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I. Outline of the Project
Country : Malaysia Project title : Risk Management System
Issue/Sector : Economic Policy Cooperation scheme : Technical Cooperation
Project

Division in charge : JICA Malaysia Total cost : 15,320 Yen

(M/M): 27/Jul/2006~ 26/Jul/2008 |Partner Country’s Implementing Organization :
Period of] Royal Malaysian Customs
Cooperatio Supporting Organization in Japan : Custom and
n Tariff Bureau, Ministry of Finance

Related Cooperation :

1

2 Project Overview
(1) Overall Goal

(2) Project Purpose

(3) Outputs

(4) Inputs
Japanese side :
Long-term Expert 1 Equipment 0 Yen
Short-term Expert 4 Local cost 0.3 million Yen

Background of the Project

The Royal Malaysian Customs has embarked on computerization since 1994. It has
implemented Customs Information Systems (CIS, as its in-house system) and CIS Dagang
Net Interface to enable electronic submission of import and export declarations via its
national value added network known as Dagang Net using UN/EDIFACT standard
messages. This system has helped to eliminate tedious manual processes of validation
and calculation of duty.

Trade facilitation is often defined as “the simplification and harmonization of]
international trade procedures”. However, simplification should not be at the expense of
compliance and accountability. APEC principles on trade facilitation are;

» Simplification, practicability and efficiency

» Minimizing documentation and procedural requirement

» Expeditious clearance for accredited clients

» Sampling inspection

» Post clearance audit system

One of the main obstacles that hinder trade facilitation is inadequate and bureaucratic
procedures, especially a lack of audit-based controls and risk assessment techniques.
Realizing the importance of Risk Assessment/Management in the process off
simplification/re-engineering of Customs procedures towards trade facilitation, the Royal
Malaysian Customs has given top priority to the development of a “Risk Management
System” that will help expedite Customs clearance as well as safeguard revenue collection.

To protect revenue collection and facilitate trade by focusing enforcement efforts on high
risk goods while expedite the flow of low risk goods.

Risk management system is developed.

1) Risk management framework and process are established for applying risk
management concept.
2) Risk management technique is employed at cargo clearance and post clearance audit.

Total Cost 15 million Yen




Malaysian Side :
Counterpart 10
Land and Facilities Local Cost RM176,000 (5.8 million Yen)

II. Evaluation Team

Members of|Leader :
Evaluation |Mr. Masatoshi Takahashi
Team Deputy Resident Representative, JICA Malaysia Office

Risk Management

Mr. Masaki Okamoto

Deputy Director

International Affairs and Research Division, Custom and Tariff Bureau,
Ministry of Finance

Evaluation Planning 1

Mr.Katsuki Morihara

Program Officer, Economic Policy and Finance Team, Economic Development
Department, JICA Headquarters

Evaluation Planning 2
Mr. Yasuhiro Kawazoe
Assistant Resident Representative, JICA Malaysia Office

Evaluation Analysis
Mr.Chua Mok Koh, IC Network Sdn.Bhd.

Period of| 26/Mar/2008-27/Mar/2008 Type of Evaluation : Terminal
Evaluation

II1. Results of Evaluation

1 Achievement

(1) Overall goal
Volume of import is increasing year by year. RMC should improve capacity of dealing
custom clearance, proper enforcement and prevention of crime and terrorism. It is
regarded the project established foundation from the viewpoint of risk management system.

(2) Project Purpose
Risk management system will be introduced to main custom offices by the end of the project.
Since the personnel in charge of operating risk management system are developed, the
system will be introduced smoothly. In this context, it is regarded that the project purpose
is achieved.

(3)Outputs
RMC decided to introduce risk management system to main custom offices with technical
advices of a Japanese expert and, at the same time, the project trained more than 60
custom officers of all branch offices who have basic idea of risk management system.




2 Summary of Evaluation Results
(1) Relevance
The relevance of the Project is high as was planned and has been implemented to meet the
requirement of international standards, such as ASEAN and World Custom Organization,
including the Revised Kyoto Convention, Country Assistance policy of Ministry of Foreign
Affaires of Japan and Malaysia-Japan Economic Partnership Agreement

(2) Effectiveness
Effectiveness is evaluated high because each output can be contributed to the achievement
of the project purpose.
- The officials’ knowledge on risk management at RMC is improved.
- The risk management system in RMC is established.

(3) Efficiency

Efficiency is average in the utilization of financial resources, the allocation of Japanese
experts and Malaysian counterpart. There were some difficulties to implement the Project
smoothly at its initial stage, such as the delay in initiating the project planning document
and assigning of counterparts; particularly, officials of ICT section were assigned as
project counterparts even though they were not responsible for risk management system,
and unclear institutional responsibility on managing risk management system. However,
these difficulties are solved through the efforts of both RMC and the long-term expert.

(4) Impact

Effectiveness is evaluated high because;

- RMC decided to utilize the system developed by RMC of Johor Bahru referred to as
Customs Verification Initiative (CVI) and now RMC is in the progress to modify the
system. A special Task Force was established in the HQ to oversee the implementation of]
CVL

- A special unit or Task Force on Risk Management (comprising of 10 officers) has been
established since July 2007 at RMC HQ to implement the CVI. It has taken up active
roles on introducing risk management to RMC and building up public relations with
traders.

- About 60 RMC officers from all over Malaysia attended the seminars and disseminated
the knowledge in their respective offices

(5) Sustainability

Sustainability is evaluated high and RMC is advised to take continuous efforts of human

resource development for managing CVI.

1) Organization

RMC is requesting development budget to further upgrade the CVI system with an

additional ‘weighted selectivity’ module. RMC has also applied to JPA (Public Service

Department) to increase the manpower in the Task Force. However, the approval for

these applications is still pending.

2) Budget

The budget for developing a centralized CVI system was approved in July 2007 and

revised in January 2008 for an expanded scope. Approval for the revised budget is still

pending.

3) Human resource development
The Risk Management Task Force works closely with the CIC (Customs Intelligence
Centre) to define the requirements for the CVI system and to improve on its database.
When fully implemented, the system will be a centralized system with the risk
management unit in the Customs HQ taking the roles of categorizing traders according
to risk levels. Further human resource development is necessary to fulfill this task.




3. Factors that promoted realization of effects

(1) Factors concerning to Planning
This project aimed at development of system and human resource for managing CVI so
that RMC could take appropriate measures in accordance with international agreement,
such as Malaysia-Japan Economic Partnership Agreement (MJEPA). Because of this
strong commitment of both Malaysia and Japanese government, the project was
implemented.

(2) Factors concerning to the Implementation Process
RMC’s commitment to promote CVI resulted in formulation of CVI task force, budget and
personnel allocation requests for establishment of CVI unit, and expansion of CVI system
to all state customs.

4 . Factors that impeded realization of effects
(1) Factors concerning to Planning
None
(2) Factors concerning to the Implementation Process
None

5. Conclusion
Both the Team and RMC have concluded that the project purpose has almost been
achieved. Transfer of expertise by Japanese experts in the field of risk management has
also been implemented in an appropriate manner.

6. Recommendations
The Japanese side recommended the Malaysian side to take appropriate measures for
maintaining the current risk management system and upgrading the system, which are:
(1) To establish section and personnel responsible for risk management system at RMC
Headquarters;

(2) To train trainers of risk management;
(3) To enhance risk management techniques of custom officials; and
(4) To secure appropriate budget to maintain and upgrade the risk management system.

The Malaysian side committed to implement the above-mentioned dJapan’s
recommendations. The Malaysian side wishes that the current technical cooperation and
assistance be continued.

7 . Lessons Learned

There were some difficulties to implement the Project smoothly at its initial stage, such as
the delay in initiating the project planning document and assigning of counterparts;
particularly, officials of ICT section were assigned as project counterparts even though
they were not responsible for risk management system, and unclear institutional
responsibility on managing risk management system.

It should be identified whether a counterpart section is given necessary authority and also
a decision making system works properly for implementing a project.

8. Follow-up Situation
The Malaysian side wishes that the current technical cooperation and assistance be
continued. RMC submitted official request for technical cooperation to Japanese
government for consideration.
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Dato’ Hj.

Dato’ Hj.

Ibrahim bin Hj. Jaapar,

Mohamed Khalid bin Yusuf

Datuk Md. Hashim bin Pardi

Mr.

Mr.

Mr.

Mr.

Mr.

Sivaneswaran A/L Ramachandran

Mariappa A/L Ramayah

Hisamuddin bin Jarudy

Mohd. Nor Hisyam bin Mohd. Arsard

Mohammad Haizam bin Hashim

Deputy Director General of Customs
(Management), RMC

Deputy Director General of Customs
(Operation), RMC

Director, Corporate Planning and

International Affairs Division, RMC

International Cooperation Section,
Economic Planning Unit (EPU), Prime

Minister’ s Department

Senior Assistant Director of Customs
I, Technical Division, (CVI), RMC
Superintendent of Customs, Technical
Division, (CVI), RMC
Superintendent of Customs, Technical
Division, (CVI), RMC
Superintendent of Customs, Corporate
Planning and International Affairs
Division, RMC
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MINUTES OF MEETING
BETWEEN THE JAPANESE TERMINAL EVALUATION TEAM AND
ROYAL MALAYSIAN CUSTOMS
FOR RISK MANAGEMENT SYSTEM

The Japanese Terminal Evaluation Team (hereinafter referred to as “the Team™), organised by the
Japan International Cooperation Agency (hereafter referred to as “JICA™) and headed by Mr.
Masatoshi Takahashi, Deputy Resident Representative of JICA Malaysia Office, exchanged views
and had a series of discussions with the Royal Malaysian Customs (hereinafter referred to as
“RMC”), headed by Dato’ Hj. Mohamed Khalid bin Yusuf; for the purpose of conducting a joint
evaluation on the implementation and achievement of the Project for Risk Management System
(hereinafter referred to as “the Project”) based on the Minutes of Meeting signed on July 1% 2007.

As a result of discussions, the Team and RMC agreed to recommend to their respective
Governments the matters attached hereto.

Kuala Lumpur, March 27, 2008

~,

P = o~

AR Takahashi Masatoshi ato’ Hj. M alid bin Yusuf
Deputy Resident Representative D 1irector-General of Customs
JICA Malaysia Office Royal Malaysian Customs
|
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ATTACHED DOCUMENT

1. Introduction
1.1 Brief Background of the Project

The Royal Malaysian Customs has embarked on computerization since 1994. It has implemented
Customs Information Systems (CIS, as its in-house system) and CIS Dagang Net Interface to
enable electronic submission of import and export declarations via its national value added
network known as Dagang Net using UN/EDIFACT standard messages. This system has helped to
eliminate tedious manual processes of validation and calculation of duty.

Trade facilitation is often defined as “the simplification and harmonization of international trade
procedures”. However, simplification should not be at the expense of compliance and
accountability. APEC principles on trade facilitation are;

Simplification, practicability and efficiency

Minimizing documentation and procedural requirement
Expeditious clearance for accredited clients

Sampling inspection

Post clearance audit system

YVVVY

One of the main obstacles that hinder trade facilitation is inadequate and bureaucratic procedures,
especially a lack of audit-based controls and risk assessment techniques.

Realizing the importance of Risk Assessment/Management in the process of simplification/re-
engineering of Customs procedures towards trade facilitation, the Royal Malaysian Customs has

given top priority to the development of a “Risk Management System™ that will help expedite
Customs clearance as well as safeguard revenue collection.

Based on the official request from the Malaysian Government, JICA and RMC have jointly
implemented the Project for two years since July 2006, various activities have been carried out as

shown in the Project Design Matrix (PDM) (See Appendix 2). The Project is scheduled to be
completed in July 2008.

1.2 Duration of Technical Cooperation
Two years from July 2006 to July 2008

1.3 Objectives of the Project

1.3.1 Overall Goal

To protect revenue collection and facilitate trade by focusing enforcement efforts on high
risk goods while expedite the flow of low risk goods.
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1.3.2

1.4

1.5

2.1

2.1.1

2.1.2

Project Purpose
Risk management system is developed.

Implementing Agency
Royal Malaysian Customs.

Attendants List
The name of the attendants is listed in Appendix 1.

Results of Evaluation
Project Input
Input from Japanese side

The Japanese side dispatched 1 long-term expert and 4 short-term experts in the field of
risk management since the commencement of the Project. Their names are listed in
Appendix 3.

The Japanese side partially supported the local operational expenses for conducting
seminars on Risk Management. The amount for each fiscal year is listed in Appendix 4.

Input from the Malaysian side

During the project period, Malaysia provided project offices and facilities at RMC,
substantial amount of operational cost and human resources other than the counterparts.
The Malaysian side partially supported the operational expenses of the Project such as
setting up of CVI center in Johor and HQ as well as providing trainings and workshops for
RMC officers. The amount for each fiscal year is listed in Appendix 4.

2.2 Project Performance and Achievements

221

222

Activities

The progress of each activity is shown in Appendix 5. Overall, a good progress has been
observed in respective activities such as, trainings on risk management, establishment of
information structure and trader categorization.

Output

By implementing planned activities, the output has been produced as shown in Appendix
6. The expected results have been observed and each output has almost been achieved as
planned. With regard to the risk management system development, RMC decided to utilize
the system developed by RMC of Johor Bahru referred to as Customs Verification
Initiative (CVI) and now RMC is in the progress to modify the system. A special Task
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Force was established in the HQ to oversee the implementation of CVI (the name list of
this task force is given in Appendix 7).

Project Purpose

As shown in Appendix 6, the Project Purpose has almost been achieved since risk
management framework and process are established by seminars and institutional
development of RMC and the risk management system development are in progress.

2.3 Analysis Based on Evaluation Criteria

23.1

232

233

Relevance

Relevance is referred to the validity of the project purpose and the overall goal in
consistence with the development policy of the Malaysia government and the needs of

beneficiaries.

The relevance of the Project is high as was planned and has been implemented to meet the
requirement of international standards, such as ASEAN and World Custom Organization,
including the Revised Kyoto Convention and Malaysia-Japan Economic Partnership
Agreement.

Effectiveness

Effectiveness measures to what extent the project purpose has been achieved, or is
expected to be achieved, as a result of the output produced by the Project.

Effectiveness is evaluated high because each output can be contributed to the achievement
of the project purpose.

- The officials’ knowledge on risk management at RMC is improved.
- The risk management system in RMC is established.

Efficiency

Efficiency is referred to the productivity of the implementation process and is examined if
the input of the project is efficiently converted into the output.

Efficiency is average in the utilization of financial resources, the allocation of Japanese
experts and Malaysian counterpart. There were some difficulties to implement the Project
smoothly at its initial stage, such as the delay in initiating the project planning document
and assigning of counterparts; particularly, officials of ICT section were assigned as project
counterparts even though they were not responsible for risk management system, and
unclear institutional responsibility on managing risk management system. However, these
difficulties are solved through the efforts of both RMC and the long-term expert.
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3. Conclusion

Both the Team and RMC have concluded that the project purpose has almost been achieved.
Transfer of expertise by Japanese experts in the field of risk management has also been

implemented in an appropriate manner.

4, Recommendation

The Japanese side recommended the Malaysian side to take appropriate measures for
maintaining the current risk management system and upgrading the system, which are:

(1) To establish section and personnel responsible for risk management system at RMC
Headquarters;

(2) To train trainers of risk management;

(3) To enhance risk management techniques of custom officials; and

(4) To secure appropriate budget to maintain and upgrade the risk management system.

The Malaysian side committed to implement the above-mentioned Japan’s recommendations.
The Malaysian side wishes that the current technical cooperation and assistance be continued.

5. Acknowledgement

RMC, on behalf of the Malaysian Government, extended their sincere appreciations and gratitude
to the Japanese Government in particular to JICA and Japan Customs, in providing technical
assistance and cooperation during the project implementation period.

APPENDICES

Appendix 1: Attendants List

Appendix 2:  Project Design Matrix (PDM)

Appendix 3: List of Japanese Experts Dispatched

Appendix 4:  Amount of Operational Expenses of the Project
Appendix 5: Progress of Activities

Appendix 6:  Achievement of the Project

Appendix 7:  List of Task Force members of RMC on CVI
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APPENDIX 1: Attendance List

Malaysian Side

1

2

N

wn

~J

. Dato’ Hj. Mohamed Khalid bin Yusuf

. Datuk Md.Hashim bin Pardi

. Mr. Sivaneswaran A/L Ramachandran

. Mr. Mariappa A/L Ramayah

- Mr. Hisamuddin bin Jarudy

. Mr. Mohd. Nor Hisyam bin Mohd. Arsard

. Mr. Mohammad Haizam bin Hashim

Japanese Side
Mr. Masatoshi Takahashi

Mr. Masaki Okamoto

Mr Katsuki Morihara

Mr.Katsumi Shinohara

Mr. Yasuhiro Kawazoe
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Deputy Director General of Customs
(Operation), RMC

Director, Corporate Planning and International
Affairs Division, RMC

International Cooperation Section, Economic
Planning Unit (EPU), Prime Minister’s
Department

Senior Assistant Director of Customs I,
Technical Division, (CVI), RMC

Superintendent of Customs, Technical
Drivision, (CVI), RMC

Superintendent of Customs, Technical
Division, (CVI), RMC

Superintendent of Customs, Corporate
Planning and International Affairs Division,
RMC

Deputy Resident Representative,
JICA Malaysia Office

Deputy Director

International Affairs and Research Division,
Custom and Tariff Bureau, Ministry of
Finance

Program Officer

Economic Policy and Finance Team
Economic Development Department, JICA
Headquarters

JICA Expert

Assistant Resident Representative
JICA Malaysia Office
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APPENDIX 3 : List of Japanese Experts Dispatched

Name

Title

Duration (DD/MM/YY)
From to

Long-term Expert
1. Mr. Katsumi Shinohara

Risk Management System

27/07/2006  26/07/2008

Short-term Experts

1. Ms.Emako Hirabayashi
2. Mr. Naoyuki Yamashita
3. Mr. Masao Umeyama

4, Mr.Takashi Amo

Risk Management System
Risk Management System
Risk Management System
Risk Management System

04/03/2007  10/03/2007
04/03/2007  10/03/2007
(9/12/2007  15/12/2007
09/12/2007  15/12/2007
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APPENDIX 4 : Amount of Operational Expenses of the Project

Japanese Fiscal JICA
Year*

2006 7,576.00
2007 2,365.00
Total 9,941.00

(in RM)
Japanese Fiscal RMC
Year
2006 0.00
2007 176,000.00
Total 176,000.00

* Japanese fiscal year refers to period from April to March the following year.
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APPENDIX 5 : Progress of Activities

Activities

Expected
Result

Progress

1-(1) Training on risk
management is
delivered.

1-(2) Information
structure is
reinforced for
information to be
sent to the Central
intelligence centre.

1-(3) “Trader
categorization
according to the
risk” is expanded

Risk
management
framework
and process
are
established
for applying
risk
management
concept.

Two seminars on risk management were held in March
and December 2007 during the project period. About
60 RMC officers from all over Malaysia attended the
seminars and disseminated the knowledge in their
respective offices.

Currently RMC offices in individual state either
develop their own stand alone IT application or use a
manual system to carry out risk profiling. This
information is channelled to CVI center in HQ either
electronically or in manual form. Data on importers
and exporters are captured for analysis by Decision
Support System (DSS). Both sources of information are
used in RMS as an input into the selectivity control
module of Customs Information System (CIS).

Trader categorization according to traders’ profiles is
divided into three categories, namely high, medium and
low risks.

2-(1) Special task
force is established
to employ risk
management
concept and
develop risk
management
system.

2-(2) Budget for
developing risk
management
system is proposed
to the competent
authorities.

2-(3) Initiate
specifications of
risk management
system.

Risk
management
technique is
employed at
cargo
clearance and
post clearance
audit.

A special unit or Task Force on Risk Management
(comprising of 10 officers) has been established since
July 2007 at RMC HQ to implement the CVI (Customs
Verification Initiative). It has taken up active roles on
introducing risk management to RMC and building up
public relations with traders.

The necessary budget to improve the CVI was allocated
for the Project. RMC is requesting development budget
to further upgrade the CVI system with an additional
‘weighted selectivity’ module. RMC has also applied to
JPA (Public Service Department) to increase the
manpower in the Task Force. However, the approval
for these applications is still pending.

The Risk Management Task Force works closely with
the CIC (Customs Intelligence Centre) to define the
requirements for the CIS system and to improve on its
database. When fully implemented, the system will be
a centralized system with the risk management unit in

10
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the Customs HQ taking the roles of categorizing traders
according to risk levels. With the new ‘weighted
selectivity module’ in the near future, categorization of
traders will be more efficient.

2-(4) Develop a
prototype of risk
management
system.

RMC has decided the existing risk management system
(CVI) at Johor Customs to be expanded to cover all
other customs offices in Malaysia. The Johor system
will be applied to all state customs by the end of July
2008. The budget for developing a centralized CVI
system was approved in July 2007 and revised in
January 2008 for an expanded scope. Approval for the
revised budget is still pending.

&

11
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APPENDIX 7 : List of Task Force members of RMC on CVI

1. Dato” Abd. Razak bin Yaakop

2. Mr. Mariappa A/L Ramayah

(98]

. Mr. Mohd. Isa bin Yeop

4. Mr. Ab. Manap bin Ab. Ghan

Lh

. Mr. Hisamuddin bin Jarudy

(=

. Mr. Wong Pun Sian

~J]

- Mr. Mohd. Saufe bin Yahya

o0

. Mr. Mohd. Nor Hisyam bin Mohd. Arsard

9. Mr. Mr.Mohd. Yassin Chong bin Abdullah

10. Mr. Samian Aliman bin Abd. Khalid

13

Director of Technical Service, RMC

Senior Assistant Director of Customs 1,
Technical Division (CVI), RMC

Senior Assistant Director of Customs 11,
Technical Division (CVI), RMC

Senior Assistant Director of Customs 11,
Technical Division (CVT), RMC

Superintendent of Customs, Technical Division
(CVI), RMC

Superintendent of Customs, Technical Division
(CVD), RMC

Superintendent of Customs, Technical Division
(CVD), RMC

Superintendent of Customs, Economic and
Revenue Analysis Unit, RMC

Superintendent of Customs, Technical Division
(CVI), RMC

Custom officer, Technical Division (CVD), RMC
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Records of Meeting
18™ March 2008 (Wednesday)

At 6™ Floor, North Block, Royal Malaysian Customs, Putrajaya

Time: 2.00 pm —4.30 pm

Attendance:
JICA Side RMC Side
1. Mr. Yasuhiro Kawazoe 1. Mr. Mariappa A/L Ramayah
2. Mr. Katsumi Shinohara 2. Mr. Hisamuddin bin Jarudy
3. Mr. Chua Mok You 3. Mr. Mohd Yassin Chong bin Abdullah

Mr. Kawazoe:

Mr. Mariappa:

JICA is now conducting a Terminal Evaluation Study, just prior to the
completion of the technical cooperation project on ‘Risk Management System
Project” with the Royal Malaysian Customs Department. The purpose of this
evaluation is to examined the extent of compliance in the implementation of
the project with the original plan, as well as to elucidate any lessons learned.
The results of this evaluation shall form part of the basis in decision making
by JICA HQ on the subsequent action that need to be taken following the
completion of the project by July 2008.

A joint evaluation meeting has been scheduled on the 26™ of March, 2008,
and at that meeting, officers from JICA HQ as well as Japan National
Customs Department shall be coming from Japan. As a prelude to this
important evaluation meeting, JICA Malaysia office, together with the
appointed consultant and the JICA Expert attached to RMC wish to gather the
base information and data so as to enable the assessment on the relevance,
efficiency and effectiveness of the project implementation as indicated in
the PDM matrix table in the handout marked as No.2. A list of information
items is given in the table marked as No.1.

History of Risk Management Practices in RMC.

Prior to 2002, the pioneer in RMS can be said to have started in Selangor
State Customs Department where a unit was formed with the role to examine
all declaration papers submitted by traders. These papers were required to be
submitted electronically. Officers in this unit were to identify consignments
that are of high risk by certain criteria and examining the profile of the
companies and their track records. It was a part system part manual form of
risk management practice at that time.

In 2005, a unit was formed to carry out the Customs Verification Initiative.
(CVI). In this initiative, the customs officer would examine the declaration
forms submitted by the traders and the normal duties if applicable was then
applied. Before the goods were released however, a ‘verification officer’
would re-examined the forms to see whether the assessment by the customs
officer has overlooked any discrepancies in the declaration forms or any form
of evasion in duties. Any additional duties payable was then collected on the
spot. This was an improvement to the previous practice but still it was
considered inefficient as it involves double checking.
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In May 2006, a special task force was gathered to look at ways in overcoming
this form of double checking by applying a system-based method. This
special task was assigned to the Johor Baru Custom Department. A technical
task force and an operational task force were formed. As a result, the SMK
(or Customs Information System, CIS in short) was developed with several
modules. One of these is the Selective Module which uses a database to
assess the consignment according to high, medium and low risk categories.
Goods considered as low risk were to be given direct release, while medium
risk goods were given document release but those under high risk were to be
given physical checks.

In August of 2006, a workshop was conducted to set up the criteria for
selective checking. A trial run of the system was carried out at JB customs
between September-December 2007. An evaluation was conducted on the
outcomes of the trial run of the CIS in December and the RMC was very
satisfied with the good results.

Subsequently,

- the CVI using the CIS was fully implemented in JB in January 2008. (JB
customs served the south region which also covers Melaka and Negri
Sembilan).

- A trial run of the selective module was implemented in Selangor in
December 2007.

- The system is now extended to the North Region which cover Penang,
Perak, Kedah and Perlis in March 2008,

- By April 2008, this system will be also implemented in KLIA, Kelantan,

Trengganu and Pahang.

By May, 2008, RMC planned to extend the system to Sabah and Sarawak

in East Malaysia.

There is a clear increase in duty revenue since the operation of CIS and CVI
in JB Customs.

For the request of data on duties collected, pending on the approval from the
management, RMC shall furnish to the evaluation study team the normal
duties as well as additional duties collected using the selective module of the
CIS from September 2007 to February 2008.

For the time clearance information, there is actually no study on this matter
in JB Customs. But for the requirements of ISO, a 45 minutes clearance time
for dutiable cargoes was set. So far the operation in JB has managed to meet
this requirement and there is no complaint from traders. A criteria of 80%
direct release (low risk), 15% document release (medium risk) and 5%
physical examination (high risk) was set by the management in RMC.
Although such ratio often fluctuates between months, the JB Custom CVI
operation has been able to improve above the 80% direct release requirement.
Hence there is an improvement in custom clearance time in general.
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Mr.Kawazoe:

Mr.Hisamuddin:

Mr.Mariappa:

A questionnaire survey shall be conducted to gauge the understanding of
Risk management among the trainees who attended the seminar conducted by
JICA expert. The questionnaire has already been send to 27 persons via email
and hopefully they will reply by 21% of March for us to analyze. We hope to
receive at least 50% or more from the trainees.

On seminar lectures, we feel that sometime there is the problem of language
barrier. Otherwise, we think the officers do learn and appreciate the
knowledge they gained from these lectures.

To give you an outline of Risk Management, let me show you some of the
slides I used in my training of my officers.

The introduction of Risk Management System was based on concept provided
by WTO and Revised Kyoto Convention (on trade).

WTO Safe Framework of Standards:-

- the customs administrations should establish a risk management system to
identify potentially high risk consignments,

- Risk Management is ‘the systematic application of management procedure
and practices which provide Customs with the necessary information to
address movements or consignments which present risk’.

Revised Kyoto Convention:

- provides for the simplification, harmonization and modernization of
customs procedures and for the use of risk management techniques and the
optimal use of information technology by customs administrations.

The objectives of Customs Verification Initiative are:

1. To put risk management into practise and replace random examination of
document and goods with planned and targeted working methods that use
risk profile as a basis,

2. To eradicate any evasion or any attempt of evasion of duty payment;

prohibitions or restrictions; receive or attempt to receive drawbacks,

refunds or subsidies for which there is no proper documentation,

To expedite the release of goods from customs control,

4. To secure compliance of customs laws, relevant other laws and conditions
by importers, exporters, warehouse operators and free trade zone operators
without compromising the delivery system.

[98)

The key performance index (KPI) to measure the effectiveness of CVI are:
1. Increase in duty revenue,

2. Predict before event happens,

3. Reduce traffic congestion at customs,

4. Increase awareness on compliance of customs laws.

Flowchart showing current (old) practice with double checking by verification
officer.
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Mr.Kawazoe:

Mr.Mariappa:

Flowcharts showing improved practice using information system for data
profiling in identifying risk levels of consignments.

At the beginning of this technical cooperation project, there were some
problems with regard to the assignment of counterparts. Moving forward,
JICA is concerned about the assignment of appropriate counterpart officers so
that the cooperation project can be implemented smoothly as planned.

Initially, the counterpart unit was the ICT unit, which was rather technical and
thus there was some problem. However, now the special task force is formed
and soon it will be administratively established when we obtain approval from
JPA, which has sent its officer to evaluate our request.

The task force for Risk Management is formed by appointment by the
Director General of Customs. This unit is hence comprised of officers from
regional or state divisions who have a good practical knowledge of risk
management. This task force also includes officers who are trained in
computer system to facilitate coordination with the Customs Information
Development Center (CIDC). Currently there are only 8+2 officers.

List of officers in the Risk Management Task Force

1. Dato Abd Razak bin Yaakop Director of Customs

2. Mariappa A/L Ramayah Senior Asst. Director of Customs I
3. Mohd Isa Bin Yeop Senior Asst. Director of Customs II
4. Ab.Manap bin Ab.Ghani Senior Asst. Director of Customs II
5. Hisamuddin bin Jarudy Superintendent Customs

6. Wong Pun Sian Superintendent Customs

7. Mohd Saufe bin Yahya Superintendent Customs

8. Mohd Nor Hisyam bin Mohd Arsard Superintendent Customs

9. Mohd Yassin Chong Bin Abdullah  Superintendent Customs

10.Samian Aliman bin Abdul Khalid =~ Customs officer

The taskforce is now seeking final approval from JPA (Public Service
Department), upon which more personnel will be assigned and the necessary
budget approved. Approval is expected within this year. We hope to increase
the workforce to at least 16 so that officers can be assigned to specific state or
region to acquire specializations.

For future development of CIS (Risk Management), the selective module in
the current CIS shall be extended to the entire country by this year as planned.
At the same time, RMC is seeking approval from the Treasury for fund to
further enhance the system by developing the ‘weighted selective’ module,
which I believe is also used in Japan. This weighted selective module uses a
scoring system to evaluate the risk level of goods. This will make the system
even more efficient. A vendor for developing the add-on software for this
module has been identify and RMC aims to work closely with the vendor in
developing the system. Three officers (Mr.Hisamuddin, Mr Ishyam and Mr
Aliman) shall be assigned to effect this technology transfer from the vendor.
We hope to receive some indication by July this year.
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Mr.Hisamuddin:

Eventually there will be a centralized system of targeting potential high risk
goods based on criteria in scoring. HQ shall be able to provide instructions to
customs officers at regional or state offices linked to the HQ. Johor shall
have its own system. Currently all road, sea and air entry points to Malaysian
have the CIS in place. However, the task force and CVI needs to constantly
improve and upgrade its database system, as well as working closely with the
ICT unit, to work on such areas as post audit and compiling of compound data.

We would like to know more on valuation and maybe we can request this
assistance from JICA in the next phase of cooperation.
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3.0

3.1

3.2

Data Collection for This Study
Data collected from existing sources

Data on project inputs, activities, project purpose and expected outputs
were gathered from past minutes of meeting, project proposal documents
and RMC. Other information such as progress of risk management
system implementation in RMC, CIS development plan and future
activities on the Risk Management System were gathered through
interview / meeting with the officers in the Task Force unit on risk
management in RMC HQ.

Another important data which could be used as an indicator to measure
effectiveness is duty revenue collected after the implementation of the CIS
at Johor Customs. However, this data was not available at the time of the
evaluation study due to its confidentiality. There is no specific customs
clearance time survey conducted by RMC at the moment. Data on
savings in clearance time at customs offices upon the implementation of
risk management system by RMC is also not available.

Data collected from Questionnaire Survey

A simple open ended questionnaire survey was conducted to gauge the
extent of knowledge on risk management among RMC officers who have
attended the seminars conducted during the implementation period of this
Project. The survey form was sent to 27 participants in the Risk
Management Seminars conducted by JICA short-term experts. Out of the
27 persons surveyed, 5 have replied.

Three questions were posed to the interviewees and their answers are
summarized below.

Question 1: What is Risk Management ?

Answers: a. Risk management involves identifying, analyzing
and responding to risk. In the context of
Customs, risk management is a process of
identifying and analyzing declarations by
importers and exporters whether it is true or
false.

b. Risk management is a process of analyzing
exposure to risk and determining how to best
handle such exposure.

c. It is a systematic application of management
policies to the task of identifying, analyzing and
managing risks.

Question 2: What are the benefits of Risk Management ?

Answers: a. Anticipate or avoid problems where system can
filter declarations that are not correct or under
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valued, safeguard national interests, fasten
processing time for declarations that do not have
errors, thus reduce costs for highly compliant
customers; reduce work load of customs officers.

b. Minimize or eliminate losses and charges of non-
compliance,

c. Minimize losses from criminal activities, increase
amount of duties and taxes collection, facilitates

trade.
Question 3: What are the types of measures necessary for
implementing Risk Management?
Answers: a. Applying tariff codes, country of origin,

importer/exporter codes, agents code, value in
the computer system for risk management,

b. Collect data and information, analyze and assess
risk, formulate solution to risk, treat risk, monitor
and review.

c. Modernize import clearance procedure, such as
AEOQO program, buildup enforcement equipment
such as x-ray inspection system, develop new
technology and database.

The answers given to the simple three questions on risk management by
RMC officers are satisfactory and they show that the officers in RMC have
improved in their knowledge on Risk Management. The questionnaire form
in given in Appendix.
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Questionnaire Survey on
Risk Management at Royal Malaysian Customs

Question 1: What is Risk Management?

Answer 1:

Answer 2:

Answer 3:

Answer 4:

Answer 5:

Answer 6:

Answer 7:

Risk Management is a process of how we manage risks. It is a management
of something that can go wrong. Risks management involves probabilty of
how probable it can happen and the impact it cause when it happens. The
process of Risk Management involves identifying, analyzing and responding
to risk throughout the life of a project and in the best interest of meeting
project objectives.

So, Risk Management in the context for Customs is a process of identifying
and analyzing declaration made by importers and exporters whether it is true
or false, intentionally or unintentionally. Actions against the importers or
exporters can then be taken once there is enough evidence of fraud.

Risk Management is a process of analyzing exposure to risk and determining
how to best handle such exposure.

It is a management technique that identifies and ‘treat’ risk in the
organizations.

Is a technique or structure that identifies and coordinate the function as well
as skills, to be employed for treating the risk to the organizations and
developing strategies to manage it.

Risk Management is a systematic approach to ensure that the process of
declarations on commercial shipment can be analyzed and assessed based on
the level of risks.

Is a systematic application of management policies to the task of identifying,
analyzing and managing risk.

The management technique that identifies, analyses, coordinates the
functions as well as skills best employed to treat the risk so identified.
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Question 2: What are the benefits of Risk Management?

Answer 1:

Answer 2:

Answer 3:

Answer 4:

Answer 5:

Answer 6:

Answer 7:

There are many benefits by having Risk Management process as part of the
electronic system such as:

1) We can anticipate or avoid problems whereby system can filter
declarations that are not correct or under valued,

2) We will have quality data because data that are wrongly submitted will
be rejected or queried

3) We can safeguard national interests

4) We can fasten the processing time for declarations that do not have error
thus for customers that are highly compliant, we can reduce their
schedule slips and also reduce their costs

5) We can lessen the burden of our assessment officers by filtering out
non-problematic declarations through the green channel and leaving only
the incorrect ones through the yellow and red channel.

6) We can improve integrity among our officers and our clients.

Benefit of Risk Management, 1. Increase income (tax); 2. Reducing
liabilities, 3. Preventing or reducing legal liability and increasing the
stability of operations.

To minimize or eliminate loss.

(1). Minimize loss from criminal activities. (2). Increase amount of duties
and taxes collection. (3). Give more facilitate in trade.

(1) Focus enforcement on high risk goods and importers while facilitates the
flow of low risk goods and importers; (i1) Increase the amount of duties and
taxes; (iii)Produce more seizures; (iv) Allocate available resources to the
priorities.

In term of Customs, the benefits is to minimize the change of non-
compliance which would result in loss of injury to trade industry or the
public that will lead to a breach of laws.

An effective risk management structure supports better decision making and
minimizes or eliminates loss and optimizes opportunities. With limited
resources, clearance is done with no/minimal hassle by targeting selected
importations -=> increase revenue.
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Question 3: What are the types of measures necessary for implementing Risk

Answer 1:

Answer 2:

Answer 3:

Answer 4:

Answer 5:

Answer 6:

Answer 7:

Management?

In our computer system, the types of measures that we have for
implementing Risk Management are Tariff Codes, Country of Origin,
Importer/Exporter Code, Agent Code, Value.

These measures are not sufficient to build a powerful risk management
system but since we are just starting the risk management process in our
system, these measures already helps us a lot in identifying and analyzing
our customers..

Not sure.

Collect data & information, analyze & assess risk, formulate solution to risk,
treat risk, monitor & review.

(1). Modernize import clearance procedures, such as AEO program; (2).
Buildup enforcement equipments, such as X-ray inspection system; (3).
Develop new technologies, such as clearance system, database.

(1) The flow or the procedures of the assessment process or import clearance;
(i1)) The data and information of the goods and importers; (iii)Laws &
Regulations.

(1). Identify Risk Exposure; (2). Measure and estimate Risk Exposure; (3).
Find Instruments to Trade Risks; (4). Form a Risk Mitigation Strategy; (5).
Evaluate Performance.

Having a selective/verification system to identify the risk factor, to analyze

the data, develop contingency plans, analyze the effectiveness of plans and
monitoring of plans/strategies
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Questionnaire Survey on
Risk Management at Royal Malaysian Customs

Upon the request for technical cooperation from the Malaysian Government, Japan
International Cooperation Agency (JICA), on behalf of the Japanese Government, has
implemented the project on “Risk Management System at the Royal Malaysian Customs”
since July 2006. Before the completion of this Project in July 2008, JICA is conducting
an evaluation on the relevance, efficiency and effectiveness in implementing this
technical cooperation Project.

You are one of the counterpart officers who have attended seminars/trainings organized
by JICA on the Risk Management of the Royal Malaysian Customs. To enable JICA to
evaluate the Project effectively, please answer the following questions to your best ability.
You may choose to answer either in English or Bahasa Malaysia.

Upon completion of this questionnaire, please send it to the following before or on 21
March 2008 :

By mail: By e-mail :

I.C. Network Sdn Bhd, icnwork@tm.net.my

D-1-4, Megan Avenue 1,

189, Jalan Tun Razak, 50400 Kuala Lumpur.

If you have any question on this survey form, please call Ms. Mimi or Mr.Chua
at 03-2166-8086.

Question 1: What is Risk Management ?

Answer:

Question 2: What are the benefits of Risk Management ?

Answer:

Question 3: What are the types of measures necessary for implementing Risk
Management?
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Answer:
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APPLICATION FORM FOR JAPAN’S TECHNICAL COOPERATION

Date of Entry: Day _28 Month _September Year _2007

Applicant: The Goverament of Malaysia
Project Title: Risk Management Approach at Clearance and Post

Clearance Process

Implementing Agency: The Royal Malavsian Cnstoms
Address: Ministry of Finance Complex

Precinct 2, Federal Government Administrative Centre, 52592 Puttajaya
Contact Person:  Datg’ HJ, Tbrahim bin HJ. Jaapar

Tel. No.: 03-8882-2711 __Fax No. 03-8880-5902
E-Mail; Ibrahim@customs.gov.my

Background of the Project

A major challenge of any Customs administration is to strike an approptiate
balance between border enforcement and trade facilitation. With limited
resources and the greater volume combined with increased trade complexity, one

- of the best ways to ensure an effective border control is to select the high-risk

cargos by utilizing risk management. In this regard, Royal Malaysian Customs
(RMC) has given top priorily to the development of risk management system to
identify high-risk cargog¢, with inputs from internal resources as well as from
experts of other customs administrations.

While the current risk management system development project would be
completed in June, 2008, the following measures need 1o be implemented for
RMC to apply risk management at clearance process with a consistent manner
and to maximize the effective use of the risk management systetn,

-To set up special unit regponsible for managing risks and controlling risk
management system

*To raise awarencess about risk management through capacity development

«To establish risk management cycle

+To mctivate information activities consisting of collecting, amalyzing and
managing information and reinforce information structure

In order to assure traders’ compliance and accuracy of declarations fo RMC,
post clearance process called Post Clearance Audit (PCA) has also launched
which enables RMC o verify the accuracy of declarations through retroactive

examination of the accounting and other transaction records of traders and other
stakcholdors.
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FROM :BPBFLWT FAX NO, :46683 885258961 Nov, @91 2087 B3:48PM P2

However, PCA is a first phase of development for RMC, especially in the area of
risk management.

6.  Outline of the Projeet

(1} Overall Goal
The ultimate goal is expeditious cargo clearance while not compromising
appropriate and effective enforeccment on illicit trade. Risk management
1¢ recognized as of great importance in this regard, This project aims at
making all RMC officers fully aware that tisk management is critical at
clearance and post clearance process.

(2) Project Purpose ‘
By applying risk management approach at clearance process and PCA
process, RMC can allocate available resources to prierity areas of RMC
and thus achieving the goals as follow.
*To increase the revenue of import duties and other taxes
- To detect more illicit trade
+To facilitate trade: smoother trade flow for low-risk cargos

(3) Outputs

(Qhjectives to be realized by the “Project Activities” in order to achieve the

“Project Purpose ") _
Risk management concept will be employed at RMC at clearance and PCA
procedures, so that officers can put enforcement focus on high risk
goods/entities while facilitate the flow of low risk goods/entities

(4} Project Activities

{Specific actions intended to produce each “Output” of the project by effective

use of the “Input")
*To sel up special umit responsible for managing risks, and controfling and
maintaining/upgrading risk management system
*To deliver training for all the officials concerned to raise awareness about
risk management and realize how to make the substantive input to the risk
management system for its maximum use
*To activate and maintain information-upgrading activities consisting of
collecting, analyzing and managing information and reinforce information
structure in RMC’s clearance system
~To prepare a manual that gives instructions how to control and maintain
risk management system
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(5) Input from the Recipient Government
(Counterpart personnel (identify the name and position of the Project manager),
support staff; office space, running expenses, vehicles, equipment, ete,)

Project Team:
i. Praject Manager .
- Director of Customs, Customs/Preventive Division(s)
ii. Assistant Project Manager
- Senior Assistant Director of Customs
iii, User Task Force
- Customs officers from Customs Divigion, RMC HQ (Putrajaya)
- Customs officers from each State Customs
- Customs officers from Technical Services Divigion, including PCA
section
- Officers from Preventive Division

Office ypace: existing at FIQ (Putrajaya)
Vehicles: RMC vehicles fio official activities
(6) Input from the Japanese Government
(Number and qualification of Japanese experis, Iraining (in Japan and
in~country) courses, seminars and workshops, equipment, efc.)

Japanese Experts/Consultants:
~ One Japanese expert on risk management and PCA

Training
~ Seminars and workshops on managing risks and/or risk management at PCA
will be held for RMC officials once or twice a year (duration: 1-2 weeks each)

7.  Implementation Schedule
Month __ July Year 2008 - Month _ Junc Year ___ 2010
8. Implementing Agency

(Budget, staffing, etc.)
The Royal Malaysian Customs

9. Related Activities

(Activities in the sector by the recipient government, other donors and NGOs)
N/A -
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10. Gender Consideration

(Any relevant information of the project from gender perspective.)
N/A

11. Environmental and Social Considerations
Not relevant

12. Beneficiaries
(Population jor which positive changes are intended directly and indirectly by
implementing the project and gender disuggregated data, if available)
Fast customs clearance and effoctive cargo control al Malaysian borders with risk
management concept make Malaysia the most efficient and preferred port of entry,
Direct beneficiaries are the trade community, distribution sectors, investors as
well as RMC, Malaysian government. Malaysia, the nation as a whole receives -
benefits through strengthening relative economic competitiveness of the country.

Possible spillover is not limited to Malaysia but regional effects are also expected.
Once RMC establishes hest practice in the aréa of tradc facilitation with risk
management concept, the practice can be disseminated in the region either at the
ASEAN level or other fora such as APEC.,

13.  Security Conditions
None

14. Others
Relevance to MIEPA (Malaysia-Japan Feonomic Partn ership Agreement)

Malaysia-Japan Economic Partnership Agreement (MIEPA) includes Customs
Procedures Chapter (Chapler 4) and Article 5 of the Tmplementing Agreement of
MIEPA clearly stipulates rigk management ag below. The proposed project
surely reflects the two countries’ commitment to cooperation in the field of risk
managemett.

MJEPA Implementing Agreement
Article 5 Risk Management

L. In order to facilitate customs clearance of goods traded between the Countries,
the customs authorities shall continue to use risk managerment,

2, The Governments shall endeavour to promote, through seminars and courses,
the use of risk management and the improvement of risk management techniques
in their Countries.

3. The customs authorities shall exchange information, including best practices,
on risk management techniques and other enforcement technigues.
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