IPA National Programme 2008 – Part II – Bosnia and Herzegovina
Twinning Project Fiche "Support to the Indirect Taxation Authority"
1.
Basic Information
1.1 Programme: IPA 2008
1.2 Twinning Number: BA08-IB-FI-02
1.3 Title: Support to further EU Acquis alignment of the Indirect Taxation Authority of BiH 
1.4 Sector: Customs and Taxation
1.5 Beneficiary country: Bosnia and Herzegovina
2.
Objectives
2.1
Overall Objectives:

Modernisation of the Indirect Taxation Authority (ITA) and in particular of the customs, tax and information systems in line with EU standards to ensure development of modern customs, tax and IT services in line with the Law on Indirect Taxation System ensuring revenue collection and facilitating legitimate trade. 

2.2
Project purpose:
To support the modernisation of the BiH Indirect Tax Authority by further aligning Customs and Tax legislation, procedures and standards with EU Acquis Communitaire and to develop a Customs and Taxation Administration by strengthening the administrative capacity in order to implement and support trade and investment policy with the ability to facilitate legitimate trade in a consistent manner, whilst implementing traditional controls in the fight against frauds and in the area of safety and security.
The creation of conditions for further improvement of efficient revenue collection that would, in the end, lead to general progress and enhanced systems. The creation of improved conditions for more effective legislation that would also contribute to more efficient functioning of the ITA, particularly in the area of fighting customs and fiscal frauds, as well as other negative impacts influencing revenue collection. 

2.3
Contribution to National Development Plan/Cooperation agreement/Association Agreement/Action Plan
European Commission’s “Bosnia and Herzegovina 2008 Progress Report” refers to the situation in the field of Customs and Taxation in BiH:
 

As regards to the Customs, Bosnia and Herzegovina has made good progress in this field and has been addressing its priorities. The implementation of customs-related provisions following the entry into force of SAA Interim Agreement on 1st July 2008 has been adequate. As regards to verification of the origin of goods the Indirect Taxation Authority (ITA) became the single authority in Bosnia and Herzegovina authorised to request and verify EUR. 1 Movement Certificates for trading with EU and CEFTA. A number of training sessions on implementation of rules of origin have been organised for ITA staff, the business community and Chambers of Commerce. Nevertheless, there is a need for specialised training on rules of origin (diagonal cumulation). Bosnia and Herzegovina’s nomenclature for the classification of goods has been aligned with the EU Combined Nomenclature. Regular updates are now necessary.

The instructions regarding the minimum valuation price list for imports of certain goods been abolished, and GATT-compliant instructions on valuation have been issued. However, additional efforts, including clearer instructions and training of customs officers, remain necessary to ensure harmonised implementation of the valuation rules across the country.

Five free-trade zones exist in Bosnia and Herzegovina and operational supervision of these zones comes under the authority of the ITA Customs Department. It is important that legislation applicable in free zones is compatible with the Acquis and that adequate supervision is performed in these areas.

The compliance with the Interim Agreement of Bosnia and Herzegovina’s regime for import of used cars needs to be determined.

In accordance with the SAA, since 1 July 2008 Bosnia and Herzegovina has not been applying any charges having the equivalent effect to customs duties on products originating in EU.

ITA’s Law Enforcement Unit has achieved significant results. Compared with 2006 the value of temporarily seized goods increased by 146% in 2007 and totalled approximately €7.0 million. The number of reports submitted to the Prosecutor’s offices increased by 17%. The MoU on cooperation between ITA and the BiH Border Police is operational. ITA has involved in joint operations against organised crime, resulting, for instance, in the discovery of an illegal cigarette factory and confiscation of cigarette-making machinery, including several tones of tobacco and counterfeit excise banderols.

ITA is carrying out a gap needs assessment and formulating a long term strategy paper on the basis of the EU Customs Blueprints. In 2008, ITA became member of the World Customs Organisation (WCO).

Overall, preparations in the area of customs, both as regards legislative alignment and administrative capacity, are advancing. However, Bosnia and Herzegovina needs to continue its efforts to align its customs legislation with the Acquis. Remaining problems are enforcing the legislation properly; operational instructions are to be drafted and agreed. Particular efforts are necessary to enforce intellectual, industrial and commercial property rights. Furthermore, a customs strategy on business, human resources management, information technology and training has been developed.

Some progress can be reported as regards taxation. In January 2008, ITA established the Single Indirect Taxpayers Register. This covers value-added tax (VAT) taxpayers, excise duty products, registration for foreign trade exchange and international forwarding registration.

VAT collection improved in 2008 as a result of increasing economic activity and the growing number of registered VAT taxpayers. The VAT legislation is largely in line with the Acquis. Attempts to introduce a 0% or reduced VAT rate on certain goods have been unsuccessful. Bosnia and Herzegovina needs to ensure that any amendments made in this area do not undermine the achievements so far in terms of approximation to EU legislation. It also needs to develop computerised management and analysis tools, together with a risk management system, so as to ensure proper VAT enforcement.

The new Law on excises has been adopted and is in use from July 1st 2009. New Law is in line with Council Directive 92/12/EC of 25 February 1992 which is the basic frame for regulating this area. The new legislation tried to refrain from introducing discriminatory elements against imports, as this would be contrary to WTO rules and the SAA. 

In July 2008, the Law on the National Fiscal Council was adopted. The Council, a permanent body in charge of overall fiscal policy coordination in the country, was inaugurated in early September. In June 2008, the methodology for allocation of indirect tax revenues to the State Entities and Brčko District was agreed. Smooth implementation of this methodology is now essential. The State-level Minister of Finance and Treasury has also taken over the function as a Chairman of the ITA Governing Board.

As regards administrative and operational capacity, the staffing of ITA has not been reinforced, but its overall performance has been good. In 2008, it collected about € 2,9 billion comprising VAT, customs duties and excise taxes, which is an increase of 11% over 2007. Efforts need to continue to improve ITA’s administrative capacity to implement customs and tax legislation and together with other law enforcement bodies, to make it more effective in fighting corruption, cross-border crime and fiscal evasion. There is need for additional advanced training with regard to complicated VAT areas and risk analysis. An overall training strategy is to be presented and an IT strategy is to be defined.

ITA became a member of the Intra European Organisation of Tax Administrations.

Overall, Bosnia’s preparations in the area of taxation are progressing. ITA tax legislation is aligned with EU Acquis to a large extent, especially in the field of VAT. It is necessary to ensure that amendments to the existing legislation remain in line with EU provisions. Significant efforts also needed to reinforce the administrative capacity and to fight against corruption, in order to improve tax collection and reduce the size of the informal economy.

Link with EP: 

In the Council Decision of 18 February 2008 on the principles, priorities and conditions contained in the European Partnership with B&H and repealing Decision 2006/55/EC, OJ L80 of 19 March 2008, page 23, chapter Priorities, European standards, Customs and Taxation, it is written that: “Further approximate customs and tax legislation and procedures with the Acquis and ensure that the Bosnia and Herzegovina tariff is timely updated on the basis of the most recent Combined Nomenclatures; to ensure that the legal framework for the free zones is compatible with EU standards and guarantees adequate supervision of the free zones; to ensure proper implementation of rules of origin including diagonal cumulation; to implement customs valuation rules in accordance with international standards and practices;  to dismantle taxes with an effect equivalent to a customs duty (customs fees for the processing of customs declarations). 
Further improvement of the administration capacity to implement customs and tax legislation and to fight against corruption, cross-border crime and fiscal evasion and to agree on a permanent formula for allocation of indirect tax revenue between the State, Entities and Brčko District; to ensure continued approximation of customs and taxation legislation to the Acquis, and further increase the administrative capacity to implement this legislation. Improve transparency and exchange of information with the EU in order to facilitate the enforcement of measures preventing the avoidance or evasion of taxes.”

Link with SAA:
In the “Stabilisation and Association agreement between B&H and the European Communities” (SAA), page 98, chapter VIII, article 97 and 98 it is written…“The Parties shall establish cooperation in this area with a view to guarantee compliance with the provisions to be adopted in the area of trade and to achieve the approximation of the customs system of Bosnia and Herzegovina to that of the Community, thereby helping to pave the way for the liberalization measures planned under this Agreement and for the gradual approximation of the customs legislation of Bosnia and Herzegovina to the Acquis . 

Cooperation shall take due account of priority areas related to the Community Acquis in the field of customs. 

The rules on mutual administrative assistance between the Parties in the customs field are laid down in Protocol 5. 
The parties shall establish cooperation in the field of taxation including measures aiming at the further reform of Bosnia and Herzegovina's fiscal system and the restructuring of tax administration with a view to ensuring effectiveness of tax collection and reinforcing the fight against fiscal fraud. 
Cooperation shall take due account of priority areas related to the Community Acquis in the field of taxation and in the fight against harmful tax competition. Elimination of harmful tax competition should be carried out on the basis of the principles of the Code of Conduct for business taxation agreed by the Council on 1 December 1997. 

Cooperation shall also be geared to enhancing transparency and fighting corruption, and include exchange of information with the Member States in an effort to facilitate the enforcement of measures preventing tax fraud, evasion or avoidance. Bosnia and Herzegovina shall also complete the network of bilateral Agreements with Member States, along the lines of the latest update of the OECD Model Tax Convention on Income and on Capital as well as on the basis of the OECD Model Agreement on Exchange of Information in Tax Matters, to the extent that the requesting Member State subscribes to these.”
 
Link with MIPD 2008 - 2010:

In the Multi-Annual Indicative Planning Document (MIPD) 2008-2010, page 21, chapter 3.3.1.3. Ability to assume the obligations of Membership it is written ...“The approximation to the Acquis is advanced in Customs and Tax section. The administrative capacity to implement legislation and to fight corruption, cross-border crime and fiscal evasion is increased. Transparency and exchange of information within the region are improved. “

Link with national/ sectoral investment plans: 
In the “Action Plan for Realisation of the European Partnership Priorities“
, chapter Internal Market, Customs and Taxation areas, page 71-76 it is written…”defined necessity of further approximate customs and tax legislation and procedures with the Acquis and ensure that Bosnia and Herzegovina tariff is timely updated on the basis of the most recent Combined Nomenclature.

Ensure that the legal framework for the fees is compatible with EU standards and guarantees adequate supervision of free zones.

Ensure proper implementation of rules of origin, including diagonal cumulation. 

Implement customs valuation rules in accordance with international standard and practices. 

Further improve the administrative capacity to implement customs and tax legislation and to fight against corruption, cross borders crime and fiscal evasion.

Agree on a permanent formula for allocation of indirect tax revenue between the State, Entities and Brčko district.

Ensure continued approximation of customs and taxation legislation to the Acquis and further increase administrative capacity to implement this legislation and to fight corruption, cross-border crime and fiscal evasion. 

It is necessary to improve the transparency and exchange of information within the region and with the EU in order to facilitate enforcement of measures preventing avoidance or evasion of taxes.”

3.
Description

3.1
Background and justification
On December 29, 2003 the Parliament of Bosnia and Herzegovina adopted the Law on Indirect Taxation System (“Official Gazette of BiH”, No 44/03 & 52/04) and thus ensured the legal basis for establishing the Indirect Taxation Authority, the biggest state level institution. The Indirect Taxation Authority is an autonomous administrative organisation responsible for its activities, through its Governing Board, to the Council of Ministers of Bosnia and Herzegovina. The Indirect Taxation Authority functions as an integral entity over the entire territory of Bosnia and Herzegovina and has its headquarters based in Banja Luka. In 2004 the former customs administrations of the entities and District Brčko were merged. Within the ITA, a Tax Sector was established for the first time at state level. It was tasked with the collection of indirect taxes, including developing and maintaining a unique value added tax system. The ITA has successfully introduced a new Value Added Tax, and has exceeded planned revenue collections since. However the ITA is still a young administration and there is room for improvements to be achieved. Since June 2007, the ITA became a member of IOTA and is a member of the World Customs Organisation. From external reports, it is established that during 2007 progress has been made in the area of customs and taxation. 
In the area of origin, the Indirect Taxation Authority (ITA) became, since the entry into force of CEFTA (22 Nov 2007), the only authority in Bosnia and Herzegovina empowered to request and carry out verification of EUR. 1 movement certificates for trade with the EU and CEFTA countries. Centralisation of verification of preferential origin certificates within a single body is necessary for proper implementation of diagonal cumulation in the context of CEFTA and the SAA. 
The ITA has, therefore, prepared special Operational Instruction for preferential trade between EU and BiH, by which the enforcement of rules of origin that are applied between parties has been defined.
From the day of the application of Interim Agreement on trade and trade-related matters between EU and BiH, i.e. as of July 01, 2008 no duties equivalent to customs duties are being collected on specific industrial products originating from EU and duties will be gradually decreased for other products until their final annulment. 
The customs tariff of Bosnia and Herzegovina harmonised with the most recent version of the EU Combined Nomenclature and is necessary to be upgraded on regular basis. 
An orientated list of values of goods in customs procedure has been abolished and the Instructions for establishing customs values of goods have been published in the accordance with GATT provisions.  New comprehensive, GATT-compliant instructions on valuation addressing this issue were adopted in September 2007. Still, there is a need to make further efforts, including clearer instruction for training of customs officers in order to ensure harmonised application of rules on establishing customs values in the entire country. 
There are 5 Free Zones operating in BiH and customs supervision on the operational level is in jurisdiction of ITA Customs Sector.  It is important to say that the legislation applied in the Free Zones is aligned with Acquis and appropriate customs supervision is performed in this area.
In March 2009, ITA and Foreign Trade Chamber of Commerce of Bosnia and Herzegovina signed the Agreement on guaranty for TIR Carnet and Authorisation for issuance and guaranty of documents for TIR Carnet. This agreement opened a pathway for continuation of preparation and introduction of TIR Carnet by which will enable transit procedure in accordance with the TIR Carnet Convention that BiH is a member of for several years. The TIR Procedure is still not in practical application and the ITA still require additional assistance in this area, since the procedure should be functioning from October 2009.  
In the first half of 2009, ITA has introduced the status of “Approved Exporter” in the area of origin and the “Local (House) Clearance at Export” procedure. For both of these simplifications, the ITA has published Operational Instructions and it is available on its official website.  However, further assistance on continuation of practical implementation of stated simplifications on export procedures in daily operations is necessary.  Besides, it will be essential to introduce other simplifications, such as Local Clearance at Import and Authorised Consignee/ Consignor in the transit procedure.
For customs control, the introduction of simplified customs procedures in its substance represents step forward from the regular customs clearance to post-clearance stage. Therefore, ITA introduced procedure of pre-audit and prepared guidelines for controls based on the EU Blueprints in the area of Post-Clearance Control and Audit. 
The Law Enforcement Sector (LE Sector) has an objective to strengthen the controls with its activities that were carried out through the Control Units in the Customs Sector. Accordingly, Sector is planning, organising and coordinating activities of collection, classification, evaluation, analysis and dissemination of all data and information relevant to the detection and combating smuggling and related customs frauds, or any form of illegal activities related to the movement of goods or the collection of customs duties, and preparing cases for further investigative work required by the prosecutor’s office, and provides all necessary assistance to competent agencies in combating organised crime and cross-border crime.
In respect of the IT system, ITA still has not made a decision with declaration processing system which will be used in future (at present, IT System ASYCUDA version 1.18d is in use).  It has been determined that no further development in the NTCS area and simplified customs procedures at import and export can be expected with the current version of ASYCUDA System.
The ITA achieved significant progress in the field of taxation and the progress has been made towards VAT collection.  The VAT legislation of Bosnia and Herzegovina is largely in line with the VAT Directive. The new Law on excises has been adopted and applied from 01 July 2009. New Law is in line with Council Directive 92/12/EC, which is the crucial framework for regulating this area. The new legislation tried to refrain from introducing discriminatory elements against imports, as this would be contrary to WTO rules and the SAA. 

Suggested solutions will introduce taxation models aligned with the relevant EU Directives in the segment of the law that regulates cigarettes and other tobacco products.  The Law determines the transitional period during which the gradual harmonisation with EU Directives shall be carried out. The commitment undertaken by BiH is to align tax legislation for excise products with the EU Directives, therefore in transitional period established by SAA shall be necessary to align subject to taxation and the excise rate.
LE Sector should play an important role in the ITA in prevention and combating fiscal frauds, including timely response and assistance to the competent agencies in BiH in combating organised crime, which has an impact on the indirect taxation system in Bosnia and Herzegovina. Criminal activities and perpetrators are being constantly advised and they will take advantage of all weaknesses of any government organisation or system, including the ITA which is reflected on the revenue collected. 

It is necessary to precisely determine methods and operating procedures with regard to uniform cooperation for efficient work of control authorities (Tax Sector and LE Sector), on issues of control procedures and information gathering. This will be valuable for detection of criminal acts in the tax procedure and will define methods of planning, organisation and coordination of the activities of gathering, classification, evaluation, analysis and dissemination of all data and information relevant to the detection of VAT and other frauds, or any form of illegal activities related to the movement or payment of goods, and to prepare cases for further investigations by the instructions of prosecutors. By establishing and developing sustainable cooperation with other law enforcement agencies (police, SIPA, OSA, market inspection, prosecutors, etc.) and the courts, and international cooperation between tax services and other law enforcement agencies, we will secure that planned cases and committed offences are resolved promptly and efficiently and to systematically asses the significance and the expected impact of the offences or criminal acts, especially in terms of for VAT fraud, that cause major detriment to the budget. 

Further alignment of customs legislation with EU Acquis is one of the priorities according to Stabilisation and Association Agreement (SAA). 
In Bosnia and Herzegovina, the Customs Policy Law and the Decision on Implementing Regulations to the Customs Policy Law is applied. The provisions from the said regulations were harmonised with the Community Customs Code from 2003.  However, the novelties contained in the last consolidated version of the Community Customs Code (.e.g. AEO Status, electronic risk analysis, electronic import and export system, EORI System) and its Implementing Regulation have not been integrated in the aforementioned regulations, particularly the novelties regarding the Modernised Customs Code of the Community which has been published as well.  In the view of the said, due to timely fulfilment of commitments undertaken from the process of Stabilisation and Association, the ITA has not started any activities which will be required to start as soon as possible.  
Assistance, guidelines and support is necessary for harmonisation according to the standards in the EU and alignment to EU Acquis. In addition, legal regulations should be completed and the education, i.e. training of future established mobile field teams for the controls, verifications, searches, examinations, supervision and audits, and investigative proceedings should be delivered pursuant to the standards in the EU, which is important when it comes to overall border security and the fight against customs fraud and cross-border crime. 

The ITA structure was set up by the following principle: headquarters with four regional centres, branch offices, border crossings and tax offices. This complex structure implies very sophisticated information system as a support to performance of everyday activities. The complexity of the IT system is reflected in both geographical distribution and diversity of operative systems and related program packages. Apart from 90 locations where the ITA information system was installed, what makes it complex are operative systems UNIX, Windows Server 2003, Windows XP as well as applications C++, .NET, Pascal, VB NET, etc. The main subsystems of the ITA information system are Customs, Tax and Single Account subsystem. Apart from these, over ten assistance programs ensure integrity and everyday functioning of the administration in conformity with the legal procedures. The applications used by the ITA are divided into the following groups:

· applications that enable the auditing and management bodies of the ITA to perform advanced reporting,
· applications for automated business processes of the ITA not supported by main subsystems,
· applications for automated data exchange and integration with the entities outside the ITA. 

The information system of the ITA is used daily by 3500 users at 90 locations throughout BiH. It enables the average daily input of 2100 customs declarations and over 45,000 VAT returns are processed on a monthly basis. 

3.1.1 CUSTOMS

3.1.1.1. Customs Procedures 
All customs procedures performed in EU are being applied in BiH as well. The Single Administrative Document processed in the information system ASYCUDA 1.18d is submitted for all customs procedures. All customs declarations are electronically sent to information system, as well as their physical submission in written format with endorsement and signature of a declarant, since E-commerce with the valid electronic signature (Paperless Commerce) is still not applied in BiH.  
In order to simplify enforcement of customs procedures and to facilitate legitimate trade, the ITA already adopted particular simplifications as follows: local (house) clearance at export, declaration of goods based on commercial document and declaration of goods on the basis of incomplete declaration, so as the status of “Approved Exporter” in the area of origin of goods.
It will be of a great importance to adopt other simplifications of customs procedures, especially simplifications in import and transit procedures, which for the moment is not possible, because simplifications as such require adequate IT support which can not be acquired through existing information system ASYCUDA 1.18d.  Due to that, it will be necessary to develop the other information system which should involve the Customs Sector in terms of monitoring of implementation of customs regulations and its functional support in that system.
Particular customs procedures are already supported with operational instructions, which facilitate their easier and efficient and uniform practical application.  However, it will be necessary to revise some of them and to prepare new operational instructions for some customs areas in accordance with the practice of EU Member State.
It shall be necessary for BiH to accede the Convention on a Common Transit Procedure - NCTS from 1987.  With the aim of resolving this issue, the ITA has given recommendations to Council of Ministers to undertake all necessary activities and actions in order to harmonise the transit procedure with the transit procedures enforced in EU and neighbouring countries.
Furthermore, it is necessary for BiH to accede the Istanbul Convention on Temporary Importation, which will implement ATA Carnet and in addition simplify the procedure of temporary importation. It will also simplify transit procedure, because the ATA Carnet replaces the national customs declaration.
3.1.1.2. Prohibitions, restrictions and other trade policy measures 
Based on existing regulations in BiH, ITA has completed the list of commodities according to tariff headings that are subject to certain controls and licensing at import/export of goods. The list is updated on regular basis and it has been incorporated in the information system ASYCUDA for utilisation in processing of customs declaration through that system, which enables systematic follow-up and control of application of stated measures. 
However, in the coming period there is a need for creation of electronic application that would include all trade measures and inspection at import / export. 
The ITA has been informed that the TARIC application is used for that purpose in the EU, which will be necessary to apply in BiH as well, taking into consideration that applications of each customs administration participating in E-Customs programme should comply with general conditions established in EU customs legislation, which is obligatory for Member States and candidate countries from the first day of accession, in order to comply with the requirements of interoperability and interconnectivity with the European Union, as one of the conditions based on Acquis .
In addition, the role of ITA and the LE Sector should be the development of service sufficiently flexible to respond to intelligence strategy based on the latest methods of targeted risk assessment (Selectivity module) and modern technology and to secure revenue of the state and to protect society. The Service should ensure compliance with national legislation, international legislation and the rules of international institutions (WCO, WTO, UN,) by consistent application of legal basis that establishes necessary customs powers and sanctions needed to implement these regulations, will promote and develop regional cooperation and compliance with recognised international standards, the requirements under the Acquis. 
The Customs authorities in the ITA and LE Sector should be developed in order to have fast and flexible response to new global threats (e.g. terrorism, dual-use goods, chemicals, weapons, money laundering, IIPR, etc.) and to provide quality assistance to other competent agencies in the country and abroad.
In order to develop effective and efficient service capable for detection, prevention and investigation of fraud, smuggling of goods and illegal trade, and preparing cases for further work according to instructions of prosecutor, the priority that is expected in the coming period, must be harmonised with the Community regulations. We need to ensure that the appropriate balance is established between protection of society and promotion of legitimate trade, i.e. to facilitate the movement of legitimate passengers, and at the same time to fight against the growing threat of organised crime which is reflected through smuggling of goods, customs frauds and other violations of prohibitions and restrictions. It is necessary to provide support to develop special operational teams - "Investigation teams for special operations” and "Mobile control teams" that would effectively work on the detection, prevention and prosecution of customs fraud and smuggling of goods.
Professional and specialised education of officers and managers in the process of modernisation of service as well as study visits (education) in the EU Member States is essential, due to responsibilities within the customs area regarding combating smuggling, investigation and intelligence. This would be the method to achieve the objective and to develop efficient and effective service to combat smuggling, customs fraud, and other related fraud, the Intelligence function and Investigation Service, which would have an adequate legal framework established that will be adjusted with the EU Acquis Communautaire. 
Furthermore, more work should be done in order to fulfil the obligations regarding the modernisation of border crossings and increasing security at border crossings, including introduction of simplifications in customs procedure. Besides the development of IT System and databases, and systems of risk analysis, it is necessary to introduce radio and telecommunications equipment, along with the equipment for surveillance and searches, which is available to customs that supports and enhances the operational activity. Operational capability and security at border crossings should be intensified with the occasional presence of mobile teams that should be adequately equipped and trained. 
3.1.1.3. Customs Laboratory 
ITA has dislocated customs laboratory supplied with modern equipment for the analysis of samples of goods, which is not currently in use; therefore the analysis are not being performed. For that purpose, services of external laboratories have been utilised.
Specific methods of performing analysis and expertise of employed staff in the laboratory are missing. There are 5 officers currently employed with the laboratory.  With regard to that, the ITA has to make customs laboratory operational in order to be able to carry out its own sample analyses.
3.1.1.4. Risk Management System 
The ITA’s Risk Management System has been integrated with the Selectivity Module in the Information System ASYCUDA version 1.18.d. The special Commission for Risk Analysis was established with the task to collect and enter risk parameters and profiles into the system. The Risk Analysis System is based on three selectivity channels as follows: physical examination of goods and documents (red channel), inspection of documents (yellow channel), or no control (green channel).  This selectivity module can not be utilised in transit and simplified procedures.  Still, the System requires further development, as in organisational sense (organisational unit for risk analysis staffed with sufficient number of employees) and technical with the upgrade of database and streamlining conduct of customs officers in accordance with established criterion in the analysis and risk assessment, including the obligation of official secrecy when planning, establishing and conduct of concrete measures of customs supervision and verification.  The System of risk analysis should be built-in the passenger traffic and at the stage of post-clearance control.
The design of Risk Analysis System should contribute legal security of participants in the customs procedures and to diminish risk for arbitrary process of customs officer when conducting customs procedure, i.e. when conducting measures of customs supervision and verification.
LE Sector through Centralised Intelligence Unit should also perform the function of a local centre within the Joint Centre of the agencies that are working on the border BiH and support risk analysis system and overall border security. Central records of intelligence information should be established in LE Sector in order to support the risk analysis system.

3.1.1.5. Post-Clearance Audit

Post-Clearance Audit has been performed by a special Audit Unit established in 2005, and it includes post-clearance audit of the implemented customs procedure, i.e. customs declaration audit, as well as post-clearance audit of the economic operators engaged in import/export of the goods. 

For the purpose of approving, and then the implementation of simplified customs procedures, introduced were also pre-audits with regard to submitted declarations for simplification, especially with local clearance.

In order to achieve standards equal to those in the EU in executing post-clearance audit and pre-audit, there is a need for the education of employees executing the audits.

By meeting the requirements on the road to the EU integration referred to in the SAA, a need emerges to rationalise procedures conducted and applied at the border, and to select priority border crossings for their modernisation, as well as to gradually reduce the number of border crossings, being mindful that rationalisation must not endanger efficiency of certain controls, or overall border safety. 
Carrying out regular and extraordinary operative actions and coordinated joint activities with customs service and post-clearance audit can more effectively contribute to compliance with customs regulations and the protection of revenues and society.  This may be achieved through the establishment of a mobile control unit, and investigation teams for special operations, which are to be recovered by certain reduction and rationalisation, not endangering overall border and inland safety. There are anti-smuggling teams as part of anti-smuggling service within the LE Sector, and they act occasionally on selected risky customs locations, while they can only be linked with flexible "mobile control units" or "investigation teams for special operations". However, there is a lack of a precise legal regulation or by-law concerning the work of the above-mentioned teams, as well as the issue of their composition, expanded powers, flexibility, work hours and work, precise and clear conduct, avoiding doubling of activities, equipment, etc.

3.1.1.6. Intellectual Property

There are no implementing regulations in BiH at all regulating the area of customs treatment concerning the goods suspected of infringing certain intellectual property rights. Therefore, it is justified and necessary to complete the activities started concerning normative regulation of customs protection of intellectual property rights, i.e. completion of drafting and passing relevant regulations that, in their contents, will consistently follow the standards and notions already embedded in the applicable EU regulations concerning that area, while the regulations are also included in Acquis. 

Thus, conditions will be created for the enforcement of customs measures for the protection of intellectual property rights in accordance with the practices of EU MS. In this process, customs service has an important role, it appears as a „mediator“ between the rights holder and person allegedly infringing a certain intellectual property right, whereby customs service will not be arbitrating or resolving the dispute but merely confirming the grounded suspicion of the infringement of intellectual right as a private right.  

Implementing regulations for the Customs Sector are necessary in order to ensure efficient and adequate implementation of customs regulations concerning IIPR, as well as to establish information system of support, and cooperation of other Sectors within the ITA in internal control and operative activities concerning IIPR. It is important to define the role and conduct of the LE Sector concerning IIPR within the ITA and ensure cooperation with the Customs Sector.

It is necessary to make a decision with the ITA to establish a central IIPR unit in the ITA, tasked to coordinate and implement activities concerning IIPR with the rights holders (representatives), as well as to share tasks in coordination of IIPR-related risk analysis, intelligence data and databases existing in the LE Sector.

In addition to the regulations to be passed, it is important to work on strengthening cooperation and coordination, and exchange of information with other LE agencies (market inspection, tax administrations, police, SIPA, and the like), rights-holders, as well as in the field of regional cooperation concerning IIPR. 

3.1.2 TAXATION
3.1.2.1 Improvement of Risk Analysis System 
The Risk Analysis System represents automated electronic method that allows selection of high-risk taxpayers. The procedure and method of the system are regulated by the legal provisions of the Indirect Taxation Authority. The specified system is in use since October 2008, and it was integrated into the ALICE programme - software that supports registration of taxpayers, entry of VAT and Excise Returns, and entry of data following the audits of taxpayers. Tasks related to the procedure of risk analysis have been carried out by the officers in the Risk Analysis Group. The control, supervision and audit in this Module is carried out according to clearly defined criteria with the support of complex information technology tools, which exclude the subjectivity in selection of controlled taxpayers, and thus provides a detailed check of taxpayers selected, taking into consideration the parameters such as: economic significance, the risk of possible fraud, avoidance and evasion in the field of VAT. 

In order to improve, i.e. further develop and modernise the Tax Sector, the education and training of its officials and upgrading of information technology is still necessary to do, given that the ITA is less than 5 years old. 

Most EU countries have been successfully using E-audit (electronic control) such as IDEA, CEDAT etc. for a longer period of time; therefore the introduction of computer analysis of data is essential for ITA BiH, primarily with the purpose of increasing the discipline of taxpayers, and to detect the impact of undeclared liabilities. Since the highest evasion of VAT is taking place in the financial institutions and in the construction sector, it will be necessary to engage experts from the tax administrations for the given fields, so that our officers in the ITA have better understanding and skills to cope with the stated problems.

The central intelligence database is under development in the LE Sector that will provide necessary assistance to the system of VAT and Excise risk analysis.  In addition, the Sector will provide necessary assistance for the establishment of comprehensive risk analysis for tax control, through guidelines and activities of the Sector with the intention to have risk analysis as a guide for prioritised controls in tax procedures (VAT and Excise).

3.1.2.2 The introduction of "Voice Mail" service within the Call Centre 

The introduction of "voice mail" system as a part of Call-Centre is necessary due to the reasons that the complete information can not be given in direct conversation with taxpayers, because at that moment officers are not in a position to consult their colleagues from the unit or from other departments. In this manner tax officer would have enough time to prepare adequate answer (which usually requires consultations with other officers), so the taxpayer would be provided with a complete answer.

3.1.2.3 Introduction of electronic download and submission of VAT returns 

By introducing an electronic download and submission of tax returns, there would be a decrease in the number of employees engaged on this matter and VAT returns would be more accurate and promptly received and therefore would generate more correct reports. 

Since the printing and delivery of tax returns is carried out by registered mail, the introduction of electronic download and submission of tax returns would significantly reduce the costs of printing and dispatching tax returns to the taxpayers’ addresses.

3.1.2.4 Study visits to EU Member States 

In order to acquire new knowledge in the field of VAT implementation, study visits to EU Member States for officers of the Unit should be organised. In this manner, the ITA would gain experience from EU Member States regarding the solutions to the problems that we face with at the moment. The knowledge and experience regarding the methodology of drafting regulations and their application in EU Member States will be necessary, given that the officers of the Unit participate in drafting law and bylaws in the area of indirect taxation, and taking into consideration the requirement to align them with EU Directives.

The progress regarding harmonisation of tax regulations with EU regulations would be faster and more efficient in this manner. 

3.1.2.5 Further EU Acquis alignment of the Law on Indirect Taxation Procedure and Law on Value Added Tax
In the Law on Indirect Taxation Procedure (“Official Gazette of BiH”, No 89/05) there are few important but unclear areas. In Article 77 of am Law the bylaws related to the other indirect taxation procedures are missing.

In Article 68 of the same Law there are no instructions on which documents should be delivered by registered mail and on utilisation of registered mail. 

Articles 40-43 referring to special construction scheme of the Law on Value Added Tax (“Official Gazette of BiH”, No 09/05), should be aligned with the EU Acquis.

3.1.3 INFORMATION TECHNOLOGY
Upgrade of the current customs applications, a subsystem of the ITA information system, by more technologically advanced applications because the current one is quite outdated. The modernisation means upgrading of the current subsystem by the same but programmed and more advanced software tools being compatible with „up to date“ hardware and software. The advantages of the current subsystem are: it will be possible to upgrade such application in a short period of time without causing any delays to everyday operations of the customs subsystem; the end-users (over 2500) have already gained the functional knowledge about upgrading and that will considerably fasten the implementation of modernisation and create conditions for transfer from the old to the new subsystem.  

The continued provision of technical assistance is essential for the tax application, ITA information subsystem, which has been facilitated by the present expert through preceding TA programme. It is necessary to continue to provide support because the IT Sector still cannot independently perform re-programming in Source Code Application without the assistance of an expert. The involvement of an expert for tax application is also necessary for successful migration of customs data application.

These two most important areas of assistance to the IT Sector are considered urgent because of the lack of support for the tax application and inability to modernise the customs application by upgraded version of the current one could cause serious problems for future functioning of the ITA IT system. 

3.2 Linked activities:
The EU has supported Bosnia and Herzegovina both from a financial and technical point of view, giving start to a number of programmes (ECHO, PHARE, OBNOVA, etc). One of the key target areas has been public administration reform (including customs and taxation). The European Union launched the Customs and Fiscal Assistance Office Programme (CAFAO) in 1996 in order to support, inter alia, the establishment of a customs service in Bosnia and Herzegovina. The CAFAO Mission was operational in BiH until the end of 2007 and as of 1 January 2008 the technical assistance has continued in the field of indirect taxation for a period of twelve months under the auspices of a new project known as TACTA (Technical Assistance to Customs and Tax Administrations). Expert assistance in customs policy and procedures and VAT Policy within TACTA will end in August 2009, and it covered the following areas: 

· Origin of goods,

· Customs procedures, 

· Post-clearance Audits,

· Expert-legal assistance to the Legal Department,

· Governance,

· Internal Audit,

· Law Enforcement, 

· Enforced Collection,

· IT support,

· VAT policy and procedures, 

· Provision of trainings. 

The latest results achieved in the mentioned areas are the following: 

· Status of “Approved Exporter” introduced as a simplification concerning the verification of proof of origin,

· Simplified procedures introduced: Local Export Clearance and Incomplete Declaration,

· A number of Operational Instructions drafted (Outward Processing, Temporary Import, Direct Transport, Free Zones, Customs Procedure at Postal Traffic, Guidance concerning the application of the rules of origin,.. ........),

· Manuals drafted (Tariff, Post-Clearance Audits)

· Pre-audit introduced,  

· Training delivered, 

· Practical assistance in origin provided,

· Cooperation with economic operators improved,

· Selectivity system enhanced,
· Risk Analysis System developed and implemented,

· Study tours organised and completed, 

· Training unit established, 

· Internal Audit intra-communication system installed and implemented,  

· Internal Controls System established and training delivered, 

· Basic VAT training courses delivered to the ITA new employees,

· Training Syllabus organised. 

In addition, there is the Integrated Border Management project operational in BiH, managed by the International Organisation for Migration (IOM) and within which the Joint Risk Analysis Centre at the level of BiH was established, however it is not operational as yet. Within the project, training was delivered to the officers of border control bodies concerning various areas in relation to border management.

The IBM Project is an important element of the Stabilisation and Association Process (SAP), leading the countries of the region toward European integration. The ITA BiH is one of the agencies which, mainly through the Customs Sector, take part in the implementation of the IBM Project. However, Integrated Border Management Project should be understood as a wide range of activities focused on resolving strategic and practical challenges of border management.
3.3 Results
The proposed project will focus on significant key areas requiring additional mediation. Results and measurable indicators will be the following:
3.3.1 CUSTOMS
3.3.1.1 Customs legislation and procedures harmonised with the EU Acquis 
      Measurable indicators:
· A decision made as to whether to amend the existing BiH Customs Policy Law or to draft completely new law that will be based on the new Modernised Customs Code of the Community,

· Prepared draft of the amended or new BiH Customs Policy Law until the end of the project,

· Prepared draft of the appropriate amendments to the Implementing Regulations of the BiH Customs Policy Law, 

· The existing operational instructions for customs procedures amended, 

· New operational instructions drafted for customs areas insufficiently covered for the time being,

· Possibility to introduce new simplifications at import and transit established in relation to information system support,

· The manner of carrying out new simplifications defined and appropriate operational instructions guidance prepared, training delivered,

· BiH acceded the Common Transit Convention, 

· Project of establishing NCTS implemented, along with the delivery of appropriate trainings,

· Transit procedure harmonised with the same procedure in the EU,

· ATA carnet implemented,

· Implementing regulations on enforcing customs treatment concerning the protection against infringement of intellectual property passed, training delivered

· Current state of affairs and the need for regulations (legal, by-law, implementing regulations) in the LE Sector analysed, in order to establish a more progressive development of the LE Sector and its organisational units (intelligence, anti-smuggling and investigative) as part of the harmonisation and implementation of activities for the application of EU Acquis Communautaire in the part concerning customs,
· Plan of activities concerning the drafting of amendments to legal regulations and by-laws drafted for the purpose of having a more precise work of the LE Sector and its organisational units (it is necessary to have a more precise relation and role in the ITA concerning the Customs Sector; the role in relation to other agencies in BiH; and internationally, as well as operative tasks and powers concerning customs policy). Decisions thereof made in the ITA, 

· Education and study trip to an EU MS completed, in order to draft proposals of regulations in the most qualitative manner,
· By-law on carrying light weapons and ammunition, and manners of conduct drafted and passed,
· Implementing regulations concerning establishment of mobile field teams and investigation teams for special operations drafted and passed (defined role, composition, expanding powers and tasks, work hours, equipment, and the like), 

3.3.1.2 Systematic monitoring of Prohibitions and Limitations at Import and Export of goods
     Measurable indicators:
· BiH integrated tariff (TARIC) prepared and harmonised with the EU requirements,

· Electronic support ensured,

· Training in the field of integrated tariff delivered, 

· Implementing regulations for the Customs Sector passed, and efficient and adequate implementation of customs regulations on IIPR, along with the information system of support, ensured,
· Correct and precise communication between the Sectors in the ITA on cooperation with the LE Sector and other bodies in BiH and internationally established in detecting, reporting, informing and taking further actions concerning violations and criminal offences, as well as feedback concerning assistance to bodies holding competence over organised crime and concerning prohibitions and limitations (illegal economic activities, particularly customs frauds, smuggling of goods, and assistance to other agencies in combating radio-active materials, and transactions comprising illegal, forged or pirate products; corruption, specially that pertaining to non-transparent administrative practice; import/export of unauthorised drugs and psychotropic substances; illegal arms trade; forging of documents; illegal trade in dual-purpose materials, illegal trade in cars; and the like),
· Specialised education provided to the employees of the LE Sector concerning prohibitions and limitations, not directly falling under the competence the ITA; study trip organised to an EU MS concerning the issues,
· LE Sector’s role concerning IIPR defined,
· Following the decisions made in the ITA, work is done concerning the establishing of a central IIPR unit for the coordination of IIPR -related risk analysis and intelligence data and databases of the LE Sector,
· Ongoing participation in international, regional or national activities of creating policy and laws for the protection of IIPR (Workshop, Benchmarking, conferences, and the like), 

· Sustainable cooperation with other LE agencies (police, SIPA, OSA, market inspection, prosecutor’s office, etc.) and courts and a more progressive international cooperation established, Memorandum on Understanding with neighbouring countries signed between customs services and other LE agencies involved in border safety,
· Necessary equipment for modernisation of border crossings will be introduced (radio and telecommunication equipment, together with surveillance equipment and search are directly available to customs service, and it supports and increases operative activities in LE),
3.3.1.3 Improved capacity of Customs Laboratory for specific analysis 
Measurable indicators:
· Analysis of the current state of affairs and needs carried out,

· Work procedures of laboratory analyses defined,

· Customs laboratory carries out minimum 30% analysis of the samples taken,

· OES spectrometer analyses - Perkin Elmer (Mod Optima 2000) for the metal identification method are being carried out, including identification of lead in oil derivatives,

· FT-IR spectrometer device for analysis of plastic mass (determining monomeric unit and copolymer; density determining; determining whether polyethilen is linear or networked, etc).
3.3.1.4 Design and development of appropriate Risk Analysis System
    Measurable indicators:
· Organisational unit for risk analysis in ITA established,

· Number of audits in regular customs procedures reduced by minimum 20%,

· Efficiency of audits, and thus their targeting risk shipments and participants in customs procedure, increased by minimum 3%,

· Risk analysis for passengers transport exists,

· Post-clearance audits are carried out with the use of risk analysis model at inspections as it is the standard in EU Member States,
· Necessary support provided for the establishing of an overall risk analysis in the ITA which will also include activities of the LE Sector, 
· The LE Sector, through its organisational units, has access to risk analysis system in accordance with its powers and provides necessary assistance for the risk analysis to be a guide for priority controls in customs procedure, for post-clearance audits and operative work concerning LE.
3.3.1.5 Improvement of Post-clearance Audit procedures
     Measurable indicators:
· Analysis of the current state of affairs carried out,

· Training in book-keeping and finances delivered,

· Decision on the procurement of database electronic tools made,

· Missing guidance for achieving certain audit standards prepared,

· Audits are carried out as overall audits of customs liable persons, and not only according to certain transactions or customs declarations,
· Cooperation between the LE Sector and Customs Sector improved,

· Drafting procedures and establishing mobile control units and investigation teams for special operations in order to increase overall border safety.
3.3.2 TAXATION 

3.3.2.1 Improvement of Risk Analysis System in line with EU Acquis 
      Measurable indicators:
· The adopted legal provisions of the Tax Sector in line with the EU guidelines,
· Installed ALICE programme-software that supports registration of the taxpayers, VAT and excise returns entry as well as data entry after auditing the taxpayers,
· Increased use of the risk analysis on the occasion of selection for inspection,
· Determined criteria for inspection, monitoring and audit in the Control Module, 

· Established a risk analysis group,
· Provision of assistance and support in drafting proposals for amendments to the regulations for the purpose of more effective fight against VAT frauds (e.g. Law on VAT, Criminal Law of BiH, etc.),
· Instructions on more efficient investigation procedure in the fight against VAT frauds.
3.3.2.2 Improvement of Taxpayer’s Awareness System  

     Measurable indicators:
· Call Centre in the Tax Sector established;

· Team of officers working in Call Centre appointed.
3.3.2.3 Introduction of electronic download and submission of VAT returns

     Measurable indicators:
· Legal prerequisite for electronic download and submission of VAT returns fulfilled; 

· There was installed the ALICE VAT version with the integrated e-VAT module, but the module upgrade is missing.
3.3.2.4. Further EU Acquis alignment of the Law on Indirect Taxation Procedure (“Official 

             Gazette of BiH”, No 89/05), Article 77, 
      Measurable indicators:
· Assistance with interpretation of Article 77 Para 2 of the Law on Indirect Taxation Procedure (“Official Gazette of BiH”, No 89/05) in reference to other indirect taxation procedures, 
· Drafting and issuing by-law with regard to Article 77 of the Law on Indirect Taxation Procedure (“Official Gazette of BiH”, No 89/05),
3.3.2.5. Further EU Acquis alignment of the Law on Indirect Taxation Procedure (“Official 

             Gazette of BiH”, No 89/05), Article 68
      Measurable indicators:
· Assistance with interpretation of Article 68 of the Law on Indirect Taxation Procedure (“Official Gazette of BiH”, No 89/05) in reference to cases when documents can be delivered by registered mail, 

· Drafting operational instruction referring to Article 68 of the Law on Indirect Taxation Procedure in reference to indirect taxation procedures, that defines in detail utilisation of registered mail,
3.3.2.6. Further EU Acquis alignment of the Law on Value Added Tax (“Official Gazette of 

             BiH”, No 09/05), Art 40-43
      Measurable indicators:
· Changes and amendments of Articles 40-43 of the VAT Law pertaining to special construction scheme in line with the EU MS laws that are using special construction scheme. 
3.3.3 INFORMATION TECHNOLOGY 

3.3.3.1 Quality functioning of Customs and Tax subsystems, Single Account subsystem as well as
             other subsystems of the ITA integrated IT system

Measurable indicators:

· implement all laws applicable to customs and taxes, fully computerised submission and processing of the customs declarations and tax returns, i.e. fully automated data exchange makes customs and tax transactions possible by using the network infrastructure,
· prepare the Single Account to be used by 13 commercial banks and the Central Bank of BiH as well as ensure quality exchange of financial transactions among them,

· provide all relevant institutions with the needed information,

· provide the taxpayers with needed services through e-VAT portal (electronic download of tax return and access to the updated financial transactions records of the taxpayers),

· provide for the communication platform within the ITA as well as towards external users by applying the proper security policy. ITA’s full ownership of the LAN and WAN networking the entire territory of BiH.
3.3.3.2 Development of the ITA IT Strategy

Measurable indicators:

· The ITA IT Strategy is developed in line towards an EU compatible computerisation/IT Interconnectivity system by the end of the third month as of starting date of activities. 
3.4 Activities
3.4.1 CUSTOMS

3.4.1.1 Customs Legislation and Procedures harmonised with the EU Acquis (Result 3.3.1.1) 

· An assessment will be made as to deviation between the EU customs blueprints and the existing state of affairs concerning relevant customs areas at the beginning and end of the project,

· Assistance in developing strategy of the development of the Customs Sector in accordance with EU guidelines,

· Assistance to customs staff in drafting new BiH Customs Policy Law in accordance with new EU Modernised Customs Code, 

· Assistance to customs staff in drafting new Implementing Regulation of the BiH Customs Policy Law in accordance with EU Implementing Regulation,

· Assistance to customs staff in drafting other customs regulations in accordance with appropriate regulations applicable in the EU,

· Providing support at preparing new operational instruction and relevant amendments to the existing ones,

· Delivering training in certain fields of customs operations and training the trainers,

· Assistance in acceding the Convention on a Common Transit Procedure and Istanbul Convention on Temporary Importation,
· An assessment will be made as to deviation between the EU customs blueprints in the field of law enforcement and current state of affairs for relevant customs fields and LE Sector-related fields (intelligence, anti-smuggling and investigation) at the beginning and end of the project, 
· Assistance to LE Sector in drafting strategy of the development in accordance with the EU guidelines in the field of customs law enforcement, 

· Assistance and guidelines in drafting proposal of LE Sector regulations which are harmonised with similar regulations in EU MS and Community regulations concerning customs policy and procedures.
3.4.1.2 Systematic monitoring of Prohibitions and Limitations at Import and Export of goods (Result 3.3.1.2)

· An assessment of current state of affairs in the field of prohibitions and limitations in terms of systematic monitoring,

· Assistance in developing system or donating the existing module Integrated Tariff – TARIC of systemic solution for BiH, 

· Delivering training to trainers who will cascade knowledge to other customs officers about the use and principle of TARIC application,
· Drafting and assistance in passing implementing regulations and information support for the Customs Sector concerning IIPR,
· Assistance and guidelines in determining the role of the LE Sector concerning IIPR,
· Following the decisions made in the ITA, assistance to be provided in establishing a central IIPR unit, 

· Education provided to the employees concerning IIPR,
· Support and assistance in cooperation in international, regional or national activities of creating policy and laws for the protection of IIPR (Workshop, Benchmarking, conferences, and the like), 

· Guidelines for establishing sustainable cooperation with other LE agencies and courts and more progressive international cooperation concerning prohibitions and limitations, 

· Assistance and guidelines in modernising border crossings, and introduction and utilisation radio and telecommunication equipment, together with the surveillance equipment and search in the customs procedure.
3.4.1.3 Improved capacity of Customs Laboratory for specific analysis (Result 3.3.1.3)

· Assessment of current state of affairs in the area of Customs Laboratory,

· Assistance in introducing specific methods of analysis,

· Assistance in using specific equipment already in the laboratory,

· Training laboratory employees in order to perform analysis of the samples independently and in a professional manner.

3.4.1.4 Design and development of appropriate Risk Analysis System 

(Result 3.3.1.4)

· Assessment of  current state of affairs in the area of risk analysis and selectivity,

· Proposing specific solutions for the enhancement of audits at the stage of customs procedures,

· Assistance, if possible, in developing the electronic profile exchange system between customs outposts and the Headquarters, and thereby creating a database where all detected irregularities would be stored,

· Assistance in specific introduction of risk analysis in the preparatory stage of post-clearance audit,

· Assistance in developing risk analysis system in passenger transportation,
· Guidelines as to how can LE Sector efficiently provide assistance through a risk analysis system for priority controls in customs procedure, for post-clearance audits and operative work concerning LE, 

· Education of employees in the field of risk analysis completed. 

3.4.1.5 Improvement of Post-clearance Audit procedures (Result 3.3.1.5)

· Assessment of  current state of affairs in the area of post-clearance audits and recommendations for the improvement of the work,

· Assistance in establishing certain equal standards of quality in overall audits of customs liable persons,

· Training the trainers who will teach book-keeping and finances and the use of electronic tools for the audit of database.

· Assistance in defining the manner and a more efficient cooperation and assistance to the LE Sector and Customs Sector – post-clearance audit, in cases of priority controls, and in detecting criminal offences in customs proceedings, as well as in further investigation procedure, 

· Assistance in drafting procedures and establishing mobile control units and investigative teams for special operations in order to increase overall border safety.
3.4.2 TAXATION 

3.4.2.1 Improvement of risk analysis system in line with EU Acquis (Result 3.3.2.1)
· Analysis of the current state of affairs in the field of risk analysis, 

· Proposing new criteria into the existing risk analysis module, 

· IT assistance in introducing new criteria, 

· Introducing E-audit (IDEA, CEDAT...),
· Training of inspectors to control the companies, with the emphasis on financial services and construction sector, 

· Necessary assistance provided in development of comprehensive risk analysis in the ITA that will enable LE Sector in prioritising tax audits (VAT and Excise), and by that preventing and detecting tax frauds,
· Support and delivery of training in order to train as many investigation officers and mobile teams as possible capable to fight against tax frauds and tax evasions,
· Provision of training for LE officers for the topic of risk analysis.
3.4.2.2 Improvement of Taxpayer’s Awareness System (Result 3.3.2.2)
· Analysis of the current state of affairs in terms of awareness of taxpayers and limitations in operation of Call Centre, 

· The procurement of equipment (Switchboard), 
· Delivery of training for officers working in the Call Centre.
3.4.2.3 Introduction of electronic download and submission of VAT returns (Result 3.3.2.3)
· Analysis of the current state of affairs and the impact in the field of electronic submission of VAT Returns in comparison with the existing system of submission of VAT Returns,
· Assistance with introduction of new e-VAT module and training,
· Procurement and installation of additional module into the existing ALICE VAT Software in cooperation with the IT Sector. 
3.4.2.4. Further EU Acquis alignment of the Law on Indirect Taxation Procedure (“Official 

             Gazette of BiH”, No 89/05), Article 77 (Results 3.3.2.4)
· Provision of assistance regarding the interpretation of Article 77 of the Law on Indirect Taxation Procedure (“Official Gazette of BiH”, No 89/05), 

· Training of VAT inspectors delivered,
3.4.2.5. Further EU Acquis alignment of the Law on Indirect Taxation Procedure (“Official 

             Gazette of BiH”, No 89/05), Article 68 (Results 3.3.2.5)
· Operational Guidelines referring to Article 68 of the Law on Indirect Taxation Procedure drafted and instruction to VAT inspectors provided,  
· Training of VAT inspectors delivered, 
3.4.2.6. Further EU Acquis alignment of the Law on Value Added Tax (“Official Gazette of 
             BiH”, No 09/05), Art 40-43 (Results 3.3.2.6)
· Changes and amendments of Articles 40-43 of the VAT Law pertaining to special construction scheme adopted;
· Specialised training delivered to the ITA staff, 

3.4.3 INFORMATION TECHNOLOGY
3.4.3.1 Quality functioning of Customs and Tax subsystems, Single Account subsystem as well as other subsystems of the ITA integrated IT system (Result 3.3.3.1)
· prepare for modernisation of the hardware infrastructure (servers with bigger memory capacity, communication devices suited to the contemporary demands, etc.),

· give consideration to the requests for introduction of changes in the subsystems following the amendments to the certain laws (enforcement of the Law on Excise Duties, Law on Payments to the Single Account, Law on Changes in the Defined Tariff Items, etc.),

· prepare for modernisation of the General Ledger of BiH Treasury Application in terms of software redesign and current application upgrade,

· provide the communication infrastructure using the proper „Security Police“ determined by the ITA IT Sector enabling secure exchange of information within the ITA as well as out of the ITA towards external clients,

· update and maintain the ITA web page hosted within the ITA network and mail server.
3.4.3.2 Development of the ITA IT Strategy (Result 3.3.3.2)

· Development of the ITA IT Strategy in line towards an EU compatible computerisation/IT Interconnectivity system capable to deal in the long term with TARIC and EU transit systems (NCTS).
3.5 Means/ Input from the MS Partner Administration 

3.5.1 Profile and tasks of the Project Leader
· Long-term civil servant from an EU Member State Administration (Customs or Tax), 
· Good organisational skills,
· At least 3 years working experience in a leading management, 
· Very good command of English (oral and written); 

· Good computer skills,

· Minimum university degree;
Additional assets:

· Knowledge of local language,

· Previous experience in international technical assistance projects or twinning projects.
Tasks:

· Overall coordination of the project,

· Leading the project activities.

3.5.2 Profile and tasks of the RTA
One Resident Twinning Adviser (RTA) over a period of 24 months as well as medium/short term experts will implement the objectives listed in Standard Twinning Project Fiche. 

The RTA has the responsibility to guide the work of the team. The medium/short term experts will work in close cooperation with the RTA and the staff in order to meet the specific objectives as set out in Standard Twining Project Fiche.

The RTA is expected to fill the following:

Profile:

· Minimum 10 years of experience in the Customs or Tax administration field, 

· Be an administrator from public administration of an EU member's state with expertise in Customs or Tax Administration. He/she should have the status of civil/public servant,

· Sound comparative knowledge of relevant EU legislative and institutional, requirements related to the various components of this project, 

· Wide knowledge of related good practice/acquis communautaire, 

· Solid knowledge of legislation, work methods and procedures, 

· Have excellent management, leadership, communication and coordination skills, 

· Proven abilities of manager in forming an appropriate team of short-term experts, 

· Experience in developing bylaws, instructions or guidelines,

· Experience in international twinning/technical assistance projects in the field of customs/tax or experience in developing similar projects implemented in other countries, 

· Good training, public speaking and written communication skills, 

· Excellent computer literacy (Word, Excel, Power Point),

· Excellent command of spoken and written English.

Additional assets:

· Sound background in drafting and/or implementing strategies, policies or regulations, 

· Some relevant working experience in the new Member States and the Western Balkans,

· Good knowledge regarding the situation and the administrative structures from BiH would be a plus, 

· Knowledge of local language.

Tasks:
· Overall supervision of the project implementation and coordination of all activities, as well as management of the project administration;

· Advise on customs/tax standards and practices in EU Member States;

· Coordination of the activities of the team members in line with the agreed work programmes to enable timely completion of project outputs;

· Preparation of project progress reports;

· Permanent contact with the BC Project Leader,
· Liaison with EC Task Manager; 

· Liaison with other relevant projects.

The RTA is expected to ensure, together with the beneficiary administration, the achievement of the purposes listed in 2.1/2.2. In order to meet these purposes, and if fully justified, the RTA may propose alternative and/or complementary project activities and/or outputs to those identified in the section 3.4. 

3.5.1 Profile and tasks of the medium/short-term experts
Terms of Reference for short-term expert(s) will be elaborated by the RTA.

There should be a pool of medium/short-term experts. Their "mix" should be identified by the team leader in the course of designing the delivery of the project. The medium/short term expert(s) will work in close co-operation with the Team-Leader/ RTA and the Beneficiary in order to meet the specific objectives as set out in Standard Twinning Project Fiche. 

The short or medium-term customs experts are expected to have:

· Professional legal/customs background (especially in valuation, origin, post-clearance audit, laboratory, tariff, transit and simplified procedures)

· At least 10 years of experience in a specialised national administration of an EU Member State; 

· Sound knowledge of relevant EU legislative and institutional requirements related to the various components of this project;

· Very good command of English (oral and written);

· Solid training skills and experience in organizing training courses:
· Excellent computer skills (Word, Excel);

· Minimum university degree.

Additional assets:

· Sound communication skills and previous experience of working in multi-disciplinary and multi-national team;

· Sound background in drafting and/or implementing strategies, policies or regulations;

· Some relevant working experience in the new Member States and the Balkans.

· Experience in drafting bylaws, guidance and guidelines,

· Knowledge of local language will be considered as a plus,
· Experience in anti-smuggling or customs investigations,
· Previous experience in customs intelligence,
Tasks: 

· Analysis of the state of affairs in customs areas of key importance to the project, 

· Performing tasks in accordance with elaborated work plan for key customs areas,

· Implementation of specific objectives and activities, 

· Advise on customs standards and practices in EU Member States

· Preparation of bylaws and operational guidance,

· Delivering training to officers and trainers in key customs areas,

· Delivering seminars to customs officers, as well as to economic operators in BiH, 

· Permanent contact with the project coordinator and RTA,

· Reporting on project progress in key customs areas.

The short or medium-term tax experts are expected to have:
· Professional legal/tax background (especially in financial services, construction, tax audit, special schemes, tax returns),

· At least 5 years of experience in a specialised national administration of an EU Member State, 

· Expert from a Tax Administration of EU Member States,

· Sound knowledge of relevant EU tax legislation, 

· Experience in projects of international technical support in the area of tax (finances and construction), or experience from similar projects implemented in other countries,

· Solid training skills and experience in organizing training courses. 

Additional assets:
· Previous experience in international technical assistance projects or twinning projects,
· Some relevant working experience in the new Member States and the Balkans,
· Experience in drafting bylaws, instructions and guidelines,

· Knowledge of local language will be considered as a plus,
· Experience in fight against VAT frauds. 

Tasks: 

· Analysis of the state of affairs in taxation areas of key importance to the project, 

· Performing tasks in accordance with elaborated work plan for key areas,

· Implementation of specific objectives and activities, 

· Advise on tax standards and practices in EU Member States,

· Preparation of bylaws and operational instruction,

· Delivering training to officers and trainers in key areas of taxation,

· Delivering seminars to VAT inspectors, as well as to economic operators in BiH, 

· Permanent contact with the project coordinator and RTA,

· Reporting on project progress in key taxation areas.

The short or medium-term IT experts are expected to have:
· At least 5 years of experience in a specialised national administration of an EU Member State, 

· Expert from a Administration of EU Member States,

· Sound knowledge of relevant EU tax and customs legislation, 

· Experience in projects of international technical support in the area of tax/customs, or experience from similar projects implemented in other countries,

· Solid training skills and experience in organizing training courses. 

Additional assets:
· Previous experience in international technical assistance projects or twinning projects,

· Some relevant working experience in the new Member States and the Balkans,

· Knowledge of current customs and tax related IT systems in Member States,

· Knowledge of local language will be considered as a plus. 

Tasks: 

· Analysis of the state of affairs in IT area of key importance to the project, 

· Performing tasks in accordance with elaborated work plan for key areas,

· Implementation of specific objectives and activities, 

· Advise on IT standards and practices in EU Member States,

· Permanent contact with the project coordinator and RTA,

· Reporting on project progress in key IT areas.

4.
Institutional Framework
The Indirect Taxation Authority (ITA) is a single authority in Bosnia and Herzegovina responsible for enforcement of legal provisions and policy on indirect taxation, as well as for the collection and allocation of indirect taxes revenue. The ITA structure and organisation is defined by the Law on Indirect Taxation System of BiH. The Indirect Taxation Authority is responsible for the collection of all indirect taxes in Bosnia and Herzegovina: value added tax, customs duties, excise duties and road taxes. The ITA keeps the Single account, and all indirect tax based revenues are paid to this account, with the allocation and disbursement of indirect tax based revenues defined in the law on allocation and disbursement of the aforementioned revenues. The Headquarters of Indirect Taxation Authority is in Banja Luka. The field activities are run by four regional centres in: Sarajevo, Banja Luka, Mostar and Tuzla, 30 customs sub-offices and 59 customs posts, out of which 40 are passenger border crossings, 4 airports, 8 railway border crossings, 3 overseas mail offices and 5 free-trade zones. The organizational structure of the Indirect Taxation Authority is the following: five sectors and four departments comprising the Office of the Director with total of cca 2.300 employees.
Only 18 months after its official establishment, the Indirect Taxation Authority entered the final stage of preparations for the introduction of value added tax and commenced with the registration of VAT taxpayers. According to the data provided by entities’ tax administrations 20,000 VAT taxpayers were anticipated, however the Indirect Taxation Authority has currently registered and is maintaining a VAT taxpayer population of over 40,000. Since its establishment, the Indirect Taxation Authority has posted continuous revenue increases. Our priorities are to achieve the high goals set by the process towards future EU integration, such as:

· to accelerate the flow of goods and people while simultaneously intensifying the controls, 

· to enhance the level of security of citizens, to develop cooperation with other national and international institutions aimed at harmonizing the procedures and aligning the legislation with the EU standards, 

· Better exchange of information between other institutions and the successful fight against illicit trafficking and all other types of customs or tax frauds. 

The ITA has a Governing Board established under articles 14 – 20 of the Law on Indirect Taxation System in Bosnia and Herzegovina (BiH) with the following responsibilities:

· Determining policies on indirect taxation for application throughout Bosnia and Herzegovina;

· Advising the Council of Ministers of Bosnia and Herzegovina, as well as the Governments of the Federation, Republika Srpska and the District, on policy and implementation regarding indirect taxes and the resulting implications for public finances, in order to facilitate the preparation of fiscally responsible budgets;   

· Defining the strategic objectives of the Authority and appraising the performance of the Authority against such objectives;

· Approving the budget proposal of the Authority pursuant to Article 13 of this Law; 

· Approving the annual work plan and Book of Rules on Internal Organization prepared by the Director pursuant to Article 8, paragraph 7 of this Law;

· Making decisions in disputed cases on distribution of revenues;

· Any other tasks as provided for by law;

· The Board is responsible for initiating the preparation of legislation and amendments on indirect taxation, including legislation on tax rates and structures, as it deems necessary for the purpose of implementing this Law.

· The Board is responsible for issuing regulations for the implementation of the activities set forth in this Article.

· The Board, on a proposal from the Director, adopts instructions specifying information or documents as official secrets in the operations of the Board and the Authority. In so doing, the Board shall pay due regard to applicable legislation of Bosnia and Herzegovina, as well as applicable legislation of the Federation, Republika Srpska and the District. 

· The ITA is represented by the Director who is responsible for management of the ITA,
· The Director appoints and dismisses operational managers of the ITA, 
Operational line of responsibility extends throughout the headquarters and all the way to the branch office and sub-office and encompasses taxes, customs, law enforcement, business services and information technology.

The outcome of the project will not lead to any changes of the institutional framework.
The organisational structure of the Indirect Taxation Authority (Head Quarters and Regional Centres) is presented down below as follows: 

ITA HQ STRUCTURE ORGANOGRAM


ITA RC STRUCTURE ORGANOGRAM

 SHAPE  \* MERGEFORMAT 



5. Budget
The total budget for this project is 2.5 Million Euros. Total budget for this IPA financed twinning contract is EUR 2,375,000. The national co-financing contribution will be contracted by the beneficiary institution by means of a separate procedure. The costs to be covered from this contribution will be decided on during the work plan preparation phase.
6. Implementation Arrangements
6.1 Implementing Agency responsible for tendering, contracting and accounting:
      Delegation of the European Commission to BiH
Johann Hesse,
Head of Operations Section II
European Commission Delegation to BiH

Skenderija 3a, 71000 Sarajevo, BiH

Tel: ++387 (33) 254706

Fax: ++387 (33) 666037

Email: Johann.Hesse@ec.europa.eu
6.2 Main counterpart in the BC, including contact person and contact details. Also include RTA counterpart and the BC Project leader

Beneficiary Administration: Indirect Taxation Authority of Bosnia and Herzegovina (ITA)

Bana Lazarevića bb, 78000 Banja Luka

Phone: +387 51 335 100 & Fax: +387 51 335 105

Internet: http://www.uino.gov.ba/
Contact person and contact details: 
Ms. Jasna Pavić, ITA Expert Adviser in VAT Sector - Senior Programme Officer

Phone: +387 51 335 353 

Fax: +387 51 335 318

Mob: +387 65 360 002

 E-mail: jasna.pavic@uino.gov.ba

RTA counterpart and the BC Project leader:
Ms. Jasna Pavić, ITA Expert Adviser in VAT Sector

Phone: +387 51 335 353 

Fax: +387 51 335 318

Mob: +387 65 360 002

 E-mail: jasna.pavic@uino.gov.ba
6.2 Contracts

Maximum available budget for twinning contract is (VAT excluded): 2.375 million Euro
6.3
Required contributions of Beneficiary institution (including equipment, offices):

I. Office space: Sufficient office space shall be allocated by the Indirect Taxation Authority to the MS Twinning Partner for the RTA, the Project Assistant(s) and for the short-term experts on mission. Meeting space will be provided when necessary.

II. Logistical support: The project office at the ITA BiH will be furnished with necessary number of telephones and PC’s (with e-mail and internet access). There will be access to photocopying and fax machines. The ITA BiH shall also make available vehicle(s) for the purposes of the project. The operational costs will be covered from the IPA project budget.

7.
Implementation Schedule (indicative)
7.1 Launching of the call for proposals: 

Q4 2009
7.2 Start of project activities:


Q3 2010
7.3 Project completion:



Q3 2012
7.4 Duration of the implementation period: 
24 + 3 months

8.
Sustainability
Developments in previous sections will assist accomplishing the required standards for EU accession in customs and taxation field and will also improve compliance with International standards (standards of World Trade Organisation – WTO, World Customs Organisation – WCO, EU Customs Blueprints, Convention such as Kyoto Revised, Council Directive 2006/112/EC). These are critical steps in accession to the EU and evolvement into a status of a modern Authority responsible for indirect taxation which matches international standards. 

The planned improvements to the Head Quarters will have immediate effect in improving the administrative capacity of the ITA and this will gradually feed through at an operational level. Integrity will be improved within the Authority. The eventual outcome will be a proficient and effective Authority.

Promotion of trade leads to trade facilitation and increased prosperity and revenue yield.  Further inroads will be made to the fight against cross-border and organised crime and corruption.  The Project will bring nearer the goal of EU full membership and compliance with WTO/WCO and Directive 2006/112/EC methodologies.

Implementation of the Project in the Indirect Taxation Authority also is faced with insufficient administrative capacity of the beneficiary.  In order to provide sustainability the Project must provide transfer of skills from the experts employed to the management staff. 

Project must assure that the pre-defined methodology standards should be strictly followed as well as business modelling and testing methodologies.  This supposes that a comprehensive IT strategy is developed and maintained. 

9.
Crosscutting issues
· Equal Opportunity

Equal opportunity principles and practices in ensuring equitable gender participation in the Project will be guaranteed. The project is not gender specific and serves to assist all ITA personnel involved (from high administration to operational service levels).
The overall objective of the Project is to improve the efficiency of all ITA sectors thus enabling creation of conditions for further improvement of the revenue collection efficiency that will, in the end, lead to general progress and system enhancement.

Introduction of modern information techniques and application of the risk analysis system will lead to more efficient functioning of the ITA particularly in the field of customs and tax frauds prevention, as well as other negative trends that affect revenue collection.

The equal opportunity provision and non-discrimination as regards gender participation and minorities will also be complied with.

· Environment 

The project will not have any negative environmental effects. 

· Minorities 

Participation in the project activities will be guaranteed on the basis of equal access regardless of racial or ethnic origin, religion or belief, disability, sex or sexual orientation. 

10. Conditionality and sequencing
The Government will continue to demonstrate commitments to adopt and implement the EU acquis and standards in the field of Customs and Indirect Taxation. Capacity building in the Indirect Taxation Authority requires sustained ownership and strategic commitment from the Government, and investment in terms of resources and expertise. 

The project progress will be supervised by a Steering Committee (SC) which will be chaired by ITA BiH. Members will be invited from other BiH institutions which are involved in the operation of the ITA BiH and a representative of the EC Delegation. It is expected that the SC will meet every 3 months during the project upon submission of draft quarterly progress reports.
The project team will submit the first quarterly report three months after the commencement date. It should include a detailed elaboration of the Background, State of Play of the field that the project relates to, methodology and working plan with open issues if any and including proposals for the deployment of the short-term experts as well as recommendations and critical issues (assumptions and risks). For each SC meeting a short progress report (quarterly reports according to the Twinning Manual) should be prepared, including information on the achieved progress, plan for the coming reporting period, lessons learned, key issues, obstacles, recommendations.

The final report will be submitted not later than one month after the project completion, and should give an overview of the tasks carried out, achieved results, the lessons learned and concrete recommendations for follow-up.

Each report shall consist of a narrative section and a financial section. The financial section must contain details of the time inputs of the experts, of the incidental expenditure and of the provision for expenditure verification. 

Assumptions:

1. Allocation and approval by the ITA Senior Management of sufficient budget to support and implement the ITA long-term strategy.

2. Political will and support to create a capable, successful and sustainable Indirect Taxation Authority of Bosnia and Herzegovina.

Annexes to project Fiche
1. Logical framework matrix in standard format 
2. Contracting and disbursement schedule by quarter for full duration of programme (including disbursement period) 

3. List of relevant Laws and Regulations 

	LOGFRAME PLANNING MATRIX FOR PROJECT FICHE
	Programme Name and Number: Support to further EU Acquis  alignment of the Indirect Taxation Authority of BiH – 

No 2008/20-339
	Twinning Assistance to the ITA

Ref. 2009/xxx-xxx

	
	Contracting Period expires in N+ 1

after the Financing Agreement is concluded
	Disbursement period expires:

N+ 3 years after the Financing Agreement is concluded

	
	
	Total budget : 

€ . 2,500,000.
	IPA Community contribution:

€ 2,375,000

	
	
	

	Overall objective
	Objectively verifiable indicators
	Source of verification

	Modernisation of the Indirect Taxation Authority (ITA) including modernisation of the customs, tax and information systems in line with the EU standards to ensure development of modern customs, tax and information services capable of performing their tasks in line with the law, of ensuring revenue collection at the same time facilitating the legitimate trade. 
	· To meet the conditions set in the Acquis – full alignment of tax regulations, including operational instructions, with the EU acquis and standards by 2013
	· EU country reports on completed monitoring and evaluation,
· Progress Reports delivered by the State Authority of Partner Country in Twinning Project  Evaluation reports,
· Steering Committee Reports 

· ITA Annual Report. 

	Project purpose
	Objectively verifiable indicators
	Sources of verification
	Assumptions

	To support the modernisation of the ITA by further aligning Customs and Tax legislation and procedures with EU acquis and standards and by strengthening the administrative and operational capacity in line with the guidelines to develop a Customs and Tax administration that has capacity to implement and support a trade and investment policy, with the ability to facilitate legitimate trade in consistent manner, whilst implementing the traditional controls in the fight against fraud and in the area of safety and security,
Creation of conditions for improvement of efficient revenue collection.
	· Operational instructions aligned with the EU customs and tax regulations and practice, 

· Increase in confiscation of illegal or dangerous goods in combating organised crime by 3% ,
· Decrease in number of controls in regular customs procedure by 30%,
· Increase in number of approved exporters by 20%,
· Increase in number of users of simplified customs procedures by 30%,
· Improved efficiency in the field of prevention and detection of smuggling of goods, customs and other frauds, 

· Overall border security and cross-border cooperation improved,
· Timely Detection of VAT Fraud,
· Protection of revenue collected by ITA.
	· Reports on the analysis of the operational instructions alignment with the EU customs and tax regulations and practice,
· Progress reports, 

· ITA periodical and annual reports.

	·  Long-term commitment of the ITA to modernisation of the customs and tax system:

· Sustainable human and financial resources assigned to those reforms

· ITA commitment to ensuring proper and unique application of tax regulations and related provisions,
· National and international cooperation with other law enforcement agencies,
· Continuation of positive trends in economic development,
· ITA’s decision on faster pace of development of LE and Customs Sector that shall evolve into a Service that would ensure compliance with national legislation, international legislation and standards of international institutions (WCO, WTO, UN,),
· More efficient cooperation between the Tax and Law Enforcement Sector, particularly in the field of operational implementation of regulations.


	Results
	Objectively verifiable indicators
	Sources of verification
	Assumptions

	3.3.1 CUSTOMS
	
	
	

	3.3.1.1 Customs legislation and  

             procedures harmonised with the   

             EU acquis

	· A decision made as to whether to amend the existing BiH Customs Policy Law or to draft completely new law that will be based on the new Modernised Customs Code of the Community,

· Prepared draft of the amended or new BiH Customs Policy Law until the end of the project,

· Prepared draft of the appropriate amendments to the Implementing Regulations of the BiH Customs Policy Law, 

· The existing operational guidance for customs procedures amended, 

· New operational instruction drafted for customs areas insufficiently covered for the time being,

· Possibility to introduce new simplifications at import and transit established in relation to information system support,

· The manner of carrying out new simplifications defined and appropriate operational instruction prepared, training delivered,

· BiH acceded the Common Transit Convention, 

· Project of establishing NCTS implemented, along with the delivery of appropriate trainings,

· Transit procedure harmonised with the same procedure in the EU,

· ATA carnet implemented,

· Implementing regulations on enforcing customs treatment concerning the protection against infringement of intellectual property passed, training delivered

· Current state of affairs and the need for regulations (legal, by-law, implementing regulations) in the LE Sector analysed, in order to establish a more progressive development of the LE Sector and its organisational units (intelligence, anti-smuggling and investigation) as part of the harmonisation and implementation of activities for the application of EU Acquis Communautaire in the part concerning customs,
· Plan of activities drafting of amendments to legal regulations and by-laws drafted for the purpose of having a more precise work of the LE Sector and its organisational units (it is necessary to have a more precise relation and role in the ITA concerning the Customs Sector; the role in relation to other agencies in BiH; and internationally, as well as operative tasks and powers concerning customs policy). Decisions thereof made in the ITA. 

· Education and study trip to an EU MS completed, in order to draft proposals of regulations in the most qualitative manner,
· By-law on carrying light weapons and ammunition, and manners of conduct drafted and passed,  
· Implementing regulations concerning establishment of mobile field teams and investigation teams for special operations drafted and passed (defined role, composition, expanding powers and tasks, work hours, equipment, and the like), 
	· EU country reports and IMF reports

· World Bank report Doing Business 

· Cross-border trade 

· Reports on the alignment of the customs regulations with the EU regulations before and after the project completion
	· Full commitment of the involved parties

· ITA has the staff for the project implementation

· Cooperation between Customs and LE Sector enhanced


	Results
	Objectively verifiable indicators
	Sources of verification
	Assumptions

	3.3.1 CUSTOMS
	· BiH integrated tariff (TARIC) prepared and harmonised with the EU requirements,

· Electronic support ensured,

· Training in the field of integrated tariff delivered,
· Implementing Regulations adopted for the Customs Sector in order to ensure efficient and appropriate enforcement of customs regulations in the field of IIPR with IT support. 


	· EU country reports

· Reports on the alignment of the customs regulations with the EU regulations before and after the project completion
· Progress reports 

· ITA periodical and annual reports
	· Full commitment of the involved parties

· ITA has the staff for the project implementation

· Cooperation between Customs and LE Sector enhanced

	3.3.1.2  Systematic monitoring of Prohibitions and Limitations at Import and Export of goods

	
	
	

	3.3.1.3 Improved capacity of Customs    Laboratory for specific analysis


	· Analysis of the current state of affairs and needs carried out,

· Work procedures of laboratory analyses defined,

· Customs laboratory carries out minimum 30% analysis of the samples taken,

· Training in procedures in customs laboratory delivered,

· OES spectrometer analyses - Perkin Elmer (Mod Optima 2000) for the metal identification method are being carried out, including identification of lead in oil derivatives,

· FT-IR spectrometer device for analysis of plastic mass (determining monometric unit and copolymer, density determining, determining whether polyethilen is in linear network, etc..)

	· Progress reports 

· ITA periodical and annual reports

· Progress Reports delivered by the State Authority of Partner Country in Twinning Project  Evaluation reports
	· Full commitment of the involved parties

· ITA has the staff for the project implementation



	3.3.1.4 Design and development of 
appropriate Risk Analysis System


	· Organisational unit for risk analysis in ITA established,

· Number of audits in regular customs procedures reduced by minimum 20%,

· Efficiency of audits, and thus their targeting risk shipments and participants in customs procedure, increased by minimum 3%,

· Risk analysis for passenger transport exists,

· Post-clearance audits are carried out with the use of risk analysis model at inspections as it is the standard in EU Member States
· Necessary support provided for the establishing of an overall risk analysis in the ITA which will also include activities of the LE Sector, 
· The LE Sector, through its organisational units, has access to risk analysis system in accordance with its powers and provides necessary assistance for the risk analysis to be a guide for priority controls in customs procedure, for post-clearance audits and operative work concerning LE,
· Education of employees in the field of risk analysis completed. 
	· Progress reports 

· ITA periodical and annual reports

· Progress Reports delivered by the State Authority of Partner Country in Twinning Project  Evaluation reports
	· Full commitment of the involved parties

· ITA has the staff for the project implementation




	Results
	Objectively verifiable indicators
	Sources of verification
	Assumptions

	3.3.1 CUSTOMS
	· Analysis of the current state of affairs carried out,

· Training in book-keeping and finances delivered,

· Decision on the procurement of database electronic tools made,

· Missing guidance for achieving certain audit standards prepared,

· Audits are carried out as overall audits of customs liable persons, and not only according to certain transactions or customs declarations,
· Cooperation between the LE Sector and Customs Sector,

· Drafting procedures and establishing mobile control units and investigation teams for special operations in order to increase overall border safety.
	· EU country reports
· Progress reports 
· ITA periodical and annual reports
· Progress Reports delivered by the State Authority of Partner Country in Twinning Project  Evaluation reports
	· Full commitment of the involved parties

· ITA has the staff for the project implementation



	3.3.1.5 Improvement of Post-clearance Audit

            procedures 


	· 
	· 
	· 

	3.3.2 TAXATION 
	· The adopted legal provisions of the Tax Sector in line with the EU guidelines

· Installed ALICE programme-software that supports registration of the taxpayers, VAT and excise returns entry as well as data entry after auditing the taxpayers

· Increased use of the risk analysis on the occasion of selection for inspection

· Determined criteria for inspection, surveillance and audit in the Control Module 

· Established a risk analysis group

· Provision of assistance and support in drafting proposals for amendments to the regulations for the purpose of more efficient fight against VAT frauds (e.g. Law on VAT, Criminal Law of BiH, etc.)

· Provision of support and additional education in order to increase the number of trained staff as well as more mobile teams and professional officers to conduct investigations in the fight against tax frauds and evasion

· The actions and modus operandi should be specified on establishing uniform cooperation for the purpose of more efficient tax authorities performance as well as more efficient investigation procedures

· Instructions on more efficient investigation procedure in the fight against VAT frauds

· Provision of support for establishment of  better cooperation in the fight against tax frauds and evasion and provision of assistance in fighting against organized crime

· Provision of instructions on and assistance in improving the quality of data exchange in order to further increase the knowledge of the modalities and manifestations of the VAT frauds as well as related fiscal frauds, and to use it for future activities
	· Progress reports
· ITA periodical and annual reports
· Progress Reports delivered by the State Authority of Partner Country in Twinning Project  Evaluation reports
	· Full commitment of the involved parties

· ITA has the staff for the project implementation



	3.3.2.1   Improvement of Risk Analysis System in line with EU acquis 

	· 
	· 
	· 


	Results
	Objectively verifiable indicators
	Sources of verification
	Assumptions

	3.3.2 TAXATION 
	· Purchase of telephone switchboard for „voice mail“ service

· Training of the „Call Centre“ staff
	· Progress Reports delivered by the State Authority of Partner Country in Twinning Project  Evaluation reports
	· Full commitment of the involved parties

· ITA has the staff for the project implementation

	3.3.2.2   Improvement of the taxpayer awareness system  

	· 
	· 
	· 

	3.3.2.3   Introduction of electronic downloading and submission of VAT returns
	· Assessment of current situation and results of the VAT returns electronic download 

· Training of staff for electronic download of VAT returns

· Purchase of additional module for ALICE VAT
	· ITA periodical and annual reports

· Progress Reports delivered by the State Authority of Partner Country in Twinning Project  Evaluation reports
	· Full commitment of the involved parties

· ITA has the staff for the project implementation

	3.3.2.4 Further EU Acquis alignment of the Law on Indirect Taxation  Procedure (“Official Gazette of BiH”, No 89/05), Article 77,
	· Assistance with interpretation of Article 77 Para 2 of the Law on Indirect Taxation Procedure (“Official Gazette of BiH”, No 89/05) in reference to other indirect taxation procedures, 

· Drafting and issuing by-law with regard to Article 77 of the Law on Indirect Taxation Procedure (“Official Gazette of BiH”, No 89/05),
	· ITA periodical and annual reports

· Progress Reports delivered by the State Authority of Partner Country in Twinning Project  Evaluation reports
	· Full commitment of the involved parties

· ITA has the staff for the project implementation


	3.3.2.5. Further EU Acquis  alignment 

of the Law on Indirect Taxation Procedure (“Official Gazette of BiH”, No 89/05), Article 68

	· Assistance with interpretation of Article 68 of the Law on Indirect Taxation Procedure (“Official Gazette of BiH”, No 89/05) in reference to cases when documents can be delivered by registered mail, 

· Drafting operational instruction referring to Article 68 of the Law on Indirect Taxation Procedure in reference to indirect taxation procedures, that defines in detail utilisation of registered mail
	· ITA periodical and annual reports

· Progress Reports delivered by the State Authority of Partner Country in Twinning Project  Evaluation reports
	· Full commitment of the involved parties

· ITA has the staff for the project implementation

	3.3.2.6. Further EU Acquis alignment of the Law on Value Added Tax (“Official Gazette of BiH”, No 09/05), Art. 40-43


	· Changes and amendments of Articles 40-43 of the VAT Law pertaining to special construction scheme in line with the EU MS laws that are using special construction scheme. 

	· ITA periodical and annual reports

· Progress Reports delivered by the State Authority of Partner Country in Twinning Project  Evaluation reports
	· Full commitment of the involved parties

· ITA has the staff for the project implementation


	Results
	Objectively verifiable indicators
	Sources of verification
	Assumptions

	3.3.3 IT 
	· implement all laws applicable to customs and taxes, fully computerised submission and processing of the customs declarations and tax returns, i.e. fully automated data exchange makes customs and tax transactions possible by using the network infrastructure,
· prepare the Single Account to be used by 13 commercial banks and the Central Bank of BiH as well as ensure quality exchange of financial transactions among them,
· provide all relevant institutions with the needed information

· provide the taxpayers with needed services through e-VAT portal (electronic download of tax return and access to the updated financial transactions records of the taxpayers),
· provide for the communication platform within the ITA as well as towards external users by applying the proper security policy. ITA’s full ownership of the LAN and WAN networking the entire territory of BiH.
· The ITA IT Strategy is developed an in line towards an EU compatible computerisation/IT Interconnectivity system by the end of the third month as of starting date of activities.
	· EU country reports and IMF reports

· Reports on the alignment of the customs regulations with the EU regulations before and after the project completion
	· Full commitment to modernisation of IT Sector
· ITA has the insufficient number of staff for the project implementation 
· Cooperation with other National Institutions and EU 



	3.3.3.1 Quality functioning of customs and tax subsystems, Single Account subsystem as well as other subsystems of the ITA integrated IT system:
3.3.3.2 Development of ITA IT Strategy

	· 
	· 
	· 


	Activities
	Means
	Costs
	Assumptions

	3.4.1 CUSTOMS
	
	
	· Full commitment of the involved parties

· ITA has the staff for the project implementation



	3.4.1.1 Customs legislation and procedures harmonised   

             with theEU acquis (Result 3.3.1.1)

· Assessment made as to the deviation between the EU customs blueprints and the existing state of affairs for the relevant customs areas at the beginning and end of the project,
· Assistance in drafting development strategy for the Customs Sector in accordance with the EU guidelines,
· Support to customs staff in drafting the new BiH Customs Policy Law in accordance with the new EU Modernised Customs Code,
· Support to customs staff in drafting the new Implementing Regulation of the BiH Customs Policy Law in accordance with the EU Implementing Regulation,
· Support to customs staff in drafting other customs regulations in accordance with the adequate regulations applied in the EU,
· Support in the preparation of new operational instruction and relevant amendments to the existing ones

· Delivering training in specific areas of customs operations and training the trainers,
· Assistance in acceding the Convention on a Common Transit Procedure and Istanbul Convention on Temporary Importation,
· Assessment made as to deviation between the EU customs blueprints EU customs blueprints in the field of law enforcement and current state of affairs for relevant customs fields and LE Sector-related fields (intelligence, anti-smuggling and investigation) at the beginning and end of the project, 
· Assistance to LE Sector in drafting strategy of the development in accordance with the EU guidelines in the field of customs law enforcement, 

· Assistance and guidelines in drafting proposal of LE Sector regulations which are harmonised with similar regulations in EU MS and Community regulations concerning customs policy and procedures.
	· 
	· 
	· 


	Activities
	Means
	Costs
	Assumptions

	3.4.1 CUSTOMS
	 
	
	· Full commitment of the involved parties

· ITA has the staff for the project implementation



	3.4.1.2 Systematic monitoring of Prohibitions and Limitations at Import and Export of goods (Result 3.3.1.2)

· An assessment of current state of affairs in the field of prohibitions and limitations in terms of systematic monitoring,

· Assistance in developing system or donating the existing module Integrated Tariff – TARIC of systemic solution for BiH, 

· Delivering training to trainers who will cascade knowledge to other customs officers about the use and principle of TARIC application,

· Drafting and assistance in passing implementing regulations and information support for the Customs Sector concerning IIPR,

· Assistance and guidelines in determining the role of the LE Sector concerning IIPR,

· Following the decisions made in the ITA, assistance to be provided in establishing a central IIPR unit, 

· Education provided to the employees concerning IIPR,

· Support and assistance in cooperation in international, regional or national activities of creating policy and laws for the protection of IIPR (Workshop, Benchmarking, conferences, and the like), 

· Guidelines for establishing sustainable cooperation with other LE agencies and courts and more progressive international cooperation concerning prohibitions and limitations, 

· Assistance and guidelines in modernising border crossings, and introduction and utilisation radio and telecommunication equipment, together with the surveillance equipment and search in the customs procedure.
	· 
	· 
	· 

	3.4.1.3 Improved capacity of Customs Laboratory for specific analysis (Result 3.3.1.3)

· Assessment of current state of affairs in the area of Customs Laboratory,

· Assistance in introducing specific methods of analysis,

· Assistance in using specific equipment already in the laboratory,

· Training laboratory employees in order to perform analysis of the samples independently and in a professional manner.
	
	
	


	Activities
	Means
	Costs
	Assumptions

	3.4.1 CUSTOMS
	
	
	· Full commitment of the involved parties

· ITA has the staff for the project implementation



	3.4.1.4 Design and development of appropriate Risk Analysis System (Result 3.3.1.4)

· Assessment of  current state of affairs in the area of risk analysis and selectivity,

· Proposing specific solutions for the enhancement of audits at the stage of customs procedures,

· Assistance, if possible, in developing the electronic profile exchange system between customs outposts and the Headquarters, and thereby creating a database where all detected irregularities would be stored,

· Assistance in specific introduction of risk analysis in the preparatory stage of post-clearance audit,

· Assistance in developing risk analysis system in passenger transportation,

· Guidelines as to how can LE Sector efficiently provide assistance through a risk analysis system for priority controls in customs procedure, for post-clearance audits and operative work concerning LE, 

· Education of employees in the field of risk analysis completed. 
	· 
	· 
	· 

	3.4.1.5 Improvement of Post-clearance Audit procedures (Result 3.3.1.5)

· Assessment of  current state of affairs in the area of post-clearance audits and recommendations for the improvement of the work,

· Assistance in establishing certain equal standards of quality in overall audits of customs liable persons,

· Training the trainers who will teach book-keeping and finances and the use of electronic tools for the audit of database,
· Assistance in defining the manner and a more efficient cooperation and assistance to the LE Sector and Customs Sector – post-clearance audit, in cases of priority controls, and in detecting criminal offences in customs proceedings, as well as in further investigation procedure, 

· Assistance in drafting procedures and establishing mobile control units and investigation teams for special operations in order to increase overall border safety.
	
	
	· Full commitment of the involved parties

· ITA has the staff for the project implementation



	3.4.2 TAXATION 
	
	
	· Full commitment of the involved parties

· ITA has the staff for the project implementation



	3.4.2.1 Improvement of risk analysis system in line with    

EU acquis (Result 3.3.2.1)
· Analysis of the current state of affairs in the field of risk analysis, 

· Proposing new criteria into the existing risk analysis module, 

· IT assistance in introducing new criteria, 

· Introducing E-audit (IDEA, CEDAT...),
· Training of inspectors to control the companies, with the emphasis on financial services and construction sector, .
	· 
	· 
	· 

	3.4.2.2 Improvement of Taxpayer’s Information System

(Result 3.3.2.2)  

· Analysis of the current state of affairs in terms of awareness of taxpayers and limitations in operation of Call Centre, 

· The procurement of equipment (Switchboard), 
· Delivery of training for officers working in the Call Centre
	
	
	· Full commitment of the involved parties

· ITA has the staff for the project implementation



	3.4.2.3 Introduction of electronic download and 
submission of VAT returns (Result 3.3.2.3)  
· Analysis of the current state of affairs and the impact  in the field of electronic submission of VAT Returns in comparison with the existing system of submission of VAT Returns, 

· Assistance with introduction of new e-VAT module and training,

· Procurement and installation of additional module into the existing ALICE VAT Software in cooperation with the IT Sector. 
	
	
	· Full commitment of the involved parties

· ITA has the staff for the project implementation



	3.3.2.4 Further EU Acquis alignment of the Law on Indirect

Taxation  Procedure (“Official Gazette of BiH”, No 89/05),

Article 77, (Result 3.3.2.4)  
· Provision of assistance regarding the interpretation of Article 77 of the Law on Indirect Taxation Procedure (“Official Gazette of BiH”, No 89/05), 

· Training of VAT inspectors delivered,


	
	
	· Full commitment of the involved parties

· ITA has the staff for the project implementation

	3.3.2.5. Further EU Acquis  alignment of the Law on 
Indirect Taxation Procedure (“Official Gazette of BiH”, 
No 89/05), Article 68 (Result 3.3.2.5)  
· Operational Guidelines referring to Article 68 of the Law on Indirect Taxation Procedure drafted and instruction to VAT inspectors provided,  
· Training of VAT inspectors delivered, 
	
	
	· Full commitment of the involved parties

· ITA has the staff for the project implementation

	3.3.2.6. Further EU Acquis  alignment of the Law on VAT 
(“Official Gazette of BiH”, No 09/05), Art. 40-43
(Result 3.3.2.6)  
· Changes and amendments of Articles 40-43 of the VAT Law pertaining to special construction scheme adopted;
· Specialised training delivered to the ITA staff, 


	
	
	· Full commitment of the involved parties

· ITA has the staff for the project implementation




	Activities
	Means
	Costs
	Assumptions

	3.4.3 INFORMATION TECHNOLOGY 
	
	
	

	3.4.3.1 Quality functioning of customs and tax subsystems, Single Account subsystem as well as other subsystems of the ITA integrated IT system:
· prepare for modernisation of the hardware infrastructure (servers with bigger memory capacity, communication devices suited to the contemporary demands, etc.),
· give consideration to the requests for introduction of changes in the subsystems following the amendments to the certain laws (enforcement of the Law on Excise Duties, Law on Payments to the Single Account, Law on Changes in the Defined Tariff Items, etc.),
· prepare for modernization of the General Ledger of BiH Treasury Application in terms of software redesign and current application upgrade,
· provide the communication infrastructure using the proper „Security Police“ determined by the ITA IT Sector enabling secure exchange of information within the ITA as well as out of the ITA towards external clients,
· update and maintain the ITA web page hosted within the ITA network and mail server.
3.4.3.2. Development of ITA IT Strategy

· to develop the ITA IT Strategy in line towards an EU compatible computerization/IT Interconnectivity system capable to deal in the long term with TARIC and EU transit system (NCTS).
	· 
	· 
	· 


Preconditions: The government will continue to demonstrate commitments to adopt and implement the EU acquis and standards in the field of Customs, Tax and IT.

- The beneficiary fully committed to implement project which specifically means it appoints adequate qualified staff (including translators) to participate in the project implementation (including all training sessions) as well as allocates appropriate working space and facilities. 

- The Government/beneficiary complies with co-financing requirement for implementation of IPA programme.

ANNEX II:
amounts (in €) Contracted and disbursed by quarter for the project
	Contracted
	Q1 2009
	Q2 2009
	Q3 2009
	Q4 2009
	Q1 2010
	Q2 2010
	Q3 2010
	Q4 2010
	Q1 2011
	Q2 2011
	Q3 2011
	Q4 2011

	Contract 1
	
	
	2,375,000
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	Cumulated
	
	
	2,375,000
	
	
	
	
	
	
	
	
	

	Disbursed
	Q1 2009
	Q2 2009
	Q3 2009
	Q4 2009
	Q1 2010
	Q2 2010
	Q3 2010
	Q4 2010
	Q1 2011
	Q2 2011
	Q3 2011
	Q42011

	Contract 1
	
	
	950,000
	
	395,500
	
	396,000
	
	396,000
	
	237,500
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	Cumulated
	
	
	950,000
	
	1,345,500
	
	1,741,500
	
	2,137,500
	
	2,375,000
	


ANNEX III. 
Reference to laws, regulations and strategic documents

-Laws-

· Law on Indirect Taxation System in Bosnia and Herzegovina (“Official Gazette of BiH”, No 44/03 & 52/04), 

· Law on Payments into the Single Account and Distribution of Revenues (“Official Gazette of BiH”, No 55/04),

· Law on Indirect Taxation Authority (“Official Gazette of BiH”, No 89/05), 

· Law on Indirect Taxation Procedure (“Official Gazette of BiH”, No 89/05), 

· Law on Enforced Collection (“Official Gazette of BiH”, No 89/05),

· Law on Custom Policy (“Official Gazette of BiH”, No 57/04),
· Law on Changes and Amendments to the Law on Custom Policy (“Official Gazette of BiH”, No 51/06),
· Law on Customs Offences (“Official Gazette of BiH”, No 88/05),

· Law on Customs Tariff of B&H (“Official Gazette of BiH”, No 58/04 & 11/05),

· Law on Value Added Tax (“Official Gazette of BiH”, No 09/05),
· Law on Changes and Amendments to the Law on Value Added Tax (“Official Gazette of BiH”, No 35/05),
· Law on Amendments to the Law on Value Added Tax (“Official Gazette of BiH”, No 100/08),
· Law on Excise Duties (“Official Gazette of BiH”, No 49/09),
· Law on IIPR (“Official Gazette of BiH”, No 03/02).
-Regulations-

· Book of Rules on the Implementation of the Law on Value Added Tax ("The Official Gazette of B&H", no. 93/05), 

· Book of Rules on Amendments to the Book of Rules on the Implementation of the Law on Value Added Tax ("The Official Gazette of B&H", no. 21/06), 

· Book of Rules on Amendments to the Book of Rules on the Implementation of the Law on Value Added Tax ("The Official Gazette of B&H", no. 60/06), 

· Book of Rules on Amendments to the Book of Rules on the Implementation of the Law on Value Added Tax ("The Official Gazette of B&H", no. 06/07), 

· Book of Rules on Supplements to the Book of Rules on the Implementation of the Law on Value Added Tax ("The Official Gazette of B&H", no. 100/07), 

· Book of Rules on Supplements to the Book of Rules on the Implementation of the Law on Value Added Tax ("The Official Gazette of B&H", no. 35/08),

·  Book of Rules on Registration and Entry into Single Taxpayers’ Registry ("The Official Gazette of B&H", no. 28/07),

· Book of Rules on Indirect Taxes Control ("The Official Gazette of B&H", no. 78/07),

· Decision on Implementing Regulations to the BiH Customs Policy Law ("The Official Gazette of B&H", no. 63a/04),

· Decision on Changes and Amendments to the Decision on Implementing Regulations to the BiH Customs Policy Law ("The Official Gazette of B&H", no. 60/06),

· Book of Rules on Powers and Authorised Officials of the ITA ("The Official Gazette of B&H", no. 98/06),

· Criminal Code of BiH ("The Official Gazette of B&H", no. 03/03),

· Criminal Procedure Code of BiH ("The Official Gazette of B&H", no. 03/03).
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�	  Bosnia and Herzegovina 2008 Progress Report, page 36.


� EP, OJ L80, 19.03.2008., Council Decision on the principles, priorities and conditions contained in the European Partnership with BiH and replacing Decision 2006/55/EC;


� SAA, page 98, Chapter VIII, article 97, 98;


� MIPD 2008-2010, Chapter 3.3.1.3, Page 21;


� Action Plan for Realisation of the European Partnership Priorities, chapter Internal Market, area Customs and taxation, page 71-78
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