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Agenda: Topics for Discussion

« Compliance Quiz
e Importance of Compliance

1. Import Compliance (U.S. CBP laws)
2. Cargo Security (C-TPAT)

3. Export Compliance (Export Administration Regs)



Compliance Quiz

Do you have an Import/Export Compliance department?

Do you have a written Compliance manual or
procedures to address the handling of Import/Export
activities?

Are internal audits performed frequently & entries/AES
filings reviewed for accuracy?

Are discrepancies brought to Customs’/Census’
attention?

Have employees received annual training on
Import/export procedures?




Import/Export Compliance Quiz

6. Have you taken all necessary steps to implement a
cargo security program?

/. Are you maximizing your participation in lawful duty
minimization programs?

8. Do you feel confident that your company could withstand
a Customs or an Export Enforcement audit?

STOP! If you answered “NO” to any of these questions,
then your company is taking regulatory risks.



Benefits of Compliance

Doing it right the first time is  cheaper than going
back and fixing it later

Demonstrated compliance will result in:
Fewer cages & intensive cargo exams
Fewer penalties
Fewer information requests, and
Fewer delays resulting in less cost

Less cost + Less customs processing time = Greater
competitive advantage in the marketplace.



Import Compliance



Why aspire for Best-In-Class Internal Controls

o Study of 426 Compliance Assessments (October
1995 — March 2001)

 Internal controls are a good predictor of actual
compliance

 Importers with adequate internal controls had
minimal non-compliance and loss of revenue
(Average Revenue Recovery: $45,402)

* Importers without adequate internal controls had
significant non-compliance and revenue losses
(Average Revenue Recovery: $428,227!")




Yes No




Focused Assessment: Risk areas

HTS Classification

Valuation

Recordkeeping

Country of origin markings

Quantity

Special classifications (9801/9802)

Duty preferences (GSP, CBI/CBERA, U.S.-Israel FTA)
NAFTA

. Antidumping/Countervailing Duties
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Duties and Taxes

Do | currently know how much duty my company
pays?

Do | know how the duty Is calculated?

Am | satisfied that duty assessments on my business
are correct?

Can | be more efficient if | pay attention to customs
planning?

Am | confident that | am importing my products
under the correct HTS code?
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Benefits of Accurate HTS Classifications

Pay correct duty (avoids over or under payments)
Quicker clearance of goods
Avoid the likelihood of Customs scrutiny

Avoid possible penalties, fines and interest due to
Incorrect classifications
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Classification - Common Errors

> WD

. A wide variety of goods imported but few HTS

numbers used

. Catch-All provisions used too often
. Use of classifications with known problems
. Inaccurate or incomplete descriptions of articles as

basis for classification

. Import pattern has changed, but same old HTS

codes used.

. Extensive knowledge needed to classify products
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19 CFR 1592 Penalties: Degrees of Culpability

Negligence [2 x duties or 20% of value]
« Failure to exercise reasonable care and competence.

Gross Negligence [4 x duties or 40% of value]

 With actual knowledge, wanton disregard, disregard
to obligations.

Fraud [100% of domestic value]
« Knowingly, voluntary and intentional.
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Importer Self-Assessment Program (ISA)

Exemption from comprehensive audits:
Focused Assessments
Drawback and Foreign-Trade Zones
Greater business certainty
Company controls the process
Less Customs intrusion
Enhanced Prior disclosure
Coverage available for multiple business units

Mitigating factor in a penalty hearing (cooperation with
Customs)

Hotline to OST/RAD & Access to an Account Manager.
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Cargo Security

Customs-Trade Partnership Against Terrorism
(C-TPAT)
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RAILROAD TANKER CAR

VACIS image of what an empty tank car should look like.




Suspect Areas
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What is C-TPAT?

« Joint U.S. Customs-Trade Initiative against terrorism,
In response to the tragic events of September 11,
2001

* Reduce the size of the Haystack!

« Balance of Increased need for cargo inspection &
Faster movement of legitimate trade

e Important first step in gaining future Customs
benefits.
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Benefits of Participation

. Corporate duty & being on the right side of
Customs.

. Reduction in shipment inspections
(C-TPAT members are 7 times less likely)

. Reduction Iin border down time.
. Lower risk status for a Customs audit.
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Risks of Non-participation

 Negative image as a non-compliant corporate
citizen

* Increased Customs scrutiny & inspections

e Delays at border crossings

e Being kept in the audit pool

* Non-inclusion in C-TPAT may lead to a drop in

business.
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Application Process

o Evaluate existing internal security procedures
» Assess compliance with 9 security module recommendations.

 Prepare C-TPAT procedures for your firm
» Leverage from existing procedures or create new ones

« Communicate security requirements throughout the
supply-chain.
e Submit an online Supply Chain Security Profile

* Questionnaire based on 29 C-TPAT guidelines.

o “C-TPAT Cost-Benefit Survey”.

— based on feedback from 1,756 certified C-TPAT member
companies.
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Export Compliance
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Bureau of Industry and security

Office of Export Enforcement

BIS’ Mission: Keep
the most sensitive
goods out of the most
dangerous hands.
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Do You Need an Export License???

Step 1: Determine Export Control Classification
(ECCN) number

— If no number exists in the Commerce Control List (CCL),
then the ECCN # is EAR99

Step 2: Check the 10 general prohibitions

— Denied Persons Lists, Embargoed nations, Prohibited
end-uses, Knowledge violations etc.

Step 3: Check Country Chart & Reason for Control
— |Is there an “X” in the box?
Step 4: If yes, Is a license exception available?
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Lists to Check

e Denied Persons

e Unverified List

 Entity List

« OFAC Lists

e Debarred List

* Changes published in Federal Register
 Email alerts available from BIS
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Six Questions to Ask
Before Any Transaction

1. What agency has jurisdiction?
— Which agency has jurisdiction over the item you wis h
to export

2. What is it?
— What an item is, for export control purposes, depen ds
on its classification, and subsequent placing on th e
Commerce Control List (CCL)

3. Where is it going?

— The country of ultimate destination for an export o rre-
export also determines licensing requirements
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Six Questions to Ask
Before Any Transaction

4. Who will receive it?
— The ultimate end-user of your item cannot be a
“listed” end-user

5. What will they do with it?
— The ultimate end -use of your item cannot be a
controlled end-use

6. What else will they do?

— Conduct such as contracting, financing, and
forwarding freight in support of a proliferation
project may prevent you from doing business with
someone
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EAR: Fines and Penalties

Criminal Penalties:

« Maximum of five times the value of the export/re-
export or $1,000,000 (whichever is greater).
 Inthe case of an individual, a fine not more than
$250,000, or imprisonment not more than 10

years, or both.

Civil Penalties:
o $250,000 (maximum) imposed for any EAR
violation

Denial of Export Privileges
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New Foreign Trade Regulations
(issued by US Census Bureau)

The new FTR issued by U.S. Census Bureau, mandates
electronic filing of all shipments that require a Shipper’s
Export Declaration (SED), through the Automated Export
System (AES).

SED information filed to AES is now known as Electronic
Export Information (EEI).

The final rule was effective July 2, 2008, with a 90-day
Implementation period ending Sept. 30, 2008.

34



Penalties under FTR

« Civil penalties for late filed EEI or failure to file
increased from $100 to $1,100 for each day delinquent
with the maximum penalty increased from $1,000 to
$10,000 for each violation.

 New criminal penalties _were implemented for filing
false and/or misleading information, up to $10,000 or
Imprisonment for not more than five years, or both, for
each violation.
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Establishing an Import-Export
Compliance Program

1. Formal statement of Management policy &
commitment

2. Specific knowledge of Import & Export regulations.

3. Written manuals, documents and procedures
necessary to ensure Import & Export compliance

4. Build a product dictionary for HTS, Schedule B, and
ECCN #.

5. Use Binding rulings to confirm the HTS # and SNAP-
R to confirm ECCN #.
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Establishing an Import-Export
Compliance Program

7. Development of Recordkeeping procedures

8. Regqulatory Training and Education Program

9. Flowchart entire order process and identify contacts.
10. Denied Persons List screening

11. Periodic Audits: System for detection and voluntary
reporting of violations

12. Share the information and review annually.
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Thank Youl!

CONTACT INFORMATION
Deep SenGupta, LL.M
Senior Manager
Trade & Customs Advisory Services (TCAS)
Mobile: 1.415.385.4894
Office: 1.415.591.6694
E-mail: csengupta@fedex.com
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