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Rationale of Study

Nepal became a member of WTO in April 2004. 
It committed to implement the WTO Agreement 
on Customs Valuation by 1st January 2007.
However, its likely impact on trade, price and 
revenue was yet to be assessed.
Likely problems to be encountered in the course 
of implementing the ACV were yet to be 
identified.
The study was necessitated by above 
mentioned information/study gap.



Study Objectives

To identify problems of implementing the 
ACV 
To assess impact of implementation of the 
ACV on trade, price and revenue
To make policy recommendations for 
successful implementation of the ACV



Methodology
Literature Review: WTO Valuation Agreement, Customs 
Act, Customs Regulations, Financial Ordinances and Act 
and Reports of Previous Studies.
Discussion with Selected Customs Officials.
A brief opinion survey among customs agents on impact of 
ACV.
Estimates of over/under valuation of imports through 
valuation of selected import items by applying the method 
of deductive valuation and  examination of selected cases 
of appeal.
Impact of change in valuation systems on trade and 
thereby on revenue was assessed using price elasticity of 
consumption estimated with the help of regression 
analysis.



Current Practice
Current system of customs valuation can be termed as 
hybrid of WTO valuation system and Brussels 
Definition of valuation. Main features of current 
practice are:

Valuation is done on the basis of transaction value. 
In case transaction value can not be determined, following 
sequence will be followed to fix value of imported goods.

Transaction price of previously imported identical goods.
Transaction price of previously imported similar goods.
Price determined by applying deductive value method or computed 
value method as chosen by the importer.
Value determined by applying fallback method.



Importer has right to appeal. However 
decision of Director General of 
Department of Customs is final.
There is provision of provisional clearance 
of goods with surety/deposit.
Customs has to follow fundamental 
principles of the WTO.

Contd.



Current Problems 

Weak Customs Administration;
Lack of Value Information Database; 
Lack of Train Manpower on Customs 
Valuation; and
Inadequate Legal Provision.



Legal Problems Associated with 
Implementation of ACV

Existing Provisions and Practices Problems Associated

No detail definition of valuation terms in 
Customs Act and Finance Act 2006

Absence of definition may mislead 
interpretation and provide discretionary 
power to Customs Officials 

Customs Act and Finance  act is silent in 
the issue of price adjustment

Lack of transparent provision of price 
adjustment may hamper uniformity in 
customs valuation 

Value declaration forms are not fully 
compatible with ACV

This will make task of valuation decision 
difficult

No provisions of conditions for use of 
transaction value method

It may lead to confusion to the decision 
makers 



Existing Provisions and Practices Problems Associated
No details rules Probability of revenue loss

No specific basis of valuation control It leaves gray areas to revenue loss

No conditions are stated for the 
application of transaction value of 
identical goods or similar goods

It leaves ground for use of discretionary 
power

No basic principles of DVM and CVM 
are stated in the laws

It makes use of DVM and CVM  
complicated

Basic principles of the application of 
fallback method are not available in the 
laws

This may encourage to use discretionary 
power by customs officials

Contd.



Impact on Trade
Average undervaluation is estimated at 21 percent on the 
basis of review of appeal cases.
Average undervaluation is estimated at 17 percent on the 
basis of deductive value.
Considering the rate of undervaluation and current average 
rate of tariff, it is estimated that the price level of imported
goods will rise by 2.1 percent.
As the regression analysis of price index of selected 
imported commodities and volume of imports indicated that 
one percent increase in price level of imported goods lead 
to decrease of imports by 0.9 percent, the change in 
valuation practice with slight increase of 2.1 percent in cost 
of imported goods in likely to exert negative effect on 
demand for imports by 1.9 percent. 



Impact on Price 

The weight of imported goods in National 
wholesale price index of Nepal is 30.04 
percent.
As changes in customs valuation practice 
induces 2.1 percent in wholesale price 
index of imported goods, its impact on 
general price level is estimated to be as 
insignificant as 0.6 percent.



Impact on Revenue

Considering the likely decrease in imports 
by only 1.9 percent  and rise in custom 
valuation by 19 percent it is estimated to 
exert a significant rise in revenue by about 
20 percent.
Moreover, revenue will also increase as a 
part of informal import from India will come 
to the formal channel. 



Conclusions
WTO Customs Valuation System provides fair, neutral 
and uniform valuation and protects traders from risk of 
arbitrary valuation by the customs. But there is also risk 
of revenue loss to the government due to under invoicing 
of imports by the traders if controlling mechanism such 
as PCA is not adequately developed. 
In Nepal PCA is in infant stage and other requisites in 
terms of legislation, data base, infrastructures and skilled 
manpower etc are still inadequate. A draft of amendment 
to Customs Act 1962 to make it WTO Valuation 
Compatible is ready but it is being delayed to enforce 
due to political situation in Nepal. Although, situation has 
been now improved, its enforcement in near future can 
not be expected, as the government and whole political 
forces are more involved in political agendas giving less 
priority to economic agendas.



The impact of change in custom valuation system from 
existing one to ACV on volume of import is not 
significant. According to the study, it will exert a 
decreasing effect of only 1.9 percent on imports. On the 
other hand it reduces under invoicing and informal trade, 
exerting positive impact on customs revenue. As 
estimated by the study team impact of valuation change 
in the general price level of the country is as minimum as 
0.6 percent. As its adverse effect on volume of trade and 
general price level is insignificant and there is positive 
impact on revenue, it will be beneficial to the country to 
implement fully the WTO Valuation System. However, 
necessary prerequisites and controlling mechanism must 
also be fulfilled. 
As necessary perquisites are yet to be fulfilled and 
controlling mechanism is yet to be strengthen the 
government of Nepal should ask grace period of two 
years for fully implementing ACV.
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