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1 Implementation 

The foreign trade of Nepal has shown mixed performance during the Financial 
Year 2005/06. There has been significant increment in the volume of both 
export and import. However, the volume of imports is much larger than that of 
exports, due to which trade defect is widening. The export of goods and 
services constituted 16.1% of GDP at current price in FY 2004/05, which 
increased to 18.5% in 2005/06. Similarly the import of goods and services, 
which was 32.6% GDP in 2004/05, which increased to 37.7% of GDP in 
2005/06. Exports during first eight months of FY 2005/06 increased by 14.7% 
totalling Rs.43.31 billion, of which goods and services worth Rs.29.91 billion 
(69%) were exported to India. Likewise, total imports during the first eight 
months of FY 2005/06 increased by 27.9% totalling Rs. 117.48 billion. Of the 
total imports, the share of imports from India is 63.3 percent, while from third 
countries is 36.7 percent. Inspite of having widened trade deficit, due to an 
encouraging increase in the remittance inflow, the balance of payments 
position remained favorable. Ever since the entry of Nepal into the WTO 
during September, 2003, several initiations have been made towards the 
compliance of the WTO customs duration agreements.   

2 Customs Valuation Procedures in Nepal 

Customs valuation procedures in Nepal have been determined through the 
customs Act, 1962 and Finance Act, 2006. As of now seven amendments 
have been made in Customs Act, 1962 by 1997. Draft of the required 
amendments to be made in the Customs Act to comply with the WTO CV 
agreement has already been prepared. This draft will be processed for 
approval through the parliament in due course. At the moment   Finance Act 
being enacted for every financial year has been the basis at present to comply 
with WTO CV agreements. 

There are several provisions concerning valuation of imported goods in the 
prevailing customs act as required by the WTOCV Agreements. However, the 
provisions made through the customs act may not be sufficient to meet the 
WTO requirements. As such, Finance Act to be enacted for every financial 
year shall be the legal basis unless the new customs act will be enacted. 

                                                 
• Director General, Department of Customs, Government of Nepal. 
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Provisions concerning valuation through the Finance Act, 2006: 

The following procedures and system shall be adopted for the purposes of the 
assessment of customs duty on the basis of transaction value in addition to 
the provisions made in the Customs Act as stated above. 

i. Valuation of the goods imported shall be based on transaction value. 

ii. The "Transaction Value" shall mean the total declared amount by the 
importer which is actually paid or payable to import goods. It also includes 
the amount incurred or likely to be incurred for freight, insurance and all 
other expenses up to the border of Nepal. If the documents of the freight, 
insurance and all other expenses are not submitted, the Customs Officer 
shall determine the transaction value on the basis of the presumptive 
expenses. The Director General of the Department of Customs may fix the 
norms for expenses incurred or likely to be incurred for the purpose of 
determining the transaction value.  

iii. The importer has to declare the transaction value of the goods imported 
along with the statement concerning price and documents of such goods in 
the format as prescribed. 

iv. If the transaction value declared as stated above complies with the WTO 
provisions concerning valuation, the Customs Officer shall accept such 
valuation. 

v. If the customs officer has sufficient reason to suspect the reliability and 
authenticity of the declared value, additional documents or evidences 
could be demanded with the importer to substantiate the declared value. 

vi. If the customs officer is satisfied with the additional document or evidence, 
the transaction value will be accepted. 

vii. In case the importer failed to submit the document or evidence as 
demanded by the Customs Officer or the declared value could not be 
proved through the document or evidence submitted, the Customs Officer 
shall determine  the value in accordance to other principles and 
procedures thereof as stated in the following 8 to 11 paras. 

viii. In case the value could not be ascertained as stated above, the Customs 
Officer shall determine the value on the basis of transactions value of the 
identical or similar goods imported earlier. 

ix. In case valuation could not be done as stated above in para viii, the 
Customs Officer will fix the value through the deductive value method and 
computed value method, as per selection of the importer.  
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x. Even if valuation could not done as stated above in para ix, the value shall 
be determined on the basis of fall back method, which should not be 
against valuation principles as laid down by the WTO. 

xi. The Customs Officer shall have to pursue the basic principles of the WTO 
valuation methods while determining the value in accordance to valuation 
systems as stated in the above paras. 

xii. In case  the importer is not satisfied with the transaction value determined 
by Customs Officer, the importer may appeal to the Director General of 
Customs within 15 days of the value determined or goods cleared through 
the customs office concerned or directly for review of the assessed value. 
The application submitted to the customs office has to be forwarded to the 
Director General within 7 days. The Director General shall normally give 
his decision within 21 days on such application. The Director General may 
consult Expert Committee while making decision upon such appeal. 

xiii. If the transaction value determined by customs officer is less than the 
transaction value declared by the importer, a fifty percent chargeable duty 
could be levied on such difference value in addition to the normal duty. Or 
with the prior approval of the Director General such goods could be 
purchased or get it purchased with five percent profit on the declared value 
of the goods. 

xiv. In case the transaction value of the goods could not be ascertained by the 
Customs Officer immediately and the importer wished to clear the goods 
from the Customs, the Customs officer may determine a provisional value 
of the goods. The importer shall be permitted to clear the goods by placing 
upon deposit the amount of customs duty chargeable on the value. After 
having cleared the goods the transaction value has to be determined 
normally within thirty days. 

xv. After the clearance of goods from the Customs office, Post Clearance 
Audit (PCA) of selected firms or commodities may also be carried out by 
an official designated by the Director General or by the Customs Officer. 
Criteria for selecting firms or commodities shall be as specified by the 
Director General. If the value is found to be under-stated in course of post 
audit, duty shall be recovered from the importer on such commodities and 
additional duty will be charged on such duty and other penalties shall be 
imposed under the prevalent laws. PCA shall have to the carried out 
normally within 60 days from the clearance date of the goods imported. 

xvi. If any importer shall be submitting an application to determine tentative 
amount for being unable to produce the documents immediately 
concerning freight, insurance or other expenses on the goods imported, 
the Customs Officer may ascertain tentative amount against freight, 
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insurance or other expenses in such goods. The importer may produce 
documents concerning actual expenses on freight, insurance and other 
expenses and shall pay duty for the additional amount.    

xvii. The value of goods imported under Baggage Rules will be as determined 
by the Customs officer. 

xviii. Determination of value of goods imported from India under (Duty Refund 
Program- DRP) shall be as follows: 

a. Value shall be determined by adding the expenses of insurance, freight 
and other, if any, in whichever value is greater between the value 
determined by Government of India for the purpose of assessing excise 
duty and ex-factory for ex-depot price. 

b. No other rebate shall be accepted except the rebate allowed in 
maximum retail price (MRP) of the imported goods. 

c. The amount of excise duty paid in India for the goods imported under 
DRP shall be deducted from the Customs duty chargeable as per tariff. 
Nevertheless no amount of Indian excise duty shall be deducted from 
the chargeable customs duty on the difference found in freight, 
insurance and value plus other expenses. 

3 Implementation of the WCO CV Agreement 
Nepal signed in WTO Agreement on September 11, 2003 and ratified on 23 
April, 2004 with the conditions that all customs related provisions will be fully 
implemented prior to January 2007. Nepal has accepted an average tariff 
binding of 42% on agricultural products and around 24% in industrial goods. 
Majority of import items falls in the customs duty range of 10-20%. Nepal has 
committed for the implementation of customs valuations provisions of the 
agreement gradually and progressively. During the grace provide Nepal has 
agreed to apply legislation on a non-discretionary MFN basis to all importers. 
Any changes, if made in laws during the transaction period would not result in 
a lesser degree of consistency with the provisions of agreement on customs 
valuation then that   existed  on the date of accession. 

As required through the WTO Valuation Agreement, Nepalese Customs have 
been using one of the following six methods of valuation. These methods, 
listed bellow, shall be applied in sequence. The Transaction Value Method 
shall be attempted first. The Transaction Value of Identical Goods Method 
shall be considered only when a value cannot be determined under the first 
method. The subsequent methods of determination of value follow the same 
procedures. Consequently, the sixth method i.e. Fall-back Method of Article 7 
can be applied only when all previous methods have been attempted but 
could not be used. The only exception is that the sequence of fourth method 
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i.e. Deductive Method of Article 5 and the fifth method i.e. Computed Value 
Method of Article 6 may be reversed at the request of the importer. The 
methods for determination of value are identified sequentially as follows: 

1. The Transaction Value Method (Article 1  and  Article 8) 
2. The Transaction Value of Identical Goods Method (Article 2) 
3. The Transaction Value of Similar Goods Method (Article 3) 
4. The Deductive Value Method (Article 5) 
5. The Computed Value Method (Articles 6) 
6. The Fall-back Method (Article 7) 
Nepal has also been using the following conditions as granted to the 
developing countries. 

 Retention of a minimum value system. 
 Delay in application of computed value method. 
 Reservation of the right of an importer to reverse the order of Articles 5 

and 6. 
 Reservation related to valuing goods for further processing.  

4 Implications of the WTO CV Agreement  
Through the implementation of the WTO CV Agreements several initiations 
have been made to facilitate the efficiency and transparency in the foreign 
trade of Nepal. Attempts made to apply the WTO CV methods have been very 
helpful to determine real transaction value of the goods imported.  This has 
further emphasized the need for Customs Officials and the importers to rely 
upon each after concerning value of the goods imported. Inspite of the 
innovations made though the WTO CV Agreements in facilitating   foreign 
trade of Nepal, several challenges have been faced for its effective 
implementation.  
The Challenges which needs to the addressed for effective implementations 
of the WCO CV Agreements are the followings: 

 Enactment of the new customs legislation on the valuation of imported 
goods could not be made as of now for customs and taxation purposes 
conforming to the requirements of the Agreements   on Customs Valuation. 

 For arriving at customs value of the goods imported, there has been 
greater difficulty in obtaining the full facts relating to commercial 
transactions in respect of the imported goods. In general customs officials 
have been suspicious about the value of the goods declared. Likewise 
importers have also been trying to hide the truth or accuracy through under 
invoicing. 
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 Many Customs Officials and the importers do not posses required 
knowledge and skills on the methods of determining the value of imported 
goods. 

5 Conclusion 
Bases on experiences gained though the implementation of the WCO CV 
Agreements for the last three years, it could be said that several 
improvements have been made concerning trade facilitation in Nepal. 
However, there seems to be certain gaps still remaining between the public 
and private sector. Customs officials are finding difficulty to rely upon 
importers' declaration. Similarly importers have always been complaining 
about the customs officials' adhocism. This requires for declaration of value as 
well as facts by the importers concerning the goods imported, which means if 
the customs officials feels that information contained in the invoice and other 
commercial documents are considered to be insufficient for ascertaining the 
value, the customs officials should be provided with additional declaration of 
facts such as, the nature of the transaction, the terms of payment, the rate of 
exchange, freight and insurance costs, commissions etc. The cooperation of 
the importers by responding such inquiries might be helpful for the customs 
officials to arrive at real value of the goods imported. 
Similarly, there is an urgent need for having new legislation to meet the 
requirements of the WTO CV Agreements on a permanent basis. This also 
justifies for capacity building both on the parts of customs officials and 
importers.   
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