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GRAFTS REIGN SUPREME IN IMPORT
TRADE

Nexus of traders, politicians, taxmen abusing PSI system to
gobble up at least Tk 1,000cr revenue a year

The system for pre-shipment inspection (PSI) of imports has become riddled with
corruption, and plagued by tax dodging and money laundering, depriving the
country of huge amounts of revenue, reveals an investigation by The Daily Star.

Behind the large scale corruption is a nexus of some businessmen, politicians,
taxmen and PSI staff who have plundered government revenues since the
system was made mandatory in 2000.

The exact amount the scams have cost the country is difficult to know, but
businessmen and revenue experts believe the sum is well in excess of 1,000
crore taka a year.

Now the National Board of Revenue (NBR) has been forced to act, cancelling the
License of one PSI company and launching Probes into the activities of others

“NBR will go tor instant actions, if it finds any PSI company involved in
irregularities," NBR chairman Muhammad Abdul Mazid told The Daily star.
“Though we have cancelled license of one company, but none of the three others
is innocent.”

The PSI system system was introduced to help the National Board of Revenue
(NBR) generate revenue by minimising corruption in customs and ending hassle
for importers in clearing goods. However it is now being abused at will, and
swamped by phoney declarations, under or over invoicing, false inspections and
fraudulent certification of consignments.

"Name whatever latest weapon or Luxury item you want, it can be smuggled in as
any lagal item. Let's not bother about the duty!" says a top player in the syndicate
that controls much of the PSI business with a laugh.

Inthe course of investigation, The Daily Star came to know aboutnumerousabuses:

Rolls Royce without doors was imported as non-usable vehicle to dodge hefty
taxes. The doors arrived in different container, and the super luxury vehicle was
seen on the Dhaka roads complete with snugly fitting dorrs. In another case, an
exclusive Mercedes Benz was landed at Chittahong port and declared as scrap
although it was in pristine condition.
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When checked another consignment duty-free computers became heavy, duty
sophisticated photocopier machines. Containers of tennis balls turned into
containers of contraband B&H cigarettes at the Inland Container Depot (ICD) in
Kamlapur, while hugely expensive Hummer SUV vehicles were shown at least
two times cheaper on the government's tax sheet than their actual value. VCDs
became cigarettes after import. And there are plenty more skeletons to be found
out in the NBR-customs closet.

The investigation of the taskforces as well as the Anti-Corruption Commission
could not yet reveal much as the corruption web is very complicated and money-
laundering network works efficiently all over the globe in the form of hundi-the
age-old underworld money transfer system.

With a grim face, the country's first-ever Tax Ombudsman, Khairuzzaman
Chowdhury confirmed the untold tale of smuggling and money laundering. "What
has come out so far is just the tip of a corruption iceberg. Possibly, we may never
get to the bottom of it", he said.

The massive corruption went on mostly unnoticed for years until the taskforces
cracked down on the Chittagong port early last year. In March, the sheer scale of
abuse forced the NBR to cancel the license of PSI company Cotecna Inspection
SA.

It is not the first time Cotecna has run into problems with the NBR, which has
already issued several warnings to the company and dealt out several crore taka
worth of fines following probes into the Swiss group's operations. Indeed the
National Coordination Committee against Grievous Offences asked the Central
Intelligence Cell of NBR to take lagal action against Cotecna for its alleged illegal
activities back in December last year.

However, the stern action of today mocked NBR's decision to award about 50
percent import areas to a relatively inexperienced company like Cotecna that has
no offices in many of the main cities in countries of the blocks assigned to it- a
major qualification for the PSI job.

NBR turned to the PSI system against a backdrop of massive corruption and
harassment by a significant section of customs people, but its major move failed
to live up to expectation as irregularities started with awarding of first license to 3
companies, dividing countries of import in 3 blocks.

The mandatory PSI system started off on the wrong foot with then prime minister
Sheikh Hasina bending the first PSI order using her 'inherent power' to award
license to the Intertek Testing Service (ITS) International Limited in 2000 after
Griffith pulled out of Block A which includes China, Hong Kong and 45 European
countries.
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Without considering option for close tender of re-tender after the pullout, NBR
offered the job to ITS, the highest bidder in the block, initially for 3 years at a
service charge rate 0.14 percent higher than the lowest bid of 0.45 percent after
the Prime Minister's Office (PMO) office weighed in brushing aside opinions of
finance and law ministries.

The government charges 1 percent of value from importers, a portion of which,
fixed during tender, it shares with PS| companies for their service. The combined
earnings by PS| companies should be around TK 250 crore a year, 80 percent of
which they are allowed to remit.

Then NBR chairman Abdul Muyeed Chowdhury in his note stated that the prime
minister ordered 'to award three blocks to three companies for the sake of public
interest and to protect revenue interest.

But the ACC is now examining the low pricing in the Its contract through which
the country allegedly missed out on over TK 100 crore in revenue in five and
half years of the deal. Buoyed by taskforce finds and ACC initiative, NBR, after
all these years on April 10, issued internatinal note to collect information on how
much ITS earned in service charges during the period from 2000-2005.

All most all the PSI companies, number of which was increased to 4 after import
regions were divided in 5 blocks for the second tender in 2005, had their share of
controversial contract and poor performance.

Griffith ended up with series of poor performances so much so that on expiry
of its 3-year contarct the block was offered to ITS, which contracted out India
portion to Societe General de Surveillance (SGS). Interestingly, the change in
blocks took place without tender procedure.

Though contarct awarding evaluation committee was to check technical and
financial qualifications of bidders, a small group of unscurpulous businessmen
with political clouts found no problem in influencing the government machinery
and policy-making circle through brokers. And when appointed the company
started to return the favour to its backers. Insiders of the PSI sector told of
numerous stories, detailing how Hawa Bhaban stalwarts cashed in on the favour
returned by a certain PSI company during BNP-led coalition rule.

"Did we check history of PSI companies before appointment? We considered
lobbying before awarding license," remarked prominent economist Professor
Muzaffer Ahmad. "Companies that got license in our country have obtained
through some linkages. Some got it through money and some through political
linkage."

BAZR'T IIFRNE FFTH ST FeTT ses |



Declined to be named, a leading PSI executive meanwhile refused to accept the
allegation that all PSI companies are graft-ridden. " The allegation of irregularities
and corruption in imports were there against customs even before the PSI system
was made mandatory," he argued. " And it's for sure the PSI companies helped
increase government revenue significantly in last eight years. There could be
some mistakes in the process. But there is provision for punitive action for that."
Genuine businessmen reap the benefits of the PSI system but unscrupulous
political businessmen and their partners in crime-a section of PSI, NBR and
customs officials--- manipulate the system to dodge taxes and siphon off maney
abroad with the help of hundi players.

Dishonest importers always have documents of their choices, certified duly by
related PS| companies, which are obligated to carry out 100 percent inspection
of goods in addition to its valuation and classification job.

"l believe the PSI companies are not involved with this corruption, but some of
their greedy employees are for sure getting a fair share of the graft," said a top
tax official, wishing not to be named.

According to taskforce investigations, many of our politicians, businessmen
and even sidekicks of lawmakers amassed staggering wealth or bought lavish
properties abroad, thanks to the PSI system manipulation and hundi. Our financial
system could only see legal cash transaction as documented on invoices but the
hundi networks work behind the scene to complete bulk of the money transfers
involved with the imports. The caretaker government is now in touch with a few
countries to bring back the money laundered by some detained graft suspects.
Portion of export proceeds and remittance never enter the country after being
routed into to different destinations by hundi network, confide players in the
unholy league. Million of dollars can be transferred to anywhere in the world or
brought in local currencies, and it will take only few minutes for hundi network to
get the job done.

Meanwhile, traders can also manipulate a provision that allows importers to
directly bring in goods for customs inspection, not the PSI, and get away with
fines, exploiting the corrupt system.

The corruption syndicate and many of its kingpins slipped into background when
the taskforces unearthed some cases of curruption through the PS| system. A PSI
broker earned so much success in winning appontment that he was nicknmed Mr
PSl in the circle. Mr PSI, who thrived on his links with both AL-BNP governments
and NBR, went into hiding for months after taskforces and NBR moved to probe
the questionable ITS contract during the AL rule.
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The caretaker government has so far made some progresses in a few isolated
corruption cases, feel PSI specialists, adding that it is far from tracking down the
syndicated graft network, which is gobbling up country's economy and capable
of creating price disorder in the import based market.

Sources in the joint forces alleged that the syndicated graft network manipulated
the market prices to cause commotion among people after the government came
down hard on the racket.

The PSI companies play a dominating role in poor economies and are capable
of causing embarrassment to governments. They have histories of becoming
partners in corruption with government top brasses in African and third world
countries.

Figures like former Pakistan prime minister Benazir Bhutto and her spouse Asif
Ali Zardari hogged the world headlines in 2003, when a Swiss court indicted tham
for receiving kickbacks from SGS and Cotecna. And if investigated extensively
and without any influence, a lot of high-profile names from Bangladesh will also
hit world headlines, say anti-graft investigators.
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HUMMER HUMS GRAFT GALORE IN
IMPORTS

Crackdown of joint forces on high-profile graft suspects
opens up Pandora’s Box

Few sports utility vehicles attract as much as attention rolling down the road as
the Hummer. With its robust shape, iconic look and US military Humvee-inspired
styling, the Hummer SUV stands out like a sweaty heavyweight prizefighter.
The Humvee was used in US’s Operation Desert Storm in Iraq,but the vehicle
jumped in popularity after macho Hollywood actor and California governor Arnold
Schwarzenegger had one converted for civilean use. And, it was Ellen Bhutto,
a former BNP law-maker from Jhalakathi, who introduced the prized vehicle to
Bangladesh using her MP privilege of duty-free import.It didn’t take long bedore
a few influentials became eager to match Ellin on the street despite the fact that
Hummer looked rather odd on the crammed streets of Dhaka. so,six more awe-
inspiring Hummer SUVs arrived, captured the imaginaton of passers-by and left
the country’s customs department on the trail of about Tk. 7.40 crore of alleged
duty dodging by the importer, Auto Museum Ltd.

Like many other instances of glaring grafts involving imports, it took a cocktail of
four elements. The greed of the importer, the endorsement of a pre-shipment
inspection (PSI) company, the help of the exporter, and the convenient ignorance
of the National Board of Revenue (NBR) and its customs wing.

But when the scam was exposed, NBR came down hard on one element—
the PSI company in question. The board washed its hand of the corruption
by canceling the license of Cotecna inspection SA for numerous irregularities
including the Hummer scam, letting related customs people off the hook and
allowing the importer to keep penalty at bay.

The irregularities were detected along with many others once the military-
backed government came into power last year, with its National Coordination
Committee (NCC) against Grievous Offences launching a crackdown on high
profile corruption suspects in February,

Owned mostly by political families and purchased largely through illegal income,
a fleet of exotic SUVs turned a lot of heads on the Dhaka streets during the
last few months of the BNP-led alliance rule. But all those exclusive vehicles
suddenly disappeared from streets, and owners openly disowned their once
proud possessions amid anti-graft drive by taskforces under NCC.
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Joint forces picked up the lead from an abandoned Hummer H3 SUV, the smallest
of the three models introduced by the US automaker General Motors in 2006,
inside an under-construction Kakrail house. NBR was asked to probe the matter
as startling finds started to come out after initial investigation.

NBR noticed a gulf of difference between purchase and sale prices after carrying
out some intelligence works on Auto Museum, whose import of 6 Hummer
vehicles also included a H2 model that offered something a bit more practical
than the designed-for- military-use H1.

Auto Museum stated the new SUVs were imported from Thailand, declaring
value of Hummer H3 $ 18,500 and Hummer H2 $ 31,000, Formed on July 19
last year, the five-member NBR probe committee, led by a first secretary, Dr
Md Khairuzzaman Majumder, went through all documents certified duly by
Cotencna, realising that it was a plain case of gross under-invoicing of Hummer
to evade customs duty.

Under-invoicing or over-invoicing of products is a common fraudulent practise to
dodge customs charges or siphon off money aboroad. Exporters see no harm to
entertain importers as they get actual payment or refund excess prices through
money-laundering tool,

The probe got a new twist when the Square Toiletries Limited sub-mitted import
documents of a new Hummer H2 from the Uk, stating its price four times higher
at $1,20,987 (GBP 60,586) than Auto Musuem’s. The PSI company this time was
bureau Veritas Bangladesh Ltd. and the import was initially considered as a case
of over-invoicing to siphon off money abroad.

Puzzled, NBR finally tried to know about the actual price by asking two other
PSI companies-Intertek Testing Service ( ITS) Internationl Limited and Societe
General de Surveillance (SGS) for counter price and by doing the simplest job of
checking the website of General Motors,

Having analysed the information on prices, the probe body concluded that the
approximate unit price, including costs of freight and conversion from right-to-
left- hand drive, of Hummer H3 should be $ 35,215 and H2 $ 62,895,

Cotecna, which was warned several times in the past for widespread irregularities,
stuck to its pricing, certification and inspection. But sensing NBR determination
this time, it changed its story, claiming it was unaware of the fact that vehicles
were ‘new but damaged, ‘ But its bid to clutch at a straw in defence of low pricing
was rejected by NBR.

“As per import policy 2003-2006, used or damaged cars are only importable
from the country of origin (US) and not from any other country (Thailand,” stated
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NBR in its reply, slapping Cotenca with a fine of Tk 7.40 crore after canceling
its license But Dermot A. Jennings, general manager of Cotecna, told The Daily
Star, “Those six Hummer vehicles were the first of their kind to have been
imported in the country. We as the PSI agent, accepted the declared price under
the transaction value system. That is the rule. The NBR or anybody else has not
said anything to the contrary.”

The cars were new as per definition but were damaged and repaired and
consquently the valuation had to reflect that fact, he argued, adding that NBR
remained silent to their offer to facilitate its verifying the truth by visiting the
countries concerned, at Cotecna’s expense.

Cotecna, however, challenged the heftly fine in the court.

NBR, meanwhile, found no way but to accept the apparent over-pricing by the
Square Toiletries, which claimed that it bought the new Hummer H2 at a higher
price from the Uk as there was a restriction then in the US on the sale of new
vehicles. Besides, the price also involved extra fittings and accessories, the
importer argued in an NBR hearing. Unable to verify the claim, NBR eventually
settled the matter accepting arguments of Square and Bureau Veritas.

Curiously though, four out of five-member probe committee were from customs.
And the com-mittee found no reason to hold responsible the customs authorities,
which allowed Auto Museum to get away with grossly manipulated under-invoiced
Hummer vehicles.

PSI companies concerned are to provide Clean Reports of Findings (CRF)
certifying prices, quantity, description, HS (harmonised system) Code and
importability of goods, pointed out the probe body in its report, adding that
customs authorities only can investigate CRF-cerfified prices if instance of higher
price is there or if valuation appears suspicious.

“As the vehicles were absolutely new in Bangladeh, there was idea about prices..
there was no chance to suspect,” the probe report stated in support of related
customs people.

As logistics required for investigation (e. g. internet based search) in such cases
are not available at appraiser / principal appraiser level, it wound not be logical to
hold anyone responsible, it added.

But many in the sector fund this excuse hard to accept. Customs people should
have been cautious or suspicious about prices as the vehicles were very new
to Bangladesh, they argued. “The price information was just a few clicks away
on the website of General Motors for all the people in the world, “quipped a PSI
specialist from the rival camp of Cotecna.
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Corruption by customs is no new issue and the PS| system has been introduced to
curb grafts by customs. A recent follow-up study of the Transparency International
Bangladesh stated” corruption has assumed an institutional shape in Chittagong
Port Authority and the Customs... The rules of law and accountability have been
almost non-existent here.” Business people still claim bribes have to be paid at
least 30 spots for releasing a consignment from the customs and the port. “| am
not surprised at all why customs has never got rid of corruption as departmental
inquiries have always found corrupt staff innocent, ” says a leading importer,
wishing not to be named.

The probe commitee, meanwhile, asked the Customs House (Import), Chittagong
to take legal steps for realising evaded duty from Auto Museum and for penalising
the company over false declaration. Customs surces in Chittagong said the
importer, who in its August 29 letter last year insisted that the declared price was
true, is skipping customs hearing under different excuses, let alone paying the

penalty.

But when contacted, Auto Museum refuted the customs version, claiming that it
submitted its version in written and its officials also attended hearings in person.
“"We did nothing to violate the import policy of the government, Auto Museum
authorities told The Daily Star. "So, we requested the customs to drop charges
against us.” The matter is however yet to be settled.

The Auto Museum authorities also binned the NBR claim of about Tk. 7.cr
duty-dodging, saying it would not exceed TK. 2 crore even as per the customs
assessment.

As per the investigation, it could be known that at least 15 Hummer vehicles were
imported so far, of which at least seven vehicles were duty paid.

According to sources, Auto Musem already sold five out of six Hummers SUVs
to Bashundhara Group, Sagufta NM Housing Ltd, Narayangang-based industry
Knit Concern, STS (pvt) Ltd (as confirmed by Ascent Group MD syed Maher
Murshed) and a Chittagong businessman.

Rest of the vehicles were imported through duty—free privillege of lawmakers
and industries at Export Processing Zones.

According to investgators, the government lost around Tk 211 crore in taxes as
at least 303 cars were imported by the lawmakers of the eighth parliament under
the duty-free privillege. And around 200 lawmakers did not even import cars
but sold their permits to car importers as soon as they got those, prompting the
caretaker government to cancel the privilege in April Ist year.
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Taskforce and police sources said three Hummer vehicles were seized during
anti-graft drive. Vehicles of ex-BNP lawmaker Harunur Rashid and businessman
Shoaib Akhter Nizam was seized over illegal sale after import. But Shoaib later
got back his Hummer, which was seized under the suspicion that it was duty-free
purchase. Meanwhile, a blackcoloured Hummer vehicle that was left abadoned
in Kakrail was learned to imported by Abdul Alim, another former BNP MP from
joypurhat. Police said Alim sold the vehicle to a businessman Mohammad Ali.

Former lawmaker and Islami Oikya Jote Leader Mufti Shahidul Islam and ex-BNP
Mp from Savar Dewan Mohammad Slahuddin are among others who imported
duty-free Hummer vehicle. Most of the privilleged purchases are learnt to have
been sold to other,

Hummer is just one case of under-valuation to dodge customs duty. There are
thousand other mind-blowing instances of corruption, Rolls Royce, Mercedes
Benz, sophisticated photocopier, contraband cigarettes, electronic goods,
duty-free industrial machinery and what not landed in Bangladesh under false
declaration or through price-manipulation. And each story of grafts turned few
people filthy rich overnight, depriving the government coffer.
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GRAFT GOES INSTITUTIONAL AMID

LAX NBR WATCH
The Import Scandal

Rampant corruption in the control of imports became institutinalised as the bodies
charged with monitoring trade, the National Board of Revenue (NBR) and customs,
became partners in the crime, an investigation by the Daily Star can canreveal.

Either through direct involvement or by turning a blind eye to the illegal actions
of their colleagues, taxmen and customs officials joined the circle of some
businessmen, politicians, and employees of pre-shipment inspection (PSI) firms
who manipulated the system at will to enrich themselves at the country’s cost.
And despite the recent clampdown on corruption the country is still missing out
on over Tk 1,000 crore in revenue a year as the PSI Companies continue to allow
phoney declarations, under or over invoicing, false inspection and certification of
consignments, say business observers and revenue experts.

The banks also have their share in the crime, as they do not effectively deliver their
responsibilities entrusted by the central bank to help contain price-manipulation on
commodities at the initial level. "The L/C (letter of credit) opening banks can easily
do the market-price checking on commodities in consultation with the overseas
banks of the suppliers", former NBR chief and Tax Ombudsman Khairuzzaman
Chowdhury totd The Daily Star.

Had the L/C opening banks strictly followed the Bangladesh Bank’s guidelines
for foreign exchange transactions properly, the paractices of under-invoicing to
dodge customs duty and over-invoicing to do money laundering would have gone
down dramatically, he said. Related officials of all banks should check pricing on
commodities including the credit rating of overseas suppliers, but the abun-dance
of irrgularities only shows banks are not strictly following the guidelines of the
central bank, he observed.

Chairman of Krishi Bank Khondkar Ibrahim Khaled, also a former deputy governor
of the Bangladesh Bank, thinks banks are supposed not to be a partner in money
laundering, But he said, " Banks are responsible to compare commodity prices on
L/C with those in the market. If there is significant difference between declared
prices and market prices, then responsibilities lie with banks concerned.”

But the ultimate responsibility to turn all these resources into strength against
irregularities boils down to NBR, which is also blamed for not ensuring strict PSI
rules for qualification of companies.
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Thanks to political interference and syndicated lobbying, some crucial provisions
in the PSI rules were allegedly relaxed or made tough on several occasions in an
effort to influence qualification of some companies with poor records.

The Internal Resources Division is responsible for the PSI rules, secretary of
which is also chairman of NBR.

However, some NBR top shots stopped short of accepting their failure in having
effective measures to combat the corruption flourished around imports. They
watched how devils in NBR and customs join hands with the corruption network
to plunder the economy by manoeuvring the PSI system, which was introduced
in 2000 against a backdrop of widespread corruption by strong band of customs
staff.

"Corruption has assumed an institutional shape in the Chittagong Port Authority
and the Customs.... The rule of law and accountability have been almost non-
existent here,” laments a recent follow-up study by Transparency International
Bangladesh on Chittagong port, through which 80 percent of the countrys’
import-export takes place.

Instances of open bribery and PSI irregularities have declined to some extent
and the speed at which containers are handled has increased sharply following
the taskforce clampdown last year on Chittagong port. However business people
still claim bribes have to be paid in at least 30 spots for releasing a consignment
from the customs and the port.

"Transaction of bribery are still continuing through agents outside the port
and customs offices," states the TIB report, adding that "The credibility and
performance of the PSI organisation have been put in question due to detection
of large numbers of false declaration from among the on-the-spot checks carried
out on only 5-6 percent of items."

The customs wing of NBR randomly checks only 10 precent of the PSl-inspected
consignments. This is done manually and without any help from modern
equipment, let alone sophisticated scanners being used at a majority of ports in
the world.

"You can easily guess what a corruption network can do manipulating just a
portion of the remaining 90 percent unchecked consingments, bribing people in
right places,” said a taskforce member involved with a mission to get the Ctg port
back on track.

The age-old corruption in the sector is deep-rooted and enjoys the blessings of
influential people in government and politics, a reality that discourages even the
most honest and efficient NBR officals from acting against the syndicate or their
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corrupt colleagues. Despite years of abuse, the most of punishments handed out
so far to a corrupt NBR staff are transfers or suspensions. The blatant display of
grafts put NBR and customs in a very embarrassing situation, with a few corrupt
officials dominating the PSI matters under different regional banners like Barisal,
Comilla, North Bengal and Sylhet groups. Tasked with managing crucial taxmen,
some PSI officials used their home district connections to engineer groupings in
NBR.

Some PSI| companies know well how to play this game in Banlgadesh. On a
certain day of every month, the corrupt officials in NBR and customs used to
receive envelopes from employees of some pSI companies filled with takas usally
amounting to between 50,000 and one lakh, confided PSI bigwigs, wishing not
to be namaed. The envelopes ensured the smooth passage of worngly declared
or invoiced imports.

Retired NBR bigwigs are as valuable as ones still in service and some PSI
companies waste no time hiring them as high-salaried consultants to hold clouts
in government machinery.

The Anti-Corruption Commission placed former NBR top-shot ATM Sarwar
Hossain, himself in the thick of PSI things for being the all —powerful member
of customs, on its list of high profile graft suspects last year, Now on the run,
Sarwar was jailed for 8 years in tax evasion case on September 20 last year and
for 13 years over illegal wealth on May 15 this year by special anti-graft courts.
While directly not denying grafts by his staff. NBR Chairman Muhammad Abdul
Mazid told The Daily Star, “"We're taking disciplinary actions almost every day.
NBR will not tolerate any irregularities, not anymore.”

Business observers and anti-corruption campaigners meanwhile feel the
government must recruit efficient manpower sufficiently. address weaknesses in
screening system and make sure a transparent PSI| arrangement is established
to rein back the train of corruption.

"Customs people at appraiser level work mannually without computers or internet
facilities. How can they crosscheck valuation of different imported goods on the
net and cope with the demanding job of policing?” said a top customs official,
who is critical of the slow-paced automation process in NBR.

Renowned economist and staunch campaigner against corruption Professor
Muzaffer Ahmad said the guardian of country’s revenue is equipped with poor
logistics to commbat corruption. “The area of customs intelligence has to be
really strong,” he said, adding that, "If there is intelligence work, they will have the
pre-history of exporter and importer. It will help them do the gate-keeping well."
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Despite all these constraints, there have been occasions when NBR has
attempted to punish offenders, but such moves have as often as not been
always shot down by Litigation. The number of writ petitions in the High Court
and appeal cases in the Appellate Division has spiralled due to the detection of
false declarations arising from non-transparent and weak PSI arrangements.

Importers file cases with or with our valid grounds when the customs raises any
objection against the release of any consignment. "Most of the cases are lodged
by debating the certified prices fixed by the pre-shipment company," stated TIB
research, adding that, the number of such cases climbed to 10,033 till February
last year, blocking revenues of nearly Tk 1,233 till February last year, blocking
revenues of nearly Tk 1,233 Crore. The PSI companies could afford to be non-
transparent in their activities due to the lack of a PSI audit, Two attempts to
set up such a body failed because of litigation and poor response to tenders.
As a result, the PSI companies could avoid monthly screening by an audit
organization. NBR however has taken a fresh initiative for a third try at PSI audit.
Tax Ombudsman Khairuzzaman Chowdhury, meanwhile, said NBR is just not
equipped technologically and financially to fight corruption of this level.

Computerisation of NBR apart, he suggests a major strengthening of the valuation
department, which is responsible for crosschecking under and over invoicing.

“The valuation department should be given enough authority and funds to carry
our intelligence works on commodity prices across the world,” said Khairuzzaman.
"If that can be done, then price manipulation will go down remarkably.”

NBR Chairman Abdul Mazid said the NBR is in the process of strengthening the
valuation department, "We've subscribed to an online wire service package on
commodity prices. Automation of the department is also going on smoothly. So,
we will be in a better position to man irregularities."

But many observers and business leaders refuse to subscribe to the idea that
corruption in imports will be laid to rest if PSI system manipulation is checked.
Rather, they feel the structured corruption in customs has to be broken down first
in order to contain grafts by PSI companies and importers.

Prof Muzaffer put the onus on the leadership to uproot graft in the institution.
"Corruption can filter through every system, But Leadership has to act to ensure
a system ful proof. There should be effective parctice of reward and punishment,”
On the idea of higher salary keeping taxmen out of graft, he observed attractive
wage is not a solution to contain corruption in customs. "The authorities can
review the performance incentive for customs people and consider hiking it to a
realistic level."
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PSI SYSTEM OF IMPORTS TO STAY
TILL 2009-END

Gou floats tender, warns aspiring companies against
lobbying

The mandatory system for pre-shipment inspection of imports is to stay till 2009-
end as present contract with three companies expires in August amid uproar over
irregularities in imports.

“Let us go for re-tender up to 31 December 2009” states a recent govrnment
document obtained by the Daily star. the National Board of Revenue (NBR)
floated a tender wednesday, seeking expressions of interest from aspiring PSI
agencies.

The government decision to retain the PSI system followed recommendations
from a four-member NBR committee, which felt the customs department is not
ready yet to take over the job despite the growing call to scarp the inspection
system.

There is strong logic to withdraw the PSI system, but reality-wise it should not
by done right away, pointed out the committee, suggesting an interim period of
one-two years for the phase-out.”

In that case the customs authorities would get enough time to build up the
instiutional infrastructure required in absence of the PSI system,” the committee
obserrved, the government has also decided to increase the blocks outlining
regions of imports from five to six, prescribing provision for stringent punishments
to PSI companies for irregularities.

NBR sought proposals from different business chambers and sat with them
several times to conclude unanimously that PSI is no permanent system and it
should by withdrawn after a provisional period on expiry of the present contracts,
read the April 9 document of the Internal Resources Division of the finance
ministry.

In Asia, the mandatory PSI| system exists only in Bangladesh and Cambodia,
with Pakistan discarding the arrangement in late nineties after a brief stint.
The voluntary PSI system was introduced in 1992 by then BNP government,
and it was made mandatory 8 years later in a bid to help generate revenue by
minimising widespread corruption in customs and ending hassle for importers in
clearing goods quickly.
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"The PSI system is like a caretaker government. It is no permanent solution,"
NBR chairman Muhammad Abdul Mazid told the Daily star.

He also hoped that the one-year target is quite realistic for his board to take over
the charge, adding that it however depends on three ifs to complete capacity
building.

His three ifs include sufficient manpower, end to litigation and completion of
automation.

Meanwhile, the committee advised NBR to go for all-out drive in capacity the
building of the customs during the interim period of two years, recommending it
either to renew the present PSI contract or to initiate fresh appointments.

Against a backdrop of controversy surrounding appointment of PSI agencies,
the government wants to ensure transparency in the licence awarding process.

PSI agencies this time will be selected in accordance with the procedure set out
in the Public Procurement Act, 2006 and the Public Procurement Rules, 2008,
and any persuasion will disqualify a contract aspirant.

Different business chambers spoke against rushing back to non-PSI era as the
customs department could not yet offer the kind of service businesses require to
stay in the race of highly competitive market.

Their worries were echoed in the analysis of the NBR committee, which felt that
customs officials became too much dependent on the PSI system, lamenting the
facts that no valuation database could be built as yet and the skill and training
that require in customs to man corruption of this level is missing.

The committee also stressed effective coordination between stakeholders and
the customs authorities before saying bye to the mandatory PSI system after
eight years.

The government also reacts at reports of mind-blowing instances of corruption
through the PSI system abuse by increasing financial penalties for irregularities
in many folds.

In an attempt to discourage PS| companies from the tendency of frequent
litigation against customs penalties, the government has also decided to withhold
the service charges of related companies till disposal of cases.

"I'm sure these stringent provisions are going discourage many PS| companies
to vie for the job in Bangladesh", said a top PSI executive, preferring not to be
named.
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“The sweeping allegations of irregularities against PS| companies are baseless.
It's always not a fact that PSI companies were involved in under-invoicing to help
cause reve-nue loss,” he said, adding that there are a lot of instances where PSI
companies upped the declared prices by importers significantly.
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Justice delayed, justice denied

The Daily star investigation reveals how corruption and the
manipulation of the legal system stops justice dead in its
track for 16 years

® Over 2000 children killed by toxic paracetamol between 1980-92

@ Corruption sabotaged the criminal cases

® Never-ending High Court stay orders prevent cases coming to trial

® Families kept in heart-breaking wait for justice in one of the worst ever crimes

® One case reopens today upon Star inquiry; one company was not even
prosecuted, two other cases stuck in stays, another acquitted.

Manufacturers of adulterated paracetamol syrups, which caused the deaths of
as many as two thousand children sixteen years ago from fatal kidney disease,
have escaped punishment due to an extraordinary combination of corruption
and mismanagement in the Directorate of Drug Administration (DDA) and other
government agencies, an investigation by the Daily Star reveals.

In December 1992, chemical analysis proved that paracetamol syrups
manufactured by five companies -- Adflame Pharmaceutical Ltd, Polychem
Laboratories Ltd, BCI (Bangladesh) Ltd, Rex Pharmaceutical, and City Chemical
and Pharmaceutical Works Ltd -- contained a lethal chemical diethylene glycol.

The taste on the drugs were above suspicion; using newly installed gas
chromatography equipment, they were conducted by the government's own
drug testing laboratory under direct supervision of an expert consultant from
the World Health Organization (WHO) . The results of subsequent independent
testing undertaken laboratories in the US and obtained by the Daily Star --
confirmed the results.

Yet the High Court was persuaded in 1994 to order a temporary halt to criminal
proceedings against the owners, directors, and managers of four of those
companies on the basis of a circular published by DDA containing highly
misleading information suggesting that Bangladesh had no adequate test
facilities.

Moreover, in relation to the cases involving Polychem Laboratories and BCI
Bangladesh, at no time in the last 15 years has DDA taken any action to correct
the High Court's mistaken impression about the tests, and argue for the stay
orders to be vacated. Remarkably, as a result, criminal proceeding against the
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defendants from those two companies have been stopped for 15 full years.

The cases involving two other companies have fared no better. While the High
Court stay of proceedings relating to Adflame Pharmaceutical was vacated two
years ago - 13 years after it had been initially imposed - the Dhaka Drug Court
promptly lost all the papers, and the public prosecutor remained unaware that the
proceedings could actually continue.

It was only after The Daily Star informed the public prosecutor earlier this month
of the new legal situation, and a massive four day hunt finally resulted in the
discovery of those files, that the judge of the drug court scheduled today for
reopening the proceedings.

The case against the owners of Rex Pharmaceutical is the only one of the four
cases that resulted in a trial while City Chemical and pharmaceutical was never
even prosecuted.

InNovember 2003, the judge acquitted the two defendants of Rex Pharmaceutical,
questioning the integrity of the chemical tests. The court ruling however shows
that the court was not informed of how the tests had been undertaken and the
role of WHO in ensuring their accuracy. Moreover, the court was also not told
that the law in fact did not permit it to question the accuracy of the tests. But DDA
never appealed against the acquittal.

The decision in 1992 by DDA not to prosecute City Chemical and Pharmaceutical,
although its syrup also tested positive for diethylene glycol, raises further
questions about the government agency. At that time a director of the company
was Khondker Mahtabuddin Ahamed who was the father-in-law of Barrister
Abdus Salam Talukdar. Talukdar was the then secretary general of the erstwhile
ruling party BNP and also its minister for local government and rural development.
There appears no other explanation for Khondker Mahtabuddin Ahmed escaping
prosecution, than this political connection.

HUNDREDS OF DEATHS

This remarkable story of corporate killing and impunity started in the early 1980’s
when significant numbers of young children were being admitted with serious
kidney problems to Dhaka PG Hospital, now known as Bangabandhu Sheikh
Mujib Medical University Hospital. The cause of the renal failures was not known,
and most of the children died. When, in 1986, Dhaka’s Shishu Hospital opened
up a new nephrology ward, it also became inundated with children suffering from
similar unexplainable renal failures.

The problem was even faced by Bangabhaban Medical Clinic, which provided
health care to the president’s and prime minister’s staff and their family members,
where about 20 children died. One of those who died from a kidney failure was
a year and a half old Tanvir Ahmed whose father worked as an office assistant in
the president’s house.
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“I cried, and begged the doctors to save the life of my child. | could not save him.
I lost such a wonderful boy,” Tanvir's mother, Peyara Begum, told The Daily Star.
Another who died the same way was seven-year old son of Rakhal Chandra
Barua, a chauffeur in the prime minister’s pool. “The doctors told me that he died
from a kidney failure. | could not understand why he died so fast, | buried my
child with my own hands, when it should have been the other way around,” he
said.

A Scottish specialist, sent by WHO in 1988 to try and find out the cause, left
Bangladesh after two month none the wiser. It is estimated that a total of 2,700
children died in unexplained circumstances from kidney failures between 1980
and 1992.

It was Dr. Hanif -- now a professor in Dhaka Shishu Hospital -- who finally worked

out in the early 1990's that the cause must be adulterated paracetamol syrups,
where the harmless diluents propylene glycol had been replaced with the toxic
diethylene glycol, a much cheaper chemical but deadly if swallowed.

With DDA failing to organise tests of paracetamol syrups, Dr Hanif was
himself forced to send a sample of the syrup used in both Shishu hospital and
Bangabhaban clinic -- Adflame’s ‘Flammodol’ -- for testing in the US. With the
results showing that the sample had tested positive for diethylene glycol, Hanif
wanted to publicise the situation immediately but was advised by his hospital
authorities that more evidence was required. He therefore sent further samples
to the US.

The results took a long time coming, and feeling the matter was of urgent public
importance, in November 1992 Dr Hanif told a press conference of the results,
and provided other evidence that suggest other paracetamol syrups were also
contaminated.

GOVERNMENT TESTING

With the issue on the front page of newspapers, DDA was forced to take
immediate and forceful action. It sent 135 samples of syrups to the government
run Bangladesh Drug Laboratory (BDL) to be tested under the supervision of a
WHO consultant, SK Roy .

As BDL it self did not have a gas chromatograph, Roy contacted Essential Drug
Company Limited (EDCL) where the equipment had just been installed. “Roy
came over to visit the laboratory and to check if the laboratory equipment was
appropriate,” recalled Anisul Islam, EDCL’s then managing director, adding “
During the tests, Mr. Maleque , the head of BDL and Dr Jakaria , his assistant at
BDL, were present along” with WHO’s Roy.

Shafiqur Rahman, the deputy manager of EDCL at the time, also remembers
what happened, “These three men themselves conducted the test. They just
used the equipment in our laboratory. It was totally under their supervision.”
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The results of the tests were known a few weeks later on December 3, 1992,
with five brands being tested positive for containing 10 to 20 percent diethylene

glycol.

However, just two days later, the erstwhile director of DDA Mukhlesur Rahman
[now deceased ] did something inexplicable - with serious consequences for the
subsequent prosecution. He published a circular which stated, “As there is no
appropriate arrangement in the government laboratory for detecting Diethylene
Glycol in Paracetamol Syrup, samples of some of these brands have been sent
abroad in November 1992 with the help of the WHO."

This statement was highly misleading as it suggested that BDL could not
undertake proper tests in Bangladesh. In fact, Mukhlesur Rahman knew perfectly
well that accurate tests had just been completed by BDL under WHO supervision
using the right equipment.

Abul Khair Chowdhury, an assistant of DDA who in 1992 was a drug
superintendent responsible for the investigation and prosecution of the three
Dhaka cases, admitted to The Daily Star that he could find no reason why the
circular stated that the tests could not be done effectively in Bangladesh. “I don't
know why the notification was issued. The notice should not have contained this
clause,” he said.

CRIMINAL CASE FILED

Under public pressure on December 19, 1992, on the basis of the government
laboratory tests, Abul Khair filed criminal complaints with the Dhaka Drug Court
against directors and managers of three of the companies -- Adflame, Polychem,
and BCI Bangladesh -- alleging that they had manufactured ‘adulterated’ and
‘substandard’ drugs. The offence allows the court to sentence a convicted
person to ‘rigorous imprisonment for a term which may extend to ten years.’
A similar complaint was made by an erstwhile drug superintendent Tomas Ak
Biswas with the Mymensingh Drug Court against Rex Pharmaceutical owners.

Following the courts’ summons most defendants surrendered and obtained bail,
although some did abscond. The drug courts then issued charge sheets involving
a total of 17 defendants.

The non-absconding defendants in each of the four cases then filed petitions
with the High Court seeking stay of the criminal proceedings. The director of DDA
had himself provided the companies with the perfect loophole. The defendants
argued that since DDA had itself admitted in its December 1992 circular that
Bangladesh did not have appropriate facilities to test diethylene glycol, the test
results undertaken by BDL could not be used as a basis for prosecution.

Without being informed of the nature of the testing, this argument must have
appeared to the High Court judges highly plausible -- and it is hardly surprising
that in each case, the judges issued a rule upon the government to come and
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explain why the cases should not be set aside. The order stated that ‘pending’
disposal of the rule, all criminal proceedings should be stayed’.

If that was not enough, DDA then did a further thing that muddied the legal
waters. Against each defendant Abul Khair filed an additional more serious case
under the Special Powers Act (SPA) 1974. The problem with filing an additional
case, however, is that the law in Bangladesh does not allow a person convicted or
acquitted for one offence, to be subsequently prosecuted for a separate offence
involving the same set of circumstances. This meant that as soon as either of the
two cases had resulted in an acquittal or conviction, the other case would have
to be scrapped.

BCI BANGLADESH, POLYCHEM LABORATORIES

All of the drug court cases were stayed in mid 1994; it was now the job of the
Attorney General's Office and DDA to argue that the stays should be vacated.
Since those proceedings were taking place in the context of deaths of thousands
of children, one would have expected the Attorney General’'s Office and DDA
to make strenuous attempts to schedule a date for a High Court hearing to
prove that tests for diethylene glycol could be done -- and were in fact done --
successfully in Bangladesh.

However, nothing like that happened. Over a fifteen year period no action was
taken to get the cases restarted. Till today, the High Court orders, which stayed
the criminal proceedings against nine defendants, remain in place, unchallenged.

We asked Abdul Khair, the DDA complainant in both those cases, to explain his
total lack of activity over a 15 year period. He said, “I did not know that the cases
were stayed until you told me about it. | never heard any information like this.
No notice ever came to me.” He did not accept any responsibility for his lack
of action saying during that period of time he kept being transferred to different
parts of the country.

ADFLAME

The case against the six defendants from Adflame Pharmaceutical has always
been the strongest. Its syrup had been used at both Shishu hospital and the
Bangabhaban clinic where hundreds of children had died. Moreover Flammodol
had tested positive for diethylene glycol not only in the government tests but in
two separate tests in two different US laboratories organised by Dr Hanif -- one
in early 1991 and again in late 1992.

In March 2007, the ruling that had stayed the criminal proceedings came up
for final hearing at the High Court. No lawyer for the defendants was present.
Justices Sharif Uddin Chaklader, and Sheikh Abdul Awal ruled, “The offence
disclosed is a very heinous offence as it relates to the life of infants who were
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treated at different hospitals. It is a crime against society as such the trial should
be held to find out whether the allegations are true or not. We find no substance
in this rule.” The criminal proceedings could now restart - 13 years after being
stayed.

On October 5, 2007 the High Court sent the court orders and relevant papers
back to the Dhaka Drug Court. They were received by Abdul Haque , a court
clerk. He however did not inform anyone in the court, and placed the papers
among the pile of ‘disposed’ files. Neither the judge nor the public prosecutor
knew that criminal proceedings could now start again. DDA by then had long
forgotten about the cases.

The drug court only came to know about the 2007 High Court order three weeks
ago when The Daily star told the public prosecutor about it. Immediately the
judge asked to see the cases papers, but for four days the papers could not be
found.

“It was a mistake,” Abdul Haque told The Daily Star. Another court clerk was
less generous. He said, “It cannot be a mistake. There must be something else
involved. There is no other way that the papers could otherwise be found among
the disposed off files.”

The judge has now fixed today for restarting the trial. The current status of the
Special Powers Act case against Adflame directors is not known.

REX PHARMACEUTICAL
The case against the two owners of Rex pharmaceutical in the Mymensingh
Drug Court is the only one that resulted in a trial.

In June 1998-- with the drug court case stayed by the High Court-- the two
defendants obtained a discharge order from the additional sessions judge in
relation to the charge under SPA 1974. The court ruled since the defendants
were already being prosecuted under the Drug Ordinance, they could not be the
prosecuted under SPA.

However, it appears that the prosecutor did not inform the judge that he could only
discharge the case, if the defendants had already been acquitted or convicted
for an offence-- and the drugs offence case there was far from making it to trial,
let alone acquittal or conviction. the government failed to appeal against the
discharge order.

The drug court case however still remained. In August 2002 - after eight years
of inaction-- the High Court vacated the stay order. Justices Hassan Ameen and
Tarig-ul-Hakim ruled, “The question as to whether the case in question had been
filed on the basis of chemical examination by analysts from the Central Drug
Laboratory is a matter to be decided at the time of final hearing of the case....” It
is not known why the High Court dealt with this case so much more quickly than
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the other three cases that had been stayed.

The case papers were then sent back to the Mymensingh Drug court
and the criminal ftrial restarted against the two defendants. After
hearing the evidence, Judge Shahiduzzaman acquitted the two men. “It is found
the chemical examination of the seized paracetamol syrup was not properly
done, “the court rule the judgment also stated,” The accrued person have already
faced a trial before a competent court over the self- same occurrence and now
they are facing the trial again.”

The Daily Star however uncovered serious flaws in the evidence given at the trial.
There was no evidence given at the trial about the role of WHO in supervising
the quality of the tests; the report produced by WHO consultant SK Roy, which
The Daily Star has seen, was not even shown to the court. The judge suggested
that since the tests results had not mentioned that the test had been done at
EDCL, questions were raised about the result; yet the prosecutor did not inform
the judge that it was no requirement for the test result document itself to state
where the tests had taken place. The key question was whether the test had
been done by analysts from the government’s drug testing laboratory on suitable
equipment. And about this, there is no doubt-- but this was not made clear to the
judge.

The prosecutor also did not inform the court that the Drug Act 1940 did not allow
the government laboratory report to be questioned, since it states that a test
result signed by a government analyst should be considered ‘conclusive’. The
only exception to this would be if the defendant had written to DDA questioning
the test itself, within 28 days of receiving the results—something that had not
happened in this case.

In addition, the prosecutor again failed to inform the drug court judge about what
the law says about a ‘second trial’ in connection with an already adjudicated
occurrence. The judge stated that the two defendants were now facing a second
trial relating to the self-same occurrence-- suggesting that this was an additional
reason to acquit the defendants. However, the judge was not informed that the
Criminal Procedure Code states that ‘discharge of the accused’-- which is what
happened to the defendants in relation to the case under SPA-- did not constitute
‘acquittal’. The case before the drug court was therefore not a ‘second trial’.

CITY CHEMICAL AND PHARMACEUTICAL

City Chemical and Pharmaceutical was one of the five Companies whose
Paracetamol syrup, Paracit, was found to have diethylene glycol. The syrup
not only tested positive in the analysis done in Bangladesh, but also in those
independently done in the US. The test results, under-taken at the State
Laboratory Institute in Massachusetts stated ‘Batch 14’ of paracit, manufactured
in 19-91 test positive for diethy love glycol.
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When we asked Abul Khair why he did not prosecute City Chemical in 1992, he
repeatedly denied that the company was connected to paracetamol adulteration.
He claimed that all the companies that were found positive for adulteration were
prosecuted. “None were spared,” he said.

The families of those who died feel totally let down by the government. On being
told by The Daily Star how the justice system dealt with the companies, Rakhal
Chandra Barua, the father of seven-year old Bablu who had died 19 years ago
said, “l am amazed how such types of cases remain unattended for such a long
time. What else can | do except shedding tears as | am just a poor employee at
Bangabhaban.”

Peyara Begum, the mother of a year and a half old Tanvir, said, “This is the state
of justice in our country. We want punishment for those involved in the incident.
We want them hanged or jailed.”
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