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2. Executive summary

The Guidelines on Customs Control for the Kyoto Convention contain a comprehensive
overview of best practices and other issues which a modern Customs administration’s control
programme should address. The application of these Guidelines is highly recommended to
achieve the simplification and effectiveness envisaged by the Kyoto Convention. The
Guidelines contain the following principles :

1. Customs administrations should shift from exclusive movement controls to more audit-
based controls, e.g. from the introduction of simplified procedures to authorization for trader
self-assessment. This will enable Customs to manage the growth in world trade, and the
increasing demand to reduce resources, as well as the need for greater trade facilitation.

2. Risk management is the key element in achieving this objective and should therefore be
integral to the control programme of a modern Customs administration.

3. Customs administrations should implement compliance or performance measurements in
their control programme to keep the programme effective and efficient.

4. Customs/Trade co-operation is essential. It creates awareness of changes in trade
practices, provides important information for the evaluation and review mechanism within
Customs and indicates the potential for greater voluntary compliance.

5. A modern Customs control programme needs continuous support from senior
management, staff who are sufficiently trained, motivated and paid, and good legislation,
organization and procedures.

6. Customs administrations should increasingly make use of mutual administrative
assistance. This will help them to cope with the globalization of trade, markets and fraud,
and form a basis for the "seamless flow of information" concept in international trade.

7. Customs administrations should make extensive use of information technology and
electronic commerce, particularly in their clearance procedures. This is critical for effective
and efficient control as well as trade facilitation.
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3. Introduction

"Customs Control" is defined in the WCO Glossary of Customs terms as "Measures
applied to ensure compliance with the laws and regulation which Customs are responsible for
enforcing".

To ensure that Customs can appropriately apply these laws and regulations, all
international movements have to be declared for a Customs-approved treatment or use.

Such laws and regulations apply to both the fiscal obligations involved in the
international movement of goods and persons, and the prohibitions and restrictions applicable
to goods, persons and means of transport.

Customs administrations have to apply efficient and effective controls by implementing
risk management techniques, in order to simultaneously fulfil the responsibility to collect
revenue, implement trade policy, safeguard the public, manage the increase in world trade and
tourism, reduce Customs personnel, and offer trade facilitation to legitimate traders, travellers
and carriers.

Regular review of these controls will keep Customs administrations up to date in meeting
these combined objectives, despite the powerful challenges of rapid expansion in international
commerce and continual shifts in trade and transport patterns and practices. Social pressures
will dictate at least equally important changes and developments in control requirements. The
assistance of legitimate trade in the risk management process is very important. Memoranda of
Understanding with individual companies (as recommended in the WCO ACTION/DEFIS
programme) can formalise this kind of Customs/Trade co-operation.

There are many ways of responding to these developments by improved facilitation and
control within a set of modern Customs practices.

One way of linking facilitation with control is by using a single competent agency to carry
out a range of functions, such as phytosanitary or dangerous goods checks, which are currently
performed by a range of different agencies, possibly at different locations. Customs, already
present at all frontiers and with long experience of the operational requirements of international
trade and transport, provide a logical, economical focus for such responsibilities (see General
Annex, Transitional Standard 3.35).

The move towards electronic interchange of data will streamline the division of
information previously condensed into one comprehensive declaration form. The information
can be more easily broken into two databases, one dealing with control data to be scrutinised
before the goods arrive at the border, and the other composed of transactional data which
would be reviewed in an audit-based control exercise.

Such simplified procedures enable Customs to provide facilitation to compliant traders
while keeping a sulfficient level of control.

Another way of improving control and facilitation is by the use of electronic techniques
for shared operation of a control procedure by more than one Customs administration or other
official agency. This is being exploited by electronic transit systems in certain economic
groupings, for example the EC and NAFTA, and by data exchange, among Australian, New
Zealand, Singapore and US Customs, to replace paper certificates covering, for instance, sheep
meat inspection and Multifibre Arrangement quotas.
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Another, probably even more significant development, is the growing interest in having
bilateral or multilateral Customs agreements instead of separate export and import control
functions. Such agreements would require only one submission of minimal standard data for all
official control purposes.

Control of passengers and their clearance time through Customs can also be much
improved by innovative procedures based on electronic advanced passenger information
systems.

These Guidelines provide Customs administrations with detailed information on control
methods, procedures and implementation. They are not obligatory, but since they represent
current best practice for a modern Customs administration, their application is highly
recommended. Control measures specific to a particular Customs procedure will be included in
associated Guidelines.
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4. Definitions

To assist with the application of these Guidelines the following terms are defined :

Audit-based control : Measures by which Customs satisfy themselves as to the
accuracy and authenticity of declarations through the examination of the relevant books,
records, business systems and commercial data held by persons concerned (General Annex,
Chapter 2, definition E3/F4).

Customs offence : Any breach or attempted breach of Customs law. (WCO Glossary
of Customs Terms)

Document : Any physical or electronic medium designed to carry and actually carrying
a record of data entries.

Mutual administrative assistance : Actions of a Customs administration on behalf of
or in collaboration with another Customs administration for the proper application of Customs
laws and for the prevention, investigation and repression of Customs offences (General Annex,
Chapter 2, definition E21/F1).

Risk : The potential for non-compliance with Customs laws.

Risk analysis : Systematic use of available information to determine how often defined
risks may occur and the magnitude of their likely consequences.

Risk areas : Those Customs procedures and categories of international traffic which
present a risk.

Risk assessment : The systematic determination of risk management priorities by
evaluating and comparing the level of risk against predetermined standards, target risk levels or
other criteria.

Risk indicators : Specific criteria which, when taken together, serve as a practical tool
to select and target movements for the potential for non-compliance with Customs law.

Risk management : The systematic application of management procedures and
practices which provide Customs with the necessary information to address movements or
consignments which present a risk.

Risk profile : A predetermined combination of risk indicators, based on information
which has been gathered, analysed and categorised.

Systems-based control : Measures to ensure that a trader’s system contains the
checks and controls necessary for compliance with Customs laws.
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5. Principle of Customs control

(Standards 3.31, 6.2 and 6.3)

The principle of Customs control is the proper application of Customs laws and
compliance with other legal and regulatory requirements, with maximum facilitation of
international trade and travel.

Customs controls should therefore be kept to the minimum necessary to meet the main
objectives and should be carried out on a selective basis using risk management techniques to
the greatest extent possible.

Application of the principle of Customs controls will allow Customs administrations to :

¢ focus on high-risk areas and therefore ensure more effective use of available
resources,

e increase ability to detect offences and non-compliant traders and travellers,
o offer compliant traders and travellers greater facilitation and

e expedite trade and travel.
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6. Risk management in Customs

(Standards 6.3, 6.4 and 6.5)

For Customs administrations there is always an element of risk in facilitating the
movement of goods and persons. The extent of controls to ensure compliance with the laws
and regulations which the Customs are responsible for enforcing should be proportionate to the
level of assessed risk.

Customs administrations today are required to provide extensive facilitation while
maintaining control over the international movement of goods, means of transport and persons.
The level of risk is determined in the context of the priorities of the Customs administrations e.g.
whether the priority is collection of duties and taxes or checking prohibitions and restrictions or
any other specific area that has been identified.

This section contains information on carrying out risk management, the basis for modern
Customs control techniques.

6.1. Risk Management - The basic control philosophy

Risk management is successfully applied in the private sector, where insurance,
banking, trade and industry find that it creates opportunities to improve business results. The
use of risk management can also help the public sector to determine where the greatest areas
of exposure to risk exist, and can support management in deciding how to allocate limited
resources effectively.

In managing risk a balance must be struck between costs and benefits, as clearly it will
not be cost effective to address all risks equally. Criteria are needed to decide what constitutes
an acceptable or unacceptable level of risk.

6.1.1. An overview
The risk management process comprises the establishment of the risk management

context, risk identification, risk analysis, risk assessment, addressing the risks and monitoring
and reviewing the process through compliance measurement.

[ |

[ Establish context ]<—>
Monitor
[ Identify risks }4—»
and
Review
[ Analyse risks [——
[ Assess and prioritize risks [—— Compliance
Measurement
A
l Address risks ]4—»

I

RISK MANAGEMENT OVERVIEW
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6.1.2. The risk management process
(a) Establish the context

This step establishes the strategic and organizational context in which risk management
will take place. Risk areas have to be identified and criteria against which risk will be assessed
established and the structure of the analysis defined.

(b) Identify risks

Identify what, why and how risks can arise as the basis for further analysis. This step
requires an in depth description of the current control process, to include :

participants/clients/stakeholders;
strengths and weaknesses;
where, when, how is the risk likely to be incurred and by whom;
what are the threats and their impact in case of circumvention;
why do opportunities arise for circumvention.

(c) Analyse risks

Determine controls and analyse risks in terms of likelihood and consequence. The
analysis should consider :

how likely is an event to happen; and
what are the potential consequences and their magnitude.
Combine these elements to produce an estimated level of risk.

If the estimated levels are low, then risks may fall into an acceptable category and action
may not be needed.

(d) Assess and prioritise risks

Compare estimated levels of risk against the pre-established criteria. Rank the risks to
identify management priorities. There are different types of ranking systems. The assessment
into HIGH, MEDIUM, and LOW is widespread. In complex environments a more detailed

system may be needed, such as a range from 1 to 100. The latter also requires the
determination of high and low risks but allows for more precision.

Risks must be continually monitored for any change in their nature, level or significance.
(e) Address risks

Accept and monitor low-priority risks. For other risks, develop and implement a specific
management plan which includes consideration of resources (human, financial and technical).
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(f) Monitor and review - Compliance measurement

Monitor and review the performance, effectiveness and efficiency of the risk
management system and changes which might affect it.

(g) Documentation

There should be a risk register which gives the rationale behind selecting the risks, and
records the assumptions on which assessments have been made, to establish an audit trail that
ensures important information is not lost.

6.2. Risk management within Customs
6.2.1. The context

Risk management within Customs can be strategic, operational or tactical. It should be
remembered that the risk management process can apply across all of these levels.

Strategic risk management - By studying comprehensive information, Customs
administrations can identify areas of risk, sift out those of minor importance, and intervene only
where experienced and practical judgement indicates it is necessary. Risk areas in the
Customs context can include social issues ( exclusion of drugs, pornography etc ),
import/export prohibitions and restrictions (eg CITES ), public health, environment, commercial
policy measures (e.g. IPR, GSP), quotas, and duty and tax issues.

Operational risk management - is the determination of the level of control necessary to
deal effectively with the assessed risk. An example of this is determining the audit controls
applied to an importer or how to deploy limited staff and equipment effectively. Using this
approach the Customs moves from being a "gatekeeper" checking every movement, to
checking only selected movements which demonstrate the greatest risk.

Tactical risk management - is used by officers at their workplace in dealing with
immediate situations. Using set procedures combined with intelligence, experience and skill,
they decide which movements require greater controls.

6.2.2. Selectivity, Profiling and Targeting
Selectivity, profiling and targeting are integral parts of risk management.

Selectivity criteria for dutiable goods include the history of the importer, exporter, carrier,
agent, etc., the origin and routing of the goods, and prohibitions or restrictions. Further
examples can be found in the WCO Manual on Risk Assessment, Profiling and Targeting as
well as in the WCO Handbook on Container Control.

Risk indicators are specified selectivity criteria such as : specific commodity code,
country of origin, country whence consigned, licensing indicator, value, trader, level of
compliance, type of means of transport, purpose of the stay in the Customs territory, financial
consequences, or financial situation of the trader/person.

Risk profiling is the means by which Customs puts risk management into practice. It
replaces random examination of documents and goods with a planned and targeted working
method, making maximum use of Customs resources. A risk profile is a document which can
be set out in a number of ways but it should be comprehensive and relevant to the traffic
throughput in a Customs office.
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The risk profile should contain a description of the risk area, an assessment of the risk,
the counter-measures to be taken, an action date, the results and an evaluation of the
effectiveness of the action taken. A risk profile can be kept in a binder or on a local computer
and it should be as accessible as possible to Customs officers.

Once established, the profiles along with other information and intelligence will provide a
basis for targeting potentially high risk movements of consignments, means of transport, or
travellers.

SELECTIVITY RISK RISK PROVFILE
RISK CRITERTIA INDICATORS
AREAS . .
Choice of general specific details Combination of
inform ation for the risk risk indicators

- Quota - kind of goods - textiles under quota textiles under quota
AND/OR

- GSP - country of origin - specific country of origin specific country of origin
AND/OR

- CITES - transport route - unusual transport route unusual transport route
AND/OR

- Trader - principal - specific principal specific principal

- etc. - etc. - etc.

6.2.3. Evaluation and review

To remain effective any system of risk management has to test the assessment of
previously identified risks and be flexible enough to reflect newly identified risks. Evaluation of
the effectiveness of risk management should be undertaken regularly at all stages. The
success rate is an important criterion for evaluating the effectiveness of the risk profiles.

Evaluation and review should be carried out by Customs through a regular compliance
measurement process. It can also be carried out through external government audits by
statutory audit authorities, such as the Comptroller or Auditor General. Although the scope and
methodologies of these reviews differ, their objective is to identify weaknesses in the control
programme and to make recommendations for improvement.

Risk indicators are emerging all the time. Customs should keep them up to date by
accessing various information sources such as the WCO Enforcement Bulletin, international
databases on trader information (e.g. Dun & Bradstreet, Lloyd’s Shipping register), etc.
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Risk profiles should be reviewed at regular intervals to ensure that they are always up to
date, and to rid the system of information that is no longer relevant. It is important also to retain
an element of surprise by carrying out random checks, because companies that are in regular
contact with Customs will be aware of profiling methods or sometimes the profiles themselves.
These random checks can also provide a cost effective means of identifying other types of risk
and of monitoring or estimating their significance, or any changes in the risk pattern.

Review and evaluation within the risk management process should be incorporated into
a regular review procedure to measure, assess and evaluate the effectiveness of the overall
Customs control programme and should take into account the findings of external government
audits.

Staff at all levels should be involved in these regular reviews. Feedback from staff is
essential so that constant validation can take place and the necessary updating can be applied.

6.2.4. Compliance Measurement

(Standard 6.4)

Many Customs administrations have instituted a modern and philosophical approach to
their mission which specifies that their ultimate goal is to achieve compliance. The measure of
success is for their traders and for the imported and exported goods to be in full compliance
with trade laws. Many Customs have also instituted a programme of “informed compliance”
wherein their officers assist traders and industries to understand and apply the trade rules and
to improve their internal company procedures to comply with import and export requirements.

“Compliance measurement” is a phrase used when statistically valid random sampling
techniques are used to determine the degree to which traders, carriers, imported goods, etc
conform to Customs rules and procedures. When designed in a systematic and appropriate
manner, compliance measurement methodologies provide objective and statistically valid
results. Compliance measurement can be used as a diagnostic tool to identify areas of non-
compliance.

Compliance measurement as a diagnostic tool for Customs administrations should be
used in conjunction with risk assessment, profiling and other targeting procedures. Used
strategically, compliance measurement and targeting can provide the necessary balance to
focus resources effectively in areas of concern to Customs. In addition, results of initial
compliance measurements can provide important information to enhance the risk assessment
methodologies.

The programme also provides a basis for Customs to assess its own performance for
revenue protection and enforcement of laws, to improve its efficiency and effectiveness and to
develop strategies to improve compliance.

6.24.1. Compliance Measurement Areas

Using the risk management programme, Customs should identify the priority areas to
focus their resources. One approach is to consider that in some countries or economic unions,
as much as 10% of the traders account for over 80% of the imports and exports. By focusing
on the top 5-10% of these highest volume manufacturers, importers, exporters and
commodities, Customs can ensure that those which have the most significant impact on the
national economy are being reviewed most effectively.

The areas may include :

Documentary issues :
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Proper tariff classification by traders,

Proper valuation by traders,

Country of origin.

Procedural issues :

Importation and exportation (from the goods declaration through revenue collection),
Transit operations,

Warehousing, Free Trade Zones, Processing.

Revenue issues :

Timely and accurate revenue payments,

Proper posting of securities.

Transport issues :

Accurate reporting of the quantity of goods,

Accurate description of goods on the manifest and/or transport document,
Accuracy of container quantities and identification numbers,
Transporter compliance.

Specific concerns :

Compliance by tariff number or range of tariff numbers,
Public health and safety issues,

Intellectual property rights and copyright issues,
Compliance with trade agreements,

Proper country of origin marking on goods,

High revenue commodities,

Selected traders.
6.2.4.2. The Measurement Process

Customs gathers data from a variety of sources, both internal and external, and through
both manual and automated means. With the data (import and export records), the tools (
statistical analysis) and the methodology (systematic analysis of large traders or commodities),
Customs can make reasonable, informed conclusions about the compliance rates of many
entities. These rates can be determined for each step of a transaction process, e.g. for imports,
from the manifest to the goods declaration to the collection of duty and taxes. The automated
systems that Customs uses to evaluate high risk shipments can support the compliance review
requirements for a scientific approach to accurate data collection, analysis and projections,
although compliance rates can also be effectively measured without automation.

15 July 2000



Kyoto Convention — General Annex — Chapter 6
Guidelines on Customs Control

Customs should determine a designated universe of transactions and, using a statistically
valid sampling methodology, select the specific transactions or entities from this universe for
review or verification. Depending upon the results, the universe may be modified in many ways.

Customs must also determine the level of compliance which is acceptable. For example,
a compliance rate of 95% of the transactions or entities reviewed in a given area may be the
acceptable level for an administration. This can also be called the level of tolerance.

Some of the transaction processes for compliance verifications would be :

- Goods declaration compliance;

- Trader compliance;

- Transit compliance;

- Free zone or warehouse compliance;

- Manifest and transport document compliance;

- Transporter Compliance.

Below are a few factors that should be considered during a verification review for a
selected example of these processes.

Goods Declaration Compliance

a)
b)

c)

d)

Is there evidence of documentation to support an accurate goods declaration?
Do the quantities declared match what is contained in the consignment?

Does the declared country of origin match the country of origin marking on the
goods?

Does the declared description of the goods match the actual goods?

Thus, a typical Compliance Measurement review relating to Intellectual Property Rights for
a selected commaodity, at a tolerance level of 95%, might progress as follows :

a)

b)

c)

d)

Conduct a statistically valid random sampling of goods declarations for the selected
HS number.

If the resulting compliance rate is less than 95%, conduct another measurement of
the same HS number but stratified by selected countries of origin.

For countries of origin found to have a compliance rate of less than 95 %, conduct a
measurement for each of the major importers.

For importers found to have a compliance rate of less than 95 %, Customs should
seek to :

- Inform the importer (“informed compliance”),
- Establish profiles/targets for the identified areas of non-compliance,

- Conduct subsequent measurements to ensure that the importer has

16 July 2000



Kyoto Convention — General Annex — Chapter 6
Guidelines on Customs Control

corrected the problem,

- Conduct more reviews and/or examinations, and

- Issues fines or penalties, if appropriate, in cases of continued non-
compliance.

6.2.4.3. Use of Compliance Measurement Results within the Control Programme

As stated earlier, compliance measurement is part of an effective Customs control
programme. The use of statistically valid compliance measurement procedures can be used in
various ways :

Define any revenue gap

Prevent widespread commercial fraud

Assess performance by major key industries

Assess performance by major importers and exporters

Increase commercial compliance

Accurately measure international trade

The results of these measurements can help direct resources effectively. In determining
compliance rates for individual importers, those found to have high compliance rates may have
their goods examined less frequently, while those having low compliance rates might have their
goods examined more frequently.

The findings of compliance reviews for commodities, traders and industries provide
information to update the existing selectivity criteria used to target high-risk transactions as well
as the overall effectiveness of an administration’s risk management programme. In addition,
they contribute significantly toward determining trends and issues relating to specific industry
sectors. The result should be that focused, up-to-the-minute analytical information is available
to assist Customs officers in their daily activities.

6.2.5. Use of information technology for effective implementation of Risk Management

(Transitional Standard 6.9 and Chapter 7)

The use of information technology is an effective tool for risk management. It enables a
more rapid analysis of selectivity criteria than would be possible manually. Automation allows
Customs administrations to establish a national database of information on all transactions and
movements which can be updated and used for rapid information sharing and identification of
changing risk areas. It can also provide a database of all risk profiles which would form the
basis for a selectivity module within an automated clearance system.

An automated system allows Customs administrations to subject declarations to a series
of selectivity filters to determine which declarations may require further examination. Such a
system may direct claims to different routes.

Detailed information on application of information technology in risk management is
available in the "Guidelines on Information Technology".
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7. Control methods

(Standards 6.5, 6.6 and 6.10)

This section contains descriptions of the basic types of control methods. They can be
applied to any size of trader from the small irregular importer and exporter to the multi-national
business. They can also be applied irrespective of the value of the duties and taxes in question.
The application of risk management will enable Customs to shift from exclusive movement
controls to more audit-based controls. National legislation may provide that, when performing
one of the following control measures, Customs administrations are entitled to every assistance
by the persons/companies involved.

7.1. Movement controls

These controls are measures applicable to goods and means of transport before or upon
arrival, departure or during a Customs procedure, until they are released. Commercial means
of transport which stop only for a short time in the Customs territory without discharging or
taking on passengers or cargo, are not normally subject to measures other than general
supervision.

The selection of goods, means of transport, or documents for examination, should be
based on risk profiles to target specific transactions (see Section 6.2.2). Such selectively based
procedures should also permit a random selection based on statistical sampling or an officer's
input based on experience or intuition. A transaction can be targeted on the basis of any of a
number of risk profiles. Examples of risk profiles are contained in Section 6.2.2.

If a potential Customs offence is discovered during the movement control, there must be
communication and co-ordination with the appropriate enforcement unit to start a formal
investigation.

7.1.1. Documentary examination

(Standard 3.25)

The information gained from the examination of documents enables verification for
compliance purposes and matching against risk profiles. The submission of the documents
prior to the arrival/departure of the goods and means of transport allows the pre-selection of the
movement for examination. It enables Customs to decide about the release of the goods and
means of transport before they actually arrive in the Customs territory. Information presented in
the documents when compared to information available to Customs can assist in targeting for
special attention.

71.1.1. Documents prior to the submission of the goods declaration

In many cases Customs will receive a cargo declaration listing cargo carried by a
commercial means of transport arriving in a Customs territory. Such documents do not
constitute goods declarations since they do not identify the Customs procedure to which the
goods will be submitted - they are simply a notification of goods arriving in the Customs territory.
Nonetheless Customs may wish to use them as the first point in the audit chain for control of the
goods, to ensure that all goods so reported are subsequently accounted for by receipt of a
goods declaration from the importer assigning them to a Customs procedure.

In most cases, such cargo declaration information may be sufficient to allow provisional
release of the goods. This means that they may move from their place of arrival and unloading
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to another approved location, such as the importer’'s premises, pending final release after all
documents have been submitted and approved, and all duties and taxes paid.

7.1.1.2. Checking the goods declaration and accompanying documentation

(Standards 3.16 and 3.31)

Review of the goods declaration and accompanying documentation is carried out in
order to ensure compliance.

Checking the goods declaration is defined in the Kyoto Convention as the action taken
by Customs to satisfy themselves that the goods declaration is properly made out, that the
supporting documents required are attached and that they fulfil the conditions laid down as to
their authenticity and validity. It is done to confirm that all the required information relating to
the goods is given and is prima facie acceptable. Necessary details include the importer,
description, quantity, valuation’, classification, supplier, origin and any licensing requirements.
The goods declaration may be either a form conforming to an official model laid down by
Customs or, in the case of simplified procedures, the commercial invoice.

The supporting documents include the commercial invoice, certificates of origin,
preferential certificates, licenses, special permits and transport documents. For certain
commodities (e.g. Chapter 39 H.S.) specific documentation may be required.

7.1.1.3. Other documents

The documents described in Section 7.1.1.2 above are directly linked to the goods
declaration. Other documents which may be readily available could provide valuable
information for the risk management process; for instance those linked to means of transport,
such as container packing lists, or documents related to the trade transaction, like orders,
contracts or conditions of payment. Review of these other documents could clarify questions
arising from the normal documentary examination.

7.1.1.4. Simplified Procedures

Simplified procedures may be granted to economic operators. These procedures
include lodging an incomplete declaration either on a commercial or administrative document, or
a goods declaration containing minimal information and accompanied only by those documents
which are indispensable for Customs clearance. Goods may go directly to or from the premises
of economic operators, provided that they are entered into the records of the company. In all
these procedures, a supplementary declaration must be lodged, which may be of a general,
periodic or summary nature. Controls have to be applied when the simplified declaration is
lodged or the arrival or departure of the goods takes place, to enable officers to decide if a
physical inspection is necessary. Retrospective checks may also be conducted when the
supplementary declaration is submitted to the Customs office.

! For the purpose of Customs Valuation Control the WCO has produced a Handbook which might be of value to Members
to obtain further and detailed information on this matter
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7.1.2. Physical examination / Search

(Standards 3.33, 3.34, 3.36, 3.37 and 3.38)

The physical examination of goods and the search of commercial means of transport is
undertaken to verify the nature and/or the relationship between the goods/means of transport
and the documents presented. In addition Customs administrations may carry out checks to
ensure that commercial means of transport fulfil the technical conditions laid down by certain
international agreements for the international transport of goods. Where exercised, such
physical examinations or searches should be carried out as rapidly as possible.

If the document review indicates that the movement is satisfactory and no discernible
risks are present a physical examination is not normally necessary. If the documents however
indicate the need for a physical examination of the goods, the extent of this examination will
depend on the type of goods and the suspected Customs offence.

There are two levels of physical examination. The first, summary examination, includes
examining the outside of containers and of packages for marks and numbers compliance,
checking the integrity of any seal, and verifying other details on the goods declaration, where
possible without opening the containers or packages. A second, detailed examination, may
also be carried out on occasion. This involves opening the container or packages and
examining the goods themselves in order to verify their description on the goods declaration as
to value, origin, classification and duty rate.

As indicated above, the level and nature of the physical examination of goods should be
determined by the information available on the consignment, the Customs procedure under
which the goods are declared, provisions in international agreements, and any special nature of
the goods (e.g. perishable cargo, live animals, dangerous goods, jewels, antiques, works of art,
etc.). Other factors which can influence the decision are urgency and location, as well as the
resources available to conduct the examination. Regarding commercial means of transport,
Customs should take into account the type of the means of transport and the purpose of the
stay in the Customs teritory.

If it is not possible during the physical examination to determine the tariff heading of the
goods, samples could be drawn in order to expedite the release of the goods.

7.1.3. Identification of goods

To allow goods subject to certain Customs procedures, e.g. transit, transhipment,
temporary admission, warehousing, inward processing, etc., to enter or move through the
Customs territory without paying duties and taxes, specific measures are required to ensure
their identification.

These measures may include affixing seals, stamps, perforations, identification marks,
describing the goods, reference to samples, plans, sketches or photographs.

Any transport unit to which Customs wish to affix a seal directly, must be suitable for this
purpose. The requirements for Customs seals are laid down in Standard 14 of Specific Annex
E, Chapter 1 on Transit.

Where the above is not feasible or sufficient due to specific exceptional reasons, transit
procedures may prescribe an itinerary or allow transport of the goods under Customs escort. In
the case of inward/outward processing it is possible to fix specific or standard rates of yield of
the operation and to require specific documentation on the manufacturing.
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In cases of temporary storage, warehouses or free zones, Customs may require the
trader to identify the type of goods being stored as well as the location of the storage facility. It
should be a supervised facility and where necessary secured by a double lock. Customs
retains the right to take stock of the goods periodically.

7.1.4. Persons accompanying goods

Routine controls on persons arriving in a country are generally the responsibility of the
Immigration service rather than Customs. Clearly, however, Customs’ risk management will be
enhanced by information on persons accompanying goods arriving in a Customs territory.

Customs may therefore seek information on eg travellers and road vehicle drivers, for
assessment against risk profiles, with a view to determining the extent and rigour of control on
their baggage or goods. This information could include the person’s identity, journey details etc.

For checking travellers and their baggage arriving by air or sea, the control should be
facilitated by the use of the dual-channel or red/green system. This system improves the flow of
traffic without reducing the effectiveness of the control. Checks on travellers passing through
the green channel should be carried out on a selective basis using risk management
techniques. Travellers in the red channel have to fulfil all required formalities. Details of this
system are contained in Specific Annex J, Chapter 1 on Travellers and the respective
Guidelines.

Personal searches for Customs purposes should be carried out only in exceptional
cases when the person is identified as a high risk or when there are reasonable grounds to
suspect an offence. To preserve human dignity, physical searches should only be carried out
by persons of the same gender as the person being searched, and medical examinations only
by qualified physicians.

7.2. Audit-based controls

(Standard 6.6)

To manage the worldwide increase in trade and to provide traders with greater
facilitation, Customs increasingly rely on audit based controls, using traders’ commercial
systems. These controls may vary from a simple post-clearance audit to trader self-
assessment.

Audit-based controls do not preclude physical examination of the goods.

To ensure the reliability of the traders’ commercial systems for these purposes, they
must follow the generally accepted accounting principles (GAAP) within the country. These
principles determine which economic resources and obligations should be recorded as assets
and liabilities, which changes in assets and liabilities should be recorded, how the assets and
liabilities and changes in them should be measured, what information should be disclosed and
how it should be disclosed, and which financial statements should be prepared.
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7.2.1. Post clearance audit
7.21.1. Introduction

Post-clearance audit focuses on persons involved in the international movement of
goods. ltis an effective tool for Customs control because it provides a clear and
comprehensive picture of the transactions relevant to Customs as reflected in the books and
records of international traders. At the same time it enables Customs administrations to offer
the trader facilitation measures in the form of simplified procedures (e.g. periodic entry system).

7.2.1.2. Development of audit programmes

Customs administrations should identify post-clearance audit categories, e.g.
importer/exporter, value, foreign trade zone, broker, and carrier manifest, and produce manuals
to provide step-by-step guidance for carrying out audits.

7.21.3. Selection of persons/companies for audit

The selection of persons/companies for audit should be based on risk profiles (see
Section 6.2.2). Audits should generally be conducted for compliance verification purposes in
the areas of valuation 2, origin, tariff classification, duty relief/drawback/remission programmes,
etc., but other areas should be targeted as necessary. Depending on the profile of the auditee
and its business (e.g. type of business, goods, revenue involved, etc.) the audit may be
conducted on a continuous, cyclical or occasional basis.

7.2.1.4. Annual audit planning

Audit planning should take place every year, taking into account the availability of the
auditor or audit team, in relation to work in progress and the start of new audits. Each audit
area could be assigned standard hours of completion and each available auditor or audit team
hour could be calculated in order to determine how many audits can be performed by each
auditor or audit team in a given year. Alternatively, each stage of the audit activity could be
broken down into time blocks in order to measure productivity against time spent. Both
methods allow Customs to allocate resources effectively.

7.2.1.5. Audit process

Post-clearance audit places great emphasis on professionalism in the conduct of a
review and the examination of the auditees’ books and records. From pre-audit planning to
completion, it is essential to maintain communication and co-ordination with the auditee and
with other interested parties in Customs. A report should be produced to ensure that all findings
and other relevant issues are fully shared and discussed. Follow-up visits may be needed.

Audit phases

Pre-audit survey : The first step in the audit process is to assess and evaluate the
strength and weaknesses within the commercial system of the auditee. Depending upon the
size and location of the company to be audited, Customs may choose to perform an on-site
survey or request corporate data of the auditee via a background questionnaire.

Such a survey may include gathering data regarding : corporate organization and
structure, commodity information, methods of payment, value of commodities, costs associated
with commodities, detailed product-cost information/submissions for analysis, related-party

2 For the purpose of Customs Valuation Control the WCO has produced a Handbook which might be of value to Members
to obtain further and detailed information on this matter.
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transactions, and record-keeping systems. This information may be commercially sensitive and
should therefore, as with other information passed to Customs, be treated as confidential.

Initial importer contact : Before carrying out a routine compliance audit, Customs
administrations should contact the auditee to request detailed information on the types of
records and documentation needed.

These may include : commercial invoices, shipping records, purchase orders, delivery
notes, accounts, records, contracts, royalty and marketing agreements, inventory records,
journals, ledgers, business correspondence, records of payments.

Initial Audit conference : The initial meeting should be attended by the auditor or audit
team, representatives of other Customs areas as needed, and representatives of the auditee
(e.g. consultants, accountants, controllers, lawyers). The auditor or audit team will discuss the
scope and objectives of the audit.

The auditee has a vested interest in acquiring and maintaining Customs facilitation, and
therefore has a responsibility to ensure that the audit is carried out in a professional manner.
Representation by a senior member of the company is invaluable to ensure a high level of co-
operation. It is at this conference that the auditee should designate a representative to whom
all requests for the production of documents (books, records, etc.) should be directed.

Audit questionnaire : Companies may be asked to fill out a questionnaire to obtain
information about their structure, related-party transactions, commodities, methods of payment,
valuation, manufacturing costs, sourcing and supply. In related-party transactions, the foreign
parent company may also be asked to complete a questionnaire focusing on information
regarding the relationship between the auditee and its parent company. Completion of such a
questionnaire by the foreign parent company would be purely voluntary.

Internal corporate review : Customs administrations should encourage the auditee,
where practical, to carry out a preliminary self-evaluation, review and analysis of its operations
in relation to the audit.

Audit co-ordination : The auditee should be kept fully informed of any potential
findings or other relevant Customs matters throughout the audit.

However, if a significant misrepresentation or potential Customs offence is discovered
during the course of the audit, the audit team should communicate and co-ordinate with the
appropriate enforcement unit who will decide whether to start a formal investigation.

The Customs administration may make information available to other revenue/tax
agencies, in accordance with national laws on confidentiality.

Exit conference : A formal meeting should be held with the auditee to present the
findings, and to provide an opportunity for the auditee to give any explanations needed, to assist
preparation of the final report.

Final report : Customs administrations should prepare a final report and let the auditee
have a copy, provided that national law provides for this. A copy should also be sent to the
appropriate Customs office for resolution of any issue which has arisen.

Follow-up Visit : To conclude the audit process, Customs may carry out a follow-up
desk audit to ensure that any findings and recommendations for changes are carried out by the
trader.
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7.2.2. Traders’ systems audit
(Transitional Standard 3.32 and Standard 6.10)
7.2.21. Introduction

Customs must carry out traders’ systems audit for control purposes, as a quid pro quo
for greater facilitation, which can include a trader’s use of his computer systems for preparation
and submission of single or periodic declarations, and for self-assessment.

The audit of traders’ systems aims to provide assurance that a particular activity or
process is being carried out properly. Systems audit, as the name implies, means looking at the
entire processing cycle rather than just the transactions themselves. It does not rely on a fully
visible audit trail and substantive testing of all or a significant number of transactions, as in a
manual system. Instead, systems audit uses the inherent properties of computer processing to
provide user confidence.

If it can be established that the process itself is reliable and accurate and the controls
which govern it are sound and complied with, then safe assumptions can be made regarding the
quality of the output and facilitation measures can be granted.

The traditional method of checking the accuracy of the “books” on a transaction basis is
not only inappropriate in a computer environment, but also probably impossible. Even
advanced methods using file interrogation methodology are of little use unless the auditor or

audit team understands how the computer and its associated manual procedures combine to
produce the required information. This is where a systems audit is most effective.

The principal steps in a systems audit are as follows :
7.2.2.2. Planning

This initial phase, which is critical to the success and credibility of an audit, will define
the direction, scope and ultimate goal against which to measure the effectiveness of the audit.

The planning stage will determine amongst other things :

the objectives;

the scope;

the risk areas;

the conduct of the audit including preliminary and exit meetings with the auditee;

the duration of the audit;

the necessary resources needed to undertake the audit;

the availability of key personnel for interview purposes; and

the extent to which changes to the system or the organization operating it have affected
previous audit knowledge.

When Customs is considering allowing self-assessment, the planning stage will include

the establishment of criteria against which a trader’s systems should be judged. These will
include his financial soundness and his capacity to :
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— distinguish between import, export and domestic consignments, allowing appropriate
allocation of duty and taxes,

— allocate and identify consignments to specific Customs regimes,

— identify consignments requiring a licence or permit,

— calculate tax and duty liability on consignments,

— regularly update commodity code and duty rate files,

— cross match commercial part numbers against commodity codes,

— use valuation calculation methods appropriate to the traders business transactions,
— issue management reports providing assurance of completeness of accounting,

— identify outstanding, unreported consignments,

— perform quality cross-matching of commercial transport and accounting information with
statistical and accounting information declared to Customs,

— exercise quality control and management checking procedures to ensure the system is
functioning correctly,

— retain historical data for long enough to comply with national legal requirements and

— use satisfactory back-up procedures in the event of a system breakdown.
7.2.2.3. Enquiry or fact gathering

By interviewing personnel at all levels in the management chain, both the application
users and the data processors, the auditor or audit team can discover how the system actually
works. The auditor or audit team will also refer to any material such as user guides, system
specifications, which is available. The controls, or lack of them, both internal and operational
can then be identified. Often the way the system works is at variance with how it was designed
and implemented and how individuals, especially senior managers, perceive it to be working.
The auditor or audit team can also deduce much from the state of system documentation, or the
lack of it. For example, it may be out of date or incomplete.

7.2.2.4. Recording the system

The auditor or audit team will record the findings either by means of a narrative text or
pictorially, by the use of flow diagrams, or both. The diagrams can be at different levels of
detail, from a broad overview to actual stages in computer processing. They can cover the
document flows before and after computer processing. At this stage the auditee will normally
confirm the auditor’s or audit team’s understanding of the system, before moving on to the next
phase.

7.2.2.5. Evaluation

By reviewing and evaluating the evidence gathered, the auditor or audit team will begin
to discover actual or perceived weaknesses in the internal controls. They can then plan tests to
measure the effectiveness of the controls and the credibility of the output.
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7.2.2.6. Testing

Testing is carried out to some extent at various stages of the audit, for instance at the
fact-gathering stage, by observation and as a result of evaluation. It can be by inspection of
records, output reports, etc. or even re-enactment of the processing cycle. Using advanced
techniques, i.e. file interrogation software, it is possible to test for unusual combinations of data
which could lead to incorrect processing as well as for straightforward situations.

7.2.2.7. Report

The outcome of the audit will usually be a report to senior management which will make
recommendations as to how identified weaknesses can be eliminated or controls tailored to be
more effective. Controls can even be discarded if they are seen to be irrelevant in a particular
situation.

7.2.2.8. Conclusion

Once a system has been recorded and evaluated and any amendments to improve
control have been implemented, it can be expected to perform reliably until the next significant
change is undertaken. However periodic audits need to be carried out to confirm that nothing
has changed and that the controls which have been built in to the system continue to be
administered and adhered to. The use of audit packs (a set of pre-programmed audit tests) can
be used to automate this process.

7.2.2.9. Development Audit

Traders’ systems audit can also be of great benefit in the development stage of a new
application. In the past the need to implement a new application as soon as possible has meant
that suitability for audit has been overlooked or only partially addressed. The consequence of
poor suitability means at best inadequate or at worst non-existent controls.

Part of the planning cycle of any new application should ensure the inclusion of controls
and audit trails. This will enable the auditor or audit team to confirm the processing of data from
inception to final recording. It will also enable the auditor or audit team to trace transactions in
the reverse direction. If audit considerations are taken into account at the outset of a new
system, the subsequent audit and control of that system will be much more effective and
trustworthy.
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8. Supporting infrastructure

This section contains information on the basic requirements for establishing modern
Customs control methods.

The introduction of these methods may need changes to the existing legal,
administrative and organizational framework of Customs administrations. The WCO "Customs
Reform and Modernisation Programme" gives useful advice in this area.

8.1. Legal Authority

Besides the legal obligations laid down in the Kyoto Convention for companies/persons
involved in international trade transactions, Customs administrations need legislation which will
allow their officers powers to carry out the controls deemed necessary to ensure compliance
with the laws and regulations which they are responsible for enforcing.

The adequacy of powers available to Customs administrations under national law needs
to be kept under review and powers should be strengthened where necessary to deal with new
threats or facilitation requirements.

As a general guide, national legislation should confer the following powers on Customs
for the purposes of controls, although many such powers will only actually be invoked
selectively in accordance with risk management :

(a) Examination

(Standard 3.33)

— to examine goods, means of transport and persons in a manner to be decided by the
Customs administration with a view to using the most appropriate control methods,

(b) Right of access

— to access premises, vehicles, vessels or aircraft of companies/persons involved in
international trade transactions, and

— to access all business records, including computer systems, relating to international trade
transactions. The right of access includes the right to stop a person or vehicle to conduct a
search.

(c) Sampling
(Standard 3.38)
— to take representative samples of goods at importation, post-importation and at export.

(d) Detention

— to detain goods imported or intended for export to establish their compliance with Customs
laws and regulations.
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(e) Post-clearance audit

— to conduct a retrospective audit of the business records, including bank records and
computer systems, of any person or company involved in an international trade transaction.

(f) Exchange of information

(Standards 6.7 and 7.4)

— to exchange and share information on international movements with other Customs
administrations for Customs control purposes.

(g) Information retention and submission

— to require the person/company involved in an international trade transaction to submit the
information necessary, as previously defined and publicised by Customs, for the completion
of Customs formalities according to the stipulated procedure and control method.

— to require that this information be kept by the person/company involved in the international
trade transaction according to the generally accepted accounting principles within the
country concerned,

— to allow for the periodic lodgement of declarations and to set up systems-based controls.
(h) Facilitation

— to ascertain the admissibility of movements in advance of their arrival or departure, e.g. pre-
classification, pre-valuation or advance passenger information, and any exemption from the
general obligation to produce the goods to Customs, e.g. provisional pre-arrival release of
cargo.

(i) Authorisation to assist

(Standard 3.37)

— to authorise persons or third parties to assist Customs in performing certain Customs control
functions.

If there are reasonable grounds for establishing a Customs offence, the Customs
investigation unit should be brought in, since it has the powers necessary to carry out a formal
investigation.

8.2. Organisation

Effective Customs control is a major feature of a modern Customs administration. It
depends on a well-established control organization based on good co-operation and a
comprehensive information flow between the various Customs units, as well as on having a risk
management strategy to make the best use of available resources.

8.2.1. Resources
Customs should identify human, technical and financial resource needs for implementing

control programmes by assessing and analysing current and potential international trading
activities in their respective countries or regions.
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8.2.2. Management Philosophy

Customs should develop an organizational risk management philosophy with the support
of senior management. This could be done by training, education, and briefing of senior
Customs management. The designation of a senior manager to sponsor the risk management
initiative would be helpful. Building on the organizational philosophy, Customs should develop
and document a corporate policy and framework for managing risks, which should receive
endorsement by the senior management and be implemented throughout the organization.

The corporate policy may include the objectives and rationale for managing risk, the
links between the policy and the management/strategic plan, the extent or range of issues to
which the policy applies, guidance on what may be regarded as acceptable risk, who is
responsible for managing risks, the support/expertise available to assist those responsible for
managing risks, the level of documentation required and the plan for reviewing organizational
performance.

8.2.3. Degree of Centralisation

Differences in countries’ traditions, legal procedures, volumes of trade, national
priorities, geography and aims make it impractical to prescribe a uniform organizational
structure for all Customs administrations. The deployment of resources devoted to risk
management should be determined by the kind of controls to be employed and by the location
of the control procedure. Such locations need not necessarily be at the frontiers.

The main difference in Customs administrations’ organization lies in their degree of
centralisation. Centralisation may result from the need to limit dispersal of resources and to
ensure the integration of risk management in the overall planning and management process.
Decentralisation may result from the need to motivate local Customs staff by increasing their
responsibility.

The optimal organization is balanced between centralisation, where Customs sets up a
central office responsible for the risk management process and the Customs control
programme, and decentralisation, where individual Customs officers have responsibility for the
testing of risks, identification of targets and building of expertise in areas which require
additional focus.

8.2.4. Headquarters

In all countries, the Customs Headquarters necessarily assumes overall responsibility for
the risk management process.

The size and composition of the central risk management unit will vary from country to
country depending on the national requirements and the degree of centralisation, but should
always be staffed by officers with a variety of backgrounds, [e.g. inspectors, auditors,
investigators, program analysts, etc.]. They should return periodically to their respective local
offices to update themselves on any recent developments which may not have been brought to
the attention of Headquarters.

Once the policy and framework for the risk management process have been established,
the Headquarters should develop and implement an infrastructure to ensure that risk
management becomes an integral part of the planning and management process of the entire
Customs organization.

This may involve establishing a team of senior management personnel to be responsible
for internal communications, raising awareness about managing risks, acquiring risk
management skills, and developing the skills of staff through education and training, ensuring
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appropriate recognition, rewards and sanctions and establishing performance management
processes.

The central risk management unit will carry out high-level risk assessment for the entire
Customs territory, produce strategic information reports for local Customs offices and audit
units; act as a point of contact with other agencies and international bodies; and interface with
local Customs risk management teams and audit units.

The existence of a centralised intelligence unit would enable the collection and analysis
of information which can be used to develop risk assessments on commodities, importers,
industries, sources, etc. This would allow for more efficient targeting of shipments for
examination at importation. This unit would also be responsible for developing information
sharing networks with other Customs administrations and throughout the entire law enforcement
community.

The establishment of properly trained audit units would enable officers to visit the
premises of the auditee to verify declarations.

8.2.5. Local Customs offices

The main functions of the local offices are to ensure the effective operation of the risk
management process by carrying out local risk assessment, producing operational information
for local Customs officers responsible for import/export clearance, and for inspection teams,
audit units and investigation units, interfacing with the central risk management unit.

Teams of Customs officers at local offices/ports specialising in the analysis of goods

declarations and commercial documents such as invoices and transport documents, can target
high risk consignments on which a physical examination should be made.

8.3. Procedures
Customs administrations should develop procedures to implement control methods to
ensure uniform application throughout the Customs territory. In doing so, they should try to shift
the emphasis from exclusive use of movement controls to greater use of audit-based controls,
with a view to :
. reducing delays during the movement of goods/persons,
o increasing the use of periodic lodgement of declarations,

. encouraging trader self-assessment,

o enabling retention by the trader (instead of Customs) of accompanying official and
commercial documents,

. increasing the use of advance information submission and submission by electronic
means,
o increasing the use of the trader's commercial system and records instead of

requiring the maintenance of designated Customs records,

° encouraging greater compliance with Customs laws thereby giving the trading
community a greater stake in working in partnership with Customs to reduce risk
levels.

30 July 2000



Kyoto Convention — General Annex — Chapter 6
Guidelines on Customs Control

In order to optimise the application of modern control methods the use of automation is
recommended.

Customs administrations should put in place appropriate analysis and review
mechanisms for ensuring the effectiveness of the control procedures implemented throughout
the Customs territory (see Section 6.2.4 on “Compliance measurement”). Procedures must be
kept under review and adjusted, if necessary, to meet evolving demands.

8.4. Human Resource Development

Customs controls should be carried out by professionally trained Customs personnel.
With the increased use of electronic record-keeping and the sophistication of global trade, the
need for higher standards of training becomes increasingly important. Customs administrations
should be committed to providing control officers with the levels of training necessary to equip
them to perform their duties. The ability to draw on the following skills is important and will
improve efficiency and effectiveness :

° accounting techniques and principles, including GAAP,

° auditing standards and procedures,

. international trade/business including banking procedures,

. Customs laws, regulations and procedures (valuation codes, origin, etc.),
. electronic record-keeping and computer systems (I.T., EDI, etc.).

Customs recruitment and training should address these needs. The WCO has prepared
a number of training modules which will be of value to Customs administrations in organising
the training of its staff.

8.5. Juxtaposed Customs offices

(Transitional Standard 3.4 and 3.5)

The setting up of juxtaposed national Customs control offices can facilitate checks at the
common frontier between two adjoining States. These offices, initially established to control
road traffic, are becoming increasingly used in other circumstances too. The principle of
juxtaposed controls is easily adapted to the environment of rail, inland waterways and air and
sea traffic.

The establishment of juxtaposed national Customs control offices is generally provided
for in bilateral agreements between adjoining States. For Customs, the advantages of
juxtaposed national control offices are the following : more effective control of frontier traffic,
mutual reduction of operating expenses and a better appreciation of each other’'s Customs
priorities, all creating increased co-operation in both facilitation and control.

However, still greater benefits could be obtained if single control were introduced on a
more widespread basis in juxtaposed national control offices, at least for certain Customs
operations, such as the control of goods in transit.

In some countries, travellers may be checked only by the authorities of the country of
entry (Police, then Customs control) in juxtaposed national control offices, usually when the
authorities of the country of exit have decided not to carry out their own controls as a matter of
course.
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8.6. Mutual administrative assistance

(Standard 6.7)

The increase in international trade and the newly developed methods of Customs
control have highlighted the shortcomings of a system in which controls are based solely on
goods declarations and supporting documents submitted after the goods’ arrival in the Customs
territory. It may be desirable for Customs to receive such information at an earlier stage and to
have access to further information, not available in their own territory.

To that end, Customs look to other Customs administrations to obtain pre-arrival
information on goods bound for their Customs territory and for other types of assistance to
ensure the proper application of Customs laws (including the collection of Customs duties) and
to prevent, investigate and combat Customs offences. This is known as mutual administrative
assistance.

Once the necessary basis for mutual administrative assistance is in place, the information
exchanged can also assist in risk management. The information provided by other administrations
either spontaneously or on request, is an extra and sometimes very specific source on which to
base risk analysis.

Other provisions in mutual assistance agreements can be of direct benefit to control efforts
where another Customs administration carries out certain controls on behalf of the requesting
administration (e.g. verification of certificates of origin or transit documents, and cross-country
audits,), or provides officials to assist in controls carried out abroad or to act as experts or
witnesses. In case of juxtaposed offices Customs may even be authorised to assess and collect
import duties and taxes on behalf of the other State (see Section 8.5).

The WCO has recently adopted a revised model bilateral agreement for the proper
application of Customs law and for the prevention, investigation and combating of Customs
offences. The Council has recently recommended this model as the basis for negotiations between
Customs administrations (see Appendix |). The WCO also has a multilateral Convention on mutual
administrative assistance for the prevention, investigation and repression of Customs offences (the
"Nairobi Convention", June 1977).
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9. Customs/Trade Co-operation

(Standards 6.8, 7.3, 8.5 and Chapter 9)

In a modern Customs administration there are a wide variety of complex control tasks to
undertake and, increasingly, resources are limited. The Customs response has been to apply
selection, targeting and risk management to maximise the effectiveness of these resources.

The increasing use of risk management techniques coupled with demands for greater
facilitation, good communication, consultation and co-operation between the trade and Customs
administrations is vital to achieve a satisfactory balance between effective control and
facilitation. Customs administrations see legitimate traders as partners in this process.

It is important that all interested persons should be able to obtain information from
Customs about procedures and control requirements (see General Annex, Chapter 9). Sources
may include the Customs tariff, official gazettes, bulletins and notices. Customs should
therefore ensure that these are readily available at their offices. Additionally persons may need
specific information concerning a particular operation and the Customs administration should
aim to supply this as completely and accurately and as soon as possible.

Customs administrations should also consider modern techniques for the dissemination
of information, like the Internet with its World-Wide-Web (WWW). As an example under
http://www.gov.sg/customs/ the Singapore Customs administration provides information on duty
and tax rates, documentation, valuation, clearance procedures, security requirements and
addresses of Customs offices.

Many Customs administrations now maintain formal consultative committees with
traders, carriers, agents, banks, port and airport operators and their representative
organisations. The role of such committees typically includes the discussion of projected
changes in control requirements, identification of difficulties experienced by declarants in
complying with actual or proposed procedures and arriving at mutually acceptable solutions. In
addition some Customs administrations have introduced the idea of “client-co-ordinators” who
keep contact with individual companies.

There should be continuous collaboration at all levels; at local/regional level between
Customs officials and business and at national level between Customs administrations and
business.

For the Customs administration such collaboration has the advantage of improving its
knowledge of trading practices. Greater familiarity with the conditions of international trade
means more effective risk management

In this spirit Customs administrations may consider inviting business representatives to
spend short periods with the Customs service as a means of familiarising themselves with the
regulations.

Co-operation is particularly valuable to a Customs administration in drug interdiction,
CITES, dangerous goods, and hazardous waste control. It is increasingly encouraged and
sustained through a range of Memoranda of Understanding in which trade organisations,
nationally and internationally, sign general undertakings with the WCO and national Customs
administrations, backed by detailed guidelines, specifying the practical improvements in
information exchange, training and communications arrangements appropriate to each trade
sector.
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MOUs are also concluded in Customs-to-company memoranda and guidelines. The
benefits to both Customs administration and the trade organization can be many; for Customs
administrations they provide a further valuable source of information. In return, traders with a
good record of co-operation may expect less Customs intervention .
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10. Conclusions

Customs administrations should aim for a reasonable and equitable balance between
ensuring compliance and minimising disruption and costs to legitimate trade and the public.
Facilitation and control need not conflict. If managed well, facilitation can enhance the success
of control procedures.

Customs administrations are encouraged to implement control procedures based on the
use of risk management and profiling techniques as a means to identify reliable
operators/persons who may then benefit from greater facilitation as opposed to those
operators/persons which require higher levels of control.

Risk management is a basic principle of modern Customs control methods. It allows
optimum exploitation of Customs' resources without threatening the effectiveness of controls,
while relieving a majority of the trade/public from excessive bureaucratic constraints.

Procedures based on risk management techniques concentrate controls on areas of
highest risk while leaving the bulk of goods/persons to pass relatively freely through Customs.

Customs administrations should put in place analysis and review mechanisms to ensure
the effectiveness of control procedures throughout the Customs territory. Procedures must be
kept under review and adjusted if necessary to meet evolving demands.
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11. Example of a Customs control process

11.1. High-Level Scenario of a Customs control process

Mutual Administrative Assistance

Country A
Country B . . . .
Mutual Administrative Assistance -
RISK
) MANAGEMENT MOVEME
AUDIT-BASED « Risk profiles
CONTROLS * National audit plan
* Intelligence database

/ji/ |74
{
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11.2. Low-Level Scenario of a risk management process

Identify risk areas
Develop criteria
(iv.2.1, iv.2.2)

ESTABLISH THE CONTEXT (iv.1.2 a) [«

The strategic context
The organizational context
The risk management context

'

Decide the structure

I

IDENTIFY RISKS (iv.1.2 b)

What can happen ?
How can it happen?

l

ANALYSE RISKS (iv.1.2 c)

Determine existing controls

Determine Determine
likelihood consequences

v v

Establish level of risk |

Reference : Based on Australian/New Zealand Standard “Risk management”, AS/NZS 4360:1995 p.11

>

l

ASSESS RISKS (iv.1.2 d)

Compare against criteria
Set risk priorities

.

ADDRESS RISKS (iv.1.2 e)

Identify treatment options
Evaluate treatment options
Prepare treatment plan
Implement Plan

MONITOR

AND

REVIEW

COMPLIANCE

MEASUREMENT
(iv.1.2 )
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11.3. Low-Level Scenario of a post-clearance audit

- DEVELOPMENT OF

v

RISK
MANAGEMENT

A

AUDIT PROGRAMMES (7.2.1.2) | -

» importer/exporter audits
* broker audits

« carrier manifest audits

« foreign-trade-zone audits
* efc.

v

A\ 4

STRATEGIC

PLANNING
(7.2.1.4)

IDENTIFY POTENTIAL

»  AUDIT TARGETS (7.2.1.3)

A

« valuation

* origin

« tariff classification

« duty relief/drawback/remission
programmes

* etc.

A4

SELECT COMPANIES/

PERSONS FOR AUDIT (7.2.1.3) |

A4

A

CONTACT OTHER
CUSTOMS UNITS

A

PREPARE FOR AUDIT(7.2.1.5)

+ assign auditor/audit team

» determine scope of audit

» contact company

* request data from company

* send questionaire

* obtain data from
company’s declarations

A4

CONDUCT AUDIT(7.2.1.5)

* hold initial conference

* examine records

« verify company’s records
« identify compliance

A4

CLOSE AUDIT(7.2.1.5)

* prepare reports
* communicate results to company
« report results to Customs units

CONDUCT MEASUREMENT
EVALUATION AND
FOLLOW-UP (7.2.1.3;7.2.1.4)
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14. Appendices

14.1. Appendix | : CCC Recommendation on MAA

RECOMMENDATION OF THE CUSTOMS CO-OPERATION COUNCIL’

CONCERNING BILATERAL AGREEMENTS

ON MUTUAL ADMINISTRATIVE ASSISTANCE

THE CUSTOMS CO-OPERATION COUNCIL,

CONSIDERING that offences against Customs law are prejudicial to their economic,
commercial, fiscal, social and cultural interests,

CONSIDERING the importance of accurate assessment of Customs duties and other taxes
collected at importation or exportation and of ensuring proper enforcement of measures of
prohibition, restriction and control,

RECOGNIZING the need for international co-operation in matters related to the application and
enforcement of their Customs laws,

CONVINCED that action against Customs offences can be made more effective by close co-
operation between their Customs Administrations based on clear legal provisions,

HAVING REGARD TO the relevant instruments of the Customs Co-operation Council, in
particular the Recommendation on mutual administrative assistance of 5 December 1953,
and Article 11 of the international Convention on mutual administrative assistance for the
prevention, investigation and repression of Customs offences (Nairobi, 9 June 1977),

HAVING REGARD ALSO TO international Conventions containing prohibitions, restrictions and
special measures of control in respect of specific goods,

RECOMMENDS that Members of the Council and members of the United Nations Organization
or its specialized agencies, and Customs or Economic Unions should :

Customs Co-operation Council (CCC) is the official name of the World Customs Organization
(WCO).
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1. conclude bilateral agreements on mutual administrative assistance for the proper
application of Customs law, and for the prevention, investigation and combating
of Customs offences,

2. use the Customs Co-operation Council's Model Bilateral Agreement as a basis for
the negotiation of any such Agreement,

3. use the Customs Co-operation Council as an intermediary, as necessary, for the
conclusion of any such Agreement,

REQUESTS Members of the Council and members of the United Nations Organization
or its specialised agencies, and Customs or Economic Unions which accept this
Recommendation to notify the Secretary General of their acceptance, and of the date from
which they will apply the Recommendation and the conditions of its application. The Secretary
General will transmit this information to the Customs administrations of all Members. He will
also transmit it to any Customs administrations of non-Members and any Customs or Economic
Unions which have accepted this Recommendation.
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14.2. Appendix Il : Methods of Application

14.2.1. Risk Management (United States of America)

Risk Management

(United States of America)
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