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US Customs Audit Trends

Where Are CBP Audits Headed?

e T ET ) T

Audit Landscape Audit Type Priority Issues Who to Audit?
= FYTD22: 280 audits = Fewer Focused = Related Party Valuation = High Risk to Moderate Risk
= FY21:422 audits SRR = AD/CVD SO LSS

= Focus on Single Issue = Targeting (issues/ patterns

= FY20: 466 audits = Forced Labor .
in trade data)

= Audit collections FY 20 to

21 increased almost
$90 million

= Steady in spite of COVID
and audit resources likely
to increase

Focus on Risk Analysisand Country of Origin / T
Survey Assessments ' = Prior Disclosures
Preference Claims

(RASA) = Referrals




CBP Audit Statistics

FY2017 FY2018 FY2019 FY2020 FY 2021 R

(As of 6/30/22)

CBP Audits 418 435 391 466 442 280

Audit Revenue 41.3 million 42.2 million 43.1 million 44.6 million 132.2 million 23.1 million
Collected

Audit-related

Penalties & 27.2 million 15.5 million 30.1 million 20.1 million 21.7 million 12.9 million
Liquidated

Damages

Source: hitps;//www.cbp.gov/newsroom/stats/trade
CBP fiscal yearruns October 1- September 30.


https://www.cbp.gov/newsroom/stats/trade

US Customs and Border Protection Trade

Strategy

CBP is using data to monitor
trade activity, evaluate risk,

identify noncompliance and
target importers for further
review and audit.

US Customs and Border Protection, Office of Trade Strategy 2025, h

OT Strategy 2025

/“\
Facilitate. Enforce. Protect. (£)

©0

EFFICIENT TRADE EFFECTIVE INNOVATIVE AND TRADE WORKFORCE
FACILITATION RISK-BASED SUSTAINABLE OPERATIONAL SKILLS AND
ENFORCEMENT E-COMMERCE INSIGHTS CAPABILITIES
Streamline Support a level trade Create a new paradigm @ Strengthen OT's Prepare the trade
administrative playing field through for trade facilitation workforce with new

processes 0 increase
efficiency, lowear cost,
and reduce processing an intelligence-driven
times to ensure enforcement approach
campliance with trade

policy goals

ENVISIONIN A WORLD WHERE

Trading is streamlined 1 Smart use of data,

and intuitive - the consequence delivery,
burdensame processes and a new risk

of the past are gone. framework leads to
Integrated data sarly identification,
platforms, new and deterrence, and
updated trade disruptions of potential
= agreements and policies, § trade violations without
and an account-based interfering with

system pave the way for legitimate trade.
the future.

PRGN BN N

and enfarcement in
light of unprecedented
growth in e-commerce

skills and capabilities
while expanding
sources of talent for
new hires

and
government capabilities

TRADE IS STREAMLINED, SAFE, AND SECURE

p &
CBP leads the il
development of new
global models for
e-commerce trade
enforcement to collect
and protect revenue,
enforce trade remedies,
generate economic
prosperity, and instill
confidence that the
products consumers
purchase onling are
safe and genuine.

OT's knowledge of OT personnel have the
supply chains informs technological and
decision-making at analytical skills and
the highest levels. support they need to
accomplish OT's
mission. Employees
operateina
collaborative,
innovative, and
strategic environment.
OT attracts and retains
the highest-caliber
trade professionals.



https://www.cbp.gov/sites/default/files/assets/documents/2021-Mar/OT%20Strategy%20Vision%20Graphic_0.pdf

Framework for Compliance — CBP Guidance

Preparing for an Audit-Partnership in Responsible Trade

@ March 2022 — CBP published high-level guidance on
best practices to ensure compliance with US

customs laws

|@’ New emphasis on "social responsibility” and

“traceability" indicating increase focus on forced labor

Preparing for an Audit-Partnership in Responsible Trade

Background
U.S. Customs and Border F {CBP) is resp for p g the entry of p goods
into the .S, market. CBP encourages stakeholders in the trade ity to closely ine their

supply chains to ensure goods imported into the U.5. meet all sta y and regi

CBP created this best practice framework to provide the importing community general guidance on four
core areas In which the trade should target its due diligence: C Social

Traceability and Remediation.
Framework Basics

The four core areas of this Framework are defined below.

1. Compliance: Adherence to statutes and import regulations;



CBP Priority Trade Initiatives

Agriculture and Quota Revenue

( , ) Antidumping and Countervailing AN . .

@ Duty (AD/CVD) Textiles/Wearing Apparel
<C§/§’ Import Safety Trade Agreements

m Increasing rules of origin audits and
origin verification exercises over the

Intellectual Property Rights
past years

m Potential increase arising from self-
certification under FTAs
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Other Areas of Focus

Tariff Classification

m Remains a key audit topic - repeated
errors can result in significant exposure

m Targetedindustries/ goodsinclude
those attracting high customs duty

(&

3> ) Customs Valuation

m  Common topics reviewed include
royalty, license fee, assist, etc.

m Increasing focus on transfer pricing and
related party transactions

@x Licensing Requirements

In most cases, no import permit/
license needed, but for certain goods,
some agencies (e.g., FDA, USDA, EPA)
may require a license, permit, or

other certification

\i@ﬂfﬁ.ﬁvﬁgi Forced Labor

Uyghur Forced Labor Prevention Act
Withhold Release Orders and Findings

Target goods made, in whole or in part,
from forced labor

12



CBP Priority Highlight — Forced Labor

Fiscal Year FY2018 FY2019 FY2020 FY2021 FYTD 2022
As of June 30

Forced Labor Withhold
Release Orders (WROS)

Findings Issued

Detentions Related to
1,469 2,010

Value of Detained Cargo . . . -
218,659 1.2 million 49.8 million 486 million 357.8 million
Related to WROs $ $ H $ i 3 i $ i

Source: hitps://www.cbp.gov/newsroom/statstrade
CBP fiscal yearruns October 1- September 30.
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Targeting Forced Labor in Xinjiang

Entered into force June 21, 2022

Rebuttable Presumption:

The Commissioner of US Customs and Border Protection shall .... apply a presumption that, with
respect to any goods, wares, articles, and merchandise mined, produced, or manufactured wholly
or in part in the Xinjiang Uyghur Autonomous Region of the People's Republic of China or
produced by an entity on [the UFLPA Entity List] ... the importation of such goods, wares, articles
and merchandise is prohibited under section 307 of the Tariff Act of 1930 (19 USC. 1307) ...

Exception (i.e., rebutting the presumption):

The importer of record must:

= Comply fully with UFLPA guidance and implementing regulations;

= Respond completely and substantively to all CBP requests for information; and

= Demonstrate with clear and convincing evidence that merchandise was not produced wholly
or in part by forced labor

14



CBP Priority Highlight — Origin / FTA

~
(@ ’ Country of Origin

m Section 301 Duties

m Section 232 Duties on Steeland Aluminum

m FTAPreference Claims, including USMCA
s  USMCA:

m Specificand more robust procedures for conducting origin
verifications via documentation and visits that was not
presentin the previous NAFTAregime.

m Enteredinto force on July 1, 2020; the "restraintin
enforcement” phase ended end of 2020 for most goods.

m Ongoingdisputes include automotive rules of origin — very
complex




Audit Triggers & Related Enforcement

Routine
Audits

Intra-government
Coordination

Licensing or Other
Regulatory

b Qui Tam Priority Trade Targeted
Actions Issues Industry
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US Customs Audit
101 — The Process



US Customs and Border Protection
Auditing Agency in the United States

CBP sits withinthe US Department of Homeland Security

One of the largest law enforcement agencies in the world

Border Protection (@REE Regulatory Audit and Agency Advisory Services (RAAS)

O...
Q. Risk-based approach

Field offices throughout the United States

18



Regulatory Audit Offices

Regional Specialization

Atlanta
(5 branches: Atlanta and Nashuwille) - Import Safety and Express Couriers

Boston
(2 branches: Boston and Buffalo) - Focused Assessments and RA
Management

Chicago
(5 branches: Chicago, Minneapolis) - Trade Fraud and User Fees and
ACE modernization

Detroit
(3 branches: Detroit and Ft. Mitchell, KY) - Express Couriers and
Importer Self Assessments

Houston
(4 branches: Houston, Dallas, El Paso)— Importer Self-Assessment and
NAFTA, Petroleum related issues

Long Beach
(4 branches) — Intellectual Property Rights, Foreign Trade Zones, ACE

Miami
(2 branches) — FTA's for Central/South America, Pre-Penalty
Assessments

New York
(4 branches: NY, JFK) — Textiles, Textile Transhipment, Customs
Brokers

Philadelphia
(5 branches: Philadelphia, Newark NJ) - Drawback, Bonded Warehouses
and Duty Free Shops and ability to pay reviews

San Francisco
(5 branches: San Francisco, Seattle, SanJose) - Focused Assessments
and Pacific Rim FTAs

19



Types of CBP Audits & Related Procedures

Focused Assessments

Comprehensive audit with formal ‘ \ CIPs and Audit Report — May be
procedural obligations accompanied by a demand for payment

T s Lo ‘ Increased auditor discretion on what to
ining nu “ test, how much to test and how far back in

time to look
Introducedin 2001 and refreshedin 2014

@\@@@

&> ) Threephases:

I. Pre-Assessment Survey
ii. Assessment Compliance Testing
li. Follow-Up Audit
20



Types of CBP Audits & Related
Procedures

//—
@ May be a referral or enforcement audit

W@’ Usually focused on revenue-related and priority issues:

m Customs m Preference = AD/CVD
valuation programs

%)

> ) Increasingly based on CF-28's or CF-29's

)

( ¢® ) Increasingly driven by CEEs

21



Types of CBP Audits & Related
Procedures

s> ) Not formal audit and not controls based
&> ) Do not utilize Generally Accepted Government auditing standards

May be interviews, transactional testing, closure letter

@@0@

Designed to identify areas for further review
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Understand Your Risk and Audit
Process

If you import meaningful volumes, you should expect to be audited
and plan accordingly

(5>

<§)§ Be sure you understand:

m Theaudit methodologyto be used

m T heareasof focus for the auditors — tariff classification, customs
valuation, preference claims, ADD/CVD, etc.

m Your import activity through internal reports or reports provided by
the government (e.g., ACE reports) or by your brokers




Tailor Controls to Risk, Test and
Correct

/-
<C§/§> Focus on your internal controls

m Start with yourrisk profile (activity — risk)
m Tailoryour controls to the business in order to mitigate the risk
m Testthose controls periodically to ensure they are working effectively

m Implement corrective measures (and consider voluntary self-
disclosures before audit begins — not advisable everywhere)

¢® ) Take your non-customs colleaguesto lunch

m Training non-customs people on customs issues is helpful, but...
m Understand the business/internal processes




Control the Audit Narrative and Outcome

@ Manage the audit

m Have a plan and tell your
story (early and often) — do
not just sit back and hope
the auditors figure it out

m Understand whatthe
auditors need to see in order
for you to pass the audit

6» Recognize (and accept)
that no one is perfect

m Errorswill occur— whatyou
do with the errors is what is
important!

@ Learn from the audit

m Anissue discoveredin one
jurisdiction may need to be
addressed elsewhere as well

26
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Voluntary Prior
Disclosures



Understand Potential Penalty Exposure

Primary Civil Penalty Statute —19 USC 8§ 1592

Negligence Gross Negligence Fraud
Loss of revenue = lesser Loss of revenue = lesser Not to exceed domestic
of domestic value or 2 of domestic value or 4 value
times duties, taxes and times duties, taxes and
fees fees
No loss of revenue = 20% No loss of revenue = 40%
of dutiable value of dutiable value



CBP Audits and Prior Disclosures

The importer will receive the benefits of a prior disclosure
only if it is made before the importer has knowledge that
CBP has initiated a formal investigation into the violations.

An importer may make a prior BN\
disclosureto CBP of errorsin -
the entry of merchandise into m Receiptofa CF28or CF29 or notice of a CBP focused
the United States. assessment or audit may not always be notice of a

@ oD = AR SR oble formal investigation depending on the facts.

solely to negligence orgross m A priordisclosure may even be made where CBP has
negligence, where the identified the issues involving the violation in the
Importer makes a valid prior course of a focused assessment.

disclosure all penalties,
except interest on the unpaid
duties, can be waived.

m A priordisclosure may resultin meaningful mitigation
even in an audit context; need to consider carefully
whether a prior disclosure should be considered.

29



Prior Disclosure Best Practices

©
Q)& Do not simply address what went wrong

m Discuss how the issue was identified (e.g., by a compliance
procedure, through internal auditing) —demonstrates that your
controls worked!

m Discuss how the underlying cause of the issue has been remedied
for the future

m Anticipate and address reasonable questions in the detailed
statement — goal is no need for follow up

(@) A disclosure can be a positive for the company, if done correctly
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