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Executive Summary

International trade transactions involve multiple parties that are required to act with
effective and efficient coordination between them. While individual companies and persons
can undertake certain measures in this regard, some have to be undertaken at the country level.
Globally recognized bodies publish trade facilitation indicators that provide policy makers and
the public with benchmarks to evaluate and analyse a country’s level of trade facilitation.
Nevertheless, a deeper understanding of the trading processes is required to identify areas that
create bottlenecks in trading and to take measures to minimize them.

Towards this end, this study examines the trading procedures and processes in detail,
for two import and two export products of Sri Lanka- tea, rubber tyres, textiles and motor
vehicles. Tea exports to Japan, tyre exports to India, motor vehicle imports from Japan and
textile imports from India are mapped through a business process analysis. This study has
attempted to list all the document and procedural requirements from the point of order to
shipment, and also to estimate the costs of trading. Eight companies which are engaged in
trading the selected products, and their freight forwarders were interviewed to map out the
processes and to find the times and costs of trading. Apart from interviewing the companies,
interviews were also carried out with relevant government agencies such as the Sri Lanka
Customs and the Tea Board.

The Study finds out that there are 24, 19, 18 and 19 documents involved in trading tea,
rubber tyres, cars and textiles respectively; the number of agencies involved range from 5 to 9.
The number of days taken to export is 17.06 and 16.9 for tea and rubber; for car and textile
imports, it takes 6.4 and 6.05 days, respectively. The costs range from US$ 79 (for a car
import) to US$ 677 (for import of a 20-foot container of textile). Some numbers differ
significantly to the benchmark estimates published by agencies such as the World Bank.

Majority of the companies interviewed have been in business for a long time and have
Customs House Agents/freight forwarders who are well versed about the processes/procedures.
In a way, the traders seem to have become acclimatized to the processes. Nevertheless, they
identified the need to automate trade procedures as a priority area that needs attention. There
are no major differences in terms of the process or time taken between large and SME traders.
The interviews showed that the BOI companies have some advantage in terms of time taken to
trade.



1. Introduction

Tariff levels have been falling across countries over the years and the need to address
trade facilitation issues has long been felt. The recent economic crisis further highlighted this
need, with trade dependent countries grappling to remain competitive in difficult market
conditions. Research and analysis have shown how trade facilitation reform can lower trade
costs, and from the perspectives of global growth and development the need for such reform is
felt now more than ever. As Finger and Schuler (1999) mentions, although trade facilitation
issues “are more difficult to reform than mere tariff rates, ...[they] are probably becoming
more important as tariffs fall and global supply chains come to dominate production and
trade”. Cumbersome paper work, delays in regulatory agencies, and other bureaucratic red tape
hinder the trading processes causing unnecessary delays and costs to traders.

Many researchers, investors and governments themselves use the broad trade
facilitation indicators provided by globally recognized bodies such as the number of
documents, and the number of days required for trading, as a benchmark for analyses and
comparison. However, these figures may vary significantly based on the traded product,
requirements of the trading partner among other factors. For example, research conducted by
the Kasetsart University (2007) show that there are 24 documents and 15 parties involved in
exporting rice from Thailand and in the case of Sri Lanka, there are over 30 government and
non-government agencies that are part of the import/export process, with traders having to visit
a number of them, depending on the good traded (Wijayasiri and Jayaratne, 2009).

Therefore, this study aims at capturing some of these variations and discrepancies. The
study carries out a detailed analysis of the trading procedures and processes of the products tea,
tyres, textiles and motor vehicles to India, the largest trading partner of Sri Lanka in the region,
and to Japan, an important trading partner of Sri Lanka outside South Asia. These products are
key to the Sri Lankan economy in terms of economic performance as well in terms of
development, employment, government revenue and intra-regional trade®. In addition to
capturing the different requirements specific to the chosen products, the study also attempts to
analyze the variations in the BOI and non-BOI processes as well as to perceive any existing
differences in procedures/processes for large and SME exporters.

This deeper analysis at the country-level is expected to provide useful information to
traders, researchers and policy makers to see where previous changes to the systems have been
successful, to identify the existing bottlenecks and where they occur, and to draw upon policy
recommendation focusing on the elements of the import/export process that need improvement.

2. Trade Facilitation in South Asia and Sri Lanka

Trade and transport facilitation has become a vital tool in the process of enhancing
product fragmentation and integrating markets, and is an important factor of determining levels
of trade that take place between countries, and in investment decisions taken by the private
sector. The current production methods and cost effective strategies (like just-in-time) demand
efficient trade and transport facilities to be in place in both the exporting and importing

! Benjamin T. Taylor and John S. Wilson (2009), “The Crisis and Beyond: Why Trade Facilitation Matters”,
2 More details on the choice of products and countries are given in Section 2.
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countries. For instance, trade and transport facilitation is crucial for the garment industry in the
region (which has also been taken as a case study here) because of its heavy dependence on
imports, shorter delivery cycles required by higher value market segments and price
competition.

However, developing countries are often adversely affected by inefficiencies and delays
that occur as a result of inadequate infrastructure, cumbersome trade procedures, which if
improved would improve links with other markets. And South Asia is often perceived to
encompass poor external supply chains. Although, trade facilitation has improved over time
with major improvements having been made in some countries, the others are lagging behind®.
South Asian countries lag way behind in many indicators compared to Singapore, Malaysia
and Thailand. India and Sri Lanka perform the best in the region in a majority of the selected
indicators. This seems to be reflected in terms of these countries’ competitiveness in the global
market in indicators in reports such as the Global Competitiveness Report.

The “Trading Across Borders” measures of the World Bank’s “Doing Business Report”
assesses the costs, procedures and time taken by countries in trading, and is widely used as a
benchmark to make comparisons across countries and regions. South Asia’s performance is
relatively poor, with the region demanding the highest number of both export and import
documents compared to other regions in the world. The documentation needs of countries like
Singapore, Thailand and Indonesia in the Asian region is significantly lower, and this can be
largely attributed to the automated trading systems that are in place in these countries. While
all governments in South Asia have started customs reform/streamlining including
computerized customs clearance, these have been implemented only partially. This is also
reflected in the time taken to export and import with the average time taken to trade with South
Asia exceeding by over 9 days with ASEAN countries. The importance of improving trade
facilitation has been endorsed by many studies with simulations showing large gains for the
region. According to the World Bank (2008), intra-regional trade within South Asia would rise
by almost 60 per cent, and trade with the rest of the world by more than 30 per cent, if
projected levels of trade facilitation efficiency were attained (see Table 1).

Chart 1: Performance in Trading Across Borders Measures by South Asian
Countries
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Source: World Bank, “Doing Business 2010,

® World Bank (2008), “Trade and Transport Facilitation in South Asia: Systems in Transition”.
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Table 1: Trade Gains from Improved Trade Facilitation (US$ millions)*

Port Customs Regulatory Service Sector | Total Gains
Efficiency Environment | Environment | Infrastructure
Intra-regional 712 429 278 1,224 2,644
Inter-regional 8,421 3,881 3,809 15,452 27,560

Source: World Bank (2008), “Trade and Transport Facilitation in South Asia: Systems in Transition”.

As a country in the South Asian region, Sri Lanka performs relatively better in the Trading
Across Borders indicators, as illustrated in Chart 1 and Table 2. However, the Logistics
Performance Index (LPI) which calculates a country’s performance on 6 key dimensions (see
Table 3) shows that it needs to improve on all 6 areas, especially in trade and transport related
infrastructure, and the clearance process. With the 30 year long armed conflict in the country
coming to an end, Sri Lanka now strives to become a leading financial and commercial hub.
Having the geographic advantage to be one, the country now needs to develop its
infrastructure, and facilitate trade to reach international standards and face growing

competition from the wider region.

Table 2: Number of Documents and Time for Export/Import in Sri Lanka

Indicator Sri Lanka South Asia OECD Average
Documents to export (number) 8 8.5 4.3
Time to export (days) 21 32.4 10.5
Cost to export (US$ per container) 715 1,364.10 1,089.70
Documents to import (number) 6 9 4.9
Time to import (days) 20 32.2 11
Cost to import (US$ per container) 745 1,509.10 1,145.90
Documents to export (number) 8 8.5 4.3
Source: WB, Doing Business Report 2010.
Table 3: Logistics Performance Index 2010
Sri Lanka SOl As_ia
score difference
score 2.29
Overall LPI rank 137 2.49 -0.2
score 1.96
Customs rank 143 2.22 -0.26
score 1.88
Infrastructure rank 138 2.13 -0.25
score 248
International shipments rank 117 2.61 -0.12
score 2.09
Logistics competence rank 142 2.33 -0.24
score 2.23
Tracking & tracing rank 142 2.53 -0.3
score 2.98
Timeliness rank 125 3.04 -0.06

Note: 1 - very low performance. 5 - very high performance.

Source: WB, Connecting to Compete 2010: Trade Logistics in the Global Economy.

* Trade Facilitation and Regional Integration in South Asia: Accelerating the Gains to Trade with Capacity
Building, Wilson and Otsuki, World Bank, 2004.




3. Export/Import Process in Sri Lanka

There are two import/export processes in place in Sri Lanka, the BOI process and the
Non-BOI process. The BOI process for Board of Investment (BOI) approved companies was
introduced with the intention of speeding up the licensing and customs requirements, and to
provide an incentive to new investments in the country. The other process allows traders (non-
BOI companies) to lodge their documentation through the Sri Lanka Customs, which is
commonly known as the “normal process”. The following section outlines the general
documentation and other requirements when exporting and importing goods from Sri Lanka.
This study however, aims to analyze beyond documentation and customs clearance procedures
and analyze the export/import process from the point of order to the point of shipment.

3.1 Documentation Requirements

On trade, the Customs Ordinance spells out all the rules, regulations and procedures
related to the import/export process®. Sections 47 and 57 of the Customs Ordinance require
every importer/exporter or the authorized agent to submit a Customs Declaration (CUSDEC)
form® to clear/dispatch cargo. All CUSDECs have to be lodged by persons having the
Customs House Agent (CHA) licence. Documents Necessary to Prepare an Export Goods
Declaration are as follows,

1. Customs Declaration (CUSDEC)

This should be submitted in 4 copies with an additional copy each for bonded cargo and
air freight cargo. These copies are named as Warrant copy, Statistical copy, Security
copy, Parties copy, CBD copy and Air cargo copy. When exporting liquor and coconut
products, excise copy and CDA (Coconut Development Authority) copy should be
attached, respectively. This declaration requires to be submitted along with the other
documents mentioned above for processing.

2. Licences and Permits if required

e Export Control Permits are required for the following 3 items: Coral Chanks,
Timber, Motor Vehicles.

e Export License and Permits are necessary when exporting the following items:
Antiques, Tea, Plants and Animals, Aquatic Resources, Ayurvedic Drugs,
Firearms.

3. Shipping Note/Airway Bill

4. Invoice

> All aspects are covered under 14 main headings of Management; Levying of Customs Duties; Port Duties;
Regulations Inwards; Entry of Goods Re-imported; Removal of Goods by Sea or Inland Carriage; Regulations
Outwards; Trade by Vessels of less than 15 tons Burthen; Regulation Coastwise; Regulation of Movements of
Ships under 250 tons; Warehousing of Goods; General Regulations; Smuggling, Seizures and Prosecutions
Generally and Interpretation of Terms Used in the Ordinance.

® A CUSDEC consists of the Main Declaration Form on which space is provided to declare one item and also of
continuation sheets which can be used to extend the declaration.
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5. Packing List and other supporting documents as and when necessary
e Boat Note
e Mate Note
e EXP/3b (Cargo Dispatch Note)

Box 1: Goods Declaration Process at the Customs

The sequence of steps involve in processing a Goods Declaration for export purposes is as follows:

Declaration at Receiving Counter (Face-Vet)
All Export Goods Declaration duly made on CUSDEC and supported by the other required
documents such as licences and permits, Shipping Note and Invoice should be handed over to
the Face-Vet Officer at the Declaration Receiving Counter at the Export Office.

On receipt of these documents, the Face-Vet Officer checks whether all the columns of the
Declaration have been correctly filled and whether it has been signed by the declarant. He
particularly checks whether the Tax Identification No. (TIN No.) and the declarant's
registration number are given on the 'Declaration’. Further, he checks whether all supporting
documents required to pass the Declaration are filed with it.

If the Declaration is filled correctly in all respects, he passes it on to the Keying-in- Officer. All
incorrect entries are handed back to the Wharf Representative for amendment over the
Counter.

Keying-in
Keying-in-Officer feeds the Declaration to the computer. Code number indicated thereon
should tally with those the computer is fed with. Otherwise, the Declaration is quarried and
sent to the quarry counter where the Wharf Representative amends it and returns it to the
Keying-in-Officer for processing. If the information given is acceptable, the computer registers
the Declaration and generates a number which is taken as the Declaration number [The keying-
in step can be by-passed if the CUSDEC is electronically lodged via EDI]. It also generates an
assessment notice which is signed by the Keying-in-Officer and which is filed with the
Declaration for the purpose of payment. (In the event that the CUSDEC is electronically
lodged a copy of the assessment note can be obtained when the exporter goes to the Customs
manually to get the other).

Numbering
The Numbering Officer machine franks all the copies of the Declaration together with attached
documents such as Captain's copy of Shipping Note/Boat Note (B.L.), Invoice, Licence with
the same number generated by the computer, and sends it for payments or receiving of duty
etc. Cash Declarations are sent to the Shroff while current account declarations are sent to the
Ledger Section for debiting respective current accounts.

Payment/Securing of Levies

Shroff:
This officer receives the payments in respect of Cash Declaration and issues a receipt. He notes
the amounts paid in his register and pushes the Declaration to the Accounts Updating Officer.
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Ledger Officer:
This Officer handles the requisition Declaration. He enters the amounts payable in the Ledger
of the particular account holder, signs the Declaration on the stamp and submits it with the
register to the OIC Ledger for authenticating the securing of duty etc. He checks the
correctness of the Declarations made in the Ledger and places the signature on the stamp on
the Declaration.

Accounts Updating (for Cash Declarations)
Accounts Updating Officer feeds the computer with the amounts paid on each Cash
Declaration and compares with the amounts assessed on the assessment notice. If in order, the
computer accepts and updates the accounts by registering it. If there is an error in the payment,
the computer rejects the Declaration. In such cases it has to be referred back to the Shroff.
When the error is rectified, the computer updates the account and generates a number. The
Account Updating Officer enters this number on the Declaration and signs it. The Declaration
is thereafter passed on to the Cash/Daily Revenue Abstract Officer.

Preparation of Cash Sheet and Daily Revenue Abstract (for Cash Declarations)
The Cash Sheet/Daily Revenue Abstract Officer takes the Accounts updating number to his
cash sheet for the preparation of the Daily Revenue Abstract and sends the Declaration to the
Sub-Collector Channel Selection.

Channel Selection (Green & Red)
All the Declarations should go through the Sub-Collector Channel Selection. He selects them
for shipment where further scrutiny is necessary and/or examination is required, and puts them
to the red channel. All the other Declarations (green channel) are warranted by him and sent to
the delivery counter.

Grading for Type of Examination
The Chief Export Officer decides the type of Examination required to be done on cargo placed
on red channel. If he is of the opinion that no examination is necessary, he exempts the cargo
from examination.
The sequence of the above Declaration Flow is changed with respect to Goods Declarations
pertaining to traditional cargo such as tea, coconut and rubber by permitting exporters/Wharf
Representatives to present their goods declarations to the Chief Export Officer first, for him to
determine the type of examination to enable them to prepare themselves in advance for outside
examinations etc., if any. Such Declarations are handed over to Face-Vet Officer only after
they have gone through the Chief Export Officer first.

Warranting
The Sub-Collector (Warranting) goes through the Declaration, and if he satisfies himself that it
is correct in all respects, he signs it for warranting and sends it to the Chief Export Officer.

Delivery Counter
Two Asst. Supdt. of Customs occupy this place. On receipt of the Declarations which are
processed in the branch, they enter them in a register. The Warrant copies and the Statistical
copies are retained, and the other copies (Party's copy, Security copy, CBD copy and Air cargo
copy) are handed over to the Exporter or to his representative under acknowledgment. The
Statistical copies are handed over to the Statistical Branch, while the Warrant copies are filed
for record in the Export Division.

Source: Sri Lanka Customs.




Documents that have to be presented in importing include the following,

1. CUSDEC form-up to seven copies have to be submitted as warrant copy, delivery copy,
statistical copy, exchange copy, consignee’s copy, R.M.V. copy for motor vehicles, and
excise copy (if required).

The Commercial Invoice

Delivery Order (DO)

Bill of Lading (BL)

Exchange Documents

Packing List need to be submitted with the CUSDEC when clearing a good.

Uk~ wmN

Apart from these documents, depending on the good that is being imported, the
Certificate of Origin (CO), Import Control Licence (if applicable), Certificate of Registration
and Translation for Used Motor Vehicles, Load Port Survey Certificate for Food Items,
S.L.S.1/Quarantine Certificate (where applicable), and Catalogues/literature also need to be
attached.

CUSDEC:s can be lodged either manually or electronically. If the CUSDEC is lodged
manually, the Customs or the BOI (depending on the process that is used), will key-in the
information into the ASYCUDA system’ which would generate a unique number. While the
Customs charge close to US$ 2.5 as documentation fee, the BOI charges approximately US$
3.95 as document processing fee. Alternatively, if the CUSDEC is lodged electronically using
the Electronic Data Interchange (EDI) facility®, the consignee will enter the data into the
ASYCUDA system himself from his personal computer. After being reviewed and assessed for
duties and taxes, a CUSDEC number will be assigned and sent to the consignee electronically.
An additional fee of US$ 2.5 has to be paid to the EDI service provider for each CUSDEC
lodged®. Nevertheless, the consignee must present a hard copy of the CUSDEC together with
the other relevant documents to the Customs or the BOI to proceed with the remaining steps of
the import/export process. Only the facility of lodging CUSDECs electronically is currently
available under the electronic system.

Customs clearance in Sri Lanka consists of three channels (Wijayasiri and Jayaratne,
2009). The Green Channel operates for low risk declarations, where goods are released without
calling for documents and cargo examination. There is also a programme to provide incentives
for good compliances — known as Gold Card Holders - which provides a fast track procedure in
clearance. There are currently about 100 Gold Card Holders. The Gold Card Holders receive
access under the Green Channel. Although goods should ideally be released without any
examination, in practice the cargo is randomly checked even if they fall under the Green
Channel. Under the Yellow Channel, medium risk consignments are cleared upon examining
the required documents without cargo examination. However, random checks are carried out in
the Yellow Channel as well. High risk declarations are cleared under the Red Channel with the
examination of both documents and cargo. Stakeholder interviews revealed that an import
consignment can be cleared within a day, with some consignments taking up to 2 days, while
an export consignment can be processed in a day on average, if all the paper work is in order.

" Refer to section 4.1 for explanation of the ASYCUDA system.

8 See Section 4.2 on EDI for further information with regard to the system.

° One CUSDEC has to be lodged for each invoice.

19 However, the number of days may differ based on the type of cargo (LCL or FCL) and the mode of transport
(sea or air freight).

10



As Wijaysiri and Jayaratne (2009) states, apart from the Sri Lanka Customs, BOI and
the Sri Lanka Port Authority, there are over 30 other government and non-government
agencies that are part of the export/import process. These agencies include: the Sri Lanka
Standards Institution (for Quality Certificate), Ceylon Chambers of Commerce/Department of
Commerce (Certificate of Origin), Department of Animal Production and Health (Health
Certificate), Finance Ministry, Ministry of Defence (licence for firearm), Inland Revenue,
Ministry of Fisheries and Aquatic Resources (permit for restricted list of species), Excise
Department (licence for items under Excise Ordinance), Department of Registration of Motor
Vehicles (permit by Registrar of Motor Vehicles and R.M.V. Certificate), Plant Quarantine
Department (phytosanitary and fumigation certificates), Telecommunications Regulatory
Commission (TRC), Cosmetics, Devices and Drugs Regulatory Authority (CDDA), Sri Lanka
Tea Board (permit for tea exports), Coconut Development Board, Import and Export Control
Department, Criminal Investigation Division (CID), Wild Life Department (permit for coral
chanks), Forest Department (permit for timber), Archaeological Department (certificates for
antiques and export of wooden furniture), to name a few.

Depending on the good that is being traded, it is sometimes necessary to visit more than
one agency listed above in order to obtain the necessary permits, licences, certificates, etc.,
before a CUSDEC could be lodged. Not surprisingly, this would entail considerable time and
cost given that some of the offices issue them only on certain days of the week. With the
exception of the blend sheet (which should be submitted to the Tea Board and approval
sought), none of the above mentioned certificates/permits/licences could be obtained or
processed electronically by the exporters/ importers as these agencies are not linked to the EDI
system™. Currently, the Ceylon Tea Board is the only regulatory agency which is linked to the
EDI system and allows tea exporters to submit online documentation of blend sheets'? and
purchase statements, together with the CUSDECs and obtain an online approval from the Tea
Board, thereby eliminating the need for tea exporters to visit the Tea Board to process the
required documents.

4. Methodology

In order to get a deeper understanding of the trade processes, to identify administrative
and procedural barriers that traders face in trading goods, to identify where these bottlenecks
occur, and to propose solutions and policy recommendations, this study analyses the import
and export processes of four products. The following section outlines more details on the
products that have been chosen for the study, of which the trading processes are analyzed and
other specifications of the methodology that are adopted in the study.

4.1 Products and Countries

Table 6 outlines the four products and the trading partners of which the trade
procedures and processes are analyzed in-detail in this study. While the export process focus as
on rubber tyres and tea to India and Japan respectively, the import process studies the imports
of textiles and motor vehicles from India and Japan.

In order to capture the differences that might exist in the export/import processes of
different products, the analysis focuses on 4 different products. More details on the importance

1 If the traders use a freight forwarder or a CHA, the agents would visit all the relevant agencies and get the
relevant documentation.
12 Blend sheet is a document which contains information regarding the source of the tea, the type of tea, etc.
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of these products to Sri Lanka are given below. Furthermore, India is the largest trading partner
of Sri Lanka, being the main import market of Sri Lanka (17.8 per cent of total imports in
2009) and the 6" largest export market of the country. Therefore, given its importance as a
trading partner, India has been chosen as both an import and export destination of the analysis.

Although USA and EU are Sri Lanka’s main export markets, the research focuses on
intra-regional trade procedures. Japan which is the most important export market to Sri Lanka
in the Asia and the Pacific region after India, has been chosen as the other export destination.
Ov&lagall, Japan that import