures,
MSRD regularly collects information from
regional offices, border posts, and
processing points, and disseminates
updated information. However, lack of
computer software, equipment, and
trained personnel did not allow adequate
risk management (e.g., risk profiling and
risk assessment) at the time of the
second tranche release.

ADB provided additional financing under
the RCMIDP. The project’s core
components are the development of a
unified automated information system
(UAIS) and customs border-post
infrastructure. The planned UAIS
includes a risk management and
intelligence subcomponent consisting of
(i) an intelligence database, (i) a client
registration profiles system, (iii) a goods
intelligence system, and (iv) risk
management methods and techniques.

Partly complied with. Customs officers
will be appropriately trained when the
proper equipment is installed at customs
posts. In the meantime, officers working
at customs clearance points and border
posts were given on-the-job training.

D.

Developing

an Effective Mechanism for Good Regional

Cooperation

1. Development of
an effective
mechanism for
customs
cooperation and
conflict resolution

38. MSRD to endorse the overall framework for
regional customs cooperation initiatives
sponsored by ADB and adopt effective
mechanisms for customs cooperation and
conflict resolution.

Complied with (prior to Board
consideration). Tajikistan endorsed the
Common Action Plan during the first
Customs Cooperation Committee (CCC)
meeting in Urumgqi, People’s Republic of
China. The plan aimed to facilitate trade,
curb smuggling, and ease the exchange
of data and information.

2. Harmonization
of customs
regulations and
procedures

39. MSRD to endorse regional harmonization
efforts for customs regulation and procedures in
accordance with the Revised Kyoto Convention
and other international conventions such as
WTO valuation standards.

Complied with. The Government
endorsed regional harmonization efforts
and participated in the CCC meeting on
Harmonization and Simplification of
Customs Documentation and
Procedures.
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Objective

Program Conditions

Status of Compliance and Remarks

3. Improvement in
exchange of data
with other
countries

40. MSRD to develop standard formats,
satisfactory to ADB, for databases and
communication protocols for easy exchange of
customs information with other countries in the
region.

Complied with. MSRD participated in the
CCC meeting to develop communication
protocols for data sharing among
member countries.

41. MSRD to exchange information through the
regional database to be established under ADB
regional technical assistance as part of the anti-
smuggling and anti-drug trafficking campaign.

Complied with. The CCC initiative to
establish a regional intelligence system
and database was shelved as per advice
of heads of customs agencies attending
the second CCC meeting in Tashkent in
October 2003. Instead, CCC activities will
be used to strengthen member countries’
participation in and encourage data
sharing through the existing Regional
Intelligence Liaison Office (RILOs are
coordinated by the World Customs
Organization).

4. Simplification of
transit procedures

42. MSRD to establish procedures for
simplification of transit shipments.

Complied with. MSRD reached an
agreement with the Kyrgyz customs
organization on 26 November 2004 to
simplify transit shipment between the two
countries. Accordingly, MSRD
established a procedure for transit that
regulates national level customs control
to supplement the agreement.

5. Establishment
of satisfactory key
bilateral
relationships to
promote trade flow

43. Within the regional cooperation framework,
MSRD to initiate bilateral negotiations with key
trade partners to improve bilateral relationships
and simplification of procedures.

Complied with. The Government reached
several trade agreements with
neighboring countries. It signed a
bilateral agreement with the Kyrgyz
customs organization on cooperation at
entry points.

2 Second tranche release conditions appear in bold print. Monitoring conditions appear in italics.
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DEVELOPMENT POLICY LETTER

(Kyrgyz Republic)
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The Government of the Kyrgyz Republic has launched a customs reform and
modernization program to facilitate regional and international trade and strengthen the State
Customs Inspectorate. In November 2001 the Government requested ADB to support these
reforms with a program loan and technical assistance under the Regional Customs Cooperation

Program.

Enhancing the customs service of the Kyrgyz Republic is necessary to adjust to world
trends, international trading rules and requirements, customs principles and procedures to

increase trade and investments.

The Regional Customs Cooperation Program aims to establish efficient and effective
customs systems in the Kyrgyz Republic and the region that will facilitate foreign trade and
investment, encourage movement of goods and people, and promote economic growth, The main
components of the Program are: (i) strengthen governance and improve institutional capability of
the State Customs Inspectorate, (i) strengthen the legal and regulatory framework in line with
international standards and conventions, (iii) improve operational efficiency to facilitate trade and
improve revenue collection, and (iv) develop an effective mechanism for good regional

cooperation.

The Government has closely coordinated with the ADB mission and other donors in
formulating the RCCP framework. Through this development policy letter the Government
hereby commits to take all measures needed to meet the objectives of the RCCP to ensure

successful implementation.

The first component of the RCCP seeks to rationalize the State Customs Inspectorate by
restructuring the organization to enhance efficiency, developing a human resource policy that
promotes transparency in recruitment, performance evaluation and promotion processes. SCI's
staff will also be trained in international procedures and practices as part of the modernization

ADB
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program for SCI and customs operations. Furthermore, the transparency of SCI's operations will
increase by introduction of an annual customs survey with published results, and internal audits.
SCI will also establish procedures to improve performance and transparency of its operations and
develop procedures for an annual report of SCI that will be publicly available. The Concept Paper
for Custom Reform for period 2002-2010 was approved by the Government of the Kyrgyz
Republic by Resolution No 403 of June 25, 2002. At the moment, the Concept Paper is under
consideration of Parliament of the Kyrgyz Republic. This Concept will contribute to the
development of custom, investments flows and economic growth in the Kyrgyz Republic.

The second component aims to improve legislation make it compliant with the WTO
agreement and the Revised Kyoto Convention, and harmonize it within the Eurasian Customs
Union by 2004. A Procedural and Instruction Manual will be developed to help customs officers
in their daily operations and ensure correct application of tariffs and smooth processing.
Furthermore, the WTO agreement will be fully implemented in 2002 through rationalization of
the tariff bands from six to four.

The third component will focus on improving operational efficiency by streamlining
customs processes and procedures along international practice, and improve the usage of
information and communication technology to support the new procedures and facilitate the
necessary flow of information between border post and headquarters, and headquarters and other
ministries.

The final component pertains to strengthening regional cooperation to facilitate trade and
investments. To enhance regional cooperation a framework among the regions customs
authorities will be established to effectively work with and oversee implementation of regional
efforts supported by ADB technical assistance in training for customs officials, development of
harmonized procedures for border crossings, transits, and risk-based audits. To effectively
combat smuggling the Kyrgyz Government will work with the regional governments and enhance
information sharing. Finally, on the Ak-Jul border post with Kazakhstan, joint processing of
customs will be tested on a pilot basis in order to facilitate the flow of goods and people between
the Kyrgyz Republic and Kazakhstan. The Government has been active in the establishment of a
regional Customs Coordination Committee that will facilitate regional cooperation among
customs authorities to facilitate trade, curb smuggling and exchange data and information in the
region. 4

Hereby, the Government of the Kyrgyz Republic assures you that all the possible
ownership on its behalf on Regional Customs Cooperation Program will be adhered to.

Using this opportunity I wish to express my deep respect and gratitude on the behalf of
the Government of the Kyrgyz Republic for assistance provided by the Asian Development Bank
in the course of economic reforms of this nation.

Yours sincerely,

Bolot Abildaev
Minister of Finance
Kyrgyz Republic

39
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CAPBA3HUPH YYMXYPHHU TOYUKHUCTOH
NPEMBEP-MUHWCTP PECTYBIIUKM TAIDKMKMCTAH

THE PRIME-MINISTER OF THE REPUBLIC OF TAJKISTAN

r. dyumanbe V2R 2/6‘ &7 asrycra 2002 rona

Bawe Hpesocxooumenvcmeo,

[To3BONBTE BEIPA3UTL UCKPEHHIO MPU3HATENBLHOCTE TMYHO Bam u B Bamem
e AswarckoMmy banky PasBHTHA 3a TOMIEPKKY M IOMOILB, OKa3blBacMYIO
Hallelf cTpaHe.

ITpaButensctBo  Pecriybnuky  TauKMKHCTaH — yCHELIHO - IIpeAlpHHUMAET
MOCJHEOBATENIBHBIE  IIArH 110 YKPEIUIEHHIO OCHOB TIOCYJapCTBEHHOCTH M
pedOpMHPOBAHUIO HKOHOMHMKU. MBI BBICOKO LEHHUM TOMIEPKKY A3MaTCKOro
Oanka PasButuss B OPOBOAMMBIX  3KOHOMHMYECKHX TMpeoOpasoBaHHAX B
TapkukucTane.

B pesynstarte peanusannu [Tpaeutenscteom Pecriybnukn TamkukucTad Mep 110
peOpPMHUPOBAHUIO SKOHOMHKH, OCYLLECTBIAEMBIX MPH MOIICPIKKES MEKILYHAPOIHBIX
(DMHAHCOBBIX ~ MHCTHUTYTOB, B  [OCHEIHME TOABl  COXPAHAETCA  TEHICHIMA
MaKpOIKOHOMHHYECKOH cTadUIM3aLMy U TEMIIOB YKOHOMHYECKOT0O POCTa.

Opnnako reorpaduueckoe pacrnonoxeHve TaPKUKHCTaHA W CIIOMKMBIIMECH
rCONOMTHYECKHE YCIIOBHS CIEPXKHBAIOT B TOH JIM MHOH Mepe pasBUTHE U
paclIMpeHHe MeKAyHapOIaHOH TOProBIIH.

Ilpu 3TOM Hepa3BUTOCTh TAMOIKEHHOI'O CHCTEMbI CTAHOBUTCS INPENATCTBAEM
JUI Pa3BUTHUS TOPIOBIM M COOTBETCTBEHHO HHBeCTHpoBaHusi. IlpaButenbcTso
Pecny6nukn TampkMKHCTaH, NMPU3HABAs BaXKHYK) pOJlb TAMOKEHHBIX OpPraHoB B
Pa3BHUTHH PBIHOYHOH OJKOHOMHKH, MpPHHANO IUIaH MO pe(OpPMHPOBAHMIO U
MOJEPHH3aLHMH TAMOKCHHOM cnyxObl, Kak uacTh 00wl nporpammel
IIpaBHTENBCTRA 11O CTPYKTYPHBIM NPeodpazoBaHUsAM.

Ipennaraemas crenuanbHas Mporpamma pe(popMUpOBAHMS TAMOMKEHHBIX
opranoB Ha 2001-2005 roxael HanpasieHa Ha mnosbllleHde 3((eKTHBHOCTH
TaMOKEHHOTO 00CIY)KMBAaHUSA M KOHTPOJIS, YKPEIUIEHHS 3aKOHOIaTeIbHOM 0a3bl 1
onTHMu3aiu mep no Ttapudam. B oroil cBazu [IpaButenscrBo PecnyOnuku
TapkuKkucTal  yxke TPeJNpHHANO OMNpe/eieHHBIE ark 1o COBEPLUEHCTBOBAHUIO
3aKOHOJATENBHOM  0a3bl, perynupyolleid TaMOKeHHBIH pexuM. [Iposojsrcs

Ezo Ipeeocxodumenncmey

eocnoduny Tadao Huno

Ipesudenmy Azuamckozo banka Pazeumusn
Manuna, @ununnunot
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MEpPOTIPUATHS 110 PECTPYKTYPU3AlUH TOCYJApCTBEHHBIX (DMHAHCOBBIX CIYKO, B
ToMm uucne TamoikeHHOI Ciyx0Obl, BKIIOYAIOIIHE pPA3BUTHE CHCTEMBI
KOMIIbIOTEPH3ALIMH TAMOYKEHHBIX CJ1yx0, COKpaleH st MUHHCTEPCKOTO IepcoHaa,
pa3paboTKy MeXaHH3Ma OTUHCIEHUs OT COOPOB Ha Hy XKLl TAMOKEHHBIX CITYKG.

Yckopenne peOpMHPOBaHMS TAMOKEHHBIX CIHYXKO CBS3aHO TaKkKe C
npoueccom BeryrieHust Tapxukucrana B BTO, moaroToBuTenbHble MEpONpPHUATHS
KOTOPOr0 B HACTOSIIEE BPEMs aKTUBHO OCYIIECTBIISIFOTCS B pecrybiiuke.

[IpaButenserBo Pecny6nuku TamxkukucTaH B IuiaHe pedopMHpOBaHHs
TAMOJKCHHOH CHCTEMBI KOOPAMHHMpPYET CBOK JEATENBHOCTH ¢ Muccueii
Asnarckoro bauka PasBuTus M JpYrMMH JOHOPaMM M T'OTOBO 00eCIedYHTh
peanusauuu 3a1a4 PerronanbHo# ITporpaMMel 10 TAMOXXEHHOMY COTPYIHHYECTBY
(PIITC).

llpennonaraemas mnporpaMma sIBISeTCSl BaXKHBIM  3JIEMEHTOM  OOLIEH
CTpaTeTHH Pa3BUTHsA, OcylIecTBIsIeMoi [IpaBuTenscTBOM, KOTOpas HanpasieHa Ha
pa3sBHUTHE TOPrOBIX H TAMOXKEHHBIX MPOLEAYP, a TAKKe Pa3BUTHE TPAHCIOPTa M
9HEPreTUKH. B pamKax HaJeleHHBIX IOJHOMOYHM, IpOrpaMMma HanpabieHa Ha
YKpPEIUIEHHS YIIPaBIeHHs W WHCTUTYIMOHAIBHBIX BO3MOXHOCTEH IS pasBUTHs
TOPrOBIM M MOIEPHM3alMM  TAMOXKEHHBIX  ciyx0, a Takke Juis
COBEPLICHCTBOBAHUS CHCTEMBI U MEXaHM3MOB, CIIOCOOHEIX MOMOYL Ta/KUKHCTaHy
y4acTBOBaTh B KOHKYPEHLMM M Jajblle Pa3BUBATE TOPTOBIIO, UTO B KOHEUHOM
UTOTe  OK&XET MOJJEPIKKY B BO3POXKICHHH  IPOMBIIUIEHHOW  OCHOBEI
Tamxukucrana.

Mebr  mameemcs, uro peamusaums Permonansnoii  Ilporpammer  no
TamoxkeHHomy cotpyanudectsy (PIITC), nomrorosnennas Azuatckum BaHkom
Paspurus, npuBener K co3aaHuio 3(Q(QEKTUBHON U IPOYKTUBHON TaMOXKeHHOM
CHCTEMBI, W B 1ieJioM OyJeT croco6CcTBOBaTh SKOHOMHYECKOMY POCTY.

Co cBoeit croponsl, IlpasurensctBo PecryGmiku Tajpkukucran obsiszyercs
NPHHATH BCe HEOOXOAMMBbIE MephI [l peanusauuy PernonansHoit [TporpamMmel o
TamoxeHHoMmy cotpyanudecTsy (PITTC).

C ysaxeHueM, ﬁ
£

AKHI AKHIIOR

41
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DEVELOPMENT POLICY LETTER
(Republic of Tajikistan)

PRIME-MINISTER OF THE REPUBLIC OF TAJIKISTAN

Dushanbe Ref. No. 12.2/6 27 August 2002

Your Excellency,

I would like to avail of this opportunity to express sincere gratitude personally to
you and through you to the Asian Development Bank for support and assistance
provided to our country.

The Government of the Republic of Tajikistan successfully undergoes gradual
steps towards strengthening the basis of governance and economic reforms. We greatly
appreciate the assistance from the Asian Development Bank in the ongoing economic
reforms in Tajikistan.

As a result of the economic reform measures taken by the Government of the
Republic of Tajikistan with support from international financial institutions, there is
continuous tendency for macroeconomic stabilization and trends of economic growth
observed in recent years.

However, the geographic location of Tajikistan and existing geopolitical
conditions restrain the expansion of international trade. In addition the inefficient
customs system is an impediment to trade and investment.

The Government of the Republic of Tajikistan recognizes the important role of
customs in the development of a market economy and has adopted reform and
modernization plans for customs services as part of the country’s overall structural
reform program.

A proposed special program of customs development for 2001-2005 is focusing
on improving efficiency of customs service and control, strengthening the legislative
framework, and optimizing tariff and nontariff measures. In this regard, the Government
of the Republic of Tajikistan has already undertaken steps to strengthen the legislative
framework and optimize the customs regime. The special measures recently taken to
accelerate the process of restructuring government fiscal agencies, which include the
customs services agency, covers computerization of customs services, reduction of
ministry staff, and development of the mechanism for revenue collection for customs
needs.

The acceleration of customs reforms also interrelate with the process of applying
for WTO membership and the preparation activities are actively done in the Tajikistan
Republic.

The Government has closely coordinated with the ADB mission and other donors
in formulating the Trade Facilitation and Customs Reform Program framework and
hereby commits to take all measures needed.
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The proposed Program is one of the key pillars of the broader development
strategy pursued by the Government which aims to foster trade facilitation and customs
development, as well the development of transport and energy sectors. Within this
broader mandate, the Program aims to promote good governance and the institutional
structure that deals with trade facilitation and customs modernization, upgrade the
systems and mechanisms to position Tajikistan better for the growing competition, and
promote greater diversification in trade, which would eventually support a transformation
of Tajikistan’s weak industrial base.

We hope that implementation of the Regional Trade Facilitation and Customs
Cooperation Program (TFCCP) prepared by the Asian Development Bank will promote
establishment of an efficient and effective customs system and promote economic
growth.

Hereby, the Government of the Republic of Tajikistan assures you that the
possible ownership on its behalf on Regional Customs Cooperation Program will be
adhered to.

Yours sincerely,

Akil Akilov
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SUMMARY STATUS OF COMPLIANCE WITH LOAN COVENANTS

(Kyrgyz Republic)

Reference

Covenant

Status of Compliance

Loan Agreement,
Attachment 2 to
Schedule 3
(Conditions for
Release of Second
Tranche)

(@) The Borrower shall have submitted
to the Parliament a revised and simplified
Customs Code as agreed upon in the MOU
of 29 March 2002 and harmonized with
WTO requirements and the Revised Kyoto
Convention.

(b)  The Borrower shall have submitted
to ADB a list of implementing regulations
on customs issues to be revised to ensure
compliance with the revised Customs
Code, as well as drafts of such regulations
for the ADB's review and revised such
regulations to be compliant with the revised
Customs Code.

(c)  The Borrower shall have developed
electronic links between the computer
networks and databases of DCS and DTS.

(d)  The Borrower shall have, with the
support of PPTA, developed an ICT
strategy and investment plan aimed at
service automation, collection,
reconciliation, and dissemination of
information; and improving coordination
between the MOF, DCS, DTS, and the
National Bank of the Kyrgyz Republic.

(e)  The Borrower shall have, in close
consultation with ADB, developed and
adopted regulations and associated
supervision procedures on customs service
intermediaries, such as brokers, declarants,
and transit facility operators; and furnished
copies of such regulations to the Bank.

() The Borrower shall have established
procedures, satisfactory to the Bank, for
simplification of transit shipment
procedures.

Complied with by February
2004.

Complied with by May 2004.

Complied with by December
2003.

Complied with by June 2004.

Complied with by September
2004.

Complied with by March
2004.

Loan Agreement,
Section 3.01

The Borrower shall cause the proceeds of
the Loan to be applied to the financing of
expenditures on the Program in
accordance with the provisions of the Loan
Agreement.

Complied with.
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Reference

Covenant

Status of Compliance

Loan Agreement,
Section 4.01

Loan Agreement,
Section 4.02

Loan Agreement,
Section 4.03

Loan Agreement,
Section 4.04-4.05

(@) The Borrower shall cause the
Program to be carried out with due
diligence and efficiency and in conformity
with sound administrative, financial,
engineering, environmental, foreign trade,
and customs administration practices.

(b)  Inthe carrying out of the Program,
the Borrower shall perform, or cause to be
performed, all obligations set forth in
Schedule 5 to this Loan Agreement.

Schedule 5 pertains to the use of
counterpart funds, implementation
arrangements, policy performance and
dialogue, and program monitoring.

The Borrower shall make available,
promptly as needed, the funds, facilities
and services and other resources which are
required, in addition to the proceeds of the
Loan, for the carrying out of the Program.

The Borrower shall ensure that activities of
its departments and agencies with respect
to the carrying out of the Program are
conducted and coordinated in accordance
with sound administrative policies and
procedures.

Sections 4.04-4.05 basically refer to the
maintenance of records and documents on
loan use and progress, with such
documents and other reports submitted to
ADB as requested.

Complied with.

Complied with.

Complied with.

Complied with.

Complied with.

ADB = Asian Development Bank, DCS = Department of Customs Services, DTS = Department of Tax
Services, ICT = information and communications technology, MOF = Ministry of Finance, MOU =
memorandum of understanding, PPTA = project preparatory technical assistance, WTO = World Trade

Organization.
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SUMMARY STATUS OF COMPLIANCE WITH LOAN COVENANTS

(Tajikistan)

Reference

Covenant

Status of Compliance

Loan Agreement,
Attachment 2 to
Schedule 3
(Conditions for
Release of Second
Tranche)

(@) The Borrower shall have introduced a
staff appraisal system in the customs
organization that objectively evaluates
staff's competencies and offers
opportunities for career development and
rewards for outstanding performance.

(b) The Borrower shall have developed
and adopted regulations, satisfactory to
ADB, prohibiting customs officers from
acting as customs brokers and imposing
disciplinary actions for violations.

(c) The Borrower shall have submitted to
Parliament the revised Customs Code to (i)
avoid ambiguity and provide clear
distinction between primary laws and
secondary regulations, and (ii) ensure
harmonization with the Revised Kyoto
Convention and WTO requirements.

(d) The Borrower shall have developed
and adopted implementing regulations
required under the general provisions of the
Customs Code for day-to-day operations of
the customs system.

(e) The Borrower shall have developed
an information technology strategy aimed
at service automation, collection,
reconciliation, and dissemination of
information; and improving coordination
between MSRD, MOF, MET, the National
Bank of Tajikistan, DCA, and other
agencies.

()  The Borrower shall have developed
electronic linkages among the computer
networks and databases of MSRD, MOF,
MET, Ministry of Interior, Ministry of
Security, DCA, border guards, and banks
where the local customs organization
maintains payment accounts.

() The Borrower shall have established
and made functional the association of
customs brokers and participants of
external economic activities as a self-
regulatory organization.

Complied with by December
2003.

Complied with by December
2003.

Complied with by September
2004.

Complied with by November
2004.

Complied with by September
2004.

Complied with by June 2004.

Complied with by November
2004.
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Reference

Covenant

Status of Compliance

(h)  The Borrower shall have established
procedures, satisfactory to ADB for
simplification of transit shipment
procedures.

Complied with by November
2004.

Loan Agreement,
Section 3.01

The Borrower shall cause the proceeds of
the Loan to be applied to the financing of
expenditures on the Program in
accordance with the provisions of the Loan
Agreement.

Complied with.

Loan Agreement,
Section 4.01

Loan Agreement,
Section 4.02

Loan Agreement,
Section 4.03

Loan Agreement,
Section 4.04-4.05

(@) The Borrower shall cause the
Program to be carried out with due
diligence and efficiency and in conformity
with sound administrative, financial,
engineering, environmental, foreign trade,
and customs administration practices.

(b) Inthe carrying out of the Program,
the Borrower shall perform, or cause to be
performed, all obligations set forth in
Schedule 5 to this Loan Agreement.

Schedule 5 pertains to the use of
counterpart funds, implementation
arrangements, policy performance and
dialogue, and program monitoring.

The Borrower shall make available,
promptly as needed, the funds, facilities
and services and other resources which are
required, in addition to the proceeds of the
Loan, for the carrying out of the Program.

The Borrower shall ensure that activities of
its departments and agencies with respect
to the carrying out of the Program are
conducted and coordinated in accordance
with sound administrative policies and
procedures.

Sections 4.04-4.05 basically refer to the
maintenance of records and documents on
loan use and progress, with such
documents and other reports submitted to
ADB as requested.

Complied with.

Complied with.

Complied with.

Complied with.

Complied with.

ADB = Asian Development Bank, DCA = Drug Control Agency, MET = Ministry of Economy, MOF = Ministry
of Finance, MSRD = Ministry of State Revenue and Duties, WTO = World Trade Organization.
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