THE COMPLETE VISUAL GUIDE TO

MASTER HS CODES, DUTIES, AND TRADE
REGULATIONS — STEP BY STEP

YOUSSEF BRIGA




YOUSSEF BRIGA

THE COMPLETE VISUAL GUIDE
TO IMPORT, EXPORT
AND CUSTOMS COMPLIANCE

MASTER HS CODES, DUTIES
AND TRADE REGULATIONS

STEP BY STEP

2026




Table of contents:

T L0 To [ T3 4 o o A SR 6
Concept 1: The CUSTOMS UNIVEISE ...cociiiiiiiiiiiieeeeeeeee e 7
1.1: What is Customs? A Mind Map Of the SYSIEM ......cooieieeeeeeeeeeee e 8
1.2: The Three flows of @ Trade tranSaCtON .........cooeiie i 10
1.3: Who does what? The ACLOrS MapPEeU ........oouiiiiiii it e e e e e e e eee s 12
1.4: Why we declare ? The universal Mandate ...........ccoooiiiieoiieeee e 15
1.5: The journey of a shipment : the big PICTUIE ........cocoo i e 17
1.6: Import vs Export vs Transit: Key differe€NCeS .......ccoooeiiiieeeeeeeeeee e 19
1.7: The Customs Declaration: What IS it 2 .....ccooeeeeeeeeeeeeeeeeeeeeee e 22
1.8: Authorized ACtors: Who Can dECIAre? ........oouiueiiii e e e e e e 25
1.9: Paper vs Electronic Customs: The Shift............coiiiiiiiiiii e 28
REVIEW: YOUI MENTAI IMBD ...ttt 30
Concept 2: Import clearance - Step DY STEP ..oooviiiiiiiiii 28
2.1: The Import Clearance flowchart: Full path.............cccoiiii 33
2.2: The Summary Declaration: FirSt STEP .....ocuuiiiiii i e e e e e e e 35
2.3: Goods Placement under CUStOMS SUPEIVISION .......cccuiiiiiiiiiiiiiiiii it 38
2.4: Land Border Clearance: StEP DY SteP ..o 40
2.5: Sea Port Clearance: StEP DY STEP ..o e 42
2.6: Air Freight Clearance: StEP DY STEP ....coi i 44
2.7: The Detailed Declaration: Fields EXplaiNed............cooouuiiiiiiiii e 47
2.8: Documents ChecKIist fOr IMPOIt ...........oooiiiiiiii 49
2.9: Simplified Import Declaration: When & HOW ?..........oouuiiiiiiii it 52
2.10: Payment of Duties: Methods & TiMeliNe ... 56
2.11: Release & DeliVery: FINAl StEPS......ccci e e e e e e e 60
Concept 3: EXPOrt ClEaranCe PrOCESS. ....cciiuiiiiei i e e e eeeeeetiie e e e e e e e et a e s e e e e e e e e ettt e s e e e e e e e essrra e aeeaes 54
3.1: The Export Clearance FIOWCHAI............ooouii e 63
3.2: Export Declaration: Required DOCUMENLS .........ccoiiiiiiiiiiiiiiiieiieieee e 67
3.3: Simplified EXPOrt DECIAIALION ....... oot e e e et e e e e e e e e eeeeena e e e eeeas 71
3.4: Export Prohibitions & RESTICHONS ..........ooiiiiiiiiiii 74
3.5: Export Duties: When They ApPPIY 2 ... e e e e e e e 77
3.6: VAT Refund on Exports: The MechaniSm ... 80
3.7: Transit Export: Goods Crossing Third COUNTMES ..........oovviiiiiiiiiiieee e 84
IMPOrt VS EXPOrt SIde DY SIAe..... .o 87
Concept 4: CONLrol & SEIECTIVITY ...uuui e e et e e e e e e e e eeeeena e eeaeas 77



4.1: The Risk Management SYSIEM: OVEIVIEW .........covviiiiiiiiiiiiiiiiiiiiiiiieee ettt ettt e e eeeeeees 92

4.2: Green / Orange / Red Channel SYStEM.........ccooiiiiiiiiiii e e e e e e aaanes 95
4.3: HOW RISK SCOIeS @re DUIIE 2 ...... e e et e e e e e e e eeaeee e e e e e e e eennnes 97
4.4: Documentary Control: What do they CheCK ? ......oouiiiiii e 99
4.5: Physical INSPection: THE PrOCESS ........ccvviiiiiiiiiiiiiiiiiieieeeeeeeeeee ettt 101
4.6: Deferred Control & Post-Clearance AUIT............ouuiiiiiiiiiiiiiiiiiiiiiiiiiiieeeeee e 103
4.7: Traveller Control: Baggage RUIES ...........oovviiiiiiiiiiiiiiieieeeeeeeeeeee ettt 106
4.8: Maritime Arrival CONLrol @t POF .........oouviiiiiiiiiiiiiiiiiiiieeieeeeeeeee ettt 109
4.9: AEO Status: The TrUSIEA TraAOE ... ....eeiieiiei e eee et e e ettt a e e e e e e e eattt s e s e e e e eeeeeaeanaaaeeaeeeennnes 111
4.10: Value Reconstruction: When CustOmMS DiSAQIEES ........covvvviiiiiiiii e eee e eeeiiise e e e eeetes e e e e aeanens 113
4.11: Appeals Process: Contesting @& CUStOMS DECISION .........cevvviiiiiiiiiiiiiiiiiiiieieeeeeeeeeeeeeeee e 116
Review: The CoNtrol ECOSYSIEIM ... ....iiiiiiiiie e e e e e e e e e e e e e e e e ettt s e e e e e e eeeseaana s 118
Concept 5: Customs ECONOMIC REJIMES SYSTEIM ...ioiiiiiiiiii i 102
5.1: What Are Economic Regimes? OVEIVIEW MaP ........ccouiiiiiiiiiiiiiiiieeeeeeeeeeeeeee e 121
5.2: The Suspensive RegiMeE: COre LOGIC .......uuuuuiiiiieieiieiiiiiie e e etee s e e e e e et s e e e e e e e e e aara e e e e e 123
5.3: The Guarantee (customs bonds): HOW It WOIKS...........coooiiiiiiiiiiiiie 125
5.4: Bonded Warehouse: Storing WithOUt Paying ..........ccuuiuiiiiiiiiiiiiicie et 128
5.5: Inward Processing: Make It, EXPOIT I........coooiiiiiiiiiii 131
5.6: Temporary Admission: BOIrOw It, RETUIN [t.........cooiiiiiiiiii e 134
5.7: Transit Regime: Pass TRIrOUQN. ... 137
5.8: Outward Processing: Send, Improve, REUM ...........couiiiii i 140
5.9: Drawback: Get YOUFr DULIES BACK..........cceuuiiiiiiieeeee it e e et s e e e e e e e et s s e e e e e e eeneennneeaeees 142
5.10: Free Zones: Outside the CUSIOMS TEITILOIY .....cccoiiiiiiiiiii e 144
5.11: Opening a Suspensive Regime ACCOUNT ...........ouuiiiiiiiiiiii e 146
5.12: Managing a Suspensive REQIME ACCOUNL .........cciiiiiiiiiiiie e ee e e e e e e e e e e ee e e e e e 148
5.13: Clearing a Suspensive RegimMe ACCOUNT ..........couiiiiiiiiiiiiieeeeee e 150
5.14: Choosing the Right Regime: DeCiSIiON Tree........cccoiiiiiiiiiiiiii 153
5.15: Regime Abuse & Fraud: Red FIagsS...........uuiiiii i 156
Review: All REGIMES @t @ GIANCE........uuuiiiiiiiiiiiiiiie bbb eneenes 159
Concept 6: Tariff Classification in the HS Code ... 135
6.1: The HS Architecture: 96 Chapters, 5,387 Subheadings ...........cccccvviiiiiiiiiiii 163
6.2: The 4 Legal instruments Of ClasSIfICAION ..........ooiiiiiiiiie e 166
6.3: GIR 1: The Sovereign Rule - Terms of HEadiNgS ........ccovviiiiiiiiiiiiii 168
6.4: GIR 2: Incomplete Goods, BIANKS & KitS.......oiiiiiiiieiiiiiiie e 171
6.5:GIR 3: Composite Goods - Conflict RESOIULION ..........cccoiiiiiiiiiiii 173
6.6: GIR 4, 5 & 6: Similarity, Packaging, Subheadings. ..o 176
6.7: Legal Notes: The Law Within the Law ... 179



6.8: Reading a Tariff Page: The 10-Digit COUE ........ccoiiiiiiiiiiiie e 182

6.9: Binding Tariff Information (BTI): The Pre-RUlNG .........vvuoiiiiiieieee e 185
6.10: Classification Challenges: Nature vs. FUNCLON ... 188
6.11: Global BENChMArks: USA, EU, ChINaA ...ccuuiieiieii et et e et e st e e eenn e e eennaenneens 191
6.12: HS 2022 & HS 2027: New Codes & Version CONtIOl..........covviiiiiiiiiieeeeeeeecee e 194
6.13: Classification Workflow: Step-Dy-Step........ciii i 196
Classification MaStEr IMBP .......cciiiiiiiieei e 199
Concept 7: Rules of Origin - The ECONOMIC PASSPOIt .......coovvviiiiiiiiiiiiiiiiieeeeeeeeeeeee 165
7.1: What are Rules of Origin? The dual 10giC............cooiiiiiiiiiii 202
7.2: Wholly Obtained: SImple but ADSOIULE ..........oii i 205
7.3: Substantial Transformation - 3 MethOdS. .......oii i 207
7.4: Non-Preferential vs Preferential Origin..........cccoooeiiiiiiiiiiii it 210
7.5: The EUR.1 Certificate : HOW IEWOTKS ......ouieiiii ittt e e e e e e e 213
7.6: Invoice Declaration & REX: Self-CertifiCation .............uuuiiiiiiiiiiieiiis e 216
7.7: The PEM Convention: Pan-Euro-Mediterranean Zone ..............cccvuviiiiiiiiiiiiiiiiiiiiieiieeeeeeeeeeee e 218
7.8: Cumulation: Bilateral, Diagonal, REJIONAL ...........ccooeeuiiiiiiiie i e e e 221
7.8: Insufficient operations: What never confers OFigin 2 .....cccoociiiiiiiiiiie e 223
7.9: Origin verification: The AUt MSKS..........oooiiiiii 226
7.10: USA & China Origin RUIES: A COMPATISON.......ccciiiiiiiiiiiie e e e e et e e e e e et ee e 228
OFIgIN MASTEI IMBP ... 233
Concept 8: Customs Value - The Taxable Base SyStem.........cccccvvvviiiiiiiii 191
8.1: The WTO Valuation Framework: 6-Method HierarChy............cccccccoiiiiiiii 236
8.2: Method 1: Transaction Value - The Primary RUIE..........ccoiii i 239
8.3: Mandatory additions to TranSaction VAlUE .............coooiiiiiiiiiiiiiie 242
8.4: Permitted Deductions: What you need NOt iNCIUAE? ........cccoeeeiiiiiiiiiiie e 245
8.5: Incoterms & Customs Value: CIF vS. FOB divide ... 248
8.6: Methods 2 & 3: Identical and Similar gOOAS ............cooviiiiiiiiiiiii 250
8.7: Methods 4-6: Deductive, Computed & Fallback...........ccccooeiiiiiiiiiiiii e 253
8.8: Related-Party Transactions & Transfer PriCiNg ... 256
8.9: Value Reconstruction: The Customs audit PrOCESS ......uueiiiiiiiiiiiiiiiiee et 259
8.10: Customs Value documentation: The evidence file€S ......cccoee i 261
8.11: The 2026 Valuation battlefield: Digital enforcement .............oooouiiiiiiii i 263
8.12: Global benchmarks: USA, EU and ChING.......c.uiiuiiiiiii ettt et e s e s enaeaaens 265
8.13: Valuation disputes : Rights, ReSpoNSes & APPEAIS ......oiiiiiiiiiiiiei e 267
Customs Valuation Master Map ..........coouiiiiiiiiii 270
Concept 9: Customs Taxation - From Duty to Fiscal Strategy ........cccccvvviiiiiiiiiiiiiiiiiiiiiiiiiiiieeee, 222
9.1: History of Customs Duties: From Royal TOlIS tO WTO ... 274



9.2: Types of Customs duties: Ad Valorem to Safeguard ...........ccooveiiiiiiiinii e 276
9.3: The Duty Calculation: From HS Code to TaxX Bill............ccooeiiiiiiiiiiiiiie e 278
9.4: The Liquidation Procedure: Fixing the Debt ... 281
9.5: Transitional Clauses: Protecting Mid-Transit GOOUS...........cceviviiiiiiiiiii e 283
9.6: Payment Architecture: EFT, Guarantees & Deferred Credit ...........covvieeiiiiiiiiiiiiiiieeeeeeeceee e 285
9.7: Anti-Dumping & Countervailing Duties: Trade DefencCe...........oouuiiii i, 287
9.8: Duty Drawback: Reclaiming duties on re-exported goO0dS ...........coovvvviiiiiiiiiiiiiiiiiiiieeeeeeeeeeeee 289
9.9: Customs Offences & Penalties: The sanctions Scale ...........cccccoviiiiiiiiii 291
Concept 10: The Future of Customs: Digital Transformation & Al system...........ccccovvvvveeeneennn. 243
10.1: Why Customs is going digital ? The DIVEIS ......cccoccoiiiieiiiei e 295
10.2: Single Window systems: One entry point for all AQeNCIES .........coooveieiieieiii e 297
10.3: Risk Management Engines: How Al Selects ShipmentS..........ccoooiiiiiii i, 299
10.4: The Electronic Bill of Lading (e-BL): Ending Paper in Shipping ..., 301
10.5: Al Classification Assistants: From HS Code Lookup to HS Code Reasoning ...............ccceeeeeenn. 303
10.7: Smart Contracts & Automated DUty PAyMENT ............oouiiiiiiiiie it e e 305
10.8: The Authorised Economic Operator (AEO) in a Digital World............cooooeeeiiiii, 307
10.9: E-Commerce & De-minimis: The parcels tSUNAMI...........ccoeiiiiiiiiiiiiiiice e 309
10.10: Data Analytics & Predictive Compliance: The Shift from Audit to Prevention................cccc....... 311
10.11: The Future Horizon: Al Agents, |0T Seals & the Frictionless Border ...........ccccceeeeiieeiiiiiiiinnnnnn. 312



Introduction:

The world of customs is often perceived as a dense thicket of bureaucracy, characterized by obscure
codes and ever-shifting regulations. Yet, customs is far more than a mere administrative function: it is
the "gatekeeper of a nation’s economy," ensuring that global trade flows both legally and securely.
Every international commercial transaction, whether a shipment of electronics crossing the Pacific or
essential goods moving across a land border, relies on the seamless synchronization of three vital
channels: the physical flow of goods, the contractual flow of legal obligations, and the financial flow of
payments.

Every time a product is shipped internationally, three things must happen at once: the physical goods
must move, a legal contract must be followed, and a financial payment must be made. This guide is
designed to simplify that process. Using a visual, step-by-step approach, it explains the core pillars of
trade, such as how to classify products, calculate their value, and understand origin rules.

This book aims to demystify this complex universe. Through a structured, visual approach, we explore
the essential pillars that every professional must master, from tariff classification and customs valuation
to rules of origin and suspensive regimes. Whether you are an importer, a freight forwarder, or a
student of international trade, this guide provides a comprehensive mental map to navigate the modern
customs environment.

Here, technology and risk analysis are transforming traditional border crossings into fluid, predictive
processes. It will help you move from simply filling out forms to mastering the strategic tools needed to
navigate the modern world of international trade.




Concept 1 : The Customs Universe

"Customs is the gatekeeper of a nation's economy, ensuring that trade flows legally and safely."
Kunio Mikuriya, WCO Secretary General

Before a single shipment moves across a border, before a tariff rate is applied or a duty paid, there
exists a vast and intricate system, a universe, in the truest sense, that governs how nations interact
through trade. This chapter maps that universe in its entirety. It is the essential foundation without
which nothing that follows can be properly understood.

Customs is not merely a bureaucratic function. It is the physical expression of a state's sovereignty over
its territory and economy. Every nation, whether a trading giant like China, the United States, or
Germany, or an emerging economy in West Africa or Southeast Asia, uses its customs apparatus to
achieve the same set of universal objectives: protect its citizens, collect lawful revenue, enforce its
laws, and facilitate the movement of legitimate commerce.

In this opening chapter, we build the mental framework that every customs professional, trade finance
student, freight agent, and SME owner needs to operate with confidence. We begin at the highest level,
what customs is and why it exists, and work systematically down to the actors, the documents, the
flows, and the technologies that constitute the modern customs environment.

Each of the ten pages that follow represents one concept. One drawing. One clear idea. By the end of
Page 10, you will possess a complete, accurate, and memorable map of the customs world, the
foundation upon which every subsequent chapter is built.




1.1: What is Customs? A Mind Map of the system

CUSTOMS

» REVENUE Collects duties, taxes, and VAT on imported goods

» SECURITY Screens for contraband, weapons, narcotics, and dual-use goods

» PROTECTION Shields domestic industries from unfair foreign competition

» STATISTICS Generates trade data that drives national economic policy

» FACILITATION Enables legitimate trade through AEO, pre-clearance, and green lanes
» SOVEREIGNTY Expresses a nation's right to control what crosses its borders

» COMPLIANCE Enforces international treaties, embargoes, and trade agreements

» SAFETY Ensures food, pharmaceuticals, and products meet domestic standards

Customs is simultaneously the oldest institution in international commerce and one of the most
technologically advanced operations in any modern state. Its origins lie in antiquity, toll gates, harbour
dues, and port levies that predate the nation-state itself. Yet today, a declaration filed in Rotterdam is
processed by Al risk-scoring systems within milliseconds, while a shipment departing Shanghai is pre-
cleared before the vessel leaves the dock.

What makes customs genuinely complex, and genuinely fascinating, is that it serves multiple masters
at once. It is a tax collector, a border guard, a trade facilitator, a data agency, and a regulator, all
operating simultaneously on the same physical flow of goods. The World Customs Organization
(WCO), headquartered in Brussels and representing 185 member countries, estimates that customs
administrations worldwide handle over 100 billion declarations annually. The stakes, in terms of
revenue, security, and trade efficiency, are immense.

The mind map above captures the eight core functions of any customs administration. Revenue
collection is historically primary: duties on imported goods represent a significant share of government
income in developing economies, sometimes exceeding 30% of total fiscal receipts. Security screening
has grown dramatically since 2001, with agencies like U.S. Customs and Border Protection (CBP) and
the European Union's customs union devoting substantial resources to non-intrusive inspection
technology. Meanwhile, the facilitation mandate, making trade faster for compliant operators, has
become the defining challenge of the 21st century.

Global Benchmark: According to WCO data, trade facilitation reforms inspired by the WTO Trade
Facilitation Agreement have reduced average border clearance times by up to 47% in participating
economies. The dual mandate, secure borders and fast trade, is customs' central tension.




What Is Customs? A Mind Map of the System

COMPLIANCE
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1.2: The Three flows of a Trade transaction

PHYSICAL FLOW CONTRACTUAL FLOW FINANCIAL FLOW
Movement of tangible goods from Legal obligations between parties Transfer of payment, credit letters,
seller to buyer (Incoterms, contracts) guarantees
Tracked by: Bill of Lading, Governed by: Sale contract, Executed via: Letter of Credit,
Manifest, Packing List Incoterms, Insurance policy Bank Guarantee, Wire Transfer

Customs Role: Controls the physical flow at the border. Verifies that what is declared matches what
arrives.

Every international trade transaction, regardless of commodity, country, or value, is in reality three
simultaneous transactions that must be perfectly synchronized. A failure in any one of the three flows
can halt the entire operation at the border, resulting in delays, demurrage charges, and in the worst
cases, seizure of the goods.

The physical flow is what most people think of when they imagine trade: a container of electronics
leaving a factory in Shenzhen, crossing the Pacific, and arriving at the Port of Los Angeles. But that
physical movement is inseparable from its legal foundation, the contractual flow. The Incoterms rule
chosen (FOB, CIF, DDP, etc.) determines who bears risk, who pays freight, and who is responsible for
customs clearance at each stage of the journey. A seller who chooses DDP (Delivered Duty Paid) takes
on full customs responsibility. A seller who chooses EXW (Ex-Works) transfers it entirely to the buyer.

The financial flow, the actual transfer of money, is governed by instruments that banks and traders
have used for centuries. The Letter of Credit (L/C) remains the gold standard for international payment
security, used extensively in China-EU trade where counterparty risk is higher. Understanding that
customs officers are primarily concerned with aligning the declared value (the financial flow) with the
physical reality of the goods is fundamental to avoiding valuation disputes.

European Model: Within the EU's single market, goods moving between member states no longer
require customs declarations. Instead, 'intra-community acquisitions' and 'deliveries' are tracked for
VAT purposes only. This is the most advanced example of a trade zone where the contractual and
financial flows operate without customs interference on the physical flow.

10
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o Tracked by: Bill of Lading,
Manifest, Packing List

CONTRACTUAL FLOW 4

Legal obligations between
parties (Incoterms, contracts)

e Governed by: Sale contract,
Incoterms, Insurance policy
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1.3: Who does what? The Actors mapped

THE CUSTOMS TRANSACTION

» EXPORTER / SELLER Prepares goods, commercial documents, and export
declaration in the country of origin

» IMPORTER / BUYER Holds legal title; liable for duties and taxes; must
ensure correct declaration

» CUSTOMS BROKER Licensed intermediary who prepares and files the
declaration on behalf of the importer

» CARRIER (Ship/Truck/Airline) Transports goods; files summary declaration; liable
until goods reach warehouse

» FREIGHT FORWARDER Organizes logistics, consolidation, and
documentation; often also acts as broker

» CUSTOMS AUTHORITY The state entity that controls, assesses, and releases
goods; ultimate arbiter

» WAREHOUSE OPERATOR Holds bonded goods; responsible for storage and
preservation under customs supervision

» BANK / INSURER Provides financial guarantees, letters of credit, and
cargo insurance

No single entity controls a customs transaction from end to end. Unlike a domestic purchase, where
buyer and seller interact directly, an international shipment passes through a chain of specialized
actors, each with distinct legal responsibilities, liabilities, and authorities. Understanding who does
what, and when, is essential for any trade professional who needs to anticipate problems before they
occur at the border.

The importer is the cornerstone of the customs process in the destination country. Even when a
customs broker files the declaration on their behalf, the legal liability for its accuracy rests with the
importer. In the United States, this principle is enshrined in the Customs Modernization Act: 'reasonable
care' is the legal standard, meaning that importers must take active steps to ensure their declarations
are correct. In China, the General Administration of Customs (GACC) applies similarly stringent
requirements, with registered importers bearing direct responsibility for their declaration history.

The licensed customs broker is the professional bridge between the trade community and the customs
authority. In the EU, brokers operate under a system of 'indirect representation," where they become
jointly liable for the declaration they file. In the USA, only federally licensed brokers may file entry
documents with CBP. In Morocco and across the Francophone African customs union, the
‘commissionnaire agréé en douane' fulfills the same role under comparable licensing requirements. The
broker's value lies not just in filing paperwork, but in selecting the optimal customs regime, identifying
duty savings, and managing the risk of controls.

12



AEO Advantage: Operators who achieve Authorized Economic Operator (AEO) status, a trusted trader
certification recognized by the WCO and bilateral agreements between the EU, USA, China, and over

80 other countries, gain priority processing, reduced inspections, and simplified procedures. AEO is the
customs ecosystem's fast-track lane.

13



THE CUSTOMS TRANSACTION

Who Does What? The Actors Mapped
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Licensed intermediary who
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on behalf of the importer

CARRIER
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summary declaration; liable
until goods reach warehouse

FREIGHT FORWARDER

Organlzos logistics, consolidation,
and documentation, often also
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ultimate arbiter

WAREHOUSE OPERATOR
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for storage an Ereservatnon under
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BANK/INSURER

Provides financial guarantees, letters
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1.4: Why we declare ? The universal mandate

Goods cross a border — Declaration obligation triggered — State asserts sovereignty

REVENUE SECURITY STATISTICS PROTECTION
Duties, VAT, excise Screening for weapons, Trade balance data for Anti-dumping, safeguard
taxes collected on import drugs, counterfeit, economic and policy measures, domestic

prohibited goods planning industry defense

The obligation to declare goods at a border is one of the oldest and most universal principles in
international law. Yet the reasons behind that obligation have evolved dramatically over two centuries
of global trade. Understanding why we declare, not merely how, is what separates a competent trade
professional from a truly strategic one.

Revenue collection remains the bedrock justification. For many developing economies, particularly in
sub-Saharan Africa, where Customs revenue can represent 40% to 60% of government income, the
customs declaration is the primary mechanism by which the state finances its public services. Even in
advanced economies like France (where customs duties represent a smaller percentage of the total
fiscal budget), VAT collected on imports accounts for tens of billions of euros annually.

The security mandate has become increasingly dominant since the September 2001 attacks in the
United States. The U.S. Container Security Initiative (CSIl), launched in 2002, extended American
customs inspection overseas, placing CBP officers in ports like Rotterdam, Hong Kong, and Le Havre
to screen containers before they ever reach U.S. shores. The EU's Import Control System 2 (ICS2),
fully operational since 2024, requires advance safety and security data for all goods entering European
territory, shifting the customs frontier far beyond the physical border.

Statistical integrity is a less visible but critically important function. The trade statistics generated by
customs declarations feed directly into national accounts, inform central bank policy, and shape trade
negotiating positions. A country that cannot accurately measure what crosses its borders cannot make
sound economic decisions.

2026 Context: The Universal Baseline Tariff introduced by the U.S. in 2025 has made the 'protection’
function of customs declarations more commercially significant than at any time since the 1930s. Every
declaration now carries higher stakes for both revenue and competitive positioning.

15



WHY WE DECLARE:
THE UNIVERSAL MANDATE

GOODS CROSS A BORDER J

DECLARATION OBLIGATION TRIGGERED j

STATE ASSERTS SOVEREIGNTY j

REVENUE

Duties, VAT, excise taxes collected
on import

SECURITY

Screening for weapons, drugs,
counterfeit, prohibited goods

STATISTICS

Trade balance data for economic
and policy planning

PROTECTION
Anti-dumping, safeguard measures,
domestic industry defense
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1.5: The journey of a shipment : the big picture

(@IORIGIN ZEXPORT ‘ GBITRANSIT \ (@ARRIVAL (GCLEARANCE [ N(6RELEASE
Factory / Export Goods cross Carrier Detailed Green/
supplier declaration third countries | notifies port declaration Orange / Red
Export docs filed Exit visa Transit Summary filed Duties Goods
prepared granted regime opens | declaration assessed & released to
Packing & Goods loaded | Bond/ filed Goods paid Control owner Free
labeling on carrier guarantee placed under channel circulation

posted supervision assigned begins

The journey of any commercial shipment across international borders is not a single event, it is a
sequence of legally distinct stages, each with its own documentation requirements, liabilities, and
customs implications. Grasping this sequencing is fundamental: the professional who can read a
timeline of a shipment's journey can immediately identify where delays are occurring, which actors are
responsible, and what regulatory obligations remain unfulfilled.

Stage 1, Origin, begins long before the goods move. It is where the customs journey is effectively won
or lost. Incorrect classification, undervaluation, or a poorly prepared origin certificate at the factory level
will create problems that compound at every subsequent stage. The most sophisticated traders, major
multinationals operating in China, Germany, and the USA, invest heavily in pre-shipment compliance,
conducting internal audits of HS codes, valuation methods, and origin documentation before a single
pallet is loaded.

The transit stage is often invisible to importers who focus only on the origin and destination, but it
carries significant risk. Goods moving through third countries under transit regimes must remain under
customs supervision throughout. If a transit bond expires, if goods are diverted, or if the transit
declaration is not properly closed, the importer in the destination country can find themselves liable for
duties on goods they never received, a scenario that is more common than most operators realize.

The release stage is the goal of the entire journey, but it is not the end of the customs relationship.
Post-clearance audits, conducted weeks, months, or even years after release, can revisit every
declaration. The 'golden thread' of documentation, from purchase order to payment record to transport
document to customs declaration, must be maintained throughout.

Speed Benchmark: Singapore's TradeNet system achieves customs clearance in under 10 minutes for
pre-approved operators. The global average remains 2—-3 days for imports. The gap between these
represents an enormous competitive and commercial opportunity
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1.6: Import vs Export vs Transit: Key differences

CRITERION ‘ IMPORT EXPORT TRANSIT

Direction of goods Enters the customs Leaves the customs Crosses through without
territory territory entering commerce
Duty liability Yes, import duties, VAT, Rarely, some Suspended, bond
excise commodities (oil, required
minerals)
Primary document Import declaration Export declaration + exit Transit document
(SAD/DUM/Entry) visa (TL/T2/TIR Carnet)
VAT treatment VAT paid at import; VAT zero-rated; refund No VAT event in transit
deductible for of input VAT country
businesses
Key risk Wrong HS code, Export restrictions, dual- Bond expiry, diversion,
undervaluation, false use licensing non-discharge
origin
Who carries liability? Importer (consignee) Exporter (shipper) Principal (who opened
the transit)

The three fundamental directions of customs operations, import, export, and transit, appear
conceptually simple but carry profoundly different legal implications, documentation requirements, and
risk profiles. The experienced trade professional must be fluent in all three simultaneously, because a
single supply chain often involves all of them in sequence.

Import clearance is where most commercial attention is focused, and for good reason: it is where the
majority of financial liability crystallizes. The importer must correctly classify the goods (HS code),
declare their value accurately (WTO Valuation Agreement), prove their origin (for FTA preferences),
and pay all applicable duties and taxes before the goods can enter free circulation. An error at any of
these three pillars, classification, valuation, or origin, can trigger an audit, a penalty, or a reclassification
demand that multiplies the duty liability many times over.

Export procedures are often underestimated. Many operators assume that once goods leave the
country, customs involvement ends. In reality, export declarations are required in most jurisdictions,
export restrictions can be triggered by the nature of the goods (dual-use technology, strategic
commodities, cultural heritage), and VAT refund mechanisms require accurate export documentation to
function. In China, the Export Tax Rebate (ETR) system, which returns VAT paid on inputs used in
exported goods, is a financial instrument of the highest importance for Chinese manufacturers, and its
proper management requires flawless export documentation.

TIR System: The Transports Internationaux Routiers (TIR) Carnet is the world's only universal transit
document, accepted across 76 contracting parties from Morocco to China. It allows a truck to cross
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multiple borders under a single customs guarantee without inspection at each frontier, a remarkable
achievement of international trade facilitation.
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Import vs Export vs Transit: Key Differences
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1.7: The Customs Declaration: What is it ?

THE SINGLE ADMINISTRATIVE DOCUMENT (SAD / DUM / CBP Form 7501)

Box 1, Regime Type Identifies the customs procedure: Import (40), Transit (T1),
Warehouse (71), etc.

Box 2, Exporter ‘ Name and address of the seller / shipper in the country of origin

Box 8, Importer Name, address, and EORI/Tax number of the consignee in the
destination country

Box 14, Declarant The licensed customs broker filing the declaration on behalf of the
importer

Box 22, Invoice Currency Currency and total commercial value of the invoice (transaction value
basis)

Box 31, Description Plain-language description of the goods, must match the HS code
applied

Box 33, HS Code 6—10 digit Harmonized System code; determines the tariff rate
applied

Box 34, Country of Origin Country where goods were produced, manufactured, or substantially
transformed

Box 46, Statistical Value ‘ Customs value at the border (CIF or FOB depending on jurisdiction)

Box 47, Duties & Taxes ‘ Calculation of all applicable duties, VAT, and excise taxes payable

Box 54, Signature Digital or physical signature of declarant, legally binding certification
of accuracy

The customs declaration, known internationally as the Single Administrative Document (SAD), as the
Déclaration Unique des Marchandises (DUM) in Francophone systems, or as the Entry Summary (CBP
Form 7501) in the United States, is the foundational legal instrument of all customs operations. It is the
document that transforms a physical movement of goods into a legally recognized customs operation.
Without it, goods exist in a legal limbo: physically present but administratively invisible to the state.

What the annotated form above reveals is that a customs declaration is far more than a description of
goods. It is a legal certification, filed under penalty of perjury in many jurisdictions, that simultaneously
declares the classification of the goods, their origin, their value, the identity of all parties, and the
customs procedure being applied. Every field is interconnected: the HS code in Box 33 determines the
duty rate applied in Box 47; the origin in Box 34 determines whether a free trade agreement preference
applies; the value in Box 46 is the taxable base upon which the duty rate is multiplied.

In the European Union, the SAD is harmonized across all 27 member states under the Union Customs
Code (UCC), ensuring that a declaration filed in Antwerp follows the same format and logic as one filed
in Piraeus. In the United States, the Automated Commercial Environment (ACE) system has digitized
the entire process, with CBP receiving pre-clearance data before vessels depart foreign ports. In
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Morocco, the BADR system (Base Automatisée des Douanes en Réseau) has processed electronic
declarations since the early 2000s, achieving over 98% electronic processing by 2024.

Legal Weight: In most jurisdictions, a false declaration, even if made in good error, can trigger civil
penalties of 4 to 10 times the duty underpaid, plus criminal prosecution for willful fraud. The
declaration's legal weight is not metaphorical. It is the difference between a customs fine and a prison
sentence.
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1.8: Authorized Actors: Who can declare?

Who will file the customs declaration?

Importer (Direct) Licensed Broker (Indirect) Freight Forwarder (as Broker)
DIRECT DECLARATION INDIRECT / BROKER POWER OF ATTORNEY
Importer files in their own name Broker files; joint liability in most Formal legal document authorizing

Full legal liability EU jurisdictions broker to act

Requires: Customs registration, Requires: Official license, bond, Requires: Notarized authority;

knowledge of HS codes, IT access professional examination limits broker liability in some
systems

Best for: Large importers with Best for: SMEs, occasional Best for: Long-term relationships

dedicated customs teams importers, complex shipments with established brokers

The question of who is authorized to file a customs declaration is deceptively simple on the surface, but
carries significant legal, financial, and operational implications. Not every entity that imports goods has
the right, or the capacity, to file its own declarations. And not every intermediary who offers to help has
the legal authority to do so.

In most customs jurisdictions, only two categories of actors may file declarations: the holder of the
goods (or their direct representative), and a licensed customs broker acting under a power of attorney.
This restriction exists because the declaration carries legal liability, for the accuracy of the HS code, the
truthfulness of the declared value, and the authenticity of origin documents. If the declaration is
incorrect, someone must be held legally accountable. The licensing system for customs brokers
ensures that a qualified, bonded professional is always responsible.

In the United States, CBP licenses approximately 12,000 customs brokers, each of whom must pass a
rigorous federal examination covering classification, valuation, and trade law. In France, the
‘commissionnaire en douane agréé' holds a state-issued license. In China, 'customs declaration
enterprises' (fkRx1\l) are registered with GACC and their staff must hold individual practitioner
certificates. The common thread across all jurisdictions is accountability: the licensing system creates a
professional class that can be held responsible when things go wrong.

The power of attorney (POA) is the instrument that transfers authority from the importer to the broker. It
is a legally binding document that must be maintained on file and, in many jurisdictions, renewed
periodically. In the EU, the POA also determines whether the broker operates as a 'direct
representative’ (liability remains with the importer) or an 'indirect representative' (broker becomes jointly
liable).
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AEO Self-Declaration: Authorized Economic Operators with the highest certification tier can self-declare
certain data elements that non-AEO importers cannot, including simplified declarations and certain
origin self-certifications. This is the customs system's reward for demonstrated compliance history.
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1.9: Paper vs Electronic Customs: The shift

1970s-1990s PAPER
ERA

1990s-2010s EDI
TRANSITION

2010s-2020s FULL
DIGITIZATION

2020s—PRESENT Al &
BLOCKCHAIN

Physical SAD forms
Manual stamps Queues
at counters Days for
clearance

Electronic Data
Interchange ASYCUDA /
SYDONIA Barcode
scanning Hours for
clearance

Single Window systems
ACE, DELTA, BADR API
connectivity Minutes for

clearance

Al risk scoring
Blockchain e-BL Pre-
departure clearance

Real-time processing

PAPER CUSTOMS ELECTRONIC CUSTOMS

Manual verification of paper documents

Algorithmic verification against multiple databases

Stamps and physical releases Digital release codes integrated with port systems

Archive storage for 5-7 years Encrypted cloud storage with audit trail

Officer discretion on risk assessment ‘ Al-powered risk scoring (LSTM models, profiling)

Vulnerable to document fraud Cross-referenced against trade partner systems

The transition from paper-based to fully electronic customs processing represents one of the most
significant administrative transformations in the history of international trade. What once required
physical presence at a customs counter, manual submission of paper documents, and officer-by-officer
review is now, in the most advanced systems, a near-instantaneous algorithmic process where artificial
intelligence makes the primary risk assessment decision.

The journey began in earnest in the 1990s, when UNCTAD's ASYCUDA system (Automated System
for Customs Data) was deployed across dozens of developing countries, providing the first generation
of computerized customs processing. By 2000, all major trading nations had moved to Electronic Data
Interchange (EDI) as the primary submission method. The 2000s saw the development of 'Single
Window' systems, platforms that integrate customs, port authority, health, and other regulatory
agencies into a single submission point for traders.

Today's frontier is defined by artificial intelligence and distributed ledger technology. China's GACC
uses Long Short-Term Memory (LSTM) neural networks to analyze historical declaration patterns and
assign risk scores in real time. The EU's ICS2 system processes advance cargo data for all air
shipments and applies behavioral analytics to identify anomalies. In Singapore, the National Trade
Platform (NTP) uses blockchain to create an immutable record of trade documents, eliminating the
‘documentary lag' that historically held goods at ports while paper records traveled by courier.
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Paper vs Electronic Customs: The Shift
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Review: Your mental map

THE CUSTOMS UNIVERSE, YOUR COMPLETE MENTAL MAP

» WHAT IS CUSTOMS? 8 functions: Revenue - Security - Protection - Statistics - Facilitation -
Sovereignty - Compliance - Safety

‘ » THREE FLOWS ‘ Physical (goods) - Contractual (legal) - Financial (payment), all must align

» KEY ACTORS Importer - Exporter - Broker - Carrier - Forwarder - Customs Authority -
Warehouse - Bank

» WHY WE DECLARE Revenue collection - Security screening - Trade statistics - Domestic
protection

» SHIPMENT JOURNEY Origin — Export — Transit — Arrival — Clearance — Release, 6 distinct
legal stages

» 3 DIRECTIONS Import (duties paid) - Export (VAT zero-rated) - Transit (duties suspended
under bond)

» THE DECLARATION ‘ SAD / DUM / CBP 7501, legal certification of species + origin + value

» WHO CAN DECLARE? Direct (importer) - Indirect (licensed broker under POA), accountability is
core

» DIGITIZATION JOURNEY Paper — EDI — Single Window — Al Risk Scoring — Blockchain — Pre-

departure clearance

» WHAT COMES NEXT Chapter 2: Import Clearance Step by Step, Pages 11-22

You have now built the foundational mental map of the customs universe. Ten concepts. Ten drawings.
Ten pages. What they have collectively constructed is not a list of facts, but a framework for thinking, a
way of seeing any customs situation and immediately understanding where it fits in the larger system.

The customs professional who can look at a shipment and simultaneously understand its physical
journey, the legal obligations of each actor, the declaration requirements, the potential duty exposure,
and the digital processing pathway through which it will pass, that professional holds genuine
competitive advantage. They can anticipate problems before they materialize at the border. They can
identify opportunities for duty savings that their competitors miss. They can communicate with clarity to
clients, colleagues, and authorities because they understand the system at its roots.

This is the purpose of Chapter 1. Not to make you an expert in any single aspect of customs, that
comes in the chapters that follow, but to give you the complete picture, the full map, before we zoom in
on any individual terrain. As the cartographers of old understood: you cannot navigate a territory whose
borders you cannot see.

In Chapter 2, we begin the operational detail. We follow a shipment step by step through the import
clearance process, from the moment the carrier notifies the port of arrival to the moment the goods are
released to the importer. Eleven pages. Eleven concepts. The complete import clearance flowchart,
rendered one page at a time.
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Concept 2: Import clearance - Step by
Step

Chapter 1 established the map. Chapter 2 walks the territory. From the moment a carrier notifies the
port authority of an incoming shipment to the instant the release order is generated and goods exit the
bonded zone, every step in the import clearance process follows a precise, legally defined sequence.
Miss one step, or execute it out of order, and the entire chain seizes.

Import clearance is where the greatest concentration of risk and opportunity in international trade
resides. It is where duties are calculated and collected, where fraud is detected or missed, where
competitive advantage is built through speed and compliance mastery, or eroded through delays and
penalties. The twelve pages of this chapter render the complete import process, from seaport, land
border, and airport, as clearly and actionably as possible.

Each page addresses one node in the clearance flowchart: the arrival notification, the summary
declaration, customs taking charge, the bonded warehouse, the detailed declaration, duty calculation,
payment, and final release. By the end of Page 22, you will be able to trace any import shipment
through its complete administrative journey and identify, instantly, where a problem has occurred and
what needs to happen next to resolve it.
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CARRIER ARRIVAL
NOTICE

2.1: The Import Clearance flowchart: Full path

Vessel/truck/aircraft notifies port authority. Pre-arrival data submitted (10+2
Rule / 1ICS2). Customs supervision begins.

SUMMARY
DECLARATION FILED

Carrier files manifest within 24 hours of arrival. Goods legally 'taken under
authority.' Deconsolidation begins for LCL shipments.

GOODS PLACED IN
BONDED ZONE

DETAILED

DECLARATION
SUBMITTED

Cargo physically moved to bonded warehouse or temporary storage. Joint
verification of quantities vs manifest. Discrepancy report if needed.

Importer/broker files the SAD/DUM electronically. Three pillars declared: HS
Code + Origin + Customs Value.

SELECTIVITY ENGINE
RUNS

Al risk-scoring assigns a channel: Green (immediate release) - Orange
(documentary review) - Red (physical inspection).

DUTIES & TAXES

CALCULATED

PAYMENT OF DUTIES

System computes: Import Duty (on customs value) + VAT (on duty-inclusive
value) + Excise (where applicable).

Importer pays immediately, defers under guarantee, or uses a standing
payment account. Receipt triggers next step.

RELEASE ORDER

'Bon a enlever' generated. Goods may now leave the bonded zone.
Transport document stamped. Customs file closed.

ISSUED

The eight-step flowchart above is the master diagram of import clearance. Every other page in this
chapter zooms into one of these eight nodes and renders it in full detail. Keeping this master view in
mind as you read is essential: it is the navigation system that tells you where you are in the process at
any moment.

What the flowchart makes immediately visible is that import clearance is not a single event but a
sequence of legally distinct transitions. Each step transfers a form of custody or liability. At Step (1) the
carrier holds the goods under their own liability. At Step (2) that liability transfers to the customs
authority. At Step (3) a warehouse operator assumes physical custody under customs supervision. At
Step (8)the importer takes possession of goods that are now legally 'in free circulation', fully within the
domestic economy.

The critical insight for any trade professional is that most delays occur at the interfaces between steps,
moments where one actor's output has not yet become another actor's input. A missing document
between Steps (3)and (4)or a payment dispute between Steps (6)and (7) can hold goods in the bonded
zone for days or weeks at significant demurrage cost. Mapping your own process against this flowchart
and identifying your habitual bottlenecks is one of the highest-value exercises any importer or broker
can undertake.
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CARRIER ARRIVAL
NOTICE
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2.2: The Summary Declaration: First Step

THE SUMMARY DECLARATION (Entry / Déclaration Sommaire / Cargo Manifest)

Reference Number

Carrier Identity

Unique identifier assigned by the customs IT system upon electronic
registration

Name, registration, and EORI/license number of the shipping line, airline,
or road carrier

Vessel / Vehicle

Name of ship, flight number, or truck registration; links to port/airport
arrival records

Port of Arrival

Date/Time of Arrival

Customs office of entry, determines which customs administration
processes the declaration

The legal trigger for the 24-hour filing deadline; precise timestamp
required by system

Number of Packages

Bill of Lading Number

Gross Weight

Total count of packages, containers, or pallets; matched against manifest
at unloading

Master or House B/L number; the key that links summary to detailed
declaration

Total weight of all goods including packaging; basis for port handling fees

Nature of Goods

Consignee (Provisional)

General commodity description, not the HS code, but enough to assess
preliminary risk

The declared recipient; may differ from final importer if goods are
consolidated

Registration Stamp

Digital validation code; confirms acceptance by customs, filing obligation

fulfilled

The Summary Declaration is the first legal act in the import clearance process. It is the carrier's formal
notification to the state that goods have arrived, or are about to arrive, within the customs territory, and
that those goods are now under customs supervision. Before this document is filed and accepted, the
goods do not legally exist in the customs system. After it is filed, they cannot be touched without
customs authorization.

The 24-hour rule governs most jurisdictions: the summary declaration must be filed within 24 hours of a
vessel's arrival. But the modern trajectory is toward pre-arrival filing. Under the U.S. '10+2 Rule'
(Importer Security Filing), cargo data must be transmitted 24 hours before loading at the foreign port.
Under the EU's ICS2 (Import Control System 2), advance cargo information for air shipments must be
provided before departure. This shift transforms the summary declaration from a post-arrival
administrative formality into a pre-arrival security and risk-assessment instrument.

The 10+2 Rule (USA): Introduced by CBP in 2009, this rule requires importers to file 10 data elements
and carriers to file 2 elements 24 hours before loading at the foreign port. Non-compliance results in
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‘Do Not Load' instructions to the carrier and penalties of up to $5,000 per violation, making pre-arrival
data quality a business-critical operation.

GLOBAL CUSTOMS CLEARANCE PROCEDURES
BY TRANSPORT MODE

a LAND BORDER CLEARANCE
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2.3: Goods Placement under Customs Supervision

Vessel berths — Cargo offloaded — Manifest checked vs physical count

JOINT VERIFICATION Physical count of packages vs manifest. Any discrepancy — Differential
Statement (shortage or surplus) signed by carrier and warehouse operator.

TAKING CHARGE Customs formally registers the goods in the national IT system. Goods are
now 'under customs authority.' No movement permitted without
authorization.

ASSIGNMENT TO Goods moved to bonded warehouse, Container Terminal, or External

BONDED ZONE Temporary Storage Facility (ETSF). Storage clock starts: 60-90 days in
most jurisdictions.

WAREHOUSE Warehouse operator issues a receipt confirming physical custody. This

RECEIPT ISSUED document is required to initiate the detailed declaration process.

IMPORTER NOTIFIED Carrier or freight forwarder notifies the importer/consignee of arrival and
provides the documents needed to begin clearance (B/L, arrival notice).

DETAILED Importer has the legal window to file the detailed declaration before the
DECLARATION storage deadline triggers goods abandonment.
WINDOW OPENS

The moment goods cross the ship's rail and enter the port is a moment of legal transformation. From
that instant, the state exercises sovereignty over them. This is not a metaphor: it is a legal reality with
practical consequences. No one, not the importer, the carrier, or the warehouse operator, may open,
move, sample, or photograph the goods without explicit customs authorization. The goods are, in a very
precise legal sense, the property of the customs zone until they are released.

The joint verification, the physical count of packages against the cargo manifest, is the first moment of
truth in the process. If the count matches, the transition to bonded custody proceeds smoothly. If it does
not, if containers are missing, if packages are damaged, if quantities differ from what the manifest
declares, a Differential Statement must be filed. This is not a minor administrative inconvenience: it is a
legal record that can trigger an investigation into the carrier's liability and, in cases of significant
discrepancy, a criminal fraud inquiry.

The bonded warehouse is a legal extension of the border. Goods stored there are physically on
national soil but are not, in legal terms, part of the domestic economy. No duties have been paid; the
state has not yet granted permission for commercial use of the goods. The warehouse operator who
accepts custody assumes legal responsibility for the preservation and security of the goods, a
responsibility that, if breached, triggers the full liability of the bonded guarantee they hold.

'Taking Charge' in China: Under GACC regulations, 'Taking Charge' (#%) is formalized through the
electronic upload of the manifest data to the Single Window system, where it is cross-referenced
against advance cargo data submitted by the carrier before departure. Discrepancies of more than 5%
in quantity trigger an automatic inspection flag.
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2.4: Land Border Clearance: Step by Step

PRE-ARRIVAL E- Carrier submits electronic manifest hours before reaching the border

MANIFEST crossing. In the EU: NCTS system. USA: ACE e-Manifest. Under USMCA:
FAST program via RFID.

BORDER ARRIVAL & Truck/train arrives at crossing point. Driver presents transport documents

IDENTIFICATION (CMR, CIM, TIR Carnet). Vehicle registration scanned.

PRELIMINARY RISK System cross-references e-manifest with pre-arrival data. Risk score

ASSESSMENT assigned. Majority of FAST-enrolled USMCA shipments pass without
stopping.

LANE ASSIGNMENT Green: proceed to weighbridge and seal verification. Orange: pull aside for
document check. Red: proceed to secondary inspection bay.

SEAL VERIFICATION Customs officer verifies container seals are intact and match manifest
records. Broken or missing seals — automatic red lane escalation.

SUMMARY Carrier's obligation fulfilled. Goods legally 'taken under authority." Driver
DECLARATION receives customs transit document (T1/T2 or national equivalent).
ACCEPTED

PROCEED TO Goods transported under customs seal to designated bonded warehouse or
BONDED inland customs depot where the detailed declaration will be filed.
DESTINATION

Land border clearance operates under fundamentally different pressures from sea freight. Where a
vessel brings thousands of containers at once and has hours or days to process, a truck crossing a
land border is typically carrying one or a few consignments and needs to move in minutes. The
commercial cost of border delays for road freight is immediate and visible: a truck stuck at the border is
not delivering. In just-in-time manufacturing supply chains, the backbone of European automotive
production, a two-hour delay at a border crossing can trigger production line shutdowns.

The EU's New Computerized Transit System (NCTS), which processes over 25 million transit
operations annually, is the most mature land clearance system in the world. A truck departing Turkey
for Germany can be pre-cleared across multiple EU member states under a single transit declaration
backed by a comprehensive guarantee. The driver's only obligation at each border crossing is to
present the vehicle and the transport document; the system does the rest electronically. The U.S.-
Canada-Mexico FAST program achieves something similar for USMCA-qualified trade, with RFID
transponders pre-authorizing vehicles kilometers before they reach the inspection booth.

The contrast with many developing economy land borders remains stark. At several major African
border crossings, including some of the continent's busiest, like Beit Bridge (Zimbabwe-South Africa) or
Cinkansé (Burkina Faso-Ghana), average dwell times for trucks can exceed 24 hours, driven by paper-
based processes, multiple agency stops, and limited IT integration. The African Continental Free Trade
Area (AfCFTA) has made border modernization a strategic priority, with the African Trade Observatory
tracking performance and the Simplified Trade Regime providing expedited clearance for small traders.
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USMCA FAST Program: The Free and Secure Trade program pre-clears RFID-enrolled trucks at the
U.S.-Mexico and U.S.-Canada borders. Enrolled carriers and importers who meet compliance
standards experience average crossing times under 30 minutes, versus 4—6 hours for non-enrolled

vehicles at peak periods.
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VESSEL
NOTIFICATION

2.5: Sea Port Clearance: Step by Step

Shipping line notifies port authority 24—48 hrs before arrival (Notice of
Readiness). Port assigns berth. Customs alerted to manifest.

ADVANCE CARGO
DATA

Under 24-Hour Rule (USA) / ICS2 (EU), manifest data submitted
electronically before vessel departs origin port. Risk pre-assessment begins
at sea.

VESSEL ARRIVAL &
BERTHING

UNLOADING &
MANIFEST CHECK

Vessel berths. Port health, customs, and immigration officers board for
vessel clearance. Seals on containers checked against manifest.

Containers offloaded and checked against Cargo Manifest. Discrepancies
recorded in Differential Statement signed by carrier and terminal operator.

TRANSFER TO CFS/
BONDED TERMINAL

FCL containers moved to designated yard. LCL cargo moved to Container
Freight Station (CFS) for deconsolidation under customs supervision.

TAKING CHARGE
REGISTERED

Port authority updates customs system. Goods officially under customs
authority. 60-90 day storage clock begins. Importer notified.

DETAILED
DECLARATION
WINDOW

Importer/broker files detailed declaration. Selectivity engine assigns channel.
Duties calculated and paid. Release order issued.

GATE RELEASE Truck arrives with release authorization. Gate officer verifies release order

against container number. Seal cut. Container exits terminal.

Seaport customs clearance is the most complex variant of the import process, complex in scale, in the
diversity of actors involved, and in the physical logistics of managing thousands of containers, hundreds
of shipments, and dozens of commodity types simultaneously. The world's megaports, Shanghai (45
million TEUs annually), Singapore (37 million), Rotterdam (14 million), have turned customs clearance
into a precision industrial operation where seconds, not hours, are the unit of competitive advantage.

The distinction between FCL (Full Container Load) and LCL (Less than Container Load) shipments is
critical to understanding port clearance dynamics. An FCL shipment is sealed at the origin factory,
transits the ocean intact, and is delivered directly to the importer's bonded facility or immediately
cleared at the port terminal. Its customs journey is relatively straightforward. An LCL shipment, by
contrast, is consolidated at a Container Freight Station at origin with goods from multiple shippers, and
must be deconsolidated at destination, a process that involves matching goods against sub-Bills of
Lading, issuing individual Delivery Orders, and supervising the physical separation of each lot under
customs oversight. A single LCL container can generate fifteen or twenty separate customs files.

The Bill of Lading (B/L) is the master document of sea freight clearance. It is simultaneously a receipt
for the goods, evidence of the contract of carriage, and, crucially, a document of title. Possession of the
original B/L is legal proof of ownership. This is why the 'Release Authorization' (Bon a délivrer) can only
be issued once the shipping line confirms that the original B/L has been surrendered or that a Bank
Guarantee has been issued in its place. The transition to Electronic Bills of Lading (e-B/L), now
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supported by all major shipping lines through platforms like WAVE BL and Bolero, is eliminating the
costly delays that occurred when paper B/Ls traveled by courier while ships sat waiting at anchor.

Sea Port Clearance; Step by Step
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2.6: Air Freight Clearance: Step by Step

PRE-LOADING DATA For EU destinations: safety and security data submitted before loading at
(EU ICS2) origin airport. Risk assessment done in-flight. AMS filing for US destinations.

AIRCRAFT ARRIVAL Cargo aircraft lands. Ground handling agent responsible for offloading.
Master Air Waybill (MAWB) presented to customs for manifest acceptance.

CARGO OFFLOADED All freight moved to bonded cargo terminal (equivalent of bonded
TO BONDED CARGO warehouse). High-value / perishable / temp-sensitive cargo segregated
TERMINAL immediately.

HOUSE AWB Freight forwarder's agent sorts House AWBs from Master AWB. Each House
SORTING (for AWB represents an individual importer's shipment, their clearance entry
consolidated cargo) point.

DETAILED Speed is critical: air freight incurs terminal storage charges from Day 1 (often
DECLARATION FILED | $0.50-$2.00/kg/day). Importers incentivized to clear within 24 hours.

SELECTIVITY & Al risk-scoring assigns channel. X-ray/NII (Non-Intrusive Inspection) may be
CHANNEL applied without full inspection for orange-lane shipments.
ASSIGNMENT

DUTIES PAID, Payment processed. Release order sent electronically to cargo terminal.
RELEASE ORDER Terminal releases cargo against presentation of delivery order.
GENERATED

Air freight customs clearance operates under a single overriding imperative: speed. What takes days or
weeks in sea freight must happen in hours in air freight, because the economics of air cargo are built on
premium delivery times, and those premiums collapse the moment goods sit idle in a bonded cargo
terminal accumulating storage charges. The professional who masters air freight clearance
understands that every hour of delay has a direct, measurable commercial cost.

The Master Air Waybill (MAWB) is the air equivalent of the Master Bill of Lading, but with one critical
difference: unlike the B/L, the AWB is not a document of title. It is a contract of carriage and a receipt
for the goods, but it does not convey ownership. This eliminates the 'Release Authorization' step that
creates delays in sea freight: cargo can be released against presentation of the House AWB and a
delivery order, without waiting for the surrender of an original document. This structural advantage,
combined with China's pre-arrival release system and the EU's ICS2 pre-loading assessment, allows
some air freight shipments to clear customs before the aircraft lands.

The Non-Intrusive Inspection (NII) technology deployed at major air cargo hubs, Shanghai Pudong,
Amsterdam Schiphol, London Heathrow, Dubai World Central, is transforming the physical inspection
process. X-ray and computed tomography (CT) scanning can examine a pallet without breaking seals,
allowing orange-lane shipments to be assessed without the cost and delay of a full physical inspection.
Machine learning algorithms now identify anomalies in X-ray images with accuracy exceeding trained
officers, while processing volumes no human team could match.
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China's 'Arrival Release' System: GACC has pioneered risk-based clearance for air freight at Shanghai
Pudong and Beijing Capital airports. High-frequency importers with clean compliance histories receive
clearance authorization while the aircraft is still on approach. By the time the plane lands, the release
order is already waiting in the terminal system.
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2.7: The Detailed Declaration: Fields Explained

THE SINGLE ADMINISTRATIVE DOCUMENT, KEY FIELDS EXPLAINED

Box 1, Regime Code

2-digit code defining the customs procedure: 40 = Home Use (Full
Import), 42 = Import with VAT Exemption, 71 = Warehouse, 80 =
Outward Processing

Box 2, Exporter

Full name, address, and tax’EORI number of the seller. Linked to
supplier database; triggers sanction checks.

Box 8, Importer

Box 14, Declarant (Broker)

Full name, address, EORI/Tax ID of the buyer. The entity that bears legal
duty liability.

License number of the customs broker. This is the 'digital signature' of
professional accountability.

Box 20, Incoterm

Box 22, Invoice Value

3-letter Incoterm (FOB, CIF, DAP, etc.) and named place. Determines
which freight/insurance costs are added to customs value.

Total invoice amount and currency. Must match the commercial invoice in
the supporting document dossier.

Box 31, Goods Description

Plain-language description that must correspond to the HS code in Box
33. 'Vague' descriptions trigger orange lane.

Box 33, HS Code

Box 34, Country of Origin

6—10 digit Harmonized System code. The most legally sensitive field:
determines duty rate, quota applicability, and license requirements.

2-letter ISO country code of production. Determines preferential duty rate
if an FTA applies.

Box 46, Customs Value

The taxable base: transaction value adjusted per WTO Agreement
(invoice + freight + insurance to border point).

Box 47, Duties & Taxes
Calculation

Grid showing: Tax type - Rate - Taxable base - Amount - Payment
method. The final ‘invoice from the state.'

Box 54, Place, Date, Signature Legal certification by the declarant that all information is true and

complete. Electronic equivalent of a sworn declaration.

The Detailed Declaration is simultaneously a legal contract with the state, a statistical report to national
trade agencies, and a financial calculation instrument. It must get three things perfectly right,
classification, origin, and value, or every downstream consequence is wrong. The wrong HS code in
Box 33 generates the wrong duty rate in Box 47. The wrong origin in Box 34 prevents the application of
an FTA preference that could save 12% on the invoice value. The wrong customs value in Box 46
understates the taxable base and creates fraud exposure. These three boxes are where most customs
errors, and most customs investigations, originate.

The Incoterm in Box 20 is often overlooked by importers who focus on the visible boxes. Yet it is the
key that determines what must be added to or subtracted from the invoice price to arrive at the correct
customs value. An importer who purchased goods FOB Shanghai and paid freight and insurance
separately must add those costs to the invoice price to arrive at the CIF customs value used in the EU.
An importer who purchased on CIF terms already has the correct value. Applying the wrong Incoterm
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logic can shift the customs value by 15-25% on intercontinental shipments, a material error with
material consequences.

In the EU and many other jurisdictions, importers can apply for a BTI ruling BTl (Binding Tariff
Information) before importing, a formal legal opinion from customs that guarantees which HS code
applies to a specific product description. A BTl is legally binding on customs for 3 years and provides
complete protection against reclassification during that period. It is the most effective risk management
tool available for HS code uncertainty.

"
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2.8: Documents Checklist for Import

DOCUMENT

Commercial Invoice

Packing List

Bill of Lading / AWB / CMR

Certificate of Origin (EUR.1,
FORM A, REX, USMCA)

Customs Value Declaration
(D.V.1)

PURPOSE

Declares price, parties, currency,
Incoterm. Primary basis for customs
value declaration.

Details contents, quantities,
weights, and package numbers.
Used during physical inspection.

Transport document proving goods
were shipped. Links the declaration
to the physical movement.

Proves preferential origin for FTA
duty reduction. Without it, standard
(MFN) duty rate applies.

Required for shipments exceeding
the value threshold (EU: €20,000+)
to justify transaction value.

ALWAYS REQUIRED?

YES, mandatory for all imports

YES, required at customs

YES, determines port of entry

Only if claiming FTA preference

For high-value shipments

Phytosanitary / Sanitary
Certificate

Required for food, plants, animal
products. Issued by origin country's
competent authority.

For regulated commodities

Import License / Permit

Required for controlled goods:
weapons, chemicals,
pharmaceuticals, strategic
technology.

For controlled goods only

Technical Conformity Certificate

Proves goods meet destination
country's technical standards (CE
marking in EU, etc.).

For regulated products

Insurance Certificate

Proves insurance coverage;
required for CIF customs value
calculation where insurance is
included.

If insured separately from freight

Bank Guarantee / L/C Documents

Required if duties are deferred or if
the importer uses a customs
guarantee facility.

If using deferred payment
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No import clearance can proceed without its supporting document dossier. The declaration is the claim;
the documents are the proof. A declaration without adequate documentation is legally incomplete,
customs has both the right and the obligation to suspend release until the required documents are
provided. Understanding which documents are universally mandatory, which are commodity-specific,
and which are triggered by the choice of customs procedure is a foundational competency for any trade
professional.

The commercial invoice is the cornerstone of the dossier. It must be consistent with every field in the
customs declaration: the parties named in Boxes 2 and 8, the value in Box 22, the Incoterm in Box 20,
and the goods description in Box 31 must all match the invoice exactly. Any discrepancy, even a minor
one, such as a different spelling of the company name or a rounding difference in the currency amount,
will trigger at minimum an orange-lane documentary check and at worst a fraud investigation.
Professional brokers review invoices against declarations field by field before submission.

The Certificate of Origin is perhaps the most commercially significant optional document in international
trade. For importers operating in jurisdictions covered by free trade agreements, the EU-Morocco
Association Agreement, USMCA, ASEAN, the AfCFTA, presenting a valid certificate of origin can
reduce the applicable duty rate from the standard MFN rate to zero or near-zero. On high-value or high-
volume imports, the cumulative duty savings from proper origin documentation can represent millions of
dollars annually. Conversely, claiming FTA preference without valid origin documentation exposes the
importer to back-payment of the full duty plus penalties.

REX (Registered Exporter System): The EU's REX system allows certified exporters in beneficiary
countries to self-certify the origin of their goods on the invoice, replacing the paper EUR.1 certificate
with an electronic statement. As of 2024, REX is operational across all EU GSP beneficiary countries,
simplifying origin documentation while maintaining compliance integrity.
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ESSENTIAL CUSTOMS DOCUMENTS
FOR IMPORT & EXPORT

¥ IMPORT DOCUMENTS ;]

BILL OF LADING/AWB/CMR
(transport document)
Contract of camage &
recelpt of goods

COMMERCIAL INVOICE
(always required)
Details transaction value

& goods description

PACKING LIST
(mandatory)
Hemized contents,
weight, and dimensions

CERTIFICATE OF ORIGIN
(for preferental orignt)
Proves product nationality
for buyer’s dutles

CUSTOMS VALUE
DECLARATION
(high-value document)
Supports valvation for
duty cuculation

COMMERCIAL INVOICE
(always required)

Details transaction value

& goods description

CUSTOMS VALUE
DECLARATION
(high-value ament)
Supports to vallation &

duty calcultation

Color Key

EXPORT DECLARATION
Official statement 10
customs authorities

EXPORT
LICENSE/PERMIT
(controlled goods)

Authorization for
restricted items

(Always Required (Conditional)

IMPORT LICENSE/PERMIT
(tenwrolled
(controlled goods)
Authorization for
restricted items

CERTIFICATE OF ORIGIN

(preferential treatment)

Proves product nationality
for buyer's benefits

LOADING
STATEMENT/MANIFEST
(carrier confirmation)
List of carge loaded
on transport

TECHNICAL CONFORMITY
CERTIFICATE
(regulated products)
Compliance with safety
& quality standards

EXPORT DOCUMENTS %

EUR.1 MOVEMENT CERTIFICATE

(EU FTA partners)

Prool of origin for

zero/reduced duty in EU trade

ATA CARNET
(temporary experts)

‘Passport for goods” for
exhibitions & prafessional

equipment

wods Only). Ensure compliance far smooth global trade




2.9: Simplified Import Declaration: When & How ?

Is simplified declaration available for this import?

Is the value below
threshold?

Is the commodity non-
restricted?

Does the operator hold
AEO status?

Has the operator pre-
registered?

STANDARD DECLARATION SIMPLIFIED DECLARATION

Filed at time of arrival, no advance preparation ‘ Can be filed in advance of arrival; amended on arrival

Reduced documentation at entry; supplementary

Full documentation required at filing declaration filed later

Available to AEO-certified and pre-approved operators

Applies to all operators only

Duties can be calculated and paid on a periodic

Immediate duty payment required (weekly/monthly) basis

Entry data set can be reduced; missing data

Full HS code + value + origin required
supplemented post-clearance

Standard selectivity applies Reduced inspection frequency for compliant operators

The simplified declaration procedure is the customs system's most powerful facilitation tool, and the
one most frequently underutilized by importers who do not know it exists or who have not invested in
the compliance infrastructure needed to qualify for it. At its core, simplified declaration allows pre-
approved, compliant operators to import goods with a fraction of the documentation burden of standard
clearance, settling the full data requirements in a supplementary declaration filed within days or weeks
of the goods entering free circulation.

The conditions for accessing simplified declarations vary by jurisdiction, but follow a consistent logic
globally. In the European Union, the Union Customs Code (UCC) makes simplified declaration
available to any operator with an EORI number and a clean compliance record, but the most powerful
simplifications are reserved for holders of Authorized Economic Operator (AEO) status. AEO-C
(Customs Simplification) holders can file entry in declarant's records, meaning they can bring goods
into free circulation by recording the movement in their own commercial systems, without even filing a
customs declaration at the time of import. A periodic declaration submitted monthly covers all such
movements.

In China, the equivalent is the 'Trusted Trader' status under GACC's AEO program. Chinese AEO
enterprises enjoy priority processing, reduced documentation requirements, and simplified customs
procedures at all ports of entry. The bilateral AEO mutual recognition agreements between China and
the EU, China and Singapore, and China and South Korea mean that an AEO-certified shipper in one
country receives facilitated treatment in the other, a powerful commercial incentive for the investment in
compliance that AEO status requires.
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Financial Impact of Simplified Declaration: A European importer who qualifies for periodic duty
accounting under AEO-C status can defer duty payments on all imports throughout the month and
settle in a single payment at month end. For a company importing €50 million annually at an average
4% duty rate, this represents up to €2 million in cash flow optimization, effectively an interest-free

working capital facility
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FOB vs CIF Valuation: The United States remains the only major trading power that uses FOB (Free on
Board) as its customs valuation basis, excluding freight and insurance from the dutiable value. This
creates a structural difference: the same shipment attracts a lower customs value (and therefore lower
duties) when imported into the US than when imported into the EU or China on a CIF basis. For high-
freight intercontinental shipments, this difference can be commercially significant.

MODERN CUSTOMS DUTIES &
& TAXES CALCULATION FLOW

How Customs Values, Import Duties, and VAT are Determined (CIF Basis)

STEP 1: CUSTOMS VALUE CALCULATION

CUSTOMS VALUE
(CIF Basis)

Invoice Price (FOB)
+ Freight to Border
+ Insurance
= CUSTOMS VALUE
(CIF basis)

FREIGHT INSURANCE L $10,800 _1

TO BORDER

WARNING: IMPORT VAT
VAT IS CALCULATED Customs _, Import VAT _ IMPORT
(4 i i OAIRC EERSCLELVE Value ' Duty ) * Rate = _VvAT

($10,800 + $1,080)
= $11,880 x 20%

WORKED EXAMPLE

Invoice Price (FOB): $‘I0,000:
Freight + Insurance: $800
CUSTOMS VALUE (CIF): $10,800

Import Duty (10%): $1,080
Import VAT (20% on $11,880): $2,376

&58 $3,%456
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2.10: Payment of Duties: Methods & Timeline

Which payment method applies?

Immediate Payment ’ Deferred Payment (Guarantee) ’ Periodic Account (AEO)

IMMEDIATE Duties calculated by system — Importer pays via electronic transfer,
\Y=anz[e]DlEN PAYMENT bank deposit, or customs cashier — Receipt triggers release order
generation. Standard for most occasional importers.

DEFERRED PAYMENT | Bank guarantee or surety bond lodged with customs — Goods released
\i=snzlelol2 UNDER GUARANTEE immediately — Duties payable within 30 days (EU) or set period. Capital
efficiency gain.

COMPREHENSIVE Standing guarantee covering all declarations within a period — Operator
\I=aNzle]ple GUARANTEE files without paying at each declaration — Monthly settlement. EU:
(CGUAR) minimum 30% guarantee of estimated monthly duty.

PERIODIC DUTY AEO-C holders: file entry in declarant's records — No declaration or
Vi=gaz[e]o: i ACCOUNT (AEO) payment at time of import — Monthly consolidated declaration and
single payment. Maximum cash flow optimization.

LATE PAYMENT Failure to pay within the legal deadline triggers automatic interest
PENALTY accrual. Repeated default leads to guarantee enforcement and loss of
deferred payment privilege.

The payment of customs duties is the moment at which the state's claim on the imported goods is
satisfied, and the goods transition from ‘customs custody' to ‘free circulation." Understanding the
different payment methods available, and selecting the one that optimizes cash flow without
compromising compliance, is a decision with significant financial consequences for any importing
business.

For the vast majority of importers, particularly SMEs and occasional importers, immediate payment is
the default. The customs system calculates the duties owed, the importer or their broker pays by bank
transfer or at a customs cashier, and the release order is generated. Simple, clear, but financially sub-
optimal: the importer is paying duties before the goods have even been delivered to their warehouse,
let alone sold to their customers.

The deferred payment system, available in most major trading jurisdictions, allows goods to be
released against a bank guarantee, with duties payable within a set period (30 days in the EU, varying
periods elsewhere). This is a direct working capital benefit: the importer has the goods before they must
pay the duties on them. The guarantee itself, typically lodged by the importer's bank as a customs
surety bond, has a cost, but for high-volume importers this cost is almost always lower than the cash
flow benefit of deferral.

For AEO holders operating under a periodic duty account, the cash flow optimization is at its maximum.
All imports throughout the month are processed without individual duty payments; a single consolidated
settlement at month end covers the entire period's duty liability. Combined with a comprehensive
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guarantee that reduces the required bond to 30% of estimated monthly duties, this represents a
powerful financial tool that rewards the compliance investment that AEO status requires.
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Duties & Taxes: How They Are Calculated

STEP WORKED EXAMPLE
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DUTIES PAID /
GUARANTEED

RELEASE ORDER
('BON A ENLEVER)

2.11: Release & Delivery: Final Steps

System confirms payment receipt or guarantee activation. Release order
generation is triggered automatically, no officer manual intervention required
in advanced systems.

Electronic release order transmitted to bonded warehouse or port terminal
system. Contains: container/package number, quantity, reference number,

ISSUED authorization code.

IMPORTER NOTIFIES
TRANSPORT
PROVIDER

Importer or broker sends release order + delivery authorization to transport
company. Truck/driver assigned. Booking made with terminal for container
pickup slot.

TRUCK ARRIVES AT
TERMINAL /
WAREHOUSE

Driver presents: Release Order + CMR/transport document + ID. Gate
officer verifies release order in system. Container number cross-checked.

PHYSICAL
HANDOVER

Seals verified (must match release order). Container loaded onto truck.
Warehouse officer signs off. Customs supervision officially ends for this
consignment.

POST-CLEARANCE
OBLIGATIONS

Importer retains all documents for the statutory audit period (5—7 years in
most jurisdictions). Post-clearance audit window remains open, compliance
doesn't end at release.

The release order, known in Francophone systems as the '‘Bon a enlever' and in Anglo-Saxon systems
as the 'Release Authorization' or 'Customs Release’, is the document that ends the customs journey for
an imported shipment. It is the state's formal acknowledgment that all legal obligations have been met:
the goods have been correctly declared, the applicable duties have been paid or secured, and any
required inspections have been completed. From the moment the release order is issued, the goods
are in free circulation, fully part of the domestic economy, available for commercial use, resale, or
further processing.

What is often underestimated by importers is that the release order is not the end of their customs
relationship with the state, it is merely the end of the active phase. The post-clearance audit window
remains open for years after release. In the EU, customs administrations can audit declarations up to
three years after acceptance; in the USA, CBP's statute of limitations for customs fraud extends to five
years; in China, GACC can conduct post-clearance audits up to three years after the declaration. Every
document that supported the declaration, invoice, packing list, B/L, certificate of origin, bank transfer
records, must be retained and available for audit throughout this window.

The physical handover at the terminal gate is the operational capstone of the clearance process. The
sequence, driver presents release order, gate officer verifies in system, seals checked, container
released, must be executed precisely. A broken seal that was not recorded in the release order, or a
container number that does not match, can legally prevent release and requires a formal discrepancy
report before the truck can leave the gate. In the world's most efficient terminals, this entire gate
process takes under five minutes. In less automated environments, it can take hours.
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Post-Clearance Audit Strategy: Companies that maintain meticulous import records, organized by
declaration reference number, with every supporting document indexed and retrievable, experience
dramatically shorter post-clearance audits and significantly lower penalty exposure. The few hours
invested in document organization at the time of clearance can save days of audit-related disruption
years later.

Release & Delivery: Final Steps

(1) DUTIES PAID / CUARANTEED

RELEASE ORDER !
'BON A ENLEVER') ISSUED 2
- PR - A B

"(3) IMPORTER NOTIFIES
TRANSPORT PROVIDER

(6) POST-CLEARANCE OBLICATIONS

-
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Concept 3: Export Clearance process

Export clearance is the orphan of customs education. Textbooks devote chapters to import procedures
and barely a page to export. Most trade professionals, even experienced ones, have a detailed
understanding of what happens when goods arrive at a border and only a vague understanding of what
happens when they leave. This imbalance matters, because export clearance failures are expensive,
export restrictions are increasingly enforced, and the financial instruments attached to export
declarations, VAT refunds, economic regime discharges, export incentives, represent significant
commercial value that is routinely left unclaimed by operators who do not understand the process.

Chapter 3 corrects this imbalance. Its eight pages cover the complete export clearance process, from
the preparation of the export declaration and the required documentation, through export controls and
restrictions, to the critical mechanisms of VAT recovery, economic regime regularization, and transit
export across third countries. Each page follows the same format: one visual, one expert text block, one
international benchmark.

By the end of this chapter, the reader will understand not just how to move goods across an exit border,
but why the export declaration is one of the most legally and financially significant documents in
international trade, and how to use it strategically.
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EXPORT
DECLARATION
PREPARED

DECLARATION FILED
ELECTRONICALLY

3.1: The Export Clearance Flowchart

Exporter/broker prepares the export declaration with: HS code, declared
FOB value, destination country, consignee, and applicable regime.
Documents assembled.

Submitted to customs IT system. Unlike imports, no Summary Declaration
precedes export; the detailed declaration IS the first filing. Registration
number issued.

SELECTIVITY ENGINE,
EXPORT CHANNEL

System assigns: Green (immediate exit visa) - Orange (documentary check)
- Red (physical inspection before loading). Export controls checked
automatically.

EXPORT CONTROL
SCREENING

PHYSICAL
PRESENTATION (if
required)

EXIT VISA / EXPORT
CLEARANCE
GRANTED

Automatic check against: dual-use goods register, strategic technology lists,
UN/EU/US sanctions lists, export quota databases. Non-compliant goods
blocked.

For Orange/Red: goods physically presented to customs before loading.
Officer verifies goods match declaration. Seal applied to container by
customs.

'Visa d'Exportation’ or equivalent issued. This is the state's permission for
the goods to cross the exit border. Without it, the carrier cannot load.

GOODS LOADED ON
CARRIER

Carrier issues Loading Statement (Manifest) confirming goods listed in
declaration have been loaded. This document triggers VAT refund
entitlement.

EXIT CONFIRMATION,
FRONTIER CUSTOMS

At the point of exit (different from the office of departure in some systems),
frontier customs confirms departure. Declaration file closed. VAT refund
clock starts.

The export clearance flowchart reveals a process that is structurally different from import clearance in
one fundamental way: there is no summary declaration. While imports begin with the carrier's
notification of arrival and an administrative period before the detailed declaration is filed, exports move
directly to the detailed declaration as the first act. The exporter's intent to ship is the trigger; the
declaration is filed, cleared, and the exit visa issued, all before the goods are loaded on the carrier.

This sequencing has important practical implications. An importer who fails to file their detailed
declaration has goods sitting in a bonded warehouse, accruing storage costs but not yet incurring
commercial loss. An exporter who fails to obtain the exit visa before loading has potentially already
loaded goods that cannot legally cross the border, creating a situation where the carrier must unload,
the goods must be brought back to the customs office, and the declaration resubmitted. The operational
and reputational cost of a failed export at the loading dock is significant.

The export clearance system in most jurisdictions is built around the concept of 'Departure’ and 'Exit." In
the EU's Export Control System (ECS), there is a fundamental distinction between the customs office of
export (where the declaration is filed, typically near the exporter's premises) and the customs office of
exit (the physical border crossing point). These are often different offices in different cities, linked
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electronically through the ECS. The 'exit confirmation’ from the frontier customs office is the definitive
proof that goods have left the customs territory, and is the trigger for VAT refund entitlement.

Electronic Export System (ECS), EU: The ECS processes over 50 million export declarations annually
across 27 member states, linking each export declaration to its exit confirmation in real time. Exporters
who monitor their ECS movement reference numbers can track exactly when their goods cross the
EU's external frontier and immediately initiate VAT refund claims.
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STEP 1:

EXPORT
DECLARATION
PREPARED

STEP 2:
DECLARATION FILED
ELECTRONICALLY

STEP 3:

SELECTIVITY
ENGINE - EXPORT
CHANNEL

RED CHANNEL
(PHYSICAL
INSPECTION)

GREEN CHANNEL
(NO STOP)

STEP 4:
EXPORT CONTROL
SCREENING

-

> STEP 5;
PRESENTATION
STEP 6: S z
EXIT VISA / EXPORT % = ‘ (if required)

STEP 8:
EXIT CONFIRMATION -
FRONTIER CUSTOMS

ON CARRIER
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3.2: Export Declaration: Required Documents

DOCUMENT \

Commercial Invoice

Packing List

PURPOSE

Declares export value (FOB basis),
parties, goods description.
Customs value basis for export
statistics and any applicable export
duties.

Details of contents, weights,
package numbers. Required for
physical inspection and for the
customs seal record.

WHEN REQUIRED

All export declarations

All declarations with physical
inspection

Export Declaration (SAD / ECS)

The legal export authorization.
Must be approved and stamped
(Exit Visa) before goods can be
loaded.

All commercial exports

Certificate of Origin

EUR.1 Movement Certificate

Phytosanitary / Health
Certificate

Proves goods qualify for
preferential treatment in the
destination country. Issued by
Chamber of Commerce or
customs-authorized body.

EU-specific preferential origin
certificate for trade with EU partner
countries under association
agreements.

Required for food products, plants,
and animals. Issued by competent
national authority
(agriculture/health ministry).

When destination country FTA
preference is claimed

EU exports to FTA partner countries

Food, plant, and animal product
exports

Export License / Permit

Required for controlled goods:
dual-use technology, strategic
goods, arms, nuclear materials,
cultural property.

Controlled / restricted goods

Loading Statement (Manifest)

Carrier's confirmation that declared

goods have been physically loaded.

Triggers VAT refund entitlement
and closes the export file.

All exports via sea and air

Economic Regime Discharge
Documents

For goods exported under Inward
Processing, proves that imported

raw materials are contained in the
exported finished product.

Goods under economic regimes

ATA Carnet

International document for
temporary export of goods
(samples, equipment, exhibits)
across Carnet member countries
without paying foreign duties.

Temporary export of commercial
samples and equipment

The export document dossier is smaller than the import equivalent but no less legally significant. The
commercial invoice and the export declaration form its core; everything else is triggered by the specific
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nature of the goods, the destination country's requirements, or the customs procedure under which the
goods are moving. An exporter who understands exactly which documents are required, and has
systems to produce them accurately and quickly, gains a measurable competitive advantage in delivery
speed.

The most commercially significant document in the export dossier is the Certificate of Origin. For
exporters in countries that have concluded free trade agreements with major import markets, Morocco
and the EU-Morocco Association Agreement, Vietham and EVFTA, South Korea and the Korea-USA
FTA, providing a valid certificate of origin allows the importer in the partner country to pay zero or
reduced duties. This is not just a convenience for the importer: it is a competitive advantage for the
exporter. An exporter who cannot provide origin documentation is offering their customer a product that
will cost 10-15% more at the border than an equivalent product from a country with FTA coverage.
Over time, this difference determines which suppliers win contracts.

The ATA Carnet deserves special attention as a tool that is dramatically underused by businesses that
exhibit at international trade fairs, send technical samples, or deploy professional equipment
temporarily overseas. The ATA Carnet, administered by the International Chamber of Commerce
through national guaranteeing associations, allows goods to cross borders in up to 87 member
countries without paying import duties or VAT, on the understanding that the goods will return. The
carnet replaces multiple national import/export declarations with a single booklet that is stamped at
each border crossing.
EUR.1 vs REX vs Invoice Declaration: EU exporters to preferential origin partner countries have three
ways to certify origin: the EUR.1 form (paper certificate requiring customs endorsement), the REX
statement on invoice (for registered exporters), or an invoice declaration below the €6,000 threshold
(without registration). Each has different processing times and administrative costs, and choosing the
right instrument for each shipment is a supply chain optimization decision.
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Export Declaration: Required Documents

DOCUMENT
E oommercial Invoice

% Packing List
ExportDeclraion (SAD/ECS
Certificae of Orign

EUR Movement Certficate
Pyosataryeth Crficte | e
=5 Do Leneemi

(Z3) (s [iies) [Lwi\

(SN

A1 g St i)

5‘} Eoonomlc Reglme Dicharge

l ATACamet

PURPOSE

Vel OB s prtes, g o

cm b forexport st and ay appleale

erpor dutes.

Detals of numbers
Mmmmmm

| WHEN REQURED

Thelgal eortauthorczaton st b pproved andtmped | e

(bt lsalbehfegoodsmbeloadei
frestment Msmm
W! m n

MptefmduglnwhﬁwtehmdwihEUpamﬂ
countres under asocaion agreements

fufood and animals. ssued
s FM ?MMmﬁa

Requred o contoled onds e etdogy e
Goud, ams, ket el cuhuel prgery.

s e oo et il

nade, Tiggrs VAT reund enitment andcosestheexpr il Mepsia o

ol e e e Pocesng st g
e ot n et e et

Inernatonaldocument for of
Meﬂﬁs]mm&,fmh

g i s

Cusodcranc g

Temporaryexport of commercial
sanples ndequment

69




Export Declaration: Required Documents

DOCUMENT ‘

PURPOSE

Declares export value (FOB basis),

‘ WHEN REQUIRED

All export declarations

e arties, description of goods.
%jl ﬁ'ovgl;l:rclal Basis for customs value for
J export statistics and applicable Universally Required
export duties.
R Detiils contergs, weRight?. i ;\'III d?cl?tl‘atlons ;Nﬂh

package numbers. Required for ysical inspection

E“L Packing List physicga'li inspection and customs
seal register. Universally Required

o=, Export Legal authorization for exportation. | All commercial exports

_—-'TT Declaration Must be approved and stamped

(SAD/ECS) (Exit Visa) before loading goods. Universally Required
Proves that goods qualify for When preference FTA

Certificate preferential treatment in the destination country is

% of Origin destination country. Issued by claimed

; g Chamber of Commerce or

authorized customs body. Conditional Requirement
Specific preferential origin EU exports to FTA

O E‘URJ - certificate for EU commerce with partner countries

o ¢ or‘:leﬂm:t partner countries under

eruricate association agreements. Conditional Requirement

— Phytosani- Required for food products, plants, Exports of food

wea| tary/ animals. Issued by competent products, plants, animals|

=gl Health national authority (Ministry of -

Certificate Agriculture/Health). Conditional Requirement
Required for controlled goods: Controlled/restricted
dual-use technology, strate?lc goods

Export goods, arms, nuclear materials, -

License/Permit cultural property. Conditional Requirement
N Carrier confirmation that declared :
1= oods have been vpizulyslcally loaded. :i'r' SXpOrtE VA So 811
Loading Statement viggers Hghit 1 ﬁ 1
(Manifest) :’iellem ursement and closes export Universally Required

Ea

Economic Regime
Discharge Documents

For goods exported under Inward
Processing, proves that imported
raw materials are contained in the
finished exported product.

Goods under economic
regimes

Conditional Requirement

ATA Carnet

International document for
temporary export of goods
(samples, equipment, exhibitions)
through Carnet member countries
without paying foreign duties.

Temporary export of
commercial samples
and equipment

Conditlor;;r Requirement
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3.3: Simplified Export Declaration

Is simplified export procedure available?

AEO or pre-approved Non-controlled goods? Electronic system Regular exporter?
status? access?
STANDARD EXPORT PROCEDURE SIMPLIFIED EXPORT PROCEDURE

Full declaration filed before goods arrive at customs Declaration filed in exporter's own records;

office supplementary filing later

Reduced data set at time of export; supplementary

All documents submitted at time of filing data filed periodically

Reserved for pre-approved, compliant operators

Available to all exporters (typically AEO or equivalent)

Pre-authorized exporters receive standing exit

Exit visa granted after declaration review o
authorization

Each shipment processed individually Multiple shipments covered by periodic declarations

Reduced verification frequency; compliance audit-

Standard documentary verification based oversight

Simplified export procedures mirror their import equivalents in logic and qualification, but operate in a
commercial context where speed is even more critical. An importer whose goods are delayed in a
bonded warehouse faces cost, demurrage, storage, opportunity cost. An exporter whose goods are
delayed at the departure terminal faces all of these plus the possibility of missing vessel sailings,
violating delivery commitments, and losing the customer. The commercial case for qualifying for
simplified export procedures is therefore even more compelling than for imports.

In the European Union, the UCC provides for two principal simplifications of export clearance. The first
is the Simplified Declaration, filing a reduced data set at the time of export with a commitment to
provide full data in a supplementary declaration within a defined period. The second, available to AEO-
C holders, is Entry in Declarant's Records (EIDR), the exporter records the export movement in their
own commercial systems, without filing an export declaration at all at the time of export. The
supplementary declaration, filed monthly, covers all such movements. The exit confirmation from the
frontier customs office is still generated electronically through the ECS, maintaining the audit trail
required for VAT refund purposes.

For non-EU jurisdictions, equivalent simplifications exist under different names but consistent logic. In
the United States, AES (Automated Export System) filings can be simplified for pre-enrolled exporters.
In China, AEO exporters receive priority processing and reduced documentation requirements at all
major export ports. UK Post-Brexit: Following the UK's departure from the EU single market in 2021,
UK exporters to the EU must now file full customs export declarations for the first time in decades. An
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estimated 200,000 UK businesses that had never previously needed customs expertise found
themselves requiring it overnight. This transition underscored the commercial value of customs
knowledge that businesses take for granted until its absence becomes catastrophically expensive.

Simplified Export Declaration

Is simplified export

procedure
available?

SIMPLIFIED
EXPORT PROCEDURE

» Daclaration flled in
exporter's own records;
supplementary filing later

STANDARD < Jhe oy » Reduced data set at
EXPORT PROCEDURE AR : < time of export;

lementary data
‘. fileq periodically

+ Reserved for pre-
approved, compliant
operators (typically AEO

or equivalent)

Regular
exporter?

« Full declaration filed
before goods arrive
at customs office

g éﬁﬂ 3 ﬁ'b%“n'&";‘ W time of

+ Pre-authorized exporters
receive standing exit
authorization

« Available to all
exporters

« Multiple shipments
‘. i, covered by periodic
|| declarations

omdueod voriﬂcaﬁon
uo compliance
C| ol tased Sverion

-
o
STANDARD FLOW: INDIVIDUAL SPEED ADVANTAGE: FASTER
PROCESSING & FULL VERIFICATION PROCESSING & LOWER COSTS!

« Exit visa granted after
declaration review

« Each shipm
processed lndlvldu-lly

+ Standard documentary
verification
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3.4: Export Prohibitions & Restrictions

EXPORT CONTROLS & RESTRICTIONS

» DUAL-USE GOODS Technology, software, and equipment with both civilian and military
applications. Regulated under EU Dual-Use Regulation 2021/821 and US
Export Administration Regulations (EAR).

» STRATEGIC TECHNOLOGY Advanced semiconductors, Al systems, quantum computing, encryption
technology. Subject to heightened controls under US BIS Entity List and
EU strategic autonomy measures.

» ARMS & MILITARY GOODS Conventional weapons, ammunition, military vehicles. Require individual
export licenses; subject to UN arms embargoes and arms trade treaty
obligations.

» CULTURAL HERITAGE Artworks, archaeological objects, national treasures. UNESCO Convention
1970; individual country protection laws; export permits required.

» EMBARGOES (UN/ EU / US) Complete prohibition on trade with sanctioned countries (North Korea, Iran,
Russia, specified goods). Violation is a criminal offense in most

jurisdictions.
» CITES-PROTECTED Endangered animals and plants, derivatives, and products. CITES permits
SPECIES required for both export and import. Violation triggers criminal prosecution.
» EXPORT QUOTAS Quantitative limits on exports of strategic commodities (rare earths,
agricultural products, energy) to protect domestic supply and price stability.
» STRATEGIC MINERALS Cobalt, lithium, rare earth elements. China controls 60%+ of global rare
earth production; export quotas and licensing increasingly used as trade
policy tools.

Export controls are the dimension of customs compliance that carries the highest personal legal risk for
trade professionals. While an incorrect HS code or a valuation error typically generates civil penalties
and administrative proceedings, a violation of export control regulations, shipping dual-use technology
to a sanctioned country, exporting arms without a license, or circumventing an embargo, is a criminal
offense in virtually every major jurisdiction. The penalties include not just financial fines but
imprisonment for the individuals responsible.

Dual-use goods represent the most complex area of export control. The term 'dual-use' describes any
product, software, or technology that has legitimate civilian applications but could also be used for
military or proliferation purposes. The classification is not always intuitive: high-performance computer
chips, navigation systems, industrial control software, advanced materials, and even certain chemicals
and biological substances can fall under dual-use controls. In the EU, the Dual-Use Regulation
(2021/821) requires exporters to assess every shipment against the EU's controlled goods list and
apply for export authorizations where required. In the US, the Export Administration Regulations (EAR)
and the Commerce Control List (CCL) perform the same function.

The geopolitical dimension of export controls has intensified dramatically since 2022. Following
Russia's invasion of Ukraine, the EU, USA, UK, and their allies imposed the broadest export sanctions
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package in history, covering advanced semiconductors, aircraft components, maritime equipment, and
luxury goods. The US Entity List, a blacklist of foreign companies and individuals to whom exports of
controlled US technology are restricted, has expanded from hundreds to thousands of entries, including
major Chinese technology companies. Every exporter who ships technology, software, or dual-use
goods must now maintain active sanctions screening as a core compliance function.

Export Prohibitions & Restrictions
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3.5: Export Duties: When They Apply ?

Are export duties applicable to this shipment?

Is it a raw material / Is it a strategic Does the country have Are there anti-
commodity? resource? export duty legislation? circumvention rules?

COMMODITY TYPE TYPICAL RATE COUNTRIES APPLYING

Raw Agricultural Products (grains,

— 0, i i i I
oilseeds) 5-30% ad valorem Argentina, Ukraine, Russia, Indonesia
Strategic Minerals (cobalt, lithium, o . . . . .
rare earths) 5-25% + licensing China, DR Congo, Chile, Zimbabwe
Petroleum / Natural Gas Variable (production sharing) Nigeria, Angola, Kazakhstan, Algeria

15-40% (conservation

Timber / Forest Products
measure)

Indonesia, Ghana, Cameroon, Gabon

10-30% (to protect domestic

Leather / Hides (raw) industry)

Ethiopia, Bangladesh, India (hides)

Cultural Heritage Objects Prohibited / 100% confiscation All UNESCO signatory states

10-50% (resource

Scrap Metal / Waste .
conservation)

China, India, Egypt, Turkey

Finished Manufactured Goods Generally ZERO EU, USA, Japan, OECD members

Export duties are the exception, not the rule, in modern international trade. The vast majority of
manufactured goods exported from advanced economies leave without any export duty whatsoever,
the commercial and trade policy logic of encouraging exports has led most OECD members to abolish
export duties entirely. But for commodity-exporting developing economies, export duties on raw
materials are a policy instrument of the highest commercial and political significance. The logic of
export duties on raw materials is straightforward: by making raw material exports more expensive, a
country incentivizes domestic processing, creating jobs, adding value, and capturing a larger share of
the commodity's economic value domestically. Indonesia's export duties on nickel ore, imposed in
2020, were explicitly designed to force international battery manufacturers to build processing facilities
in Indonesia rather than importing raw ore for processing abroad. Within three years, Indonesia had
become a major producer of nickel matte and nickel hydroxide, materials that trade at many multiples of
the raw ore price. This was trade policy made through customs instruments.

For exporters from developed economies, the most practically relevant export duty consideration is not
the duty itself but the anti-circumvention rules that accompany import duties in major trading partners.
The USA's antidumping duties, the EU's safeguard measures, and China's retaliatory tariffs all create
situations where goods that have been 'transformed' in a third country before re-export may be subject
to the original duty as if they had originated from the controlled source. These 'country of origin'
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investigations triggered by trade measures are, in essence, a form of export control applied
retrospectively. China's Rare Earth Strategy: China controls approximately 60% of global rare earth
production and 90% of rare earth processing capacity. Since 2010, China has used export quotas and
duties on rare earth elements as a strategic trade policy instrument. WTO disputes have repeatedly
found China's measures inconsistent with trade rules, but enforcement remains limited, making rare
earth export controls a continuing source of geopolitical tension in technology supply chains.

Export Duties: When They Apply
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3.6: VAT Refund on Exports: The Mechanism

GOODS PRODUCED / Producer/exporter pays VAT on inputs (raw materials, components,

@ PURCHASED services) during the manufacturing or purchasing process. This is 'Input
VAT.
EXPORT Export declaration submitted with FOB value declared. Goods assigned to

©) DECLARATION FILED export customs procedure, VAT zero-rating applies to exports in most VAT
jurisdictions.

EXIT VISA GRANTED Frontier customs confirms departure. Loading statement issued by carrier.
©) & GOODS DEPART Exit confirmation recorded in customs IT system, this is the legal proof of
export.

VAT REFUND CLAIM Exporter submits refund claim to tax authority (VAT office), attaching: export
O) SUBMITTED declaration, exit confirmation, purchase invoices showing input VAT paid,
and bank account details.

TAX AUTHORITY Tax authority verifies: (a) goods actually exported, (b) VAT was properly paid
® REVIEW on inputs, (c) exporter is registered and compliant. Cross-references with
customs database.

REFUND ISSUED Valid refund paid to exporter's bank account within statutory period. EU:
® typically 30—60 days. China: 15 working days for compliant AEO exporters
(longer for standard exporters).

VAT REFUND RISKS & PROBLEMS MITIGATION STRATEGIES
Missing or invalidated exit Integrate with ECS/customs system to receive real-time exit
confirmation, no refund trigger confirmation

Supplier VAT fraud, refund claimed on

fictitious purchases Verify supplier VAT registration; use verified supplier database

Delay in refund, cash flow pressure on

exporters Establish VAT factoring facility; use AEO status for priority processing

Carousel fraud suspicion, refund

blocked pending audit Maintain complete purchase-to-export audit trail for all refund claims

China export tax rebate rate

differences by HS code Map HS codes to applicable rebate rate before production decision

The VAT refund mechanism on exports is one of the most important, and most misunderstood, financial
instruments in international trade. Its logic is elegant: since VAT is a domestic consumption tax and
exported goods are consumed abroad, the exporter should not bear the VAT burden on inputs used to
produce exported goods. The zero-rating of exports, combined with the right to reclaim input VAT paid,
ensures that domestic production destined for export is not disadvantaged by the VAT system relative
to production in countries without VAT.

In practice, however, VAT refunds are a major source of cash flow challenge for exporters in many
countries. The refund clock does not start until exit confirmation is received from frontier customs. The
tax authority then has a statutory review period, typically 30 to 90 days in European jurisdictions, before
payment is due. For a manufacturer who has paid substantial VAT on imported components and
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domestic services, waiting 60 to 90 days for the refund creates a working capital deficit that must be
financed. AEO status, which in many jurisdictions accelerates the refund process to 15 to 30 days, is
therefore not just a customs facilitation tool, it is a treasury management instrument.

China's Export Tax Rebate (ETR) system, which returns VAT paid on inputs used in exported goods, is
one of the most commercially significant mechanisms in global manufacturing. With a standard VAT
rate of 13% and rebate rates varying by product from 0% to the full 13%, the ETR can represent a
refund of several percent of the export invoice value.

For Chinese manufacturers exporting high volumes of electronics, garments, or machinery, managing
the ETR efficiently, ensuring correct HS code classification, timely filing of refund claims, and
compliance with input documentation requirements, is a finance function comparable in importance to
managing the exchange rate.

VAT Carousel Fraud: A widespread form of tax fraud, particularly prevalent in the EU, involves creating
chains of fictitious transactions to generate fraudulent VAT refund claims. Tax authorities have
responded with sophisticated data analytics that cross-reference customs export confirmations with
VAT refund claims and supplier payment records. Legitimate exporters with complex supply chains
must maintain particularly rigorous documentation to avoid being caught in anti-carousel verification
processes.
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VAT Refund on Exports: The Mechanism

(1) GOODS PRODUCED / PURCHASED

Producer/exporter pays VAT on Inputs (raw
materials, components, services) during
manufacturing or purchasing process.
This Is "Input VAT.

(2) EXPORT DECLARATION FILED

& | Export declaration submitted
with FOB value declared. Goods
assigned to ex customs
procedure — VAT zero-ratin
applies to exports in most VAT
jurisdictions.

(3) EXIT VISA GRANTED & GOODS DEPART

Frontier customs confirms departure.
Loading statement issued by carrier.

Exit confirmation recorded in customs IT
system — this is legal proof of export.

n CRITICAL: EXIT CONFIRMATION
IS LEGAL PROOF OF EXPORT.

(4) VAT REFUND CLAIM SUBMITTED

Exporter submits refund claim

to tax authority (VAT office),

attaching: export declaration,

exit confirmation,

eufchase invoices showing input
AT paid, bank account details.

(5) TAX AUTHORITY REVIEW
Tax authority verifies: (a) goods actually
exported, (b) VAT was properly paid on inputs,
o (c) exporter is registered and compliant. Cross-
B) Input VAT Paid — T references with customs database.

() Exporter Registered
& Compliant

(6) REFUND ISSUED

Valid refund ?ald to exporter’s
bank account within statutory

riod.
U: typically 30-60 days.
Chll:z?I 5 vyorklng day:ys for
compliant AEO exporters.

. AEO STATUS EXPEDITES
“&" REFUND PROCESS.

VAT REFUND RISKS & PROBLEMS MITIGATION STRATEGIES

+ Missing exit confirmation - % ]:—_‘” ' = Integrate with ECS/customs system
« Supplier VAT fraud — h = Verify supplier VAT registration
« Delay in refund — @ % - E:teaxlelahs\{:t'[’;aclorlng facility;
« Carousel fraud suspicion = <é> [_*Z = Maintain complete audit trail
« China export tax rebate rate differences —> » Map HS codes to rebate rates
" Gig) > 8, = mep )
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VAT REFUND MECHANISM
FOR EXPORTS

STEP S:
TAX AUTHORITY REVIEW

(D 30-90 Days Typical Processing

v

VAT REFUND RISKS & PROBLEMS MITIGATION STRATEGIES

> P Nici
g? N N N
o IEY S ,
MISSING EXIT REAL-TIME EXIT REAL-TIME EXIT AED STATUS FOR
CONFIRMATION CONFIRMATION CONFIRMATION PRIORITY PROCESSING
Goods not ecanned INTEGRATION INTEGRATION volume
a1 border Automated digital Authorized Economic
data exchange Operator benefits
SUPPLIER VAT FRAUD FRAUD
TRAIL MAINTENANCE
Fake Involecs, SUSPICION \f
disappearing traders Complex fraud schemes Pre-tvate-parited partness,

-
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3.7: Transit Export: Goods Crossing Third Countries

EXPORT Standard export declaration filed and approved in Country A. Exit
ORIGIN CLEARANCE visa granted. Goods may depart. If under economic regime:
(Country A) discharge documents prepared.
TRANSIT REGIME Transit declaration (T1/TIR Carnet) filed in transit country.
TRANSIT OPENED (Country B) | Guarantee posted for full duty value. Goods sealed and move
under customs escort or seal. No local duties paid.
TRANSIT OFFICE Frontier customs in Country B confirms seals intact and goods
TRANSIT CHECK (Country B match transit declaration. Stamps transit document. Goods move
border exit) onward.
IMPORT Standard import declaration filed in destination country. Duties and
DESTINATION CLEARANCE taxes calculated and paid. Goods enter free circulation in Country
(Country C) C.
TRANSIT BOND Transit guarantee holder notified of arrival confirmation in Country
CLOSURE RELEASED C. Bond released. Transit file closed. No duties ever due in Country
B.
TRANSIT INSTRUMENT GEOGRAPHIC COVERAGE

76 contracting countries, Morocco to Kazakhstan;
TIR Carnet (Road) used for road transport across multiple borders under
single guarantee

27 EU member states + UK, Norway, Switzerland,

T1 Transit (EU Customs Union) Iceland, Turkey, goods under non-preferential status

EU internal transit for goods in free circulation within

V2 MEREE(EL) the EU customs territory

87 member countries, for temporary export of

ATA Carnet (Temporary) samples, professional equipment, exhibits

Bilateral transit agreements between countries without

CMR + National Transit Bond TIR or NCTS, less efficient, more documentation

Effectively automatic for air freight transiting hub
Air Transit (MAWB) airports, governed by IATA and bilateral air services
agreements

Transit export, the movement of goods from an origin country to a destination country through one or
more transit territories, is the supply chain reality for the majority of continental trade routes. A shipment
from Morocco to Germany crosses Spain and France. A truck from Turkey to the UK crosses Bulgaria,
Serbia, Austria, Germany, France, and Belgium. Each border crossing, under a classical customs
regime, would require a full import and re-export declaration, an administrative burden so enormous it
would make overland trade economically unviable. The transit system eliminates this burden by
replacing multiple individual import/export declarations with a single transit document backed by a
comprehensive guarantee. The guarantee, posted by the transit operator with the customs authority of
the country where transit begins, covers the full duty liability that would accrue if the goods were
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imported into every country through which they pass. As long as the goods move under seal and the
transit file is closed by arrival confirmation at the destination, the guarantee is released and no duties
are collected by any transit country. The New Computerized Transit System (NCTS) Phase 5, fully
deployed across EU member states by 2024, is an end-to-end electronic system that eliminates paper
transit documents entirely. Transit declarations, route monitoring, seal verifications, and arrival
confirmations are all processed electronically, with real-time status available to the trader and to all
customs offices along the route.
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DIMENSION

First legal act

Who bears primary
liability?

Financial burden

Key risk

Primary document

Control channel

Import vs Export Side by Side

IMPORT CLEARANCE

Summary declaration by carrier
(manifest)

Importer (consignee), liable for duties
and declaration accuracy

Duties, VAT, and excise paid at import

Wrong HS code, undervaluation, false
origin, triggers penalty and duty
recovery

Detailed import declaration
(SAD/DUM/Entry)

Green / Orange / Red selectivity at
entry

EXPORT CLEARANCE

Export declaration by exporter/broker,
no summary precedes it

Exporter (consignor), liable for
declaration and exit visa

Duties rarely apply; VAT refund is a
financial asset to recover

Export controls violation, criminal
exposure; missed VAT refund, financial
loss

Export declaration + Exit Visa +
Loading Statement

Green / Orange / Red selectivity at exit;
plus export controls screening

Role of carrier

Files summary declaration; bears
liability until Taking Charge

Issues loading statement confirming
departure; triggers VAT refund chain

Post-clearance
obligations

Simplification tools

Retain import documents 5—7 years for
audit; post-clearance audit risk

AEO simplified declaration; periodic
duty account; deferred payment

Retain export proof (exit confirmation)
for VAT refund; economic regime
discharge

AEO simplified export; entry in
declarant's records; periodic declaration

Transit dimension

Goods may arrive via transit from third
country (TIR, T1)

Goods may travel through third
countries under transit regime (TIR, T2)

Digital tools

AMS, ICS2, ACE, BADR, Single
Window, pre-arrival risk assessment

ECS, AES, NCTS, departure control
and exit confirmation

Chapters 2 and 3 together constitute the operational core of customs knowledge for any practitioner
involved in commercial trade. Import and export clearance are not mirror images, they operate under
different procedural frameworks, different financial logics, different risk profiles, and different legal
timelines. Yet they share the same foundational architecture: a declaration, a control process, a
financial settlement, and a release or departure authorization.

The most important insight from the comparison above is that import and export are financially
complementary. The import duty that is a cost to the importer in Chapter 2 becomes, through the duty
drawback mechanism, a potential refund for the exporter in Chapter 3. The VAT that is paid at import is
recovered at export through the zero-rating mechanism. The economic regimes explored in Chapter 5
are the instruments that connect these two financial flows, allowing raw material imports under

87



suspended duties to be matched against finished goods exports that discharge those suspended
obligations.
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Concept 4: Control & Selectivity

Customs control is the core activity that gives the customs declaration its legal meaning. Without
enforcement, the declaration would be nothing more than a self-reported form, easily falsified,
commercially manipulated, and fiscally meaningless. The control system is what makes the declaration
a binding legal act. It is the mechanism by which the state verifies that what has been declared
corresponds to physical reality, commercial truth, and regulatory compliance.

Chapter 4 maps the complete control architecture of a modern customs administration. It begins with
the foundational risk management philosophy and works through every layer: pre-clearance
intelligence, the triple-channel selectivity system, documentary control, physical inspection, post-
clearance audit, traveller controls, and appeals. Each page renders one element of this architecture in
visual form, with expert explanation that reveals both the process and the strategic logic behind it.

Understanding how customs control works is not just a compliance requirement. For the importer who
invests in AEO compliance, it is the path to green-lane speed. For the broker who maintains document
integrity, it is protection against delays and inspections. For the trade manager who understands PCA
exposure, it is the foundation of a defensible compliance programme. Control is not the enemy of trade,
it is its guarantor.
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4.1: The Risk Management System: Overview

CUSTOMS RISK MANAGEMENT, THE MULTI-LAYER NET

» PRE-ARRIVAL INTELLIGENCE Data mining from advance cargo declarations (ICS2,
10+2) before goods enter territory. Risk profiles built
at sea or in-flight.

» AUTOMATED SELECTIVITY (Targeting Matrix) 7-pillar algorithm assigns risk score in milliseconds:
channel decided before officer sees the file.

» GREEN / ORANGE / RED CHANNEL Green ~5%: immediate release. Orange ~85%:
documentary audit. Red ~10%: physical inspection.

» DOCUMENTARY CONTROL Desk audit testing coherence: declaration vs invoice
vs transport doc vs customs IT price database.

» PHYSICAL INSPECTION Container destuffing or CT/X-ray scan. Verifies
species, weight, value, marks, origin labels.

» DEFERRED CONTROL (8-30 days) Post-release forensic review using additional
evidence: bank transfers, insurance, new lab results.

» POST-CLEARANCE AUDIT (PCA) On-site company audit covering 3-5 years of
declarations. Reviews ERP, accounts, bank records.

» INVESTIGATIONS Unannounced targeted operations triggered by
intelligence alerts or competitor complaints.

» APPEALS & RECOURSE Every decision challengeable through internal
recourse — administrative tribunal — courts.

» AEO REWARD SYSTEM Compliant operators escape 85-95% of controls.
Compliance creates competitive advantage.

The modern customs risk management system operates simultaneously at four distinct time horizons:
before arrival (pre-clearance), at arrival (selectivity), immediately after release (deferred control), and
months or years later (PCA). This multi-layered architecture reflects a fundamental insight: no single
control point can be simultaneously fast enough for legitimate trade and thorough enough for fraud
detection. Different layers catch different threats at different moments, with each layer compensating for
the limitations of the others.

The WCO's SAFE Framework of Standards underpins this architecture globally. Its core principle is
complementarity: every layer works together. Pre-arrival intelligence catches threats before they
materialize on national soil. Real-time selectivity filters millions of declarations at the moment of filing.
Deferred control catches errors too subtle for border-speed detection. PCA audits catch systematic
non-compliance visible only when years of data are analysed together. The Trust but Verify' model
rewards compliance with speed and penalizes non-compliance with scrutiny, making compliance
commercially rational for every operator.

The WCO estimates that customs administrations implementing risk-based selectivity systems achieve
fraud detection rates 3 to 4 times higher than administrations using universal inspection, while
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processing legitimate trade 40—60% faster. The investment in risk management technology consistently
delivers both security and trade facilitation benefits simultaneously, the strongest possible argument for
continued investment in digital customs modernization.

Key Statistic: In 2025, global customs administrations collectively processed over 500 million import
declarations. At the 2% red-lane rate applied in advanced systems, 10 million shipments received
physical inspection. Without risk-based selectivity, inspecting the same volume at 100% would require
50 times the officer capacity, an impossibility that would paralyze global trade.
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4.2: Green / Orange / Red Channel System

[1 GREEN LANE

IMMEDIATE RELEASE ~5% of
declarations. AEO operators and
pre-profiled low-risk goods. No
check. Release order auto-
generated on duty payment. Under
10 minutes in advanced systems.

[1 ORANGE LANE

DOCUMENTARY REVIEW ~85%
of declarations. Standard path for
all commercial trade. Rigorous desk
audit: invoice + packing list + origin
certificate + transport document +
value coherence check. 2—4 hours

typically.

@ RED LANE

PHYSICAL INSPECTION ~10% of
declarations. High-risk profile,
intelligence alert, or documentary
escalation. Container opened or X-
rayed. Officer verifies species,
weight, value, origin. 1-3 days +
inspection costs.

WHAT TRIGGERS EACH CHANNEL?

GREEN: AEO + low-risk HS code + clean operator
history + known origin

COMMERCIAL IMPLICATIONS

Instant release on payment. No officer intervention.
Maximum throughput for compliant operators.

ORANGE: Standard operator + new supplier +
value deviation flag

Documentary officer checks coherence. No extra cost
but time delay. 85% resolve without escalation.

RED: High-risk HS + anomalous value + high-risk
origin + intelligence flag + random selection

ESCALATION: Orange — Red if documentary
review reveals discrepancies

Inspection costs (moving, repacking) borne by
declarant. Demurrage accrues. Risk of reclassification.

Officer manually re-flags for physical inspection after
documentary concerns raised.

The triple-channel system replaces the binary choice between inspecting everything (economically
impossible) and inspecting nothing (fiscally suicidal) with a probabilistic allocation of control resources.
The approximately 5% / 85% / 10% distribution is not fixed, it is calibrated continuously by the
selectivity algorithm as it learns from inspection outcomes. In leading systems like Singapore's
TradeNet and the Netherlands' Customs Administration, machine learning models self-correct after
each false positive, reducing red-lane rates for specific legitimate trade patterns while maintaining
detection sensitivity for genuine risk signals.

The green lane is customs' most powerful trade facilitation instrument, and its most carefully guarded
privilege. AEO-C status holders in the EU consistently achieve green-lane rates above 90% at major
ports. The commercial value of this status is compounding: a company clearing in minutes rather than
hours has a structurally lower landed cost per shipment, which translates directly into competitive
pricing advantage. The orange lane is where the vast majority of global trade is processed, but 'no
physical inspection' does not mean minimal scrutiny. The coherence test applied to orange-lane
declarations is a genuine analytical exercise that catches most valuation and classification errors.

Random Selection: To prevent fraudsters from ‘'profiling’ the algorithm, all selectivity systems
incorporate a random selection module that routes a small percentage (1-3%) of otherwise low-risk
declarations to orange or red inspection regardless of risk score. This unpredictability is a fundamental
deterrent, the operator who believes they have optimized their declarations for green-lane status can
never be certain.
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4.3: How Risk Scores are built ?

What drives the risk score of this declaration?

OPERATOR

PILLAR

1. OPERATOR

2. CUSTOMS
REGIME

3. HS CODE

4. ORIGIN

5. DECLARED
VALUE

6. DECLARANT

HS CODE /
REGIME

LOW RISK

AEOQO, 5+ years clean
history, regular volume

Home consumption, direct
import

Standard commodities,
low duty rates

EU, OECD, established
FTA partner

Within +15% of reference
price database

Licensed broker, clean
track record

ORIGIN

MEDIUM RISK

Occasional importer, no
compliance record

Warehouse, transit
(leakage risk)

Medium duty, some dual-
use

Emerging market, limited
cooperation

+15-35% deviation from
reference

Occasional declarant,
recent licence

VALUE SIGNAL

INTELLIGENCE

HIGH RISK

First-time importer,
previous penalties

Inward processing,
suspensive regime

High duty, excise,
strategic, dual-use tech

Known transshipment
fraud routes

More than 35% deviation,
undervaluation risk

New broker, previous
infractions

7. INTELLIGENCE

No alerts, clean profile

Sector-level industry alert

Specific shipment alert
from intelligence

The risk score is a composite index calculated from seven distinct pillars, each weighted according to
the administration's current risk intelligence and strategic priorities. The operator profile pillar is the
most powerful single determinant. An importer with a five-year history of accurate declarations and zero
audit findings carries a negative risk signal that offsets moderate risk signals from other pillars. The
AEO certification formalises this premium, it is the customs system's official recognition that routine
physical inspection would be an inefficient use of resources for this operator.

The value pillar is the most frequently misunderstood by trade professionals. The system does not flag
declarations as risky because the declared value is low, it flags them when the declared value is
inconsistent with the system's reference price database for that specific HS code from that specific
origin country. A declaration showing $400/tonne for a product trading at $800/tonne globally generates
a high-value risk signal regardless of the absolute amount. This is why maintaining accurate, market-
consistent invoice values is both a legal and a strategic necessity.

Machine Learning Enhancement: The Netherlands Customs Administration uses ML models that
continuously update risk weights based on inspection outcomes. When a red-lane inspection finds no
violation, a 'false positive', the algorithm adjusts to reduce that signal pattern's weight, improving
accuracy and reducing delays for legitimate trade. The self-correcting system effectively learns the
profile of compliant trade in each commodity sector over time.
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4.4. Documentary Control: What do they Check ?

THE DOCUMENTARY CONTROL CHECKLIST, OFFICER'S ANALYTICAL FRAMEWORK

1. DECLARATION INTEGRITY Is it final or provisional? Any manual overwrites? Digital signature present
and verified? Declarant license valid and active?

2. INVOICE COHERENCE Unit price x quantity = invoice total? Currency stated? Incoterm declared
and consistent with customs value methodology?

3. VALUE CREDIBILITY CIF/FOB value consistent with system reference price database for this
HS code from this origin? Deviation >15% triggers re-flag.

4. HS CODE VERIFICATION Does commercial description correspond to declared tariff heading?
Consistent with importer's known business activity profile?

5. ORIGIN AUDIT Certificate of Origin valid, stamped, within validity period? Stamps match
specimen database for this issuing country?

6. WEIGHT RECONCILIATION Gross weight on B/L matches packing list? Net weight corresponds to HS
code's typical weight/volume ratios?

7. TRANSPORT DOCUMENT Vesselfflight/truck matches declaration? Port of loading consistent with
declared country of dispatch?

8. PERMIT VERIFICATION For controlled goods: import license valid for specific HS code and
quantity? For regime goods: guarantee/acquit-a-caution in order?

9. PACKAGING COHERENCE Packing list matches declaration line by line? Package marks and
numbers correspond to manifest records?

10. ARITHMETIC VALIDATION Customs value + duty rate = duty due? VAT base x VAT rate = VAT due?
Currency conversion at official daily rate?

Documentary control is the intellectual core of customs enforcement. The officer acts not as a security
guard but as a forensic accountant, testing the logical coherence of a declaration against its supporting
documents. The 'coherence test' is the primary analytical tool: does every document tell a single,
consistent story? If the B/L weight is 12,000 kg but the packing list shows 14,000 kg, the story is
inconsistent. If the invoice unit price is $2/kg for a product trading at $15/kg globally, the story is
implausible. Either discrepancy escalates from orange to red.

In advanced customs systems, many coherence checks are now automated before a human officer
reviews the file. Singapore's TradeNet and the US ACE system run algorithmic coherence tests in
milliseconds as the declaration is submitted, flagging discrepancies before they reach an officer's desk.
The officer who reviews an orange-lane declaration in 2026 is applying specifically human judgment to
the subtleties the algorithm cannot yet detect: the vague product description hiding a higher-taxed
classification, the origin certificate from a country under anti-circumvention investigation, the value
technically within tolerance but inconsistent with the importer's historical purchasing pattern.

The 'Marks and Numbers' Audit: Verifying physical marks on packages against the manifest is one of
the most effective fraud detection tools. Fraudulent substitution of goods requires changing physical
marks on packages. The officer who systematically cross-checks marks against the packing list applies
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a simple, low-cost check that is highly effective against this common fraud pattern, one that is invisible
to automated systems operating on declared data alone.

Documentary Control: What They Check @
Annotated Checklist

~) [:lﬂ 1. DECLARATION INTEGRITY
-uu:‘mm-—muww

Declarant licemsn valid and active?
(] | FiNAL STATUS CoMmRMED
| MANUAL OVERWRITES: 0 €

AUTOMATED CONSISTENCY TESTS
& FORENSIC ACCOUNTING ENABLED
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SELECTION TRIGGER

4.5: Physical Inspection: The Process

Red-lane assignment by algorithm, officer re-flag from orange, or specific
intelligence alert. Declarant formally notified in IT system.

INSPECTION
APPOINTMENT

Declarant or representative must present at inspection bay within 3 working
days. Failure to appear: right of unilateral opening by customs.

SAMPLING
STRATEGY

PHYSICAL
VERIFICATION

Statistical protocol: 1-5 packages = open 1; 620 = open 2; 20+ packages =
open 10%. Proportional extrapolation rules apply to all findings.

Officer verifies: product identity (species) - net weight - marks and numbers -
'Made in' labels - technical specs - presence of required permits.

NON-INTRUSIVE

CT/X-ray scanning for complex goods. Al image recognition compared

INSPECTION against HS code description. Avoids breaking seals for most orange-lane
escalations.

LABORATORY Sample sealed, sent to government lab with formal report. Goods may be

REFERRAL removed under seal pending result. Lab finding is legally binding, counter-

analysis available.

INSPECTION REPORT | Findings recorded directly on declaration, immutable legal record. Customs

value confirmed or reconstructed. HS code confirmed or reclassified.

DUTY
REASSESSMENT

Discrepancies found: duties recalculated on actual findings. Additional duties
demanded + penalty interest. Guarantee may be drawn immediately.

Physical inspection is customs' ultimate instrument of sovereign authority. The sampling strategy
reveals a critical asymmetry: when a surplus is found in a sample, it is proportionally extrapolated to the
entire shipment, the importer is assessed as if all units contain a proportional surplus. When a shortage
is found, it is typically applied only to the inspected packages. This asymmetric rule protects state
revenue: the government benefits from upward extrapolation of surpluses without penalizing the
importer for shortages that may be isolated rather than systemic.

Laboratory referral is activated when a product's nature cannot be determined by visual inspection:
chemical compositions, textile blends, food specifications, pharmaceutical grades. Government lab
results are not advisory, they constitute legal fact. The importer who disagrees has the right to request
a counter-analysis, but until that is completed, the original finding applies. Cost follows the 'burden of
proof' logic: customs pays if the declaration was accurate; the importer pays if it was wrong.

NIl Technology 2026: CT scanning at major ports provides a 3D rotating view of container contents
without breaking seals. Al-powered image recognition at Rotterdam, Shanghai, and Dubai identifies
product categories from CT scans with over 90% accuracy, dramatically reducing the proportion
requiring full physical destuffing while maintaining effective contraband detection rates. Singapore's
port processes over 500 CT scans per hour during peak periods.
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4.6: Deferred Control & Post-Clearance Audit

CLEARANCE
Day 0

Declaration
accepted. Duties
paid. Release
order issued.
Goods in free
circulation.

DEFERRED
CONTROL

Days 1-30

Office-based
second look.
Deep
documentary
review using
additional
evidence. Can
recall goods or

SHORT
FOLLOW-UP
Months 1-6

Targeted follow-
up on specific
anomalies. Bank
transfer cross-
references.
Insurance
records
checked.

POST-
CLEARANCE
AUDIT (PCA)
Months 6-36

On-site company
audit. Reviews
ERP,
accounting,
inventory,
supplier
contracts, bank
transfers.

INVESTIGATION
Any Time

Unannounced,
intelligence-
triggered. Evidence
collection for
prosecution. Up to
5-7 years back.

STATUTE Year
3-7

After this period,
declarations
generally cannot
be re-opened.
Retain all
documents
throughout.

reassess duty.

DEFERRED CONTROL (DC) ‘ POST-CLEARANCE AUDIT (PCA)
Triggered by risk assessment, PCA program, or

Triggered by office review of specific declarations intelligence

Focus: company-wide, all imports/exports over 3+

Focus: specific declaration or small batch
years

Window: 8-30 days after release (jurisdiction-
dependent)

Window: up to 3 years (EU); 5 years (USA); 3 years
(China)

Authority: can recall goods or reassess single
declaration

Authority: can assess back-duties on years of
declarations

Cost impact: recalculation of specific declaration
duties

Cost impact: potentially millions if systemic error
identified

Response: full audit cooperation required; legal advice

Response: provide documents already in file recommended

The release order is not the end of customs oversight, it is the beginning of a new phase. Deferred
control operates as a rapid forensic review in the days and weeks immediately after clearance. Its
power comes from timing: the reviewing officer has access to information unavailable at clearance,
actual bank transfer records, shipping insurance documents, lab results from parallel shipments. Using
this additional information, the officer can reconstruct whether the declared value was accurate,
whether the origin certificate was genuine, and whether the HS code was correctly applied.

The Post-Clearance Audit is the customs system's most powerful compliance enforcement tool. Unlike
deferred control, which examines individual declarations, a PCA examines the company's entire import
operation as an integrated system, looking for patterns of error invisible at the level of individual
transactions. A company consistently applying a slightly low customs value across thousands of
shipments will not trigger individual declaration-level alerts; but a PCA comparing three years of
declared values against bank transfer records will identify the systematic discrepancy immediately. The
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financial exposure from a systematic PCA finding is typically orders of magnitude larger than any
individual declaration error.

AEO & PCA: AEO holders in most jurisdictions undergo scheduled compliance PCAs rather than
random or intelligence-triggered ones. This cooperative audit is conducted transparently, typically with
60 days' advance notice, the right to correct errors voluntarily before the audit, and reduced penalties
for self-disclosed compliance failures. The difference between a cooperative compliance PCA and an
adversarial fraud PCA is both the experience and the financial outcome.
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4.7: Traveller Control: Baggage Rules

[1 BLUE / GREEN LANE ‘ [l YELLOW / ORAL @® RED LANE

NOTHING TO DECLARE Legal 'de | DECLARATION REQUIRED MANDATORY DECLARATION

facto' declaration. Applicable when: | Goods exceed allowances but are Goods exceeding personal

goods within allowances + no for personal use + commercial allowances + commercial quantities

prohibited items + no commercial samples below threshold + currency | + prohibited/restricted items +

goods. Random CT scanning may above €10,000 equivalent. Officer currency above threshold. Entering

apply without stopping traveller. assesses and may levy duty on green channel with declarable

excess. goods = de facto smuggling.
CATEGORY EU / SCHENGEN ALLOWANCE GLOBAL BENCHMARK

Cigarettes 200 (land/sea: 40) 200 (ICAO standard)

Alcohol (spirits >22%) 1 litre 1 litre (variable)

Cash / Financial Instruments €10,000 (declare, not prohibited) $10,000 USD (FATF standard)

General Goods (non- . . . $800 USA (de minimis, under 2026

commercial) €430 (air/sea); €300 (land/rail) review)

Medicines Personal trip supply (prescription for Prescription required globally for
controlled) controlled substances

Cultural Heritage / Art Equrt permit from origin country UNESCO Convention 1970 applies
required universally

The 2026 shift to intelligence-led traveller control has transformed the role of the customs officer in
arrivals halls. Officers now monitor CT scanner screens in real time as travellers pass through
automated lanes, rather than manually inspecting every bag. When Al flags an anomaly, organic mass
consistent with narcotics, dense metallic objects, unusual currency patterns, the officer intercepts that
specific traveller rather than processing the entire queue. This targeted approach has increased
interception rates while reducing average processing times at major international airports by over 60%.

The 2026 abolition of the €150 e-commerce duty-free threshold in the EU, and parallel review of the
USA's $800 de minimis, has brought traveller control directly into supply chain planning. Goods
previously entering at zero duty as low-value parcels are now subject to full customs duty and VAT,
fundamentally changing the economics of cross-border e-commerce. This shift has accelerated the
establishment of bonded fulfilment centres within the EU that hold pre-cleared inventory for same-day
domestic delivery.

Diplomatic Travellers: The Vienna Convention on Diplomatic Relations (1961) grants diplomatic agents
full exemption from customs inspection. Their personal baggage may not be inspected unless there are
'serious grounds' to believe it contains prohibited items, and even then, inspection must occur in the
diplomat's presence. Consular officers enjoy more limited protection. The 2026 principle of reciprocity
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means any restriction applied to foreign diplomats will be mirrored for the host country's diplomats
abroad.
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Traveller Control: Baggage Rules

Traffic Light + Table

CIGARETTES 200 (land/sea: 40)

ALCOHOL ¥ fitce
(SPIRITS >22%) 5
CASH / FINANCIAL
INSTRUMENTS

£10,000
(declare, not prohibited)

GENERAL GOODS
(NON-COMMERCIAL)

Personal trip supply
MEDICINES (prescription for controlled)
CULTURAL

HERITAGE / ART

Export permit from
origin country required

Disclaimer: snbes are tubject 1o cha check othcis! cuttom

7026 Dutleok: |

200 (ICAD standard)

1 litre
(variable)

)0 USD
andarag)

S800 USA

{de minimis — under 2026 review)

Prescription requir
for controlled s
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0O Convention 1970
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4.8: Maritime Arrival Control at Port

PRE-ARRIVAL Shipping line files vessel notification 24—48 hours before ETA. Advance
NOTIFICATION manifest data (ACE/ICS2/BADR) received. Pre-arrival risk assessment
completed. High-risk containers identified before vessel enters port.

VESSEL CLEARANCE | Customs, port health, and immigration officers board after berthing. Ship's
BOARD documents inspected: manifest, crew list, health declaration. Ship cleared or
placed under health/security hold.

UNLOADING Only after ship's clearance may unloading begin. Port superintendent
AUTHORIZATION supervises. Customs observe unloading of pre-flagged high-risk containers.
CONTAINER YARD High-risk containers pre-identified in manifest segregated to dedicated
SEGREGATION inspection zone as they leave the crane. NIl (CT/X-ray) scanning applied
systematically.
MANIFEST Port terminal system cross-references physical count against electronic
RECONCILIATION manifest. All discrepancies generate Differential Statements requiring joint
investigation.
BONDED CUSTODY All discharged cargo entered into customs IT system under 'Taking Charge."'
REGISTER Storage clock starts. 60-90 day clearance deadline begins. Importer notified.
INSPECTION BAY Red-lane containers transported to inspection bay. Seals verified. Physical
PROCESSING inspection conducted with declarant present. Findings recorded on
declaration.

Port arrival is where customs control operates at its most extreme scale and complexity. The world's
major container ports process millions of containers annually, each potentially containing any
commodity from any origin. The pre-arrival risk assessment, conducted before the vessel enters port, is
the most strategically important phase. By the time a container is discharged, the customs system has
already assigned it a risk score based on advance manifest data, operator history, and intelligence
flags. Pre-arrival segregation of high-risk containers means the inspection zone already has units
gqueued when they arrive, eliminating the container yard handling costs of relocating units after
discharge.

The Container Security Initiative (CSI), operated by U.S. CBP in partnership with 60+ ports worldwide,
extends American customs jurisdiction to foreign ports where U.S.-bound cargo is loaded. American
officers in Rotterdam, Shanghai, and Le Havre screen high-risk U.S.-bound containers before loading,
effectively pre-clearing the highest-risk units thousands of kilometers from U.S. borders. This 'push the
border out' philosophy reduces arrival security risk while simultaneously reducing congestion at U.S.
ports by processing intelligence-driven inspections at the origin end.
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MARITIME ARRIVAL CONTROL AT PORT
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4.9: AEO Status: The Trusted Trader

AUTHORIZED ECONOMIC OPERATOR (AEO), THE COMPLIANCE PASSPORT

» AEO-C (Customs Simplification) Simplified procedures: reduced documentation,
periodic declarations, entry in declarant's records.
Zero declaration at time of import for qualifying
movements.

» AEO-S (Security & Safety) Priority in risk assessment, reduced physical
inspections, advance notification before inspection,
fast-track lane at border crossings.

» AEO-F (Full, Gold Standard) Combination of AEO-C and AEO-S benefits.
Maximum facilitation across all customs interactions.

» ELIGIBILITY CRITERIA 3-year compliance record - financial solvency -
customs competency - security standards (premises,
IT, staff) - material accounting systems

» MUTUAL RECOGNITION EU-USA - EU-China - EU-Japan - EU-Norway + 80+
bilateral agreements. AEO status recognized across
partner country borders.

» COMMERCIAL BENEFITS 90%+ green-lane rate - reduced inspection frequency
- priority PCA scheduling - access to simplified
guarantee structures

» FINANCIAL BENEFITS Periodic duty accounts - reduced guarantee
requirements (30% vs 100%) - faster VAT refund
processing - lower per-declaration cost

» MAINTENANCE Annual self-assessment - periodic customs audit -
immediate notification of material changes to
compliance record or business structure

The AEO programme is customs' most significant instrument for simultaneously improving trade
facilitation and strengthening compliance. By certifying operators with sustained accurate declarations,
sound finances, and robust security, administrations create a tiered system in which the most compliant
operators receive the fastest, cheapest treatment. The EU's programme, over 40,000 AEO holders
across 27 member states, requires a demanding audit process precisely because the benefits are
substantial. Operators who complete certification consistently report that the commercial return
exceeds the cost within the first year.

The mutual recognition of AEO status across bilateral agreements has transformed the programme into
a global trade passport. An EU AEO holder shipping to the USA benefits from CBP's C-TPAT
equivalent recognition, priority processing at U.S. ports. An EU AEO exporting to Japan receives
facilitation under the EU-Japan MRA. As the network of recognition agreements grows, AEO status
becomes progressively more valuable, creating a compounding return on the compliance investment.

AEO Financial Quantification: A 2024 European Commission study found EU AEO holders achieved
clearance times 76% faster than non-AEO operators, with average inspection rates of 0.8% versus
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8.2% for standard operators. The combined savings, duty payment timing, reduced demurrage, lower
broker fees, reduced bond costs, averaged €47,000 per AEO holder annually. For large-volume
importers, the figure is significantly higher.
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4.10: Value Reconstruction: When Customs Disagrees

@ CREDIBILITY Officer identifies 'doubtful value', declared price deviates significantly from
ASSESSMENT system reference price database. Formal price query issued to declarant.

DECLARANT'S RIGHT | Importer/broker explains price: volume discount, end-of-season pricing,
®@ OF RESPONSE related-party transaction, damaged goods, second grade. Supporting
evidence submitted.

EVIDENCE Officer reviews: purchase contract, bank transfers, insurance policy, supplier
©) EVALUATION price list, volume rebate agreement. May request administrative cooperation
with origin country customs.

VALUE If explanation rejected: reconstructs value using WTO hierarchy, Method 1
O) RECONSTRUCTION (identical goods) — Method 2 (similar) — Methods 3/4/5
(WTO Cascade) (deductive/computed/fall-back).
® PROVISIONAL Customs issues provisional duty assessment on reconstructed value. Goods
ASSESSMENT released against bank guarantee or cash deposit for disputed amount.
@ FORMAL DECISION Written decision with legal reasoning. Importer may pay under protest and

appeal, or accept reconstruction and pay additional duties assessed.

WTO VALUATION METHOD WHEN APPLIED

Primary reference, find a sale of identical goods at
Method 1: Transaction Value of Identical Goods same commercial level, similar quantity, approximately
same time.

Method 2: Transaction Value of Similar Goods Used whgn .|dent|cal goqd.s unavallable,.same
characteristics, same origin, same function.
Deduct domestic sale price, importation costs, and

iEtee] € PEieie VEE profit margin to work backwards to border value.

Build value upward: production costs + fabrication +

Method 4: Computed Value ) 8
profit margin + general expenses.

Last resort: reasonable means consistent with WTO

e & [FElEeE R Agreement. Cannot use arbitrary or fictitious values.

WTO Agreement explicitly prohibits predetermined

PROHIBITED: Minimum Values : :
floor prices regardless of actual transaction.

Value reconstruction is governed by the WTO Customs Valuation Agreement, which establishes both
the hierarchy of methods and the procedural rights of importers. The Agreement requires that customs
engage with the importer before imposing a reconstructed value, providing notice of the basis for doubt
and an opportunity to respond. It prohibits arbitrary values, minimum values, or values based solely on
price lists that do not reflect actual transactions. The process is a structured dialogue with evidentiary
requirements that the administration must respect.

The most powerful tool available to importers facing reconstruction is direct evidence of the actual
transaction: bank transfer records matching the declared value, insurance policies referencing the
same amount, volume rebate agreements explaining below-market pricing, survey reports confirming
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damage or grade reduction. The importer who maintains a comprehensive transaction file is in a
structurally stronger position than one who relies solely on the invoice. Under WTO mutual
administrative assistance arrangements, customs can also cross-reference declared values with the
exporting country's customs authority, making systematic under-invoicing increasingly difficult to
sustain.
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Value Reconstruction: When Customs Disagrees
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4.11: Appeals Process: Contesting a Customs Decision

CUSTOMS DECISION Formal written decision: duty reassessment, value reconstruction,
ISSUED reclassification, or penalty. Legal reasoning and articles cited. Importer
informed of appeal rights and deadlines.

INTERNAL Request re-examination by superior officer or specialist unit within
RECOURSE (Level 1) customs administration. Typical window: 30 days from decision.
Fastest, cheapest, no legal costs.

ADMINISTRATIVE Appeal to independent administrative review body or customs
TRIBUNAL (Level 2) committee. Full review of facts and law. New evidence admissible.
Decision within 60—120 days typically.

JUDICIAL REVIEW Appeal to national court with customs jurisdiction. Full legal
(Level 3) proceedings. Expert witnesses, legal representation required. WTO
principles applicable.
HIGHER COURT Further appeal to appellate court. Reserved for significant matters of
(Level 4) legal principle or very large duty assessments.
PAYMENT UNDER At any level: pay disputed duties in writing while reserving right to
PARALLEL PROTEST recover if appeal succeeds. Secures immediate goods release.

Refund + interest if successful.

WHAT CAN BE APPEALED? KEY PROCEDURAL RIGHTS

Duty reassessment or additional duty demand Right to written decision Wl.th. legal grounds, cannot
appeal undocumented decision

Value reconstruction decision Right to respond tq doubtful value' notice before

reconstruction begins

Right to apply for Binding Tariff Information ruling

HS code reclassification X f
before importing

Right to administrative cooperation, certificate

Rejection of FTA origin preference A h
verification in exporting country

Right to hearing before penalty imposed;

Penalty assessment . . S
proportionality principles apply

Right to re-application after addressing identified

Refusal of AEO certification or economic regime AV
deficiencies

Every customs decision is subject to challenge through the appeals process, a fundamental legal right
enshrined in the WTO Customs Valuation Agreement, the Revised Kyoto Convention, and the domestic
customs legislation of every WTO member. The pragmatic first step in any customs dispute is the
internal recourse, a request for re-examination within the administration itself. Senior officers reviewing
a contested decision often have access to additional intelligence or specialist knowledge that resolves
the dispute without litigation. For straightforward valuation disputes or HS code disagreements, internal
recourse resolves the majority of cases within 30 to 60 days.

The 'payment under protest’ mechanism is the most important procedural tool for the importer who
needs goods released immediately but disputes the duty assessment. By paying the disputed amount
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in full while simultaneously filing a written protest, explicitly reserving the right to recover the amount if
the appeal succeeds, the importer secures goods release while the legal dispute proceeds. If the
appeal ultimately succeeds, the refund of overpaid duties is accompanied by interest, compensating for
the time value of funds held by the administration.

cusTomMs
DECISION ISSUED

INTERNAL
RECOURSE
(Level 1)

ADMINISTRATIVE
TRIBUNAL
{(Level 2)

JUDICIAL REVIEW
(Level 3)

5| HIGHER COURT (Level 4)

WHAT CAN BE APPEALED? | KEY PROCEDURAL RIGHTS

Rio written decision w legal gro s
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Review: The Control Ecosystem

THE COMPLETE CONTROL ECOSYSTEM

» RISK MANAGEMENT Pre-arrival - Selectivity - Deferred control - PCA - Investigations, four
time horizons, one integrated system.

» TRIPLE CHANNEL Green (5%: immediate release) - Orange (85%: documentary audit) -
Red (10%: physical inspection).

» 7-PILLAR RISK MATRIX Operator - Regime - HS Code - Origin - Dispatch - Value - Declarant —
composite score — channel.

» DOCUMENTARY CONTROL Coherence test: invoice + B/L + packing list + origin certificate all tell
one consistent story.

» PHYSICAL INSPECTION Sampling protocol - NIl scanning - Lab referral — immutable finding —
duty reassessment.

» POST-CLEARANCE AUDIT Company-wide compliance review covering 3-5 years. Most severe
financial exposure of all controls.

» AEO: THE COMPLIANCE 90%+ green-lane - reduced bonds - periodic accounts - mutual

REWARD recognition globally.

» VALUE RECONSTRUCTION WTO-governed hierarchy of 5 methods. Right of response and appeal.

Evidence is the defence.

» APPEALS PROCESS Internal recourse — tribunal — court. Payment under protest secures
release while dispute proceeds.

» STRATEGIC INSIGHT Every control element rewards compliance. The importer who invests in
compliance always pays less.

Chapter 4 has mapped the complete control architecture. The most important strategic insight is the
commercial logic of the compliance investment. Every element of the control system rewards
compliance: AEO status grants the highest facilitation. Clean documentary records prevent orange-lane
re-flagging. Accurate values prevent reconstruction challenges. Meticulous post-clearance filing
prevents PCA exposure. The importer who treats customs compliance as a cost centre consistently
pays more at the border, more during audits, and more in penalties than the importer who treats it as a
competitive asset.
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Concept 5 : Customs Economic
Regimes

Customs economic regimes are the most powerful and most underutilized tools in international trade
finance. Every trade professional understands that duties must be paid on imported goods; far fewer
understand that the customs system itself provides comprehensive legal structures for deferring,
suspending, reducing, or reclaiming those duties, within a framework of strict compliance and state
oversight. These structures are the customs economic regimes.

The logic is straightforward: the duty on imported raw materials was designed to protect domestic
production. But a manufacturer who imports raw materials to transform them into finished goods for
export is not competing with domestic production, they are adding value for the global market. Charging
full import duty on inputs that will leave as exported finished goods penalizes export-oriented
manufacturing. Economic regimes correct this by suspending or eliminating the duty burden on export-
bound inputs.

Chapter 5 covers all seven economic regimes: bonded warehouse, inward processing, temporary
admission, transit, outward processing, drawback, and free zones. It then addresses operational
mechanics: opening accounts, managing balances, clearing accounts, choosing the right regime, and
the consequences of non-compliance. By the end of Page 58, the reader will have a complete,
actionable understanding of the most valuable financial tools in global trade.
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5.1: What Are Economic Regimes? Overview Map

CUSTOMS ECONOMIC REGIMES, THE COMPLETE MAP

» SUSPENSIVE REGIMES Duties and taxes SUSPENDED, not waived, for the duration. Re-exportation or
approved consumption discharges the obligation. Guarantee required as
state's insurance.

» DRAWBACK REGIME Duties PAID at import then REFUNDED after goods are manufactured into
finished products and exported. No guarantee required, tax already paid.

» BONDED WAREHOUSE Storage without duty payment. Importer decides destiny later: consume (pay
duty), re-export (no duty), or transfer to another regime. Up to 5 years storage.

» INWARD PROCESSING Import raw materials duty-free, transform into finished products, export the
finished goods. The 'golden engine' of export-oriented manufacturing
worldwide.

» TEMPORARY Import goods for temporary use, duty-free, with obligation to re-export in

ADMISSION original state. Equipment, samples, exhibits, professional tools.

» TRANSIT Move goods through a customs territory without paying local duties. Guarantee
covers transit country's fiscal interest. TIR, T1/T2, ATA Carnet instruments.

» OUTWARD Export domestic goods for repair or transformation abroad. Re-import the

PROCESSING improved goods paying duty only on the value added abroad.

» FREE ZONES Designated areas treated as 'outside' the customs territory. No duties on goods

entering or stored. Strategic logistics and manufacturing hubs globally.

The customs economic regimes form a comprehensive toolkit addressing every scenario where the
standard import duty framework would unfairly penalize legitimate trade. They are recognized and
governed by the WCO's Revised Kyoto Convention and implemented in the domestic customs
legislation of every major trading nation. The fundamental distinction between suspensive regimes and
drawback lies in timing: suspensive regimes prevent the duty obligation from arising; drawback requires
upfront payment and provides a subsequent refund. The choice is primarily a cash flow decision.

The WCO estimates that economic regimes account for over $2 trillion in suspended duty obligations
globally at any given time. Countries that have invested most heavily in regime infrastructure, Ireland
(pharmaceutical and technology inward processing), the Netherlands (bonded warehouse and transit
hub), Dubai's Jebel Ali Free Zone, Singapore's bonded trade zone, have built significant portions of
their economic competitiveness on these customs instruments. Economic regimes are not a customs
detail: they are a core element of national economic strategy.
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What Are Economic Regimes? Overview Map
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5.2: The Suspensive Regime: Core Logic

ENTRY — Goods declared under suspensive regime — Guarantee posted — Fiscal debt SUSPENDED —
Time clock starts

EXIT A: RE-EXPORT EXIT B: CONSUMPTION
Goods exported / finished goods exported. Export Goods kept for domestic use. Import declaration filed.
declaration filed. Bill of Discharge submitted. Suspended duties NOW DUE plus late interest from
Guarantee RELEASED. ZERO duties ever paid on date of original entry. Guarantee drawn accordingly.

exported goods.

A\ EXIT C: EXPIRY WITHOUT DISCHARGE — Automatic guarantee draw + full duties + late interest +
penalties

The suspensive regime's core logic: the fiscal debt exists but is frozen in time for the duration of the
regime. The state has not waived its claim to duties, it has agreed to defer enforcement while the
operator fulfils the conditions. The guarantee is the state's insurance policy: if conditions fail, revenue is
recovered immediately without litigation. Two clean exit paths exist. Re-export, the path most operators
seek, discharges the entire obligation with zero duties paid. The country gains manufacturing
employment and value without collecting duties that would disadvantage its manufacturers.
Consumption simply converts the suspended obligation into a conventional import, with duties payable
plus interest for the suspension period.

Expiry without discharge, the third outcome, results from administrative failure, not commercial choice.
Every regime has a fixed lifetime: typically 12—24 months for inward processing, 6 months for a
temporary exhibition, 5 years for a bonded warehouse. If the regime expires without a Bill of Discharge
confirming re-export or consumption, the IT system automatically triggers the guarantee draw. The
operator faces full suspended duties, accumulated late interest, and administrative penalties. In the
EU's Data Hub and Morocco's BADR platform, the system sends automated warnings at 60, 30, and 15
days before expiry, making missed deadlines a compliance failure, not a surprise.

2026 Automation: At Day O of regime expiry in advanced systems, automatic liquidation triggers without
officer intervention. Digital precision means the 'l didn't know it expired' defence has no legal or
practical basis. Professional operators maintain regime calendars as primary compliance tools and
have integrated BADR/Data Hub alerts directly into their ERP systems.
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The Suspensive Regime: Core Logic

duties ever paid
on exported goods
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5.3: The Guarantee (customs bonds): How It Works

REGIME
) APPLICATION

GUARANTEE
® INSTRUMENT
SELECTED

Operator submits: business plan, HS codes of goods, expected quantities,
processing schedule, proposed guarantee instrument, and compliance

history.

Options: Full bank bond (100% of suspended duties) - Mixed guarantee (20—
30% bank + 70-80% corporate pledge) - Commitment-only (AEO/elite

exporters) - Cash deposit.

BANK COMMITS,
©) CREDIT LOCKED

Bank issues guarantee letter to customs. System locks corresponding
amount against bank's customs credit line in real time. Credit unavailable

while regime is open.

® ACQUIT-A-CAUTION
REGISTERED

GOODS MOVE UNDER
O REGIME

Legal instrument registered: operator ID + guarantor ID + goods + HS codes
+ authorized quantities + expiry date + discharge conditions.

Each import references the acquit-a-caution. System debits guarantee
balance automatically. Available regime capacity decreases with each

consignment.

DISCHARGE
(@) | COMPLETED

Bill of Discharge: re-export confirmed or consumption declared. System
validates against exit records. Guarantee released. Bank credit line restored

instantly.

PARTIAL RELEASES

GUARANTEE TYPE

For industrial operators: partial discharge certificates released as batches
are exported. Each partial release proportionally unlocks the corresponding

guarantee credit.

BEST FOR

FINANCIAL COST

Full Bank Bond (100%)

New operators, first regime, high-
risk goods, large exposure

Bank commission 0.5-2% p.a. of
bond value. Highest cost. Ties up
bank credit.

Mixed (20-30% bank + 70-80%
corporate)

Established operators, good
compliance record, regular export
volume

Lower commission (on 20—30% only).
Corporate signature creates
contingent liability.

Commitment-Only

AEO-F holders, 5+ years perfect
compliance, significant export
turnover

Zero financial cost, purely
reputational. Highest-privilege
operators only.

Cash Deposit

Companies without bank credit
lines; small or occasional regime
operators

Opportunity cost of cash tied up
(interest foregone). May earn deposit
interest.

TIR / ATA Carnet

International transit and
temporary admission, multi-
country use

Carnet fee to national chamber
association. Varies by country and
goods value.

The acquit-a-caution is the constitutional document of a customs economic regime, simultaneously a
customs declaration, a legal contract, and a financial instrument backed by a bank or insurance
guarantee. Its classification as a 'public and authentic instrument’ means that in court, its data is
presumed to be absolute truth unless formally challenged. The evolution from 100% bank guarantees
to mixed guarantee models reflects mature customs systems recognizing that obligating every operator
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to post full bank bonds creates a credit barrier that disproportionately disadvantages growing
manufacturers.

Subcontracting Exemption (Fagconnage): When a domestic factory imports raw materials that remain
the legal property of a foreign principal, with finished products destined directly to that same principal,
customs typically exempts the transaction from the guarantee requirement entirely. Since no payment
leaves the country for the materials and the finished product returns to the foreign owner, the fiscal risk
is negligible. This exemption is one of the most powerful financial tools available to manufacturers in
export processing zones.
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The Guarantee (customs bonds): How It Works
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5.4: Bonded Warehouse: Storing Without Paying

BONDED WAREHOUSE, STRATEGIC FUNCTIONS AND TYPOLOGY

» DUTY DEFERRAL Goods on national soil but legally ‘outside’ customs
territory. Duties not due until exit to domestic
consumption. Average deferral period: 60—-180 days.

» OPTIONALITY Importer decides after arrival: consume (pay duty), re-
export (no duty), transfer to another regime. Time to
assess market conditions before fiscal commitment.

» INVERTED TARIFF PLANNING If components attract higher duty than finished goods:
assemble within warehouse, pay finished goods rate
on exit. Legal 'tariff inversion' optimisation.

» CASH FLOW, JIT OPERATIONS Store annual stock, clear only what production needs
each week. Preserve working capital, minimize duty
burden per production cycle.

» PUBLIC WAREHOUSE Managed by port authority or chamber of commerce.
Open to any operator. Ideal for SMEs without volume
to justify private authorization.

» PRIVATE WAREHOUSE Operated by authorized concession holder. Either
exclusively for own goods or as third-party logistics.
Integrated with WMS systems.

» EXPORT WAREHOUSE Dedicated to goods intended exclusively for export.
Supports duty-free sales and re-export operations.
Strategic for hub-and-spoke distribution models.

» DURATION Standard: up to 5 years (EU: no time limit for non-
perishables in certain conditions). Extension requires
formal application. Abandonment risk after maximum.

The bonded warehouse is the oldest and most universally deployed economic regime. It creates an
island of fiscal neutrality within the customs territory: goods stored are on national soil but not in the
domestic economy. They have not entered free circulation. The duties payable on their importation are
suspended until the importer makes a decision about their final destination. This combination of
physical proximity and fiscal neutrality makes the bonded warehouse the foundational instrument of
modern global distribution logistics.

The financial logic of duty deferral compounds significantly at scale. A European retailer importing $100
million of goods annually at an average 8% duty pays $8 million in duties at import under conventional
clearance, regardless of when goods are sold. Under bonded warehouse strategy, duties are paid only
when goods are cleared for domestic sale, which may be weeks or months later. Deferring $8 million in
annual duty payments by an average of 90 days represents a financial gain equivalent to interest on
that amount for the deferral period. At current rates, this is a seven-figure benefit on a mid-sized retalil
operation. Dubai Jebel Ali Free Zone: The world's largest free trade zone hosts over 9,000 companies
and handles 60% of the Middle East's re-exports. Its bonded warehouse infrastructure allows goods to
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be stored, repackaged, labeled for different markets, and re-exported across 170+ countries, all without
paying UAE import duties. This model has been replicated in Singapore, Rotterdam, and increasingly in
African free trade zones, demonstrating that bonded warehouse infrastructure is a fundamental driver
of regional trade hub development.
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Bonded Warehouse:
Storing Without Paying

The oldest and universally deployed
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5.5: Inward Processing: Make It, Export It

IPR KEY CONCEPTS

AUTHORISATION Operator applies specifying: HS codes of raw materials, HS codes of
) OBTAINED finished goods, yield rate, maximum quantities, processing period (typically
12-24 months).
RAW MATERIALS Goods imported under IPR, acquit-a-caution registered, guarantee posted.
®@ IMPORTED DUTY- Zero duties collected. Materials enter production directly without fiscal
FREE burden.
TRANSFORMATION Materials processed, assembled, or incorporated into finished goods under
©) PROCESS customs supervision. Yield rate monitored. All movements recorded in
Material Accounting.
COMPENSATING Finished goods (‘compensating products') verified against authorised
O) PRODUCTS specifications. Bill of Materials confirms raw material consumption matches
IDENTIFIED production records.
® EXPORT Finished goods declared for export. Declaration explicitly linked to original
DECLARATION FILED IPR import reference. This linkage triggers regime discharge.
® EXIT CONFIRMED AT Frontier customs confirms departure. Exit message received by customs IT
FRONTIER system. Evidence chain: import — production — export — exit confirmation.
BILL OF DISCHARGE Comprehensive discharge within 30 days of period expiry. System validates
@) SUBMITTED exit quantities against import quantities adjusted for yield rate. Guarantee
released.

EXPLANATION

Yield Rate

Compensating Products

Authorised ratio of finished goods output to raw
material input. Technically justified at application.
Discrepancies trigger duty on excess.

Primary (main finished goods), secondary (by-
products), and waste. Each category has different
fiscal treatment at discharge.

Authorised Waste

Unavoidable production residue below threshold:
discharged at zero duty. Salvageable above-threshold
waste: taxed at waste commodity rate.

Equivalent Goods (EU)

Use domestic raw materials in production, export the
equivalent output, treat as if imported goods were
exported. Eliminates the import-to-export cash flow

gap.

Triangular Traffic (EU)

Import in Member State A, process in Member State B,
export from Member State C, all covered by single IPR
authorisation.

Lot-level traceability of every unit from import

Material Accounting entry through processing to export. ERP

integration is the gold standard for compliance.

Inward Processing Relief (IPR), known as Admission Temporaire pour Perfectionnement Actif (ATPA)
in Francophone systems, is the most commercially powerful economic regime. The regime is the fiscal
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instrument that makes export-oriented manufacturing globally competitive in countries with significant
import duty structures.

The yield rate is the technical heart of IPR. It defines in precise physical terms the relationship between
raw material inputs and finished goods outputs, accounting for cutting waste, moisture loss, scrap, and
processing residue. The vyield rate is not set unilaterally by the operator: it is agreed with customs
based on technical production standards and verified through periodic physical audits. If actual
production yields fewer finished goods than the authorised rate would suggest, questions arise about
where the excess raw material went, potentially triggering a duty demand on the unexplained surplus.
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INWARD PROCESSING: MAKE IT, EXPORT IT

IPR is the most commercially powerful economic regime and fiscal
instrument making export-oriented manufacturing globally competitive.
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5.6: Temporary Admission: Borrow It, Return It

AUTHORISATION & Goods precisely identified before entry: serial numbers, marks, technical

©) IDENTIFICATION specifications recorded. These become the benchmark for verification on
return.

ENTRY UNDER Declaration filed under TA. Acquit-a-caution registered, guarantee posted (or
®@ TEMPORARY ATA Carnet used). Time limit defined and recorded. Use purpose stated.

ADMISSION

AUTHORISED USE Goods may only be used for the stated purpose: construction equipment on
©) ONLY site, exhibition goods at fair, professional tools for specific contract. Other

use = violation.

MONITORING DURING | Customs retains right of inspection. Goods must be at declared location.
O) REGIME Transfer to another location requires notification. Lost goods = immediate
duty demand.

RETURN / RE-EXPORT | Goods returned in same state as entered (normal wear and tear acceptable
® for equipment). Re-export declaration references TA import. Exit
confirmation triggers discharge.

® PARTIAL If any goods consumed or cannot be returned: proportional duties assessed
CONSUMPTION on consumed/damaged portion only. Remainder discharged at zero duty.

USE CASE TYPICAL PERIOD INSTRUMENT

Professional equipment
(cameras, medical devices, IT)

National TA + ATA Carnet (multi-
6—12 months (extendable) country)
Construction / infrastructure . . . . . .
equipment 12-24 months (project duration) National TA; site supervision required

Exhibition goods / trade fair ATA Carnet (87 member countries,

6 months post-fair

samples ICC)

Vehicles for professional use 6—12 months; varies by type ATA Carnet or national TA
o . National TA; research institution

Scientific / research instruments 12—-24 months certification

Goods for repair, testing, 3-6 months N_atlonal TA; repair report as

demonstration discharge document

Temporary admission recognizes that not every cross-border movement is a permanent importation.
The ATA Carnet, valid in 87 countries under the Istanbul Convention, is the most practically useful
instrument for international trade professionals. For a company exhibiting at six international trade fairs
annually, the carnet replaces twelve individual import/export declarations with a single booklet,
dramatically reducing administrative burden and eliminating duty exposure on goods that will return
home after each event. The identity requirements, serial numbers recorded at each border, physical
inspection on return, make the regime genuinely temporary: it cannot be used to smuggle equipment
into markets.
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ATA Carnet Statistics: The ICC issues approximately 200,000 ATA Carnets annually, covering goods
valued at over $26 billion. Top issuing countries: USA, Germany, France, UK, China. Top destinations:
USA, Germany, China, France, UAE. Most common commodity categories: professional equipment
(39%), commercial samples (23%), exhibition goods (18%). Average carnet covers 4 countries per
journey. The guarantee enforcement rate (claims on non-returned goods) is under 0.5%.
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AUTHORISED USE ONLY

(8) PARTIAL CONSUMPTION

-

-

USE CASE TABLE

USE CASE TYPICAL PERIOD INSTRUMENT

nol TA + ATA
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5.7: Transit Regime: Pass Through

ORIGIN COUNTRY

Export cleared.
Transit declaration
opened. Guarantee
posted covering full
duty value in all
transit countries.

TRANSIT BORDER
ENTRY

Frontier office
verifies seals intact.
Stamps transit
document. No
customs duties
collected by transit

TRANSIT
COUNTRY

Goods move under
customs seal. Carrier
responsible for seal
integrity. Any
discrepancy triggers
immediate report.

TRANSIT BORDER
EXIT

Frontier office
confirms exit.
Transmits arrival
message to origin
customs. Document
stamped.

DESTINATION
IMPORT

Import declaration
filed. Full duties paid.
Transit file closed.
Guarantee in origin
country released.

country.

TRANSIT INSTRUMENT

T1, External Transit (EU)

T2, Internal Transit (EU)

TIR Carnet (Road)

GEOGRAPHIC SCOPE

EU + UK, Norway, Switzerland, Iceland,
Turkey, North Macedonia

EU internal movements only

76 contracting countries: Morocco —
Kazakhstan

KEY FEATURE

Non-EU goods. For goods not in
free EU circulation or subject to EU
measures.

Goods in free EU circulation.
Protects EU preferential status
across member states.

Universal instrument. IRU backs
guarantee. Single document for
multi-country road transit.

NCTS Phase 5 (EU Digital)

All EU member states + associated
countries

100% electronic. No paper
documents. Real-time tracking.
Automated by 2024.

ATA Carnet

87 member countries (ICC/WCF
network)

Covers transit AND temporary
admission in one instrument.

CMR Convention

56 contracting countries (UNECE)

Contract of carriage for international
road freight. Used alongside transit
guarantees.

The transit regime is the circulatory system of international commerce. Without it, every country a
shipment passes through would impose its full import duty, making overland trade across continents
economically unviable. Transit creates a legal corridor: goods move through a territory under customs
supervision, with duty liability suspended by a guarantee, and the transit country collects no duties as
long as goods reach their destination. The NCTS Phase 5, fully deployed across the EU by 2024,
represents the most advanced transit management infrastructure in the world. Every movement is
tracked from office of departure to office of destination with real-time status updates available to the
trader, carrier, and all customs offices along the route. Elimination of paper documents has reduced
processing at each border crossing from hours to minutes. The 2024 expansion to Turkey, North
Macedonia, and Serbia created a seamless digital transit corridor from the English Channel to the

Bosphorus.
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TIR Carnet Record: The TIR system processed over 2.8 million carnets in 2023, covering
approximately $400 billion in goods. The 99.9% compliance rate, the proportion of carnets discharged
without guarantee claims, demonstrates that pre-screening, professional carrier requirements, and
financial guarantees create an extraordinarily reliable compliance framework. The 0.1% claim rate
represents approximately $400 million in annual guarantee draws, negligible relative to the volume
facilitated.
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Transit Regime: Pass Through

Step Diagram + Table

PHASE 1. ORIGIN COUNTRY

| i , - | PHASE 2: TRANSIT BORDER ENTRY
| - = ‘ : ~

LE REGIME DE TRANSIT EST LE SYSTEME CIRCULATOIRE DU COMMERCE INTERNATIONAL.
NCTS PHASE 5 REPRESENTE LINFRASTRUCTURE DE GESTION TRANSIT LA PLUS AVANCEE AU MONDE
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5.8: Outward Processing: Send, Improve, Return

AUTHORISATION Operator applies specifying: HS codes of goods being exported, nature of

) work abroad (repair, transformation, processing), expected return period,
estimated value addition.

EXPORT UNDER Goods exported under customs supervision. Exit confirmed. Precise
®@ OUTWARD description and serial numbers recorded, these identify goods on return.

PROCESSING

PROCESSING Repair, finishing, labelling, assembly, or transformation in partner country.
©) PERFORMED Processing costs invoiced to domestic company. Duration: typically 6—-12

ABROAD months.

RETURN IMPORT, Processed goods re-imported. Customs value assessed on VALUE ADDED
O) REDUCED DUTY ABROAD only (processing cost + added materials), NOT on full value of

returned goods.

DUTY CALCULATION Duty = (Processing cost + Added materials) x Applicable tariff rate. Zero
® duty on the domestic value component. Further reductions may apply for
domestic-origin goods.

IDENTITY Officer verifies goods on return are the same ones exported: serial numbers,
B) VERIFICATION technical descriptions, and processing invoices cross-checked. Lab analysis
if needed.

OUTWARD PROCESSING, COMMON USE CASES DUTY SAVINGS MECHANISM
Textile finishing: garments exported for Duty only on the finishing cost, not on the garment
embroidery, printing, or special treatment value already in the domestic economy
Machinery repair: industrial equipment sent Duty only on parts replaced and labour cost, not on full
abroad for specialist overhaul machine value
Electronics re-manufacturing: devices sent for Duty only on components added, not on full device
component upgrade value

Vehicle restoration: specialist vehicles sent

abroad for restoration work Duty only on the value of restoration work performed

Agricultural processing: raw commodities sent for Duty only on processing cost and packaging materials
grading, cleaning, packaging added

Outward processing is the mirror image of inward processing: instead of importing materials for
domestic transformation, the operator exports domestic goods for foreign transformation and re-imports
the improved product. The customs benefit is identical: only the value added in the foreign country is
subject to duty on re-import. The most common application is equipment repair. When a manufacturer
sends a precision machine tool to a German specialist for recalibration, the return import would
normally be assessed at full value. Under outward processing, the customs value is limited to the repair
cost, the labour, replacement parts, and overhead. For expensive capital equipment, this distinction can
mean the difference between a manageable customs cost and a prohibitive one. EU Free Repair
Provision: The EU's outward processing regime includes a specific relief for goods returned after repair
free of charge, under warranty or at the supplier's cost. Since no payment was made, the customs
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value is zero, and therefore zero additional duty is payable on re-import. This provision has become
increasingly important as supply chain warranty management becomes a significant element of after-
sales service economics in electronics and automotive sectors.

Outward Processing: Send, Improve, Return
Mirror image of Inward Processing -~ Duty benefit is identical; only value added abroad is subject to duties.

() AUTHORISATION
Operator applies specif :
= HMS mpgl' bo’.max
* nature of abroad (repair, transformation,

rocessing), expected return period,
-gtuma \adue.dditlon. p

'
(2) EXPORT UNDER OUTWARD PROCESSING (D
Goods exported under customs supervision.
Exit confirmed. Precise description and serial 8 >
numbers recorded — these identify goods on

(&) PROCESSING PERFORMED ABROAD
Repair, finishing, labelling, assembly, or

— Prescessig Coats IIVOICAd 30, Gomestic compen
’ Duration: typically 6-12 months. o

(3) RETURN IMPORT — REDUCED DUTY
Processed goods re-imported, Customs value
assessed on VALUE &D&ED “m ggl .
{processing cost + a materials), on
value of returned goods.

¢ (5) DUTY CALCULATION

Duty = (Pfocudn’n cost + Added materials)
’z‘:gpgny on 'l:n:’dz:\:mc value component.
- Further reductions may apply for domestic-origin goods.

OUTWARD PROCESSING — COMMON USE CASES DUTY SAVINGS MECHANISM

Textile finishing: garments ex; for @ Duty only an the finishing cost, not on the
@ - embroidery, printing, or special treatment | S ggymen:yvahe already l'r? the domestic economy

Machinery repalr: industrial equipment sent @ Duty only on parts replaced and labour cost,
@ % abroad for specialist cﬂvemnzlq = not!m f::yll m:c.hlne':glue

Electronics re-manufacturing: devices sent @ Duty only on components added, not on full
- g for component upgrade = dcv?ca 3‘.'».

Vehicle restoration: specialist vehicles semt @ Duty only on the value of restoration work

abroad for restoration work 8= performed
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141



5.9: Drawback: Get Your Duties Back

STEP 1 STEP 2 STEP 3 STEP 4 STEP 5 STEP 6
IMPORT + MANUFACTURE EXPORT DRAWBACK VERIFICATION REFUND
DUTY CLAIM ISSUED
Normal import. Imported materials | Finished goods | Claim filed: Authority verifies: | Payment
Full duties and incorporated into exported. Export | export goods actually credited to
taxes PAID. No | finished goods. declaration filed. | declaration + exported + operator's bank.
regime opened. | Production records | Exit confirmation | import materials actually | Typically
No guarantee maintained. Bill of | from frontier declarations + imported and processed
required. Materials customs BOM linking used + duties quarterly.
documented. obtained. materials to actually paid. Amount = duties

finished goods +

paid on imported

materials
incorporated in
exported goods.

duty payment
receipts.

DRAWBACK vs INWARD PROCESSING ‘ WHEN TO CHOOSE EACH

Drawback: pay at import, refund at export ‘ IPR: never pay duties if conditions met

Drawback: no guarantee or regime management
required

IPR: requires guarantee, yield rate, discharge
procedures

IPR: suitable for regular, high-volume export

Drawback: suitable for occasional exporters
manufacturers

Drawback: 2-5 year time limit from export for filing
claim

IPR: 12—-24 month processing window from import to
export

Drawback: simpler administration, higher cash
flow cost

IPR: complex administration, zero cash flow cost on
duties

Drawback: available without formal regime
authorisation

IPR: requires formal authorisation and compliance
history

The drawback regime answers: what happens to duties paid by a manufacturer who imported raw
materials intending domestic production but subsequently decided to export the finished goods?
Without drawback, this manufacturer would have paid import duties on inputs benefiting a foreign
customer, while competing against manufacturers in duty-free input environments. With drawback,
duties on those inputs are refunded, restoring competitive parity. The critical operational difference from
IPR is timing: duties are paid at import and recovered after export, requiring the manufacturer to finance
the duty payment for the entire production and export cycle.

Drawback Time Limits: EU, 3 years from export. USA, 5 years. China, 3 years. Missing this deadline
results in permanent loss of refund entitlement, a significant commercial risk for operators with complex
production cycles who do not have automated drawback claim tracking. Properly configured ERP
systems should generate automatic drawback claim reminders based on export declaration dates.
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Drawback: Get Your Duties Back

What ha s to the dutlee paid by a manufacturer who Imported raw materials for domestic
then decides to export the finished goods? Drawback is the answer.

* Available without formal regine suthorfeation 'mmmwmm
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5.10: Free Zones: Outside the Customs Territory

FREE ZONES, TYPOLOGY AND FUNCTIONS

» DEFINITION Designated areas treated as 'outside' the national
customs territory for duty purposes. Goods enter
without customs declaration. Duties only triggered on
exit to domestic market.

» FREE TRADE ZONE (FTZ2) General-purpose: storage, light processing, re-export.
Jebel Ali (Dubai), Singapore FTZ, Rotterdam's
Maasvlakte. Universal model for global distribution
hubs.

» EXPORT PROCESSING ZONE (EPZ) Manufacturing focused. Inputs imported duty-free,
production entirely for export. Morocco's Tanger Free
Zone, Bangladesh EPZs, China's original SEZs.

» SPECIAL ECONOMIC ZONE (SEZ) Broader incentives: tax holidays, relaxed rules,
infrastructure investment, plus duty-free import.
China's Shenzhen, India's SEZs, UAE's JAFZA.

» COMPREHENSIVE BONDED ZONE (China) Combines bonded warehouse + FTZ + cross-border
e-commerce + financial services. Shanghai,
Guangzhou, Qianhai, 100+ designated zones in 2026.

» INDUSTRIAL FREE ZONE Sector-specific: automotive, pharmaceutical,
aeronautics. Morocco's P2l model. Shared
infrastructure + duty-free inputs for targeted
industries.

» ENTRY CONDITIONS Goods enter zone without import declaration or duty
payment. Zone operator maintains register.
Movement to domestic market triggers full import
clearance.

» EXIT OPTIONS Re-export (zero duty) - Transfer to another zone
(duty-free) - Domestic entry (full import clearance +
duties) - Destruction under supervision (duty-free).

Free zones represent the most radical expression of the economic regime philosophy: the customs
border runs not at the national frontier but at the fence of the free zone. Goods entering are not in the
customs territory and attract no duties, no VAT, and no import formalities, they are in a state of
suspended fiscal reality until they either enter the domestic market (triggering full customs treatment) or
re-export to another country (zero customs burden). The competitive advantages extend beyond duty
suspension: the most successful zones combine duty-free trade with single-window administrative
services, world-class infrastructure, streamlined foreign business licensing, and special financial
services.

China's evolution from simple Export Processing Zones in the 1980s to the Comprehensive Bonded
Zones of 2026 illustrates the full developmental trajectory of the model. The original Shenzhen SEZ
attracted manufacturing FDI through cheap labour, tax holidays, and duty-free inputs. The modern
Comprehensive Bonded Zone at Shanghai Lingang integrates duty-free manufacturing with cross-
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border e-commerce platforms, financial leasing operations, and data services, a multi-sector economic
ecosystem extending the free zone model far beyond its original scope. With over 100 CBZs in China,
the model has become a cornerstone of the dual circulation economic strategy.

Free Zones: Outside
the Customs Territory

Free zones represent the most radical expression of economic
regime philosophy; the customs border runs at the zone’s fence,
not the national barder
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5.11: Opening a Suspensive Regime Account

ELIGIBILITY

Operator verifies: no outstanding customs debt - no serious infringements in
) ASSESSMENT

past 3 years - financial solvency - appropriate production or storage capacity
for intended regime.

APPLICATION

Form filed to competent customs office with: business registration - financial
® SUBMITTED

statements - goods description - proposed HS codes - guarantee instrument
- projected quantities.

TECHNICAL REVIEW Customs reviews: HS code classification logic - yield rate technical

©) justification - guarantee coverage adequacy. Specialist unit may visit
premises.
AUTHORISATION Document specifies: authorized goods (by HS code) - maximum quantities -
O) ISSUED processing or storage period - guarantee amount - designated customs
office of supervision.
GUARANTEE Bank guarantee or cash deposit submitted. System records and locks the
® INSTRUMENT guarantee. Electronic confirmation to applicant. Regime credit line
LODGED established.

First import under regime filed. Acquit-a-caution registered. System debits

@ FIRST DECLARATION
regime capacity. Material accounting clock starts.

REGISTERED

@ COMPLIANCE
MONITORING BEGINS

Customs monitors: volumes vs authorized maxima - processing vs yield rate
- storage vs declared quantities - timely discharge of each consignment.

COMMON REASONS FOR REFUSAL

HOW TO ADDRESS THEM

Settle all obligations and obtain clearance certificate

Outstanding customs debt or pending penalties before re-applying

Insufficient financial guarantee or solvency
evidence

Provide audited accounts, bank solvency letter,
revised guarantee at higher coverage

HS code classification inconsistency

Obtain BTI (Binding Tariff Information) ruling before
application; use customs consultant

Yield rate not technically justified

Commission independent technical study by certified
production engineer; provide industry benchmarks

No material accounting system

Implement WMS or ERP module maintaining lot-level
traceability from import to export

Security standards at premises insufficient

Complete physical security audit; install CCTV, access
control, and perimeter fencing per standards

Opening a regime account is a significant undertaking requiring careful preparation, technical
knowledge, and administrative infrastructure. The authorization process is demanding precisely
because the operator is being granted a privilege, duty suspension, representing real fiscal risk to the
state. The material accounting requirement, tracing every unit of imported goods from entry through
processing to exit, is the operational backbone of every economic regime. Without reliable material
accounting, the regime is unverifiable. The quality of the operator's material accounting system is both
an authorization requirement and an ongoing compliance obligation.
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Pre-Authorization Consultation: Most advanced customs administrations offer pre-authorization
consultation services where operators can present their proposed regime structure and receive informal
guidance on classification, yield rate, and guarantee requirements before formal application.

Opening a Suspensive Regime Account

@D ELIGIBILITY ASSESSMENT
e

Outstanding customs debt or pending penalties
- ited accor - Ivency lette
Insufficient financial guarantee ¢ olvency evidence de audited accounts, bz olvency letter,
1 guarantee at b age
) 3T (
HS code classification inconsistency S bl
application; u

Yield rate not technically justified
. . ) ¥ 410 naintam g ot avel
Na material accounting system r ERP module maintaining | lave
- ) port to export
= - [ » YSICS secunity SFCCOSs
Security tandards at promises insufficient > physic 3l secu t o
= t nd perimeter fanc ndards

Note: Opening a suspensive regime account Is a significant undertaking requiring careful preparation

and dedicated resources. Material accounting is the operational backbone of any economic regime,
ensuring complete traceability and compliance
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5.12: Managing a Suspensive Regime Account

THE REGIME MANAGEMENT DASHBOARD, KEY COMPLIANCE INDICATORS

Authorization Reference Unique ID linking all imports and exports under this regime. Required on
every declaration filed under the account.

Goods on Account (Current) Running total of imported goods not yet discharged. Must never exceed
authorized maximum quantity.

Regime Capacity Used (%) % of authorized guarantee amount currently committed. Alert at 80%,
apply for increase before hitting ceiling.

Oldest Open Entry Date of earliest undischarged import. Countdown to expiry. RED ALERT
if within 30 days of expiry deadline.

Yield Rate, Actual vs Authorized Compare actual production yield against authorized yield. Discrepancy
>5% requires immediate explanation to customs.

Discharge Completion Rate % of entries closed on time vs total entries. Target: 100%. Any below
100% requires immediate investigation.

Guarantee Balance Remaining Available credit = Total guarantee amount — Currently committed. Track
daily. Request increase at 80% usage.

Material Accounting Records Lot-level traceability: import entry ref — production record — export
declaration. Audit-ready at all times.

Pending Discharges Entries where export has occurred but Bill of Discharge not yet filed.
Submit within 30 days of period expiry.

Next Compliance Review Date Scheduled customs supervision visit. All records must be ready. Address
any discrepancies proactively before visit.

Managing a customs economic regime account is a continuous operational discipline, not a one-time
task. The operator who treats regime management as a background function consistently faces
surprises: expired entries, exceeded vyield rates, exhausted guarantee capacity. The operator who
builds regime management into daily operations, maintaining the dashboard above as a live
management tool, consistently closes accounts on time, maintains guarantee capacity, and builds the
compliance record that supports AEO status and advanced facilitation.

The 'oldest open entry' tracking is the most critical daily discipline. If an expiring entry is discovered two
weeks before deadline, there is time for corrective action. Discovered two days before, and it is
emergency mode. Missed entirely, and it is automatic guarantee draw plus penalties. Yield rate
monitoring is equally critical: consistent below-authorization yields create phantom import surpluses
that cannot be discharged by export, which must be explained to customs before they accumulate to
inspection-triggering levels.
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Managing a Suspensive Regime Account
Annotated Dashboard

Authorization Reference P wmlam'mmwmm
: = under
AUTH-REF-2024-98765 % Required on every declaration filed under
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5.13: Clearing a Suspensive Regime Account

EXPORT EVIDENCE
) ASSEMBLED

ALLOCATION SHEET
®@ PREPARED

Collect: export declarations - exit confirmations from frontier customs - Bill of
Lading or AWB confirming loading - carrier's manifest confirming goods on
board.

The 'Bill of Materials in customs form': for each export declaration, identify
which specific imported raw materials (by import entry reference) were
incorporated.

YIELD RATE
©) VERIFICATION

Verify ratio of raw materials consumed to finished goods produced is within
authorised tolerance. Document any legitimate variance (scrap, evaporation,
moisture l0ss).

WASTE ACCOUNTING
O) COMPLETED

BILL OF DISCHARGE
® SUBMITTED

CUSTOMS
B) VALIDATION

Identify and account for all authorized waste. Below threshold: discharged at
zero duty. Salvageable above-threshold waste: taxed at waste commodity
rate.

Comprehensive discharge document filed within 30 days of regime period
expiry (or with each batch for rolling discharges). System-generated in
advanced platforms.

Customs validates: exit records match Bill of Discharge - yield rates within
authorisation - allocation sheet correctly links imports to exports - all
consignments accounted for.

GUARANTEE
@) RELEASED

System releases guarantee proportional to discharged quantities. Bank
credit line restored. Regime capacity available for next production cycle
immediately.

DISCHARGE METHOD WHEN USED

Re-exportation (full discharge)

All processed goods exported. Zero duties. Most
common preferred outcome. Guarantee fully released.

Payment for consumption

Some or all goods retained domestically. Duties paid
on retained portion + late interest from date of import.

Transfer to another regime

Goods moved from IPR to bonded warehouse. New
declaration opens. Original regime partially
discharged.

Destruction under supervision

Goods unusable. Destroyed in customs presence.
Duty discharged on destroyed portion (residual waste
taxed if valuable).

Force majeure

Goods lost through officially recognized disaster.
Formal investigation required. Duties may be waived.

Equivalent goods (EU only)

Domestic goods exported in lieu of imported.
Treated as if imported goods were exported.
Maximum cash flow benefit.

The discharge is the final act in the regime lifecycle, the administrative closure that releases the
financial guarantee, extinguishes the suspended fiscal obligation, and records the compliance outcome
for the operator's profile. A clean, timely discharge strengthens the compliance record. A late or
incomplete discharge triggers penalties, potential guarantee draws, and a negative compliance score
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mark affecting future selectivity ratings. The allocation sheet, mapping each unit of imported raw
material to the specific export incorporating it, is the most technically demanding element, requiring
ERP or WMS integration for complex multi-material manufacturing operations.
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The final act of the regime lifecycle, the BILL OF DISCHARGE is crucial.
The ALLOCATION SHEET (Step (@) is the most technically demanding
element, requiring robust ERP/WMS integration for accurate linking.

(1) EXPORT EVIDENCE ASSEMBLED

ON SHEET PREPARED

DISCHARGE METHOD | WHEN USED
Some o all goods resained domestically. Duties paid on retained portion + kate kterest from date af Import.
Coads movid from 97 10 bonded waretxouse. New declaration opens. Orkgnal regime partially dacharged.
Goads unusable. Destroyed in customs p Outy discharged on destroyed portion (esidunl waste taxed ¥ yaluable).
Domestic goods exparted in lleu of imparted, Treated as o d goods were d. Ma cash fior
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5.14: Choosing the Right Regime: Decision Tree

What happens to the goods after they enter the territory?

Send abroad
for
improvement

Transform &
export

Store & decide
later

Use temporarily
& return

Pass through Export &

reclaim duties

YOUR SITUATION BEST REGIME KEY CONSIDERATION
Store goods without paying No time pressure. Pay duty only on what
duty until you know whether to Bonded Warehouse enters domestic market. Up to 5 years
sell domestically or re-export storage.

Import raw materials,
manufacture, and export Inward Processing (IPR)
finished goods

Zero duty on export-bound inputs. Requires
yield rate, guarantee, material accounting.

Bring equipment temporarily
for a project or event, must Temporary Admission
return

Return goods in original condition. ATA
Carnet for multi-country use.

Move goods through a country
without paying local duties

Guarantee required. Seal integrity critical.

Ui (Ul NCTS for EU digital transit.

Send domestic goods abroad
for repair or improvement, re- Outward Processing
import

Duty only on value added abroad. Identity
verification on return critical.

Paid full duties at import but File within 2-5 years of export. Simpler admin

now exporting the finished Drawback but cash flow cost

goods )

Operate in designated area Check goods qualify and zone infrastructure
L X . Free Zone et

with full fiscal neutrality meets logistics needs.

Export goods that may need to
return (samples, Temporary Export (TE)
consignments)

Re-import at zero duty if returned unchanged.
Proof of identity on re-import essential.

Choosing the correct economic regime is one of the highest-value decisions in supply chain design.
The most common regime selection error is defaulting to no regime when one is available and
financially beneficial. Many SME importers who qualify for IPR or bonded warehouse treatment simply
do not know these options exist, or believe they are too administratively complex to justify the effort.
The comparison between duty costs under standard import and the available regime, calculated over a
year's production cycle, almost always demonstrates that the financial benefit substantially exceeds the
administrative investment required. The most catastrophic error is applying a regime to goods or
processes that do not legally qualify. Claiming inward processing on goods that will not be exported,
claiming temporary admission for goods that will not be returned, or claiming bonded warehouse status
for goods actually in domestic circulation, these are not administrative errors; they are customs fraud.
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Penalties are severe: full duty plus late interest plus administrative fines, potential criminal prosecution,
and permanent loss of regime access. Legal verification before opening an account is not optional.
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5.15: Regime Abuse & Fraud: Red Flags

FRAUD TYPE HOW IT WORKS RED FLAGS FOR CUSTOMS
Goods imported under IPR or TA No export filed - regime expires
DOMESTIC DIVERSION sold domestically without paying without discharge - goods not at
duties. Export is never completed. declared location
Export declaration filed, loading No exit confirmation from frontier
FICTITIOUS EXPORT statement obtained, but goods - B/L issued but vessel not
never actually leave the territory. carrying declared cargo

Claims higher raw material
consumption than actual
production, creating phantom
imports never accounted for.

Actual yield significantly higher
than authorized - physical
inventory discrepancy

YIELD RATE MANIPULATION

High-value imported goods under
regime replaced by lower-value
goods. Originals sold duty-free
domestically.

Physical marks changed - serial
numbers missing - lab analysis
shows different grade

SUBSTITUTION FRAUD

Goods from high-duty country
TRANSSHIPMENT ORIGIN routed through low-duty country,
FRAUD claiming transit but receiving
preferential origin.

Origin certificate from atypical
country - No-manipulation
certificate absent

Same goods in multiple regime
accounts - related-party
transactions - no genuine
purpose

VAT refund claims on fictitious
CAROUSEL FRAUD regime transactions, goods appear
to import and export multiple times.

Goods imported under low-duty HS
code in regime, reclassified as
high-value commodity on domestic
release.

Product descriptions inconsistent
between import and consumption
declaration

CLASSIFICATION SHIFTING

Bank denies knowledge of
guarantee - institution not on
approved guarantor list

Bank guarantee instrument forged

FALSE GUARANTEE or from non-authorized institution.

Economic regimes are among the most abused customs instruments, not because they are poorly
designed but because their financial benefits are so large that the temptation to misuse them is
significant. The duty suspension available under a well-structured IPR or bonded warehouse regime
can represent millions of euros annually. When the operator decides to convert that suspension into
permanent avoidance, by diverting goods domestically without paying duties or filing fictitious export
declarations, the fraud impact on state revenue is equally large.

OLAF (EU's customs anti-fraud coordination) and equivalent bodies in China and the USA now use
graph analytics to identify rings of related entities whose transaction patterns form impossible
commercial relationships. A consignment showing exit from one country and arrival in another within 24
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hours of multiple VAT refund claims being filed is a textbook carousel indicator that is invisible to
manual reviewers but immediately visible to network analysis algorithms.

Consequences of Regime Fraud: Beyond financial consequences (full duties + late interest + penalties
up to 300% of evaded duties in some jurisdictions), regime fraud carries criminal liability in all major
trading nations. EU customs fraud is prosecuted under the PIF Directive. In China, customs smuggling
including regime abuse carries sentences up to 10 years for serious cases.
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Regime Abuse & Fraud: Red Flags

pife

- Economic regimes are among the most abused customs instruments, hogrt
requlrlng vigilant monitoring. Note: "Carousel Fraud” has driven elgnlﬂean’f \
investment in transaction network analysis. a F \

R F 4

N
RED FLAGS )
FOR CUSTOMS .

.63,|J e "

\

FRAUD TYPE

Goods imported under IPR No export filed - regime
DOMESTIC or TA sold domestically expires without discharge
DIVERSION without paying duties. goods not at |—t

Export is never completed. declared location (S

Export declaration filed, No exit confirmation from
FICTITIOUS : pane loading statement obtained, frontier - B/L issued but _,
EXPORT ! = but goods never actually vessel not carrying =
leave the territory. declared cargo

Claims higher raw material Actual yield significantly
YIELD RATE consumption than actual higher than authorized -

production, creating hysical inventor
MANIPULATION phantom imports never sifx._repancy y

accounted for.

High-value imported goods Physical marks changed 1
SUBSTITUTION 3“1 under regime replaced by - serial numbers 2N
FRAUD 6 lower-value goods. Originals missing - lab analysis 2

sold duty-free domestically. shows different grade |‘"||"o

TRANSSHIPMENT Gool:ljts fror:tg(ilgt?l':’Utyh Origin certificate from
country ro ou sy . ™
ORIGIN FRAUD low-dtity country, cla?ming atypical country

v 2 transit but receiving No-manipulation
o preferential origin certificate absent

VAT refund claims on Same goods in multiple
fictitious regime regime accounts
CAROUSEL ‘ ; transactions — goods related-party
FRAUD appear to import and transactions -

export multiple times no genuine purpose

CLASSIFICATION Goods imported under Product descriptions »
SHIFTING :‘;g-:gi%‘u:j::g%m\::ﬁ}?e inconsistent between E

. import and consun\ption'
PRO cop commodity on domestic Ny
"" releato. declaration

FALSE GUARANTEE

Z Bank denies knowledge
Bank guarantee instrument & 9

of guarantee - o=
S f;:'rt %ng;c‘;rg::tsg::;n institution not on &
A v approved guarantor list

Economiec regime fraud requires Integrated risk management strategies and

advanced analytics 1o detect and prevent revenue leakage and unfair competition.
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Review: All Regimes at a glance

DUTY GUARANTE
REGIME STATUS E? TIME LIMIT KEY CONDITION BEST FOR
Bonded Suspende . Upto5 MamFam in original Importers awaiting
Required state; declare -
Warehouse d years . market decision
destiny
Export .
Monsng | 5P Requred M compersang | S0crkorerted
9 products
Temporary Suspende Required (or 6-24 Return goods in Equipment, samples,
Admission d ATA Carnet) months original condition exhibits
Suspende Per route AITINE £ Goods crossing third
Transit d P Required distance destination intact countries 9
under seal
Outward Reduced None 6-12 Identify goods on Repair or transformation
Processing on return months return (serial/spec) abroad
Paid — 2-5 years I?rove gxport i Occasional exporters
Drawback Refunded None from export il 12 izt and SMEs
P duties paid
Operate within . o
Free Zone ZOtIicable None No limit zone rules and gﬁg'&gﬁﬁ:&ﬁ?g'on
pp register 9
Temporary Zero on re- None 6-24 Return the same Domestic goods for
Export import months goods unchanged foreign exhibition
SYNTHESIS

Chapter 5 has mapped the complete ecosystem of customs economic regimes. The comparison table
above condenses sixteen pages of analysis into a single decision reference. The regimes are not
alternatives, they are complementary tools for different scenarios, and sophisticated operators use
several simultaneously across different parts of their supply chain.

The strategic message is that economic regimes are available and financially significant for operators at
every scale. An SME garment manufacturer importing $200,000 of fabric under IPR saves a material
portion of that amount in duty costs. A small equipment rental company using ATA Carnets avoids
significant foreign duty exposure. A food processor using drawback recoups duties that would
otherwise be a permanent cost. The barrier is knowledge, not scale.

The compliance requirement accompanying every regime, material accounting, guarantee

management, timely discharge, is the price of access. Operators who invest in the required systems
and discipline consistently find that the return many times exceeds the investment. Those who manage
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regimes carelessly convert financial assets into liabilities through penalties, guarantee draws, and
regime suspension.

Author's Note: Chapters 4 and 5 represent the intellectual core of professional customs management. Control
without regimes is enforcement without strategy. Regimes without control are privileges without accountability.
Together, they form the operational architecture through which the most commercially sophisticated customs
practitioners build their competitive advantage, turning the border from a cost centre into a strategic asset
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Review: All Regimes at a Glance

Comparison Table

DUTY TIME KEY
m STATUs |GUARANTEE?| it conpiTion | BESTFOR

Bonded
RUarehatins Upto 5 o?lﬂqalratlag:al?e' 'Tﬁﬁﬁ:&s
Suspended  Required years declare market
] 1) destiny decision
R bl bud
Inward
Processing 12-24 Export Export-
— Suspended Required FAORtRE compensating oriented
&% Efﬁ = products  manufacturers
=
Temporary
Admission Required 6-24 l;gt(;g?n Equipment,
Suspended (or ATA g samples,
é Carnet) months cg‘;{g','t‘,:L exhibits
Transit Arrive at Goads
uspen equire crossing thir
I3 Suspended  Requred  Benfoute  destination - rossing third
seal countries
Outward
Identify
Processing = Repair or
| TSP e nene 12 oodeen yancRimation
s [l o (serial/spec) abroad
Drawback
Pald => 2-5 years P;?\nelli’l((pt%rt Occasional
uﬁ Refunded None from import eXporyecs
<=(S8) export dutleg paid and SMEs
WM o | o
n zon str on
applicable None iNo: Hmis rules and and
register manufacturing
Temporary
Domestic
Export Zero on None 6—24 s';:'at:motgdes goods for
@-’@ re-import months unch:n i foreign
< 9 exhibition

RETURN
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Concept 6 : Tariff Classification in the
HS Code

The Harmonized System (HS) is the most widely used technical language in international commerce,
arguably second only to mathematics. Over 200 countries and customs unions use its 6-digit codes to
classify virtually every physically transportable good, covering approximately 98% of all international
trade. When a customs officer anywhere in the world looks at a declaration, the HS code is the first
piece of data they read: it determines the applicable duty rate, the relevant prohibitions and restrictions,
the anti-dumping measures, and the trade statistics that governments use to formulate economic policy.

Chapter 6 demystifies the Harmonized System from first principles, the architecture of 96 chapters,
1,241 headings and over 5,000 subheadings; the six General Interpretative Rules (GIRs) applied in
strict legal sequence; the Section, Chapter, and Subheading Notes that function as 'the law within the
law'; and the complementary tools (Explanatory Notes, BTI rulings, Classification Opinions) that bridge
legal text and commercial reality. It closes with the full step-by-step classification workflow and a master
review map.

Correct HS classification is the single most impactful compliance action an importer can take. A wrong
HS code means a wrong duty rate, potentially wrong restrictions, wrong trade statistics, and exposure
to post-clearance reclassification with back-duties and penalties. A Binding Tariff Information ruling, the
customs system's official pre-classification, provides legal certainty for three years and is the highest-
return compliance investment available in this space.

162



6.1: The HS Architecture: 96 Chapters, 5,387 Subheadings

THE HARMONIZED SYSTEM, STRUCTURAL ARCHITECTURE

» 21 SECTIONS Broadest grouping. Sections organize related chapters. Section XVI =
Machinery. Section XVII = Transport Equipment. Titles are finding aids
only, no legal standing.

» 96 CHAPTERS (2 digits) Each chapter covers a commodity family. Ch. 87 = Vehicles. Ch. 85 =
Electrical equipment. Ch. 61 = Knitted clothing. Ch. 77 reserved for future
use.

» 1,241 HEADINGS (4 digits) Primary classification level. The heading text is the law. 87.03 = Passenger
cars. 85.04 = Electrical transformers. This is where GIR 1 begins.

» 5,387 SUBHEADINGS (6 International standard, identical in all 200+ member countries. The globally

digits) immutable 'DNA.' 87.03.21 = Hybrid vehicles <1,000cc.

» NATIONAL EXTENSIONS Added by each country for fiscal/statistical control. EU: 8 digits (CN

(8-12 digits) ~10,000 lines). Morocco: 10 digits (~13,000). USA: 10 digits (~19,000).
Japan: 9 digits.

» '9' RULE = RESIDUALS Digit 9 universally reserved for 'Other' categories. Products not fitting
specific descriptions fall into the .90 or .99 residual subheading. The safety
basket.

» '8' RULE = PARTS Digit 8 frequently identifies 'Parts' of machinery or equipment described in
that section or heading. Structural logic for spare-parts trade.

» GENERAL-TO-SPECIFIC HS organized from raw materials (Chs. 1-14) to semi-finished (Chs. 72-73)

LOGIC to finished products (Chs. 84-97). Industrial maturity visible in the code.

» ZERO RULE If a heading is not subdivided, the 5th and 6th digits are zeros (e.g.,

1001.00). Signals no further international differentiation at that level.

» ELECTRICITY CLASSIFIED The HS classifies electricity itself (2716.00), proving its universality. All
physically transportable goods and some intangibles are covered.

The Harmonized System is organized by 'degree of processing’, the logic of industrial transformation
from raw materials to finished goods. Chapters 1-5 cover live animals and animal products. Chapters
6—14 cover vegetable products. Chapters 72—73 cover iron and steel in basic forms. Chapters 84-85
cover machinery and electrical equipment. This progression encodes economic information: a country
importing raw leather (Chapter 41) and exporting luxury handbags (Chapter 42) is demonstrably at a
higher industrial stage than one trading at the same HS chapter level. The HS is not just a tax tool, it is
an economic census of global production.

The 6-digit international core is immutable. The 1983 Convention commits all 200+ signatories to use
the first 6 digits without alteration. Below this core, national sovereignty allows countries to add digits
for fiscal or statistical purposes. The EU's Combined Nomenclature extends to 8 digits; Morocco's tariff
to 10 digits; the USA's HTSUS to 10 digits managing its complex FTA network. The HS Committee in
Brussels manages the system's evolution, arbitrating classification disputes between member nations
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and updating the nomenclature every five years. The most recent HS 2022 edition introduced 351 sets
of amendments covering smartphones, drones, 3D printers, e-waste, and EV batteries.
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THE HARMONIZED SYSTEM — STRUCTURAL ARCHITECTURE
2 1

SECTIONS
(broadest grouping)

_ 06 Ch. 85
Ch. 87 = Vehicles CHAPTERS = Electrical equipment
(2 digits)

87.03 1,241 85.04

= Passenger cars HEADINGS = Electrical transformers
(4 digits)

'’ RULE 5387
= RESIDUALS 87.03.21 = Hv!'md vehicles <1,000ce
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GENERAL-TO-SPECIFIC LOGIC
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6.2: The 4 Legal instruments of Classification

THE 4 INSEPARABLE LEGAL INSTRUMENTS, ALL 4 MUST BE CONSULTED IN SEQUENCE

(D GENERAL INTERPRETATIVE RULES (GIRs)

\ (2) SECTION NOTES

6 rules applied in strict sequential order. GIR 1 alone
resolves over 90% of all classifications. GIRs 2—6
handle incomplete goods, composites, mixtures,
packaging, and subheading-level decisions. Cannot
skip rules or apply out of sequence. Stopping at the
first rule that resolves the question is mandatory.

(3 CHAPTER NOTES

Specific exclusions and inclusions for a single chapter.
Most frequently use the 'Exclusion’ mechanism.
Section XVI (Machinery) explicitly excludes 'textile
belts' (Chapter 59) even if they are parts of a machine.
Check all Chapter Notes for exclusions BEFORE

Broad legal definitions applying to multiple chapters
within a section. Define what constitutes ‘Machinery' in
Section XVI, 'Vehicles' in Section XVII. Same legal
standing as GIRs. Can overrule dictionary definitions
and commercial descriptions. CHECK BEFORE
reading any heading.

\ (@ SUBHEADING NOTES

Precision rules applying ONLY at the 6-digit
subheading level. Govern how to distinguish between
subheadings within the same heading. Often contain
the most technical and scientific definitions. Applied at
Step 7 of classification, after the heading is confirmed.

confirming any heading.

The four legal instruments form an indivisible system, all four must be consulted, in the correct order, to
arrive at a legally defensible classification. The most common and costly classification error is applying
GIR 1 (the heading text) without first reading the Section and Chapter Notes. A product that appears to
fall under a heading based on its text may be explicitly excluded by a Chapter Note, making the Note
the operative legal instrument, not the heading text. Section XV Note 1(k), for example, pushes all
finished furniture out of the base metal section even when the furniture is made entirely of steel,
directing it to Chapter 94 (Furniture). Missing this note means filing the wrong HS code on every
shipment.

The four-instrument hierarchy requires reading, in sequence: the GIRs (which rule applies?), the
relevant Section Notes (any section-level exclusions?), the relevant Chapter Notes (any chapter-level
exclusions or definitions?), and any relevant Subheading Notes (which 6-digit subheading?). Skipping
any step creates legal exposure, the customs officer reviewing the declaration will apply all four
instruments, and any deviation from the result they reach will trigger reclassification with retroactive
duty and penalty implications.

The Al Classification Challenge: For customs Al systems, the 'Exclusion Notes' are the most critical
data filters. An Al must first ask 'What is excluded from this chapter?' before confirming 'What is
included in this heading?' Section and Chapter titles have no legal standing, the Al must be
programmed to prioritize Notes over Titles in every classification decision, overriding ‘common sense'
associations between a product's commercial description and a chapter's general title.
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THE 4 INSEPARABLE LEGAL INSTRUMENTS —
ALL 4 MUST BE CONSULTED IN SEQUENCE

@ GENERAL INTERPRETATIVE RULES (GIRs)

= 6 rules applied in strict sequential order.
= GIR 1 alone resolves over 90% of all classifications.

= GIRs 2-6 handle incomplete ?oods composites, mixtures,
packaging, and subheading-level decisions.

= Cannot skip rules or apply out of sequence.

Applying GIR 1 without § B P
reading Section and i 1 4 d ) N

Chapter Notes == L= —— -
» Broad legal definitions a e chapters
within ':gsection. o
» Define what constitutes 'Machinery’ in Section XVI,
‘Vehicles’ in Section XVII.
» Same legal standing as GIRs.
» CHECK BEFORE reading any heading.

| —

multi

€ CHAPTER NOTES

= Specific exclusions and inclusions for a single chapter.
= Most frequently use the ‘Exclusion” mechanism.
= Section XVI (Machinery) explicitly excludes “textile belts” o

(Chapter 59) even if they are parts of a machine. f:ggfég%j:%f,::p

reclassification
risk

O SUBHEADING NOTES

= Precision rules applying ONLY at the 6-digit subheading level.

= Govern how to distinguish between subheadings within the same
heading.

= Often contain the most technical and scientific definitions.

Section XV Note 1(k)
pushes steel furniture to Chapter 94
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6.3: GIR 1. The Sovereign Rule - Terms of Headings

GIR 1, THE PRIMARY CLASSIFICATION RULE (Resolves >90% of all classifications)

LEGAL TEXT Classification shall be determined by the terms of the headings and any
relative Section or Chapter Notes and, where not contrary to such terms,
by the following provisions.

HEADING TEXT = LAW The actual words written in the 4-digit heading entry, not the Section or
Chapter title. Heading text is law; section/chapter titles are finding aids
only with NO legal standing.

SECTION NOTES, LEGALLY Define or exclude at the section level. Same legal standing as GIR 1

BINDING itself. A product excluded by a Section Note CANNOT be classified in
that section regardless of the heading text.

CHAPTER NOTES, LEGALLY Define or exclude at the chapter level. Must be read before applying any

BINDING heading in that chapter. 'Exclusion notes' are the most common type,
always check before confirming.

STEP 1: READ THE HEADING Does the literal text of the heading describe the product? Apply the text

TEXT as written, not as interpreted commercially or colloquially.

STEP 2: CHECK SECTION NOTES | Any Section Notes that exclude or define goods in this section? If an
exclusion applies, the product cannot be classified here regardless of the
heading text.

STEP 3: CHECK CHAPTER Any Chapter Notes that exclude or include specific goods? These
NOTES override the heading text if in conflict. Check 'only' and 'excludes'
language carefully.

IF GIR 1 RESOLVES: STOP Do not proceed to GIR 2, 3, 4, 5, or 6 unless GIR 1 is genuinely
ambiguous or two headings apply with equal force. Never 'improve' a GIR
1 result.

REAL EXAMPLE, BALL BEARING A ball bearing (HS 84.82) remains classified there even if specifically
designed for a car's wheel hub. Section XVII Note 2(e) explicitly excludes
'parts of general use' from the vehicle chapter.

REAL EXAMPLE, STEEL CHAIR A chair made entirely of steel: Section XV Note 1(k) explicitly excludes
finished furniture. Classification = Chapter 94 (Furniture), NOT Chapter
73 (Steel articles).

GIR 1 establishes the crucial distinction between 'Reference’ and 'Law.' Section and Chapter titles are
reference tools, they help the classifier navigate the nomenclature but carry no legal weight in a
customs dispute or court proceeding. The legal authority rests entirely in the terms of the headings and
the Section/Chapter Notes. This matters profoundly in practice: a product described as 'industrial
machinery' in its commercial literature might be classified in Chapter 95 (Toys) if the Chapter Note
defines it as a toy based on its primary function, regardless of how it is marketed or priced.

Over 90% of all goods can be correctly classified using GIR 1 alone, meaning that for the vast majority
of commercial products, the exercise requires only reading the heading text, checking the Section
Notes, and checking the Chapter Notes. The complexity of GIRs 2 through 6 applies to the minority of
cases:. incomplete goods, composite articles, mixtures of materials, and novel products. For routine
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commercial goods, mastery of GIR 1 and familiarity with the relevant Section and Chapter Notes
provides adequate classification competence.

The 'Intuitive Classification' Trap: The most costly classification errors occur when a classifier relies on
the 'obvious' category for a product based on its commercial name or general appearance, without
checking Chapter Notes for exclusions. A steel chair 'obviously' belongs in the steel chapter, but
Section XV Note 1(k) explicitly excludes finished furniture. An electronic toy 'obviously' belongs in
Chapter 85 (Electronics), but Chapter 95 Notes may attract it to Toys. The cost of missing an exclusion
note accumulates across every shipment for the entire audit window
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GIR1— THE PRIMARY CLASSIFICATION RULE
(Resolves >90% of all classifications)

Classification shall be determined by the terms of the headings and

any relative Section or Chapter Notes and, where not contrary to such
terms, by the following provisions.

SECTION NOTES —
LEGALLY BINDING

HEADING TEXT = LAW

KEY LEGAL PRINCIPLES

CHAPTER NOTES —
LEGALLY BINDING

The actual words written in Define or exclude at the Define or exclude at the

the 4-digit headln%enuy - section level. Same legal chapter level. Must be read
not the Section or Chapter title standing as GIR 1 itself before applying any heading

STEP-BY-STEP PROCESS
READ THE HEADING TEXT
Does the literal text describe the product?
X WARNING: Do not jump to
GIR 2,3, or 4 if GIR 1 applies!
m 2 CHECK SECTION NOTES

Any exclusions or definitions?

CRITICAL: Missing a Section
or Chapter Note is the most
common classification error!

-

CHECK CHAPTER NOTES
Any exclusions or inclusions?

-

A\ IF GIR 1 RESOLVES: STOP L

Classification is Complete.
Do not proceed to other Rules.

' <« Remember: GIR 1 resolves >90% of all

classifications. Only move to GIR 2-6 if GIR 1 fails.

REAL EXAMPLES

| BALL BEARING EXAMPLE - - | STEEL CHAIR EXAMPLE }————
Product: Ball bearings used in a car engine. Product: Chair made of steel.

Classification: HS 84.82 (Ball or roller bearings),

Reasoning: The heading text 84.82 specifically
describes the product. Although It is used in a
car (which falls under Section XVIl), Section Note
2 to Section XVII excludes products of Chapter
84 (like ball bearings), Therefore, it remains
classified under Chapter 84 based on GIR 1 and
the relevant Section Note.

Classification: HS 94.01 (Seats).

Reasoning: The heading text 94.01 specifically
covers seats. While steel products are generally
classified under Chapter 73, Section Note 1(k)
to Section XV (Base Metals) excludes articles
of Chapter 94. Therefore, it is classified in
Chapter 94 based on GIR 1 and the relevant
Section Note.
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6.4: GIR 2: Incomplete Goods, Blanks & Kits

Is the product incomplete, unfinished, or presented disassembled?

INCOMPLETE / UNFINISHED

PRESENTED AS A KIT (all parts MIXTURE / COMBINATION OF

ARTICLE together) MATERIALS
ESSENTIAL An incomplete or unfinished article is classified as the
GIR 2(a) CHARACTER TEST complete finished article IF it already possesses the
essential character of that finished product.
Car without engine Chassis + body + wheels provide essential character.
EXAMPLE A — still '87.03 Absence of engine doesn't destroy the vehicle's essential
Passenger car' character. Classified as a complete car.
Plastic bottle Chemical composition and shape leave no doubt it will
EXAMPLE B preform — '39.23 become a bottle. The preform already possesses the
Bottles' bottle's essential character.
Steel sheets Does NOT yet have essential character of a vehicle. Raw
COUNTEREXAMPLE intended for a car — | material classification applies until transformation reaches
Chapter 72 Steel the essential character threshold.
KIT/ A collection of parts that together form a finished article is
GIR 2(a) DISASSEMBLED classified AS THAT ARTICLE, provided all components are
RULE presented simultaneously to customs.
ALL PARTS must Chassis arrives Monday + wheels arrive Tuesday =
arrive at the SAME classified as 'parts,' not as a vehicle. Simultaneous
SRS GOSN TIME at the SAME presentation at the same customs office is mandatory.
POINT
Spare parts in the kit | Machine shipped with 2 extra maintenance filters: the
S(GISSSRNISHITVIN are NOT classified machine = GIR 2(a) classification. The extra filters =
under the kit separately classified under their own heading.
MIXTURES AND A heading for a material also covers mixtures/combinations
GIR 2(b) COMBINATIONS of that material. But if the mixture could fall under TWO

headings, GIR 2(b) is non-decisive — proceed to GIR 3.

GIR 2 exists to handle the commercial reality that goods do not always arrive in their final, complete
state. Industrial supply chains routinely ship goods in partially assembled form (to reduce transport
volume), as 'blanks' (pre-formed articles not yet ready for direct use), or as kits (all components for
assembly, presented together). Without GIR 2, a car shipped in CKD (Completely Knocked Down) form
would be classified as 'parts' rather than as a car, applying a different duty rate than the finished
vehicle, despite representing the same economic content.

The 'essential character' test is the most commercially important and legally contested concept in GIR
2. For simple products the judgment is straightforward. For complex composite goods it requires
weighing multiple factors: the value of each component, the purpose of the combination, the identity of
the primary component. Courts in the EU, USA, and China have produced thousands of rulings on
essential character disputes, making this one of the most litigated areas of customs law globally. The
'‘blank’ concept, an article not yet ready for direct use but already having the approximate shape or
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outline of the finished part, is particularly important in manufacturing supply chains where semi-
processed components cross borders before final machining or assembly. SKD and CKD in
Automotive: The automotive industry's use of Semi-Knocked Down (SKD) and Completely Knocked
Down (CKD) shipment formats is the largest commercial application of GIR 2(a).

GIR 2: INCOMPLETE GOODS, BLANKS & KITS
[Decision Tree]

Is the product
incomplete,
unfinished, or
presented
disassembled?

GIR 2(a) GIR 2(b)
INCOMPLETE/UNFINISHED MIXTURES
MIXTURES AND
ESSENTIAL CHARACTER TEST KIT/DISASSEMBLED RULE COlRINATIONS

All parts

Does it

possess presented Could fall
essential character simultaneously at under two
of finished same customs headings?

product? point?

Yis T Yis Nf Yis T
Classify as Classify as Classify as Classify Classify under
complete raw material/ finished components Pro(;:l%eg 2 material
article component article separately heading
P %
d N Y V N
EXAMPLE: EXM'WF;LE : A\ CRITICAL CONSTRAINTS
Car without engine — Steel sheets for . :
(Essential character Steel g
present) (No essential * EXCESS PARTS TRAP:
& J character yet) J Spare parts classified
- separately
é B
EXAMPLE: - -
Plastic bottle preform
~ — 39.23 Bottles
(Shape determines
L destiny)
v
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6.5:GIR 3: Composite Goods - Conflict Resolution

GIR 3 APPLIES ONLY when a product is prima facie classifiable under TWO OR MORE HEADINGS

SPECIFICITY, Apply The heading providing the most specific description takes precedence
GIR 3(a) il over a more general one. A heading naming the item precisely is 'stronger’
than one describing a class of items.

3(a) Tufted carpet (57.03) 57.03 names the specific type, it prevails. If two headings are equally
=S AVIEES vs. general 'Carpets’ specific (each describes only part of the composite), proceed to GIR 3(b).
E (57.05)

ESSENTIAL For mixtures, composite goods, and Retail Sets: classify by the
eI CHARACTER, Apply if | component that gives the product its essential character, its fundamental
3(a) fails ‘reason for being.'

Nature - Bulk - Determined case by case. EU: tends toward value. USA: function/use.
Quantity - Weight - China: primary manufacturing process. No single universal metric.
Value - Role in use

3(b)
CRITERIA

3(b) Spaghetti set (pasta+ | Allin different headings, packaged for one meal activity. Pasta (19.02)
INSAVN[B sauce + cheese) provides essential character — entire set classified 19.02.
SET

NUMERICAL ORDER, When neither specificity nor essential character can be determined: the
€zl Apply only if 3(b) fails | heading that appears LAST in numerical order prevails. Neutral.
Mathematical. Objective.

3(c) Reversible jacket: Neither side provides essential character. 61.02 appears last numerically
SIS 50% leather (42.03) + — Classification = 61.02.
E 50% knit (61.02)

RETAIL SET: 3 MANDATORY CONDITIONS COUNTER-EXAMPLE: NOT A SET

1. At least two different articles classifiable in
DIFFERENT headings

Wine (Ch. 22) + DVD (Ch. 85) in gift basket = NOT a set

2. Put up together to meet a PARTICULAR Drinking wine + watching a movie = NOT a single specific
NEED or carry out a SPECIFIC ACTIVITY activity

3. Packaged for DIRECT SALE TO USERS Two separate pleasures = separate classification for each
without repacking item

GIR 3 is invoked when a product is 'prima facie', at first glance, classifiable under two or more headings
with equal force. This is less common than GIR 1 scenarios but more commercially significant because
it covers the most complex, high-value goods: composite electronics, specialty retail sets, reversible
garments, and multi-material articles. The three-step sequence, specificity, then essential character,
then numerical order, must be applied in strict order; a classifier cannot jump to 3(c) without first
confirming that 3(a) and 3(b) yield no definitive result.

The EU vs. USA 'Essential Character' Divergence: When classifying composite electronics, the EU
typically identifies essential character by VALUE, the component representing the highest proportion of
cost determines the classification. The USA typically applies a FUNCTION test, which component
provides the product's primary use determines the classification. For a device that is 60% by value a
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battery but whose primary function is a wireless speaker, the EU may classify it as a battery (85.07)
while the USA classifies it as a loudspeaker (85.18). Knowing your destination market's approach is
essential for accurate classification planning.

GIR 3: COMPOSITE GOODS — CONFLICT RESOLUTION [Flowchart]

GIR 3 APPLIES ONLY when a product is prima facie
classifiable under TWO OR MORE HEADINGS

|

GIR 3(a) SPECIFICITY
Apply the most SPECIFIC description first

v

CLASSIFICATION Is one heading
COMPLETE - more specific than
Use specific heading the other?

Example: Tufted carpet (57.03)
vs, general ‘Carpets’ (57.05)
-» 57.03 wins

[

] Proceed to GIR 3(b) 3 MANDATORY
CONDITIONS

1. Different articles

GIR 3(b) ESSENTIAL CHARACTER
in different
headings

Determine component giving ESSENTIAL CHARACTER 3. Mgt rertciler
[Natureoaukomanmy-w.wm.mmm] need/specific

: direct sale without
v repacking

CLASSIFICATION Can essential
COMPLETE - Use essential character be R
character heading determined?

™\

{ Example: Spaghetti set - J
Pasta (19.02) provides

essential character Proceed to GIR 3(c)

GIR 3(c) NUMERICAL ORDER
Apply NUMERICAL ORDER rule

CLASSIFICATION COMPLETE
- Use heading appearing LAST numerically

v

Example: Reversible jacket:
50% leather (42.03) + 50% knit (61.02) = 61.02 wins
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6.6: GIR 4,5 & 6: Similarity, Packaging, Subheadings

RULE WHAT IT DOES ‘ PRACTICAL APPLICATION

Ultimate safety net. Used when a Criteria: nature + use + composition. Apply to
product cannot be classified under GIRs new technologies before WCO creates specific

GIR 4 - - .

SIMILARITY 1-3 t?ecauge itis so npvel no specific subhgad]ngs (egrly drones, new battery
heading exists. Classify under the chemistries, Al inference chips). HIGH AUDIT
heading for the most similar goods. RISK, always seek BTI ruling before first import.
Specially fitted containers, specifically Camera bag with camera — 85.25. Violin case

GIR 5(a) shaped for the article, intended for long- with violin — 92.02. Jewelry box sold with

SPECIAL term use, and sold together with the jewelry — classified with jewelry. Condition: the

CASES article, are classified WITH the article case must be purpose-built, durable, and sold as
they contain. part of the set.

Packaging materials and containers Cardboard boxes, plastic shrink-wrap, bubble

GIR 5(b) normally used for transport of the goods wrap — classified with contents. Applies when

ORDINARY are classified WITH the goods they packaging has no independent commercial

PACKAGING contain, they are the 'usual’ way to value beyond protecting the goods during
present such products. transport.

TWO scenarios where the container is

classified separately: (1) Container more (1) Omate silver tea caddy with cheap tea:

GIR5 L . caddy classified separately in Chapter 74. (2)
EXCEPTIONS | Significant than contents. (2) Container | o chinoing containers (73.09), steel gas
SULELR 1y 261 L2 wi cylinders (73.11) — always classified separatel
independent commercial life. 4 ’ y P y:
GIRs 1-5 find the 4-digit heading. GIR 6 ONE-DASH (-) subheadings compared first.
GIR 6 takes you to the 6-digit subheading. THEN two-dash (— —) within the chosen one-
SUBHEADING CRITICAL RULE: can only compare dash. Cannot skip a level. Must confirm 'Horses'
HIERARCHY subheadings at the SAME hierarchical before selecting 'Pure-bred breeding horses' at

dash level. the two-dash level.

GIR 4 is the most intellectually interesting and commercially dangerous rule. It applies to genuinely
novel products, goods so new that the WCO's five-year revision cycle has not yet created a specific
subheading. When a new technology emerges, importers must classify under GIR 4 by analogy with
similar existing products. The danger: different national customs authorities may reach different 'most
similar goods' conclusions for the same product, creating inconsistency and legal uncertainty across
markets. The solution is always to obtain a Binding Tariff Information ruling before the first import.

GIR 6's requirement that subheadings can only be compared at the same hierarchical level is the
source of one of the most common technical classification errors. The HS uses a dash notation: one-
dash (-) subheadings are the first level of subdivision within a heading; two-dash (— —) subheadings are
the second level. A classifier who jumps from the heading level directly to a two-dash subheading
without first correctly identifying the appropriate one-dash subheading may arrive at an incorrect 6-digit
code, an error that is invisible without understanding the hierarchical structure. China's Green Energy
GIR 4 Challenge: As China leads in battery technology, solar-thermal components, and hydrogen fuel
cell materials, the GACC relies extensively on technical laboratory analysis to establish 'kinship' under
GIR 4 for new energy components that predate specific HS headings. WCO HS 2022 and HS 2027
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specifically target these gaps, creating dedicated subheadings for EV battery packs, offshore wind
components, and green hydrogen equipment to reduce GIR 4 uncertainty in the fastest-growing
commodity categories.
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GIR 4, 5 & 6: SIMILARITY, PACKAGING, SUBHEADINGS [Table]

RULE

GIRS
EXCEPTIONS

WHAT IT DOES

PRACTICAL APPLICATION

Ultimate safety net.

Used when a product cannot be
classified under GIRs 1-3
because it is so novel no specific
heading exists. Classify under
the heading for the most similar
goods.

Criteria: nature + use + composition.

Apply to new technologies before
WCO creates specific subheadings
(early drones, new battery
chemistries, Al inference chips).

A\ HIGH AUDIT RISK — always
seek BTI ruling before first import.

Specially fitted containers —
specifically shaped for the
article, intended for long-term
use, and sold together with the
article — are classified WITH the
article they contain.

Camera bag with camera = 85.25.
Violin case with violin = 92.02.
Jewelry box sold with jewelry -
classified with jewelry.

Condition: the case must be
purpose-built, durable, and sold as
part of the set.

Packaging materials and
containers normally used for
transport of the goods are
classified WITH the goods they
contain — they are the ‘usual’
way to present such products.

Cardboard boxes, plastic shrink-
wrap, bubble wrap - classified
with contents.

Applies when packaging has no
independent commercial value
beyond protecting the goods
during transport.

TWO scenarios where the
container is classified separately:

(1) Container more significant
than contents.

(2) Container suitable for
repeated use with independent
commercial life.

(1) Ornate silver tea caddy with
cheap tea: caddy classified
separately in Chapter 74.

(2) IS0 shipping containers (73.09),

steel gas cylinders (73.11) =
always classified separately.

GIRs 1-5 find the 4-digit heading.

GIR 6 takes you to the 6-digit
subheading.

CRITICAL RULE: can only
compare subheadings at the
SAME hierarchical dash level.

ONE-DASH (-) subheadings
compared first.

THEN two-dash (- -) within the
chosen one-dash. Cannot skip a
level. Must confirm ‘Horses’ before
selecting ‘Pure-bred breeding
horses’ at the two-dash level.

1 Hierarchical errors — ensure

comparison at the correct dash
level to avoid misclassification.
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6.7: Legal Notes: The Law Within the Law

LEGAL NOTES, THE FOUR MECHANISMS AND HIERARCHY

» INCLUSION / DEFINITION
(The Anchor)

Defines a term scientifically or legally. Chapter 40 Note 4 provides specific
chemical thresholds for 'synthetic rubber' based on vulcanization. No
dictionary definition applies.

» EXCLUSION (The Shield)

» EXEMPLIFICATION (The
Guide)

Explicitly states what is NOT in a chapter. Most common note type. Section
XVI excludes 'textile belts' even if they are parts of a machine. Check
exclusions FIRST.

Non-exhaustive list of examples to help classify similar items by analogy.
'Includes, for example...", the list helps but does not limit the heading's scope.

» EXHAUSTIVE LISTING
(The Limit)

» SECTION NOTES

Heading covers 'only' a specific list. The word 'only' is the legal signal.
Anything not on the list is excluded regardless of apparent similarity.

Apply to all chapters within the section. Govern broad commodity families.
Highest level, checked before any Chapter Note or Heading Text.

» CHAPTER NOTES

» SUBHEADING NOTES

» NATIONAL
SUPPLEMENTARY NOTES

Apply to all headings within a single chapter. Most commonly contain
exclusion lists. Read after Section Notes, before heading text.

Apply only at the 6-digit level. Govern how to distinguish between
subheadings. Often contain the most technical and scientific definitions in the
entire HS.

Added by countries beyond the 6-digit level. Not internationally harmonized.
Morocco, EU, USA each have their own national notes for national tariff
subheadings.

» LEGAL SUPREMACY

Notes override common sense, dictionary definitions, and commercial
descriptions. A product 'obviously' belonging in one chapter may be legally
excluded by a Note.

» WCO EXPLANATORY
NOTES (Soft Law)

Official WCO interpretation, technically not binding in law but used by courts
worldwide. Provide technical descriptions and examples that clarify what is
and is not included.

The legal notes of the Harmonized System are the 'secret code' that experienced classifiers master and
novices overlook. They have the same legal standing as the GIRs, they can define the scope of a
heading more strictly than its text, exclude entire product categories that would otherwise seem to fit a
heading's description, and resolve ambiguity in ways that override commercial intuition. The note

stating 'This section does not cover...
ignored, debated, or waived.

is as legally powerful as an Act of Parliament, it cannot be

The four mechanisms through which notes operate, Inclusion/Definition, Exclusion, Exemplification, and
Exhaustive Listing, each carry different legal weight. The Definition note is the most technically precise:
when Chapter 40 Note 4 defines 'synthetic rubber' by reference to specific chemical crosslinking
thresholds and viscosity characteristics, only products meeting that scientific definition qualify. A
material called 'synthetic rubber' in its commercial description that does not meet the chemical
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threshold defined in Note 4 cannot be classified in Chapter 40, it is classified by its actual chemical
composition under a different chapter.

The 'Furniture Exclusion', Section XV Note 1(k): One of the most commercially significant exclusion
notes in the HS directs all finished furniture out of the base metals section, regardless of what the
furniture is made of. A chair made entirely of steel is NOT classified in Chapter 73 (Articles of iron or
steel), it is directed by the Note to Chapter 94 (Furniture).
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LEGAL NOTES: The Law Within the Law

INCLUSION/DEFINITION EXCLUSION
The Anchor The Shield
Defines terms Chapter 40 Note 4:
[ scim%callyor Hs;r?ﬂzﬁc mbbzr'] Mog;mon
legally chemical thresholds

licitly states what
T et
f LEGAL SUPREMACY: [Choek exclusions FIRSTJ
Notes override
common sense and
koommen:lal descriptions )
f 1 i
e belts
'NOTES: Soft law but LEGAL NOTES — ety
court-referenced J THE FOUR J
— MECHANISMS AND J
HIERARCHY
Same
standing :'C;IRS
EXEMPLIFICATION EXHAUSTIVE LISTING
The Guide The Limit
SECTION NOTES

(highest level, broad families)
“Includes, “Only” is th
M for example..” nly” is the
CHAPTER NOTES legal signal
lawe (single chapter, exclusion lists)
not
st ok ety susHEADING NOTES DD g [ (EC
(6-digit level, technical definitions)
Helps but does Regardless of
| not kmit scope NATIONAL SUPPLEMENTARY NOTES \»‘ appsrent skmitarity |

(beyond 6-digit, not harmonized)

\’ Non-exhaustive

181



6.8: Reading a Tariff Page: The 10-Digit Code

THE 10-DIGIT NATIONAL TARIFF CODE, ANATOMY AND READING GUIDE

DIGITS 1-2: CHAPTER

The 2-digit chapter. 87 = Vehicles. International standard. Always the first reference
point when opening the national tariff.

DIGITS 3-4: HEADING

DIGIT 5: ONE-DASH
SUBHEADING

DIGIT 6: TWO-DASH

The heading number within the chapter. 87.03 = Motor vehicles principally designed
for the transport of persons (passenger cars).

First subdivision within the heading. 87.03.2 = Vehicles with spark-ignition internal
combustion engines. Identified by a single dash (-) in the tariff column.

Second subdivision, the INTERNATIONAL 6-digit code. 87.03.21 = cylinder capacity

NATIONAL SUFFIX

SUBHEADING <1,000cc. Same in all WCO member countries. The globally immutable code.
DIGITS 7-8: Added by the national customs administration. Morocco extends to 8 digits to
NATIONAL differentiate specific duty rates. EU uses 8 digits (CN). Not internationally
SUBHEADING harmonized.

DIGITS 9-10: Final national precision code. Morocco: 10 digits total. USA: 10 digits (HTSUS).

Enables the most granular fiscal control and statistical monitoring.

DASH HIERARCHY (-)

One-dash headings are the first level. Two-dash (— —) nested within them. GIR 6
requires comparing subheadings only at the same dash level, never mixing levels.

STANDARD UNIT OF

Usually kg (weight) or 'u’ (units). Used for WCO global trade statistics. The declared

QUANTITY quantity on the import declaration must match this unit.

SUPPLEMENTARY The 'tax driver' column. Defines the base for specific duties: TIC (Taxe Intérieure de

UNITS Consommation), alcohol duties, environmental levies. Often a different measure from
the standard unit.

DUTY RATE The ultimate purpose of classification. Shows: MFN rate (standard) + FTA

COLUMNS preferential rates + anti-dumping duties where applicable. Correct HS code = correct

rate.

A national customs tariff page is a multi-dimensional financial document, not merely a list of codes.
Each line represents a specific fiscal and regulatory position for a defined category of goods, with
multiple columns indicating: the tariff code at each level of granularity, the heading text (the legal
description), the standard unit of quantity, any supplementary units for excise purposes, and the
applicable duty rates under MFN and each FTA. Reading this page correctly converts HS classification
knowledge into commercial outcomes.

The distinction between the standard unit of quantity and supplementary units is commercially
significant for goods subject to specific duties. A wine import may be classified by standard unit (hl =
hectolitres) for statistics, but the TIC (excise tax) may be calculated per degree of alcohol per hectolitre,
requiring a different measurement from the importer. Missing the supplementary unit means an
incorrect excise tax calculation, even if the HS code is correct. The professional who can read all
columns, not just the code, provides far greater commercial value.

The WCO's five-year revision cycle creates real compliance risk for operators using legacy
classification systems. An importer using a 2017 HS code for a product that received a new dedicated
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subheading in HS 2022 will be filing an incorrect code, triggering reclassification at the border. All
classification systems must be 'version-aware,' applying the correct HS edition for the date of import.
The HS 2027 revision is already in preparation and will further reshape technology and energy product
classifications.

183



THE 10-DIGIT NATIONAL TARIFF CODE
— ANATOMY AND READING GUIDE

DIGITS 1-2: DIGITS 3-4: DIGIT 5: DIGIT 6: DIGITS 7-8: DIGITS 9- ‘IO
CHAPTER HEADING ONE-DASH TWO-DASH NATIONAL NATIONA

{Blue highlight) Jange lignign SUBHEADING  SUBHEADING  SUBHEADING  SUFFIX

87 = Vehicles. 87. 0! Motor (Green highlight) (Purple highlight) (Red highlight) {Gruy highlight)

i vehicles ipally 87.03.2 = Vehicles 87.03.21 = cylinder Added by the national  Final national
r:mm::a;:mdmd siqnedphlmﬁr?: with spark-ignition capacity 51 ;lyo(kc custon:’ administration. precision code,
:efe:ey;ce pointwhen  U2nsportof persons intemal combustion  Same in all WCO Moroceo extends to 8 Marocco: 10 digits total,
opening the national  (PaSSENger cars), engines. Identified  member countries. gigits to differentiate  UISA: 10 digits (HTSUS).
1adlff by a single dash (-) The globalty specific duty rates. Enables the most

in the tariff column.  immutable code EU uses 8 digits (CN),  granular fiscal control

Not internationally and statistical
harmonized mondloring

DASH HIERARCHY (VISUAL EXAMPLES)

— Vehicles » - Indicates a first-level breakdown under a heading.
Groups products based on primary characteristics.

e With spark-ignition internal combustion engine —» ;""I "“zm”g?m;‘;ﬂm specifying

=% o -~ Indicates a thirdievel breakdown, pro even
cylinder capacity <1,000cc B ooy viding

The measurement unit used for calcutating import/export statistics and specific duties,
+ Examples: kg (kilograms), u (units), m (meters), | (liters).
» Always indicated in the tariff schedule for each code.

% SUPPLEMENTARY UNITS & ADDITIONAL LEVIES

5 STANDARD UNIT OF QUANTITY

Units used for specific taxes beyond the standard customs duty. Includes:
+ TIC (Domestic Consumption Tax), alcohol duties, environmental levies. Examples: liter of pure alcohol (Ipa), kilogram
net (kg net), unit per package. Allows for precise taxation on specific characteristics.

Columns specifying the percentage or amount of tax applicable. Common types:

» MFN (Most-Favored-Nation m& standard rate applied to WTO members;
« FTA (Free Trade Agreement Rate) - preferential rates for countries with agreements;
= Anti-Dumping/Countervailing Duties - specific additional duties to offset unfair trade practices.

SAMPLE TARIFF PAGE LAYOUT (8703.21.00.10)

DUTY RATE COLUMNS
==

TARIFF DESCRIPTION STANDARD | SUPPLEMENTARY | MFN FTA TIC
CODE UNIT UNIT DUTY (%) | DUTY (%) | RATE (%)
1 2 3 B 5 ] 7

Motor vehi(;les principally designed h;r ":teh
transport of persons (passenger cars), wi 2

$703.21.00.10 spark-ignition int combustion engines, o 1% 0% %
cylinder capacity s1,000cc

Customs Training Reference Document - V1.0 Copyright © 2024 International Trade Institute Page 1of1
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IDENTIFY
CLASSIFICATION
UNCERTAINTY

6.9: Binding Tariff Information (BTI): The Pre-Ruling

Product is new, composite, borderline, or novel. Correct HS code is
genuinely ambiguous. Risk of wrong classification is commercially
significant.

PREPARE BTI Detailed product description - technical data sheets - product samples if

APPLICATION required - proposed HS code with GIR + Note legal justification. Quality of
the application determines quality of the ruling.

FILE WITH EU: any member state BTI office (ruling valid EU-wide). USA: CBP National

COMPETENT Commodity Specialist Division. Morocco: DDDII. China: GACC advance

AUTHORITY classification unit.

TECHNICAL REVIEW

BTI DECISION ISSUED

BINDING FOR 3

Customs officers, technical specialists, sometimes government laboratories.
May request additional information, samples, or test results. Review period:
typically 60-90 days.

Official written decision: the HS code + national extension + full legal
justification + validity period. Published in national/EU databases (EBTI,
CROSS).

Legally binding on the issuing customs authority for 3 years. Cannot be

YEARS changed during this period except in case of HS amendment or a conflicting
WCO Classification Opinion.

COMMERCIAL Importer can import the described product for 3 years using the BTI's HS

CERTAINTY code without risk of border reclassification. Best risk mitigation tool in the

BTI STRATEGIC BENEFITS

classification toolkit.

BTI LIMITATIONS TO KNOW

Legal certainty for 3 years, no reclassification risk
at border

Binding only for the specific product described, not for
similar products

Protection in PCA, BTl is admissible as evidence
of good faith classification

Cannot be used after expiry, new application required
for continued protection

Allows duty calculation before signing purchase
contracts and setting prices

If WCO issues conflicting Classification Opinion: BTI
may be revoked or amended

EU BTI: valid across all 27 member states, apply
once, import anywhere in EU

Country-specific: a USA CBP ruling is not valid in the
EU and vice versa

Published in EBTI/CROSS: acts as precedent
guiding other operators' classification

Product characteristics must match application exactly,
any change voids the BTI

Demonstrates classification diligence, reduces
penalty exposure in any PCA

Duty rate can still change independently of
classification, BTI covers classification only

Binding Tariff Information is the single most effective classification risk management tool available to
importers and exporters. It provides legal certainty in a system where ambiguity can be extremely
costly: if a customs authority reclassifies an import after the fact, it can demand back-duties on all
previous shipments within the statute of limitations, typically three years, potentially triggering a seven-
figure liability for a company that has been importing the same product at the wrong HS code for years.
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The BTI prevents this by establishing, in advance, the classification that the customs authority itself has
determined to be correct.

The strategic timing of BTI applications is critical. The optimal moment is before the first import, during
the product development or commercial contracting phase when the product's design is fixed and
import volumes are being planned. At this stage the BTI application can be prepared with complete
technical specifications, the decision received before the first shipment, and the landed cost accurately
calculated for commercial negotiations. Companies that apply only after a classification dispute has
arisen at the border have already lost the primary value of the instrument: prevention.

EU EBTI Statistics 2025: The EU's EBTI database contains over 1.2 million BTI decisions issued since
1991, publicly searchable by HS code, product description, and issuing country. A search for BTI
decisions covering similar products can identify the classification approach taken by EU customs
authorities across different member states, revealing both consensus and inconsistency in how novel
products are classified. This database is the most valuable free resource available to customs
classification professionals.
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BINDING TARIFF INFORMATION (BTI): THE PRE-RULING [Flowchart]

r (1) IDENTIFY CLASSIFICATION UNCERTAINTY \

L 2

Product is new, composite, borderline, or novel.
> Correct HS code is genuinely ambiguous.
Risk of wrong classification is commercially significant.

( (2) PREPARE BTl APPLICATION J

Detailed d -technical data sheets -
+

legal jon,
Quality of the application determines quality of the ruling.

¥
BTI STRATEGIC
Sl ( @FH.EWITRGOI;ETEHTMHHORIW ]

BTI LIMITATIONS
TO KNOW

Legal certainty for EU: any member state BT! office (rul mm;. Bindi for

° 3?:3 u&mmﬂwm Division. A spec['fzmm

& Protection in PCA China: GACCodmcechwﬁuhonuit.
proceedings ’ £\ Cannot be used

@ EU BT valid across - i sy
27 member states L (@ TECHNICAL REVIEW J | |a m specific

v

QPun‘nbMedptwedem Customs officers, technical specialists, sometimes A\ Product

laboratories,

@ Demonstrates mymmmﬂw';ﬁon, or test results. must match exactly
classification Rustow pitto: plcally 6090 o £\ Duty rate can still
Allow

Ommm S @mmgonm | || A\ ifweoissues .

) . T ; . : BTlmaybeI rovikad

Official written decision: the HS code + national extension - =
+ full legal justification + validity period.
Published in national/EU databases (EBTI, CROSS).
( mn‘e.r'onamns |«

Legally binding on the issuing customs authority for 3 years.
~— Cannot be changed during this period except in case of HS
amendment or a conflicting WCO Classification Opinion.

( (7) COMMERCIAL CERTAINTY ]

¥

Importer can import the described product for 3 years using
‘| the BTI's HS code without risk of border reclassification. |¢———/
Best risk mitigation tool in the classification toolkit.
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6.10: Classification Challenges: Nature vs. Function

PRODUCT

Steel chair

Ball bearing for a
car

Camera bag sold
with camera

Pasta + sauce +
cheese retail set

INTUITIVE (WRONG) \

Chapter 73, Steel
articles

Chapter 87, Vehicle
part

Chapter 42, Leather
goods

Classified separately

CORRECT

Chapter 94, Furniture

84.82, Ball bearing

85.25, Camera

19.02, Pasta (essential
character)

RULE APPLIED

Section XV Note 1(k):
finished furniture excluded
from base metals

Section XVII Note 2(e): parts
of general use excluded from
vehicles

GIR 5(a): specially fitted case
classified with the article

GIR 3(b): pasta provides
essential character of the set

GIR 2(a): essential character
of finished bottle already
present

Plastic bottle
preform

Chapter 39, Plastic

semi-finished 39.23, Bottles

CKD car kit (all GIR 2(a): all parts presented
parts, Various parts headings 87.03, Passenger car together, essential character
simultaneous) clear

Reversible jacket
50% leather / 50%
knit

GIR 3(c): 61.02 appears last
numerically; 3(a) & 3(b)
inconclusive

Chapter 42, Leather

goods 61.02, Knitted garment

Electronic toy with Chapter 95 Note includes

microprocessor Chapter 85, Electronics 95.03, Toy ﬁllgtcetrgggl:utgg:; Chapter 85
8 8 Chapter Note: bicycles
Bicycle designed Chapter 87, Transport 95.03, Toy designed as toys are

for children equipment

classified in Chapter 95

Silver tea caddy +
cheap tea

Ch. 74 caddy + Ch. 09 tea
separately

GIR 5 exception: container

ClerpiE (0, e more significant than contents

The classification paradox, the tension between what a product is made of (its nature), what it is used
for (its function), and how the HS legal framework classifies it (its legal identity), is the source of the
most commercially significant classification errors. The examples above illustrate the consistent pattern:
the 'intuitive’ classification based on what the product appears to be, or what it is made of, is frequently
overridden by the legal instruments of the HS.

The steel chair example is the most instructive because it seems so counter-intuitive. A product made
entirely of steel, through a steel manufacturing process, sold by a steel products company, yet
classified in the furniture chapter, not the steel articles chapter. The logic is impeccable: Section XV
Note 1(k) exists precisely to prevent the 'nature’ of the material from determining the classification of a
finished article that has a specific function. The function (providing seating) and the dedicated
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classification provision (Chapter 94) override the material composition (steel). This is the fundamental
principle: the HS classifies goods by their commercial identity, not by their molecular composition.

The 2026 Product Classification Battleground: Trade policy in 2026, characterized by Section 301 tariffs
on Chinese goods and strategic supply chain restructuring, has created an intense classification
battleground around products manufactured in third countries using substantial Chinese inputs. U.S.
CBP has aggressively ruled that 'simple assembly' in Mexico or Vietham of Chinese components does
not change the HS classification if the assembled product's essential character derives primarily from
the Chinese components. These rulings affect hundreds of billions of dollars in annual imports.
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CLASSIFICATION CHALLENGES:
NATURE vs. FUNCTION [Table]

PRODUCT

CORRECT

RULE APPLIED

Steel chair Chapter 73 — | Chapter 94 — | Section XV Note 1(k):
Steel articles Furniture finished furniture
excluded from base metals
Ball bearing for | Chapter 87 — | 84.82 — Ball [ Section XVII Note 2(e):
a car Vehicle part bearing parts of general use
excluded from vehicles
Camera bag sold | Chapter 42 — 85.25 — GIR 5(a): specially fitted
with camera Leather goods Camera caselclassified with the
article
Pasta + sauce + Classified 19.02 — Pasta | GIR 3(b): pasta provides
cheese retail set separately (essential essential character of
character) |[the set
Plastic bottle Chapter 39 — 39.23 — GIR 2(a): essential
preform Plastic semi- Bottles character of finished
finished bottle already present
CKD car kit Various parts 87.03 — GIR 2(a): all parts
(all parts, headings Passenger car presented together,
simultaneous) essential character clear
Reversible jacket ) 61.02 — GIR 3(c): 61.02 appears
50% leather / Eehaiﬁteerrgtzods Knitted last numerically; 3(a) &
50% knit garment 3(b) inconclusive
Electronic to Chapter 95 Note
Wb CPE1|apter 85— 1 9503 —Toy [includes electronic toys;
microprocessor SELoRIcY Chapter 85 Note
excludes
¢ i Chapter 87 — Chapter Note: bicycles
B'c%ﬁligle;:g:ed Transport 95.03 — Toy | designed as toys are
equipment classified in Chapter 95
. __ | Ch.74 caddy [GIR 5 exception:
Snl*\‘/ecrhteeaa ctaedady Chap_trtzl;O‘? + Ch. 09 tea | container more
P separately | significant than contents
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6.11: Global Benchmarks: USA, EU, China

FEATURE

Code length

National
subheadings

BTI/Pre-ruling
system

Classification
philosophy

Laboratory role

USA / CBP EU/TARIC

‘ 10 digits (HTSUS)
~19,000 lines

CBP Ruling
(CROSS, public
database)

'‘Essential character
+ judicial precedent.
Case-by-case CBP
rulings dominant.

Moderate, complex
chemical/material
cases

|

10 digits (TARIC)

~10,000 (CN) +
TARIC

EBTI (1.2M+
rulings, public)

Strict List Rules +
CN Explanatory
Notes + ECJ
jurisprudence.

High, ECJ routinely
references lab
results

CHINA / GACC

13 digits (national)

~8,500 + suffixes

GACC advance
ruling, limited public

Mathematical:
heading shift + %
threshold. Lab-
based technical
verification.

Very high, GACC
maintains extensive
government lab
network

MOROCCO /
BADR

10 digits (national)

~13,000 lines

DDDII advance
ruling, developing

French legal
tradition + WCO
instruments. PEM
Convention
alignment.

High, DDDII
laboratory for
species verification

Section 301 + ADD

TARIC additional

Export licensing

ADD administered

Anti-dumping rather than through separate

. layered onto HS codes manage ADD ) . .

link code on top of CN code dqmestlc ADD as sufflx on national

primary tool tariff code

2026 AlML targeting + EU Commission Al \(,;V/?n%(;\,m?.le BADR algorithmic
\rgeting classification - ’ code validation; Al

technology CBP ruling delays assisted HS ;

focus for novel tech ELERGIO suggestion at B2l UL EEITE

(2025-2027 rollout)

declaration filing

development

While the 6-digit HS core is universal, the way major trading nations extend and enforce the system
reveals their distinct regulatory philosophies. The USA's approach, case-by-case CBP rulings,
emphasis on 'essential character' tests, and the world's largest national tariff extension (~19,000 lines),
reflects a common law tradition where precedent and judicial interpretation shape classification
outcomes. The EU's approach, strict List Rules, the Combined Nomenclature's precise 8-digit code,
and the European Court of Justice's extensive classification jurisprudence, reflects a civil law tradition
where written rules take precedence.

China's approach is the most mathematically precise: the GACC applies a dual-threshold system
(heading shift OR 30% value-added) for non-preferential classification, and relies extensively on
government laboratory analysis for the scientific classification criteria defined in Chapter Notes. This
laboratory-centric approach reflects both China's position as the world's largest exporter and the
GACC's investment in technical classification infrastructure. Morocco's classification system, built on
the French customs code tradition and WCO alignment, sits at the intersection of EU standards and

191



African trade rules, and BADR's real-time algorithmic code validation is positioning Moroccan customs
among the most technically advanced administrations in Africa.

Morocco's Strategic Dual Position: Morocco is simultaneously a PEM Convention member (aligned with
EU classification standards) and an AfCFTA participant (shaping African trade classification norms).
Morocco's BADR platform now provides algorithmic HS code validation in real time, alerting declarants
to potential errors before the declaration is formally submitted. This proactive validation, combined with
Morocco's network of technical customs laboratories, makes Moroccan customs one of the most
technically sophisticated administrations in Africa and the Arab world.
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PROFEISIONAL INTERNATIONAL STANDARDS COMPARISON TABLE
GLOBAL BENCHBARKS: USA U, CHINA [Comparison Table]

FEATURE USA/ CBP EU/ TARIC CHINA / GACC °
Code length 10 digits 10+ digits 8-10 digits
National subhedings Vs (10-digit level) Yes (CN codes) Yes (8-10 digits)

Yes, binding rulings Yes, EBT] system Yes, pre-classification

BTI/Pre-ruling system  Yes, binding rulings Yes, EBTI system | Yes, pre-classification
Classification GRI-focused, legal GRI-focused, Explan. | GRI-focused, dometic
philosophy precedente Notes ' rules
boyrde Sl Koloonpligus  Corae
Anti-dumping link Separate but linked Support, scientfic analysis | Al digital customs, big data
2026 technology focus A, blockchain, data analytics Integrated | Al, 10T, smart customs
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6.12: HS 2022 & HS 2027: New Codes & Version Control

HS 2022 KEY NEW SUBHEADINGS (351

amendments)

COMMERCIAL IMPACT

SMARTPHONES: dedicated subheading under
85.17

DRONES / UAVs: new subheadings under 88.06

3D PRINTERS: new subheadings under 84.43

E-WASTE: new codes under Ch. 85

Removes ambiguity between 'telephone’ and 'data
transmission device.' Major duty rate impact for mobile
device trade globally.

Unmanned aircraft finally get dedicated codes.
Resolves years of 'toy vs. aircraft' classification
disputes affecting billions in trade.

Additive manufacturing equipment separated from
conventional printing machinery. Duty rate clarity for
growing sector.

Supports Basel Convention implementation.
Distinguishes recyclable e-waste from working
equipment, critical for circular economy trade flows.

EV BATTERIES: enhanced specificity under 85.07

Separates EV battery packs from general storage
batteries. Major duty and regulatory implications for
automotive supply chains.

CLINICAL TRIAL KITS: new provision under 30.06

Facilitates cross-border movement of pharmaceutical
trial materials without customs delays, critical for
global clinical research.

HEATED TOBACCO PRODUCTS: new
subheadings

Separates heated tobacco from cigarettes and
smokeless tobacco, different excise treatment in all
major markets.

INSECT-BASED FOOD: new provisions under Ch.
16

HS 2027 ANTICIPATED NEW AREAS (in

preparation)

Addresses the growing insect protein food industry.
Novel classification for novel food products entering
mainstream markets.

WHY IT MATTERS FOR YOUR SUPPLY CHAIN

GREEN HYDROGEN PRODUCTION EQUIPMENT

Electrolysers and hydrogen storage equipment gaining
dedicated subheadings, major infrastructure trade
category with enormous FTA implications.

OFFSHORE WIND COMPONENTS

Nacelles, rotors, and specialized marine installation
vessels expected to receive specific codes for the first
time.

ADVANCED SEMICONDUCTOR MANUFACTURING

Al training chips, advanced packaging equipment
(CoWoS), EUV lithography components expected for
specific treatment under new headings.

CULTURED MEAT PRODUCTS

Laboratory-grown meat has no current classification,
GIR 4 currently applied. HS 2027 expected to resolve
with dedicated provisions.

CARBON CAPTURE EQUIPMENT

New industrial category, no current specific HS
subheading for direct air capture or industrial CCS
equipment. HS 2027 working group active.
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The 5-year HS revision cycle is not a bureaucratic formality, it is a commercial event affecting the duty
rates, regulatory treatment, and trade statistics of billions in goods globally. Every revision creates
winners and losers: a product previously in a residual 'Other' category at a high duty rate may receive a
dedicated subheading at a lower rate.

HS 2022 & HS 2027: NEW CODES & VERSION CONTROL [Table]

HS 2022 KEY NEW SUBHEADINGS (351 amendments)

NEW SUBHEADING ‘ COMMERCIAL IMPACT

SMARTPHONES: dedicated k. RUmaveR NIy A we) Teephone and cui

subheading under 85.17 « Major duty rate impact for mobile device trade globally.
. « Unmanned aircraft finally get dedicated codes.

DRONES / UAVs: new W « Resolves years of ‘toy vs. u?rcraft' classification disputes

subheadings under 88.06

E-WASTE: new codes

3D PRINTERS: new
subheadings under 84.43

¥
under Ch. 85 L

EV BATTERIES: enhanced
specificity under 85.07

CLINICAL TRIAL KITS:
provision under 30.06

new ﬁ
HEATED TOBACCO \13
PRODUCTS: new subheadings
INSECT-BASED FOOD: %
new provisions under Ch. 16

affecting billions in trade.

« Additive manufacturing equipment separated from
conventional grlntlng machinery.
« Duty rate clarity for growing sector.

* Supports Basel Convention implementation,
Distinguishes recyclable e-waste from working equipment —
critical for circular economy trade flows.

Separates EV battery packs from general storage batteries.
Majlor duty and regulatory implications for automotive supply
chains.

« Facilitates cross-border movement of pharmaceutical trial
materla'l\s without customs delays — critical for global clinical
research,

« Separates heated tobacco from cigarettes and smokeless
tobacco — different excise treatment in all major markets.

« Addresses the growing insect protein food industry.
« Novel classification for novel food products entering
mainstream markets.

HS 2027 ANTICIPATED NEW AREAS (in preparation)

ANTICIPATED AREA

OFFSHORE WIND

' ADVANCED

CARBON CAPTURE

GREEN HYDROGEN
PRODUCTION EQUIPMENT

ey
/’13 |

COMPONENTS

SEMICONDUCTOR
MANUFACTURING

CULTURED MEAT
PRODUCTS

EQUIPMENT @

IF Al training chi

' WHY IT MATTERS FOR YOUR SUPPLY CHAIN

« Electrolysers and hYdrogen storage equipment gaining
dedicated subheadings — major infrastructure trade category
with enormous FTA implications,

« Nacelles, rotors, and specialized marine installation vessels
expected to receive specific codes for the first time.

, advanced packaging equipment (CoWoS),
EUV lithography components expected for specific treatment
under new headings.

| Laboratory-grown meat has no current classification — GIR 4

currently applied. HS 2027 expected to resolve with
dedicated provisions.

| e New industrial category — no current specific HS subheading

for direct air capture or industrial CCS equipment. HS 2027
working group active.

Source: WCO HS Nomenclature, Information for planning purposes only. Consult officlal sources for final text,
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DESCRIBE THE
PRODUCT
PRECISELY

IDENTIFY THE
RELEVANT SECTION

6.13: Classification Workflow: Step-by-Step

Commercial description is not enough. Document: composition (materials,
percentages), function (what it does), condition (new/used,
complete/incomplete), presentation (assembled, kit, mixed load).

Use the Alphabetical Index or HS commodity database to find the likely
section. This is a FINDING AID, not a legal classification step.

READ SECTION
NOTES, CHECK
EXCLUSIONS

IDENTIFY CANDIDATE
HEADINGS IN THE
CHAPTER

READ CHAPTER
NOTES, CHECK
EXCLUSIONS AGAIN

Before reading any heading: check ALL Section Notes. If an exclusion
applies, move to the correct section. Exclusion Notes override everything.

Read the heading text (4-digit level) for all plausible headings. Apply GIR 1:
does the heading text describe the product as written?

Before confirming any heading: check ALL Chapter Notes. Exclusion,
inclusion, and definition notes may redirect the classification.

APPLY GIRs 2-5 IN
SEQUENCE IF
AMBIGUITY REMAINS

GIR 2 (incomplete/kit?) — GIR 3 (two headings equally?) — GIR 4 (novel
product?) — GIR 5 (packaging?). Stop as soon as one GIR resolves. Never
skip.

IDENTIFY 6-DIGIT
SUBHEADING USING
GIR 6

APPLY NATIONAL
EXTENSION (7-10
digits)

VERIFY AGAINST
COMPLEMENTARY
TOOLS

Compare ONE-DASH subheadings first. Then TWO-DASH within the
chosen one-dash. Hierarchical comparison only. Read Subheading Notes
before confirming.

Using the national tariff, identify the correct national subdivision. Check
supplementary units, specific duty provisions, and any national notes at this
level.

Cross-reference with WCO Explanatory Notes and Classification Opinions.
Check EBTI/CROSS for similar product precedents. If doubt remains: apply
for BTI before first import.

DOCUMENT AND
RETAIN THE
CLASSIFICATION
ANALYSIS

Record the GIR analysis, Section/Chapter Note review, and complementary
tool consultation. Retain for 5+ years. This file is the primary defence in any
PCA.

The classification workflow is a legally structured analytical process, not a commercial search exercise.
The most common error is treating HS classification like an internet search, inputting a commercial
description and accepting the first result. Correct classification requires working through the legal
instruments in the prescribed sequence: Section Notes before Chapter Notes before Heading Text;
GIRs in numbered order; subheading hierarchy top-down. Shortcuts create legal exposure, the customs
officer reviewing the declaration will apply the full process.

Step 10, documentation, is the most frequently neglected element, yet the most commercially critical in
a PCA context. A company that can demonstrate in writing the GIR analysis, Section and Chapter Note
review, and complementary tool consultation that led to its HS code is in a fundamentally stronger
position in a PCA than one that cannot. Even if the classification is ultimately found incorrect,
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demonstrating a rigorous good-faith process can significantly reduce penalty exposure and support the
argument that any duty difference resulted from genuine legal ambiguity rather than deliberate fraud.
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CLASSIFICATION WORKFLOW: STEP-BY-STEP [Flowchart]

~

D

() DESCRIBE THE PRODUCT PRECISELY

L.

Commercial description is not enough. Document:
composition (materials, percentages), function (what it does), condition
(new/used, complete/incomplete), presentation (assembled, kit, mixed load).

4 (@ IDENTIFY THE RELEVANT SECTION i MOSETR%%';_MON
Use the Alphabetical Index or HS commodity database to find the Treating HS
likely section. This is a FINDING AID — not a legal classification step. | m se:r::“t‘ne

¥

(3 READ SECTION NOTES — CHECK EXCLUSIONS

| applies, move to the correct section, Exclusion Notes override everything. |

Before reading any heading: check ALL Section Notes. If an exclusion

¥

@) IDENTIFY CANDIDATE HEADINGS IN THE CHAPTER

Read the headhgetext (4-digit level) for all plausible headm’ S.
Apply GIR 1: does the heading text describe the product as ?

(S READ CHAPTER NOTES — CHECK EXCLUSIONS AGAIN

| Exclusion, inclusion, and definition notes may redirect the classification. |

Before confirming any heading: check ALL Chapter Notes.

¥

(® APPLY GIRs 2-5 IN SEQUENCE IF AMBIGUITY REMAINS ]

GIR 2 (incomplete/kit?) = GIR 3 (two headings equally?) = GIR 4 (novel product

?)
-> GIR 5 (packaging?). Stop as soon as one GIR resolves. Never skip. J

(@ IDENTIFY 6-DIGIT SUBHEADING USING GIR 6 )

l Compare ONE-DASH subheadings first. Then TWO-DASH within the chosen one-dash.

Hierarchical comparison only. Read Subheading Notes before confirming. J

[

(® APPLY NATIONAL EXTENSION (7-10 digits) ]

l Using the national tariff, identify the correct national subdivision. Check J
sup,

plementary units, specific duty provisions, and any national notes at this level.

[

(@) VERIFY AGAINST COMPLEMENTARY TOOLS

Cross-reference with WCO Explanatory Notes and Classification Opinions. Check EBTI/
CROSS for similar product precedents. If doubt remains: apply for BTl before first import.

—/

§

(

(i DOCUMENT AND RETAIN THE CLASSIFICATION ANALYSIS ]

lRecord the GIR analysis, Section/Chapter Note review, and complementa

Y
consultation. Retain for 5+ years. This file is the primary defence in any
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Classification Master Map

CLASSIFICATION MASTER MAP

» HS ARCHITECTURE 21 Sections - 96 Chapters - 1,241 Headings - 5,387
Subheadings (6-digit global core). National extensions
to 8-12 digits. Organized from raw materials to
finished goods.

» 4 LEGAL INSTRUMENTS GIRs + Section Notes + Chapter Notes + Subheading
Notes. All 4 must be consulted in sequence. Notes
have equal legal standing to GIRs and override
heading text.

» GIR 1 (>90% of cases) Heading text + Section/Chapter Notes. Check
exclusions before confirming. Most products classified
here without proceeding further.

» GIR 2 (Incomplete/Kits) Essential character for incomplete goods.
Simultaneous presentation for kits. GIR 2(b) directs
mixtures to GIR 3.

» GIR 3 (Composite/Conflict) 3(a) Specificity — 3(b) Essential character — 3(c)
Numerical order. Sequential, cannot skip. Retail sets
require all 3 conditions.

» GIRs 4-6 (Special Cases) GIR 4: novel goods by similarity (BTI essential). GIR
5: packaging/cases. GIR 6: subheading hierarchy,
same dash level only.

» LEGAL NOTES SUPREMACY Inclusion - Exclusion - Exemplification - Exhaustive
Listing. Override commercial descriptions and
common sense every time.

» BTIl: THE RISK SHIELD 3-year legally binding pre-ruling. Apply before first
import. Protects against PCA reclassification.
Documented in EBTI/CROSS.

» CLASSIFICATION CHALLENGES Nature vs. Function paradox. Steel chair — Ch. 94
not Ch. 73. Ball bearing — 84.82 not Ch. 87. Legal
instruments always prevail over intuition.

» HS VERSION CONTROL HS 2022: smartphones, drones, EVs. HS 2027: green
hydrogen, Al chips, cultured meat. Version control is a
live compliance imperative.

SYNTHESIS

Chapter 6 has built complete classification competence from first principles. The key insight: HS
classification is a legal exercise, not a commercial description exercise. Every decision must work
through the four legal instruments in prescribed sequence, and the result governs the duty rate,
applicable restrictions, and audit exposure for every shipment. The importer who invests in correct
classification, supported by BTI rulings and maintained classification documentation, holds a legally
defensible position in any customs dispute. The importer who relies on intuition, commercial
descriptions, or outdated HS codes accumulates liability with every shipment.
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HS 2022: smartphones,
drones, EVs

HS 2027: green hydrogen,
Al chips, cultured meat

Version control is a live
compliance imperative

H

6-digit global core

National extensions to
8-12 digits

ized from

GIRs + Section Notes +
Chaphrm+
Subheading Notes

All 4 must be consulted
in sequence

Notes have equal |
standing to G

Override heading text

>90% of cases

Incomplete/Kits

Essential character for
incomplete goods

Simultaneous
presentation for kits

GIR 2(b) directs mixtures
toGIR 3

BRANCH 4 -

CHAPTER 6 —

CLASSIFICATION
MASTER MAP

Nature vs. Function
paradox

Steel chair — Ch. 94
not Ch. 73

Ball bearing — 84.82
not Ch. 87

Legal instruments always
prevail over intuition

Composite/Conflict

o
3(c) Numerical order

Sequential — cannot skip

Retail sets require all 3
conditions

Special Cases

GIR 4: novel goods by
similarity (BTI essential)
GIR 5: packaging/cases
GIR6:s

ubheading
hierarchy — same dash
level only

Inclusion - Exclusion -
Exemplification -
Exhaustive Listing

Override commercial
descriptions and common
sense every time

3-year legally binding
pre-ruling

Apply before first import

Protects against PCA
reclassification

Documented in EBTI/CROSS

Every decision must work through the four legal instruments in prescribed sequence.

[KEY INSIGHT: HS classification is a legal exercise, not a commercial description exercise, ]
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Concept 7: Rules of Origin - The
Economic Passport

"Rules of origin determine the economic nationality of goods, where they are considered
to have been produced or manufactured, not where they are shipped from. In 2026,
mastering origin is not an administrative nicety; it is the strategic key that unlocks or
blocks market access worth billions.", European Commission, Taxation and Customs
Union

Rules of origin are arguably the most commercially consequential element of modern international trade
law, and the least understood by most trade professionals. They determine the ‘economic nationality' of
goods: not where a product was shipped from, but where it was genuinely produced or substantially
transformed. This nationality determination has direct financial implications: the same physical product
can attract 0% duty under a Free Trade Agreement or 15-25% under the standard MFN tariff, and the
difference is governed entirely by the rules of origin.

Chapter 7 builds the complete rules of origin framework. It begins with the dual logic of origin
determination, 'Wholly Obtained' and 'Substantial Transformation’, and the three technical methods
used to measure transformation. It distinguishes non-preferential origin (anti-dumping, safeguards,
labelling) from preferential origin (FTA duty reductions). It covers the complete documentation system,
EUR.1 certificates, invoice declarations, REX, and the PEM Convention framework. It addresses
cumulation, insufficient operations, and origin verification. By Page 86, the reader will command every
tool needed to determine, certify, and defend origin for any product in any trade scenario.

In 2026, the rules of origin environment has been transformed by two forces. First, the explosion of FTA
networks, the EU alone has agreements with over 70 countries, each with its own origin protocol, has
created a complex web of rules differing by product, agreement, and cumulation zone. Second, the
geopolitical reshaping of supply chains driven by US-China trade tensions and nearshoring initiatives
has made origin determination a strategic supply chain design question. The company that understands
origin rules designs its supply chain to maximize preferential access. The company that does not pays
avoidable duties on every shipment.
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7.1: What are Rules of Origin? The dual logic

RULES OF ORIGIN, THE COMPLETE FRAMEWORK

» CORE PRINCIPLE

» WHOLLY OBTAINED

» SUBSTANTIAL
TRANSFORMATION

Origin = where goods were PRODUCED or SUBSTANTIALLY
TRANSFORMED, NOT where they were shipped from. A shipment from
Singapore can be of Chinese origin.

Goods entirely from one country: minerals extracted from its soil, animals
born and raised there, plants harvested there. Simple, absolute, and
increasingly rare in global supply chains.

For goods made using non-originating materials. Origin = country of the
LAST substantial transformation. Measured by 3 methods: CTC, Value-
Added, or Specific Process.

» NON-PREFERENTIAL
ORIGIN

For anti-dumping duties, safeguards, quotas, 'Made in' labelling, and trade
statistics. Governed by each country's domestic law, not globally harmonized
by WTO.

» PREFERENTIAL ORIGIN

» THE PROOF
REQUIREMENT

» CUMULATION

For FTA zero-duty or reduced-duty access. Governed by the specific origin
protocol of each agreement. Much stricter rules, zero-duty access is the
commercial reward.

Knowing origin is not enough, you must PROVE it. EUR.1 certificate, Invoice
Declaration, REX statement, or Approved Exporter authorization. Without
proof, the preference is lost.

Materials from FTA partner countries count as local content. Bilateral,
diagonal, and regional cumulation allow complex multi-country supply chains
to qualify for preferential origin.

» DIRECT TRANSPORT /
NON-MANIPULATION

Goods must travel from origin country to destination without manipulation in a
third country. Revised PEM 2025 replaced 'Direct Transport' with more
flexible '"Non-Manipulation' rule.

» VERIFICATION RIGHT

Importing country has 3 years to verify the certificate with exporting country's
customs. Verification failure: retroactive duty demand on ALL shipments in
the verification period.

» DE MINIMIS TOLERANCE

Typically 10-15% of non-originating materials allowed even if they don't meet
the transformation rule. Safety valve for complex manufacturing with trace
non-qualifying inputs.

The rules of origin serve as the 'regulatory key' of international trade, the mechanism by which customs
law determines whether a product qualifies for preferential FTA treatment, or must pay the standard
MFN duty. The commercial stakes are substantial: a garment manufactured in Morocco using EU fabric
qualifies for zero duty on export to the EU under the EU-Morocco Association Agreement, if it meets the
origin rules. The same garment manufactured using fabric from China may face the standard 12% EU
MFN duty. The origin rules are not administrative detail, they are a direct financial variable in the
economics of global manufacturing.
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The WTO launched a harmonization initiative for non-preferential rules of origin in 1995, mandating a
three-year work programme. Thirty years later, harmonization remains incomplete. The divergence
between the USA's 'substantial transformation’ judicial test, the EU's 'list rules' approach, and China's
'dual threshold' system continues to create compliance complexity for operators whose goods are
assessed by multiple customs administrations simultaneously. In this environment, specialist origin
knowledge is one of the highest-value competencies in international trade.
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RULES OF ORIGIN — THE DUAL LOGIC

@, CORE PRINCIPLE

can be of Chinese o
o

Oalgln » where s were
PRODUCED or SUBSTANTIALLY
TRANSFORMED — NOT where
they were shipped from.

A shipment from Singapore
» gin.

[ «% WHOLLY OBTAINED

]

Goods entirely from one
country: minerals extracted
from its soil, animals born and
raised there, plants harvested

there. Simple, absolute, and
increasin rare in global
supply chains.

f&mmm

.

For goods made using
non-originating materials.
Origin = country of the LAST
substantial transformation.
Measured by 3 methods: CTC,
Value-Added, or Specific
Process.

%, RULES OF
2% ORIGIN

! -5 THE PROOF REQUIREMENT
Knowing origin is not enou,

— you n?ust ?ROVE it .
EUR.1 certificate, Invoice
Declaration, REX statement,
or Approued Exporter
authorization.

Without proof, the preference
is lost. v
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[ /. cumuLATION

Materials from FTA mn.f
countries count as 1
content.

Bilateral, diagonal, and
regional cumulation allow
complex multi-count
supply chains to qualify for
erential origin.
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’é DIRECT TRANSPORT /
NON-MANIPULATION
Goods must travel from origin
country to destination without

manipulation in a third
country.

Revised PEM 2025 laced
“Direct Transport” with more
flexible “"Non-Manipulation™
§ rule.

For anti-dumping duties
safeguards, quotas, ‘Made in’
lai ing, and trade statistics.

Governed by each country’s
domestic law — not globally
¥harmonlzed by WTO.

@ M
PREFERENTIAL ORIGIN

a8 1AL OR

For FTA zero-duty or

reduced-duty access.

Governed by the specific origin

protocol of each agmemong

Much stricter rules — zero-duty

access is the commercial reward.
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" L5 VERIFICATION RIGHT

Importing coun has 3 years
to verify clr!t’l?km w¥a\
exporting country's customs.
Verification failure:
retroactive duty demand on
ALL shipments in the
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=[] DE MINIMIS TOLERANCE

‘l’yrlully 10-15% of non-
originating materials allowed
even if don't meet the
transformation rule.

Safety valve for complex
manufacturing with trace
non-qualifying inputs.
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7.2: Wholly Obtained: Simple but Absolute

WHOLLY OBTAINED CATEGORY ‘ EXAMPLES AND PRACTICAL NOTES

Moroccan phosphates, Saudi oil, US coal. Origin
indisputable, extracted from national soil, seabed, or
exclusive economic zone.

Mineral products extracted from a country's
territory

Moroccan oranges, French wine grapes, Brazilian
Plant products harvested within the territory coffee beans. Origin determined by where the plant
grew and was harvested.

A cow born AND raised in Ireland: Irish origin. Must be
Live animals born and raised within the territory born and raised in the same country. Imported calves
raised locally may complicate the rule.

Products obtained from live animals within the Milk from Irish cows, eggs from French hens, honey
territory from Belgian bees. Origin follows the animal's origin.

Fish caught in Morocco's territorial waters: Moroccan
Products of hunting or fishing within the territory origin. Wildlife hunted with national permits under
national law.

Fish caught in international waters by a vessel flying
Country X's flag and majority-owned by Country X
nationals: Country X origin. '‘Genuine link' test applies.

Products of maritime fishing, vessel nationality
rule

Cutting waste from a Moroccan garment factory:
Manufacturing waste and scrap within the territory Moroccan origin. Used tires or scrap collected for
material recovery: attributed to the collection country.

Chocolates made from wholly-obtained Moroccan
cocoa + Moroccan sugar + Moroccan dairy: Moroccan
origin. EVERY input must itself be 'wholly obtained.'

Goods produced exclusively from wholly obtained
materials

The 'Wholly Obtained' criterion is the purest and most legally secure form of origin determination, there
is no ambiguity about the economic nationality of phosphate extracted from Moroccan soil or fish
caught in Moroccan territorial waters. The criterion remains commercially critical for agricultural
products (where origin is frequently the basis for both preferential market access and SPS restrictions),
raw materials, and extractive industries. The challenge in 2026 is that 'Wholly Obtained' applies to a
shrinking proportion of globally traded goods, as most manufactured products involve inputs from
multiple countries.

The maritime fishing vessel rule is one of the most complex applications, requiring analysis of vessel
registration, flag, ownership structure, and crew nationality, all of which determine the origin of fish
caught in international waters. The 2025 revision of the PEM Convention's vessel rules modernized
these requirements, replacing the traditional ‘flag state' test with a more comprehensive 'genuine link'
test examining ownership percentage (typically 50%+) and crew nationality alongside flag registration.
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WHOLLY OBTAINED:

SIMPLE BUT ABSOLUTE

amy WHOLLY OBTAINED CATEGORY
EXAMPLES AND PRACTICAL NOTES ’

1. MINERAL PRODUCTS ~

Mineral products extracted from a country's territory.
Examples: Moroccan phosphates, Saudi oil, US coal

€D Origin indisputable — extracted from national soll, seabed, or exclusive economic zone.

>
2. PLANT PRODUCTS ~\

Plant products harvested within the territory.
Examples: Moroccan oranges, French wine grapes, Brazilian coffee beans

&) Origin determined by where the plant grew and was harvested.

3. LIVE ANIMALS ~

Live animals born and raised within the territory.
Examples: A cow born AND raised in Ireland: Irish origin.

Must be born and raised in the same country. Imported calves raised
i locally may complicate the rule, S )

4. ANIMAL PRODUCTS ~

Products obtained from live animals within the territory.
Examples: Milk from Irish cows, eggs from French hens, honey from Belgian bees.

&) Origin follows the animal's origin.

&
i <
% ? Products of hunting or fishing within the territory.

NN

Examples: Fish caught in Morocco's territorial waters: Moroccan origin.
Wildlife hunted with national permits under national law.

@ 6. MARITIME FISHING ~

Products of maritime fishing — vessel nationality rule.

Fish caught in international waters b&a vessel flying Country X's
€ flag and majority-owned by Country X nationals: Country X origin.
“Genuine link" test applies.

7. WASTE/SCRAP

Manufacturing waste and scrap within the territory.

Examples: Cutting waste from a Moroccan garment factory: Moroccan origin.
Used tires or scrap collected for material recovery: attributed to
the collection country.

=

>

| 8. EXCLUSIVE PRODUCTION

Goods produced exclusively from wholly obtained materials.

Examples: Chocolates made from wholly-obtained Moroccan cocoa +
Moroccan sugar + Moroccan dairy: Moroccan origin

@) EVERY input must itself be "wholly obtained.”

&I Professional Business Infographic - Trade & Origin Compliance
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7.3: Substantial Transformation - 3 Methods

Which method proves substantial transformation?

CHANGE IN TARIFF VALUE-ADDED CRITERION (RVC) SPECIFIC PROCESS RULE
CLASSIFICATION (CTC)

METHOD HOW IT WORKS

EXAMPLE & TYPICAL SECTORS

The finished product falls under a

CHANGE IN TARIFF
CLASSIFICATION

different HS heading (usually 4-digit)
than the non-originating inputs. The

Raw cocoa (18.01) — chocolate (18.06): shift
at heading level. Timber (44.03) — furniture
(94.03): shift from Chapter 44 to Chapter 94.

change proves the transformation
was substantial, a new commercial
identity emerged.

(CTC / Tariff Shift") Most manufacturing-intensive sectors use this

method.

A specified percentage of the
product's final value must be created
locally. Formula: value of non-
originating materials < X% of ex-
works price. OR local value content =
Y%.

USMCA automotive: 75% Regional Value
Content. EU-Morocco textiles: typically 40—
50% local value threshold. ASEAN-China FTA:
40% RVC. Most FTAs for electronics and
automotive platforms.

VALUE-ADDED
CRITERION (Ad
Valorem / RVC)

A particular manufacturing or Yarn-forward rule (textiles): yarn must be spun

SPECIFIC chemical operation must be in the originating country. Double

PROCESS RULE performed, regardless of CTC or transforrr?ation (gshirts)'%bric woven AND cut-
(Technical value-added outcome. Origin only if and-sewn in the zone .Specific chemical
Operation) the specific process is performed in :

o reactions in pharmaceutical chapters.
the claiming country.

Most modern FTAs combine
methods: CTC OR value-added;
CTC AND value-added; specific
process with value-added tolerance.
The applicable rule is found in the
agreement's specific product Annex.

EU List Rules: each 6-digit HS code has its
own specific rule in the agreement Annex.
Most complex but most precise. Morocco-EU:
detailed annex for every product category. This
is the global standard moving forward.

COMBINED / LIST
RULES (Modern
FTASs)

The three methods represent three different economic philosophies about what 'making' something
means. The CTC method captures transformation as a change in the nature and function of goods, if
imported components become a product classified in a different HS heading, the transformation was
substantial enough to create a new commercial identity. The Value-Added method captures
transformation as an economic contribution, if enough value was added in the country of manufacture,
that country earned the right to claim origin. The Specific Process method captures transformation as a
technological capability, only a country that performs the defined industrial operation can claim origin.

Modern FTAs have moved toward 'List Rules', where each product at the 6-digit HS level has its own
specific origin rule, often combining two or more methods. The 'Yarn-Forward' Rule: The textile and
apparel sector is governed by some of the most restrictive origin rules in international trade. The 'yarn-
forward' rule, applied in USMCA and many US bilateral agreements, requires that qualifying textile
products use yarn spun within the USMCA zone, even if the final garment is assembled there. This rule
ensures that FTA preference benefits flow to the entire domestic supply chain, not just the final
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assembly operation. For operators sourcing fabric from Asia and assembling in Mexico for US export,
the yarn-forward rule often prevents the garment from qualifying as USMCA-origin, making the
complete supply chain redesign a strategic necessity.
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SUBSTANTIAL TRANSFORMATION: 3 METHODS

Which method
proves substantial
transformation?

1. CHANGE IN TARIFF 2. VALUE-ADDED -
CLASSIFICATION (CTC) CRITERION (RVC) 3. sgssg&zggﬁcss
BRANCH BRANCH
Method: @ Method: Method:
CT c / "Tariff Shift" - Ad Valorem / RVC Technical Operation
~, t D " I N
How it wotks How it works: How It works:
The finished product falls A specified of A particular manufacturi
under a different HS heading the product’s final value must chemical operation must
(usua:’I‘y 4-digit) than the be created locally. %ovmcd — regardiess of
ginating inputs. - Formula: value of of value-added
The change proves the non-originating rnalenals s outcoms,
transformation was X% of ex-works price. Origin only If the specific
substantial — a new process is performed in the
Iz commercial identity emerged. 3 L OR local value content = Y'%. ) cmmlng country.
a . ™ ~ I — ) I @ﬂ\
Examples: '_\/" Examples: ‘@z’ Eumpm
* Raw cocoa (18 01) —» ~ * USMCA automotive: 0 « Yarn-forward rule (textiles):
chocolate (18.06): 75% Regional Value Content, yarm must be spun in the
shift at headlng level, . EU-Morocco textiles: originating country.
= Timber (44.03) -» furniture typically 40-50% local - Double transformation
(94.03): shift from Chapter value threshold. (shirts): fabric woven AND
44 to Chapter 94, + ASEAN-China FTA: 40% RVC. cut-and-gsewn in the zone.
Most manufacturing-intensive « Most FTAs for electronics « Specific chemical reactions
sectors use this method. and automotive platforms, in pharmaceutical chapters. J
&L r ) L\~ w J \L ’ 4
# RESULT 1( RESULT 1) W
CTC PROVEN, RVC PROVEN, ° s"Ec'"C PROCESS
TRANSFORMED 9 & TRANSFORMED v TRANSFbRMED 1

¢ ™)
4. COMBINED/LIST RULES

OVERVIEW EXAMPLE
Most modern FTAs combine methods: » EU List Rules: each 6-digit HS code
« CTC OR value-added; has its own specific rule in the

- CTC AND value-added; {:C:):})} SCESRIRTL AT,

specific process with = Most complex but most precise.

value-added tolerance. * Morocco-EU: detailed annex for

« The applicable rule is found | {§} } every product category.
in the agreement's specific =  This is the global standard @
product Annex. moving forward.
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7.4: Non-Preferential vs Preferential Origin

NON-PREFERENTIAL ORIGIN ‘ PREFERENTIAL ORIGIN

PURPOSE: Anti-dumping duties - safeguard PURPOSE: Qualifying for FTA zero-duty or reduced-
measures - quotas - 'Made in' labelling - trade duty rates, the primary commercial driver of origin
statistics - export controls determination

GOVERNED BY: Each country's domestic law, not GOVERNED BY: The specific origin protocol
globally harmonized. WTO harmonization project negotiated into each bilateral or regional FTA. Differs
incomplete after 30 years. by agreement.

STANDARD: Varies significantly. USA: 'substantial
transformation' (name/character/use). EU: CTC +
value. China: 4-digit heading shift or 30% value-
add.

STANDARD: Product-specific ‘List Rules' in each
agreement's Annex. Often stricter than non-
preferential rules, zero duty justifies the higher bar.

PROOF: EUR.1 certificate - invoice declaration
(approved exporter) - REX statement - Form A (GSP,
developing countries).

PROOF: Simple statement or standard certificate
of origin for government or commercial purposes.

VALIDITY: No standard expiry for non-preferential VALIDITY: EUR.1 valid 4 months from issue. Invoice
certificates in most systems. declaration: typically 12 months. REX: per statement.

VERIFICATION: Mutual administrative assistance,
importing country asks exporting country's customs to
verify the certificate.

VERIFICATION: Domestic customs audit of
importer's records and declarations.

COMMERCIAL IMPACT: Determines exposure to COMMERCIAL IMPACT: Determines whether goods
anti-dumping duties, quotas, and origin-based pay 0% FTA rate or 10-25% MFN rate, the larger
labelling requirements. financial variable in most trade relationships.
PENALTIES FOR ERROR: Retroactive anti- PENALTIES FOR ERROR: Full MFN duty on ALL
dumping duty + penalties + goods seizure in fraud shipments in verification window + penalties +
cases. potential loss of AEO status.

The financial stakes of preferential origin are most visible in sectors with large MFN-to-FTA differentials.
In the EU-Morocco textile agreement, the gap between the MFN rate (typically 10—-12% for garments)
and the FTA rate (0%) on a €10 million annual export programme represents €1-1.2 million in duty
savings. For a Moroccan garment manufacturer, this saving is often the difference between profitability
and loss in the EU market, making correct preferential origin determination not merely a compliance
exercise but a commercial survival imperative.

A company that correctly establishes preferential origin to claim FTA duty benefits must also correctly
establish non-preferential origin to comply with anti-dumping rules, quotas, and '‘Made in' labelling.
These are separate legal exercises, governed by different instruments, even for the same physical
product. The product that qualifies as 'Moroccan' for non-preferential purposes under domestic law may
fail the stricter preferential origin rules of a specific FTA for that HS code. Both analyses must be
conducted correctly, for different legal purposes. The 'Regime Shopping' Risk: Companies sometimes
route goods through a preferential partner country with minimal processing to ‘acquire’ a more
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favourable origin. Modern customs systems, with Mutual Administrative Assistance networks and Al-
driven transaction analysis, are highly effective at detecting this pattern. The risk of retroactive duty,
penalties, and loss of trading privileges for origin fraud is substantial. The administrative cooperation
clause in virtually every modern FTA gives the importing country the right to demand verification for up
to 3-5 years after the shipment.
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NON-PREFERENTIAL vs. PREFERENTIAL ORIGIN

PURPOSE

GOVERNED BY

X

STANDARD

S

VALIDITY

VERIFICATION

COMMERCIAL
IMPACT

sl
PENALTIES
FOR ERROR

Fra

COMPARISON TABLE

NON-PREFERENTIAL
ORIGIN

Antl—dumplng duties - safeguard measures
- quotas - ‘Made in’ labelling trade
statistics - export controls

@ @ i =[] B>

Each country's domestic law — not oloball
harmonized. WTO harmonization project y
Incomplete after 30 years.

e 2=

Varles slgniﬁcamly USA: "substantial trans-
formation” (name/character/use), EU: CTC + value.
China: 4-digit heading shift or 30% value-add.

S Y, S

oﬂq for government or commercial

B 3 e

le statement or standard certificate of 3

PREFERENTIAL [
ORIGIN A

Quallfylnq for FTA zero-duty or reduced-
ty rates — the primary commercial
drlver of origin determination

0% 4= A5

otlated into

74\

The specific origin protocol
each bilateral o?mg{:nalﬁ

VR

Product speclflc "Llst Rules in each
agreement’s Annex. Often stricter than non-
:feferemlal rules — zero duty justifies the

igher bar. W
0%

3 tsmcm DUTY

EUR.1 certificate - invoice declaration
? roved exporter) - REX statement - Form
P developing countries).

=B £

No standard expiry for non-preferential
certificates in most systems.

O oo G

Domestic customs nudlt of lmportet‘s

records and declaratio

Détennines exposure to anti-dumpi

duties, quotas, and origin-based labe n?llng

TS -t

Retroactive amwumpin duty + pemIﬁu +
goods seizure in fraud cgoe.;ty

é,é

EUR.1 valid 4 months from issue.
Invoice declaration: typically 12 months.

REX: per statement,
= PER

4. 212 [FIPER

Mutual administrative assistance —
importing country asks exporting country’s
customs to veﬂfy the certl cate.

6 @

Determines whether goods ray 0% ﬁ'A rate
or 10-25% MFN rate — the larger financial
variable in most trade relationships.

10-25%  maract
0% MFn

Full MFN duty on ALL sh‘pmems in
verification window + penalties + potential
loss of AEO status.

2 & &

Note: Information is for ilustrative purposes and subject to specific trade agr

gulati Always consult official sources.
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VERIFY PRODUCT
MEETS ORIGIN

RULES

COMPLETE EUR.1
FORM

7.5: The EUR.1 Certificate : How It Works

Confirm the product meets the specific List Rule for its HS code under the
applicable agreement. Assemble Supplier Declarations for all non-originating
inputs.

Box 1: Exporter. Box 8: Goods description, must EXACTLY match the
commercial invoice. Box 11: Issuing customs authority. Box 12: Exporter's
declaration. Zero tolerance for discrepancies.

SUBMIT TO Present EUR.1 form with the export declaration and supporting documents
EXPORTING to the customs authority of the exporting country before or at the time of
COUNTRY CUSTOMS export.

CUSTOMS Customs officer reviews origin claim and supporting evidence. If satisfied:

VALIDATES AND

STAMPS

EUR.1 ACCOMPANIES
THE SHIPMENT

IMPORTER CLAIMS

PREFERENCE AT
IMPORT

stamps with official customs stamp and date. The certificate is now a legally
binding government document.

EUR.1 travels with the goods (or follows within 10 days for retrospective
issue). Importer presents at destination customs as proof of preferential
origin. Validity: 4 MONTHS.

Import declaration references the EUR.1. Customs grants preferential duty
rate. EUR.1 retained in the importer's file, must be available for verification
for 3-5 years.

POST-CLEARANCE
VERIFICATION RISK

Importing country may send EUR.1 to exporting country for verification. 10-
month response window. If verification fails: full MFN duty + penalties

assessed RETROACTIVELY.

COMMON EUR.1 ERRORS, COSTLY AND
AVOIDABLE

EUR.1, CRITICAL RULES

Threshold: >€6,000 requires EUR.1 unless
'Approved Exporter' status

Box 8 description does not match invoice, automatic
rejection of the preference at the border

Validity: 4 months from date of issue in exporting
country

EUR.1 issued retrospectively without formal
justification of exceptional circumstances

Only valid under the specific agreement cited on
the certificate

EUR.1 issued under wrong agreement for the
destination country

Goods must travel directly under the Non-
Manipulation rule

No 'Non-Manipulation Certificate' obtained when
goods transited a third country

Approved Exporter can issue invoice declarations
above €6,000

Supplier Declarations not maintained, origin claim
cannot survive verification audit

Retrospective issue possible within 12 months of
export (exceptional circumstances)

EUR.1 validity period expired by the time importer
presents it at destination customs

The EUR.1 Movement Certificate is the traditional 'sovereign proof' of preferential origin, issued and
stamped by the customs authority of the exporting country, certifying that the goods described meet the
origin requirements of the relevant trade agreement. Its legal force derives from this customs validation:
it is not a private commercial document but a certified government attestation. The most common and
costly EUR.1 error is a discrepancy between Box 8 (the goods description) and the commercial invoice.

213



This discrepancy, however minor in commercial terms, provides customs with a legitimate basis for
rejecting the preferential claim, forcing the importer to pay the full MFN duty.

EUR.1 Practical Rule: Box 8 must reproduce the invoice description EXACTLY, same terminology,
same HS code, same product specification. Any deviation provides grounds for rejection. For high-
volume exporters issuing EUR.1s regularly, a quality control checklist comparing Box 8 against the
invoice before submission to customs eliminates the most common and most costly EUR.1 error.
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THE EUR.1 CERTIFICATE:

HOW

IT WORKS

VERIFY PRODUCT MEETS 9

ORIGIN RULES
Confirm the product meets the specific List
Mlalai!seod-mh

EUR.T —
CRITICAL
RULES

2 Threshold:
>€6,000 requires
EUR.1 unless
"Approv

Exporter’ status
2 Validity: 4 months
from date of issue
in exporting
country

on the certificate

& Zero tolerance for
discrepancies.

cep
circumstances)

iy
1 anomatic

{a EEvpTmaEL |

SUBMIT TO EXPORTING
COUNTRY CUSTOMS

Present TUR.1 form with the export
declaration and documents to the

customs the exporting country
before or af the of mxport.

L is essemial Retrospactive issue |s

CUSTOMS VALIDATES il

AND STAMPS

(o oo |

EUR.1 ACCOMPANIES i
THE SHIPMENT

EUR.Y travels with the goods (or follows
within 10 days MW issue).

tmporter p
of erential .
Valany: 4 vaowTrE. oo

{3 - 4 MONTHS
LQE E.‘:..."" m“-'-'n‘m-uu Adnstinarion

Cisctaimes This informatsan is foe geneeal guidance Always consu®t affcial

IMPORTER CLAIMS

PREFERENCE AT IMPORT

tmport declaration references the EUR.1.
Qrants duty rate.

n-.:ml::mxmm--uu
Bbe available for for 3-5 yoars.

Cr o,

POST-CLEARANCE R

VERIFICATION RISK
Importing country send EUR.1
uml:: country ::' verification. 1
Al

0-month response window.
lm!‘x"mmo
penalties azsessed :

—Q—

COMMON EUR.
ERRORS —
COSTLY AND
AVOIDABLE

4 Box B d on
does not mal
lnvolc':'”m
preference at the border

O EUR. issued
retrospectiv
without forma
justification of
exceptional
circumstances

b EUR.Y issued
under \vronv
wgreement for the
destination country

£ No “Non-
Manipulation
Certificate’
obtained when
oods transited &
ird country

0\ Supplier
Declarations not
maintained — origin
claim cannot
survive verification
audit

EUR.T valld
& ?eﬂqd expir'z! by
he time importer
presents it at
destination customs

Y >
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7.6: Invoice Declaration & REX: Self-Certification

ALTERNATIVE ORIGIN PROOF INSTRUMENTS, THE MODERNIZATION TRACK

» INVOICE
DECLARATION
(below €6,000)

» INVOICE
DECLARATION
(above €6,000)

Any exporter includes specific prescribed legal text directly on the commercial
invoice for shipments below the threshold. No customs stamp required. Exporter's
own declaration.

ONLY exporters with 'Approved Exporter' authorization number can use invoice
declarations for high-value shipments. Authorization granted by customs after
compliance review.

» APPROVED
EXPORTER STATUS

Granted by customs to exporters with proven origin compliance record.
Authorization number printed on invoice declaration. High-volume exporters' primary
operational tool.

» REX (Registered
Exporter System)

» STATEMENT ON
ORIGIN (EU-UK TCA)

» FORM A (GSP
Certificate)

EU system for GSP imports from developing countries. Exporters register in REX
database. Self-certify origin on invoice. Replaces Form A and EUR.1 for GSP,
simpler administration.

For EU-UK trade under the Trade and Cooperation Agreement: exporters provide a
‘'statement on origin' on the commercial invoice. No specific form, exact legal text
specified in the agreement.

Traditional certificate used under the EU's Generalised Scheme of Preferences for
developing countries. Being progressively phased out as REX rollout continues
globally.

» WAIVER FOR LOW-
VALUE SHIPMENTS

» ELECTRONIC
ORIGIN DOCUMENTS

For personal shipments below ~€500: some agreements waive the requirement to
present formal origin proof. Threshold varies by agreement.

2026: EU Single Window enables electronic EUR.1 validation. Morocco's BADR
integrates electronic origin certificate management. Blockchain pilots for tamper-
proof origin verification underway.

The evolution from paper-based EUR.1 certificates toward self-certification systems (Approved
Exporter, REX) reflects customs' progressive move from pre-shipment documentary verification toward
post-shipment compliance monitoring. In the traditional EUR.1 system, the exporting country's customs
validates the origin claim before goods leave, providing high security but creating processing delays. In
the Approved Exporter and REX systems, trusted exporters self-certify origin, and verification is
deferred to the PCA phase, providing speed at the cost of pre-shipment validation.

The REX system represents the most significant modernization of origin proof in the EU's trade
facilitation toolkit. Replacing Form A and EUR.1 for GSP-eligible imports from developing countries,
REX allows registered exporters to self-certify origin for any value shipment by including a standardized
statement on the commercial invoice. Registration is free and online. For operators importing from
GSP-eligible countries, transitioning from EUR.1 to REX significantly reduces the administrative burden
of managing origin certification for high-volume, lower-value shipments. Legal Text, Zero Tolerance:
The wording of an invoice declaration is legally prescribed, it must follow the exact text specified in the
relevant trade agreement, including the exporter's authorization number (for approved exporters). Any
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variation in wording, synonyms, paraphrasing, translation errors, can invalidate the declaration and
result in loss of the preferential duty rate. The text should be copied verbatim from the agreement's
origin protocol and checked annually for amendments.

INVOICE DECLARATION & REX:
SELF-CERTIFICATION

Modernizing International Trade O Orlgin Proof Instruments

) &%
ALTERNATIVE ORIGIN o
— PROOF INSTRUMENTS —
el THE MODERNIZATION TRACK

INVOICE DECLARATION
(below €6,000)
Any exporter Includes specific

prescribed legal directly on
_the eommom:l lnvoleo for

= J a-3 L

APPROVED . W
EXPORTER STATUS 7
E-H oaeess El=
Authorization number printed on
REX invoice declars STATEMENT ON ORIGIN
(Registered Exporter System) (EU-UK TCA)
wmm&wmzm Foceuwundound.ru\.mdo
Exporters register in REX database,
Self.-cortify origin on invoice.

ntgl.onlormAwwll.Hw
GSP — simpler administration,

5-G&

FORM A WAIVER FOR
(GSP Certificate) LOW-VALUE SHIPMENTS
T certificate used under personal shipments below
the EU's oon.nl.:d Scheme -:..':00: some ::mmonu walve
for ping the i to formal
countries.
Bei reshold
REX rollout mnm glob?ﬂ';“ Thi varies by agreement.

ELECTRONIC ORIGIN
DOCUMENTS
2026: EV Single Window enables
lectronic EUR.) validation.

's BADR ir 1 i
origin certificate management.
1|

217



7.7: The PEM Convention: Pan-Euro-Mediterranean Zone

PEM CONVENTION, THE WORLD'S LARGEST CUMULATION ZONE

» GEOGRAPHIC SCOPE EU (27) + EFTA (Norway, Iceland, Liechtenstein, Switzerland) + Western
Balkans + Turkey + Faroe Islands + Southern Mediterranean: Morocco, Tunisia,
Algeria, Egypt, Jordan, Lebanon, Israel, Palestinian Territory.

» CORE INNOVATION DIAGONAL CUMULATION: materials from any PEM partner country count as
local content in any other PEM country, transforming 40+ bilateral FTAs into a
single regional manufacturing zone.

» DIAGONAL Moroccan garment factory uses EU-origin fabric — the EU fabric counts as
CUMULATION EXAMPLE Moroccan PEM content — finished garment qualifies for 0% EU duty. Morocco-
alone content would not have been sufficient.

» 2025 REVISED RULES Adopted 2025. Key change: replaces 'Direct Transport' with 'Non-Manipulation'
rule. Modernizes proof of origin. Expands REX. Transitional provisions
operational until 2027.

» NON-MANIPULATION Goods transiting a third country are still PEM-compliant if they were not
(NEW) subjected to operations beyond what is necessary to preserve them in good
condition. No longer requires continuous customs supervision.

» CUMULATION MATRIX NOT all PEM cumulation links are automatically active. The Cumulation Matrix
(updated quarterly by the EU Commission) specifies which bilateral links are
operational between specific country pairs.

» PRODUCT-SPECIFIC Each product at 6-digit HS level has its own specific rule in the agreement's

RULES Annex. Rules may differ between EU-Morocco, EU-Turkey, and other bilateral
pairs within the zone.

» VERIFICATION Exporting country customs verifies certificates upon request. 10-month response

MECHANISM window. Failure to verify or confirm = loss of preference + retroactive duty on all

shipments in the window.

The Pan-Euro-Mediterranean Convention is the most geographically ambitious cumulation framework
in the world, creating a single origin calculation zone spanning 40+ countries from Iceland to Jordan
and from Morocco to Ukraine. Its core innovation is diagonal cumulation: materials originating in any
PEM partner country can be used in production in another PEM country and treated as local content
when the finished product is exported to a third PEM country. This transforms what would otherwise be
a fragmented network of bilateral FTAs into a regional manufacturing ecosystem where supply chains
can span multiple countries without losing origin status.

Morocco is one of the most commercially active PEM participants. Morocco's manufacturing sector,
particularly in automotive (Renault, Stellantis), aeronautics (Safran, Airbus supply chains), and textiles,
is fundamentally structured around PEM cumulation. Moroccan manufacturers regularly source
components from multiple EU member states, Tunisian partners, and Turkish suppliers, combining
these inputs in Moroccan production facilities and exporting to the EU at zero tariff.
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Before claiming diagonal cumulation, always verify the current status of the specific bilateral link in the
current Cumulation Matrix. Claiming cumulation on an inactive link is equivalent to filing an incorrect
origin certificate, with all the retroactive duty and penalty consequences that implies.
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=~~~ THE PEM CONVENTION: —~
PAN-EURO-MEDITERRANEAN ZONE

{€B)y

PEM CONVENTION —
THE WORLD'S LARGEST
CUMULATION ZONE

DIAGONAL CUMULATION

EXAMPLE
= — O
—

CORE INNOVATION

DIAGONAL CUMULATION
materials from any PEM partner
country count as local content

in any other PEM country —
transforming 40+ bilateral GEOGRAPHIC SCOPE
FTAs into a single regional

manufacturing zone Moroccan garment factory uses
EU-origin fabric -+ the EU fabric

counts as Moroccan PEM content

EU (27) + EFTA (Norway, Iceland,
Liechtenstein, Switzerland) +
Western Balkans + Turkey +
Faroe Islands + Southern
Mediterrancan: Morocco, Tunisia,
Algeria, Egypt, Jordan, Lebanon,

israel, Palestinian Territory
2025 REVISED RULES

Adopted 2025,

Key change: replaces "Direct Transport™
with “Non-Manipulation” rule.
Modernizes proof of origin. Expands REX.
Transitional provisions operational until 2027,

+ finished garment qualifies For
0% EU duty. Morocco-alone content
would not have been sufficient.

£ NON-MANIPULATION (NEW)

Goods transiting a third country are still
PEM-compliant if they were not subjected
to operations beyond what is necessary to
preserve them in good condition. No longer
requires continuous customs supervision

CUMULATION MATRIX
NOT all PEM cumulation links PRODUCT-SPECIFIC RULES

are automatically active, The =
Cumulation Mat!lu (updated Each product at 6-digit HS level
quarterly by the EU Commission) . has its own specific rule in the
specifies which bilateral links are agreement’s Annox. Rules may
operational between specific differ between EU-Morocco,
country palrs. : EU~Yur}(ey, and other
bilateral pairs within the zone.

Exporting country customs verifies
certificates upon request,
10-month response window.
Fallure to verify or confirm = loss of
preference + retroactive duty on all
shipments in the window.
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7.8: Cumulation: Bilateral, Diagonal, Regional

CUM.FJJ‘ISE—'ON HOW IT WORKS COMMERCIAL EXAMPLE
Materials originating in Country A EU-Morocco: EU-origin fabric used by
can be used in Country B and Moroccan garment factory counts as
BILATERAL treated as B-origin when exported Moroccan gontent Moroc)::an-ori in
CUMULATION to A. Only between the two ntent. 9
) ; . leather used in EU shoe factory counts
contracting parties of the specific
as EU content.

agreement.

Materials from ANY country in a PEM Zone: Tunisian-origin zipper +

multi-country zone count as local Turkish-origin button + Moroccan-origin
DIAGONAL o -

content throughout the zone. The fabric = all PEM-origin for a garment
CUMULATION . . - .

zone is treated as a single origin assembled in Morocco for export to EU

area for eligible goods. at 0% duty.

Any processing performed in any EU internal: processing operations

country in the zone can be across multiple EU member states can
FULL - -

accumulated, even if insufficient to be added together to meet a value-
CUMULATION o . . ]

confer origin on its own. More added threshold that no single country's

generous than diagonal cumulation. | operations would achieve alone.

Cumulation with a third country that ii d hi .

has a compatible FTA with both Specific tra e architecture scenarios
EXTENDED : i . where the third country has compatible

parties, even if not itself a zone o : .
CUMULATION T origin rules. Requires explicit agreement

member. Complex and limited in s

X provision, cannot be assumed.

practice.

Not all cumulation links are Morocco-Lebanon PEM link: may be
CUMULATION automatically active. The EU listed but inactive. Morocco-Algeria:
MATRIX, Commission Cumulation Matrix under review. Always verify the specific
ALWAYS CHECK specifies which specific bilateral bilateral link before claiming diagonal

links are active each quatrter. cumulation for a specific supply chain.

THE CONCEPT

Cumulation is the most powerful supply chain design tool in the rules of origin toolkit. It allows
manufacturers to source materials from partner countries without those materials being treated as non-
originating foreign content, effectively expanding the 'domestic' pool of qualifying inputs to include the
entire cumulation zone. The commercial implication is enormous: a Moroccan garment manufacturer
who cannot meet the EU-Morocco agreement's origin rule using only Moroccan materials (because
Moroccan fabric production capacity is limited) can meet the rule by using EU-origin fabric, which
counts as PEM-zone content under diagonal cumulation.

The USMCA's Regional Value Content requirements represent the most demanding cumulation
framework in any major trade agreement. Requiring that qualifying vehicles contain 75% North
American content, with 40% produced by workers earning at least $16/hour, has fundamentally
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reshaped automotive supply chains in the North American region, incentivizing near-shoring of
component production from Asia to Mexico and the USA. This demonstrates how cumulation rules,
when combined with value-content requirements, become powerful instruments of industrial policy as
well as trade facilitation. RCEP Cumulation: The Regional Comprehensive Economic Partnership
(RCEP), covering 15 Asia-Pacific countries including China, Japan, South Korea, Australia, and
ASEAN members, established the world's largest trading bloc by cumulative GDP in 2022. RCEP's
cumulation provisions allow materials from any of the 15 members to count as local content in any
other member's production, creating a 2.3 billion person cumulation zone that is reshaping Asian supply
chain architecture, particularly in electronics, automotive, and chemical sectors.
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CUMULATION:
BILATERAL, DIAGONAL, REGIONAL
TABLE

C”M.}’YL;J'ON HOW IT WORKS COMMERCIAL EXAMPLE

3

DIAGONAL
CUMULATION

FULL
CUMULATION

EXTENDED
CUMULATION

ALWAYS CHECK

7.8: Insufficient operations: What never confers Origin ?

OPERATION, NEVER CONFERS

ORIGIN

+ Materials originating In
Country A can be used In
Country B and treated as

B-origin when exported to A.

* Only between the two
contracting parties of the
specific agreement.

Materials from ANY country
in a multi-country zone
count as local content
throughout the zone.

= The zone is treated as a
single origin area for
eligible goods.

+ Any processing performed
in any cou in the zone
can be accumulated —
even if insufficient to confer
origin on its own.

= More generous than
diagonal cumulation.

Cumulation with a third
country that has a
compatible FTA with both
parties — even if not itself
a zone member.

+» Complex and limited in
practice.

Not all cumulation links
are automatically active.

The EU Commission
Cumulation Matrix
s?eciﬁes which specific
bilateral links are active
each quarter.

EU-Morocco: EU-origin fabric used
by Moroccan garment factory
counts as Moroccan content.
Moroccan-origin leather used in EU
shoe factory counts as EU content.

=

PEM Zone: Tunisian-origin zipper +
Turkish-origin button + Moroccan-
origin fabric = all PEM-origin for a
garment assembled in Morocco for
export to EU at 0% duty.

Tunisia

EU internal: processing operations
across multiple EU membaer states
can be added together to meet a
value-added threshold that no single
c?untry's operations would achieve
alone.

Value-added

Specific rade
architecture
scenarios where
the third country
has compatible
origin rules.

Requires explicit agreement
provision — cannot be assumed.

Morocco-Lebanon
PEM link: may be
listed but inactive.

Morocco-Algeria: o "
under review. ‘ ::7:-." é’::.'.'l...
Always verify the specific
bilateral link before claiming

diagonal cumulation for a specific
supply chain.

WHY IT IS LEGALLY INSUFFICIENT

Simple packaging, bagging,
bottling, or canning

commercial identity.

Logistical act, does not change the product's nature, character, or

Affixing labels, stickers, logos,
or barcodes

Marking an item does not transform it. A product marked 'Made in
Morocco' via a sticker is not Moroccan-origin.
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Simple washing, cleaning,
dusting, or removing coatings

Preservation operations, maintain the product in good condition for
transport or storage.

Simple painting or polishing

Surface treatment without change in function or nature. Application of a
coating does not transform the underlying product.

Ironing or pressing textiles

Basic finishing that restores presentation quality. Not a manufacturing
operation.

Peeling, pitting, shelling, or
skinning fruits and vegetables

Preparatory food handling. Removes inedible portions but does not
transform the underlying agricultural product.

Simple cutting, grinding, or
slicing of materials

Size reduction without change in composition or character. Grinding
Chinese grain in Morocco does not make it Moroccan.

Slaughter of animals

The slaughter itself does not transform origin. Meat cut from an animal
has the origin of where the animal was raised, not where it was
slaughtered.

Simple mixing of products, even
if different species

Mixing that doesn't change fundamental characteristics. Blending Chinese
and Moroccan olive oil creates neither Chinese nor Moroccan olive oil.

Simple assembly using screws,
bolts, or basic tools

Assembly requiring only basic tools and no specialized skill. 'Screwdriver
factories' do not confer origin.

Division or assembly of
packages

Breaking large shipments into smaller units or consolidating small
shipments. Pure logistics, no transformation.

COMBINATION RULE, Non-
Cumulative

Performing MULTIPLE insufficient operations together does NOT create
substantial transformation. The sum of minimal operations is always
minimal. No exceptions.

The insufficient operations list is one of the most commercially important elements of origin law, and
one of the most frequently ignored by operators attempting to 'build in' origin through minimal
processing. The list exists specifically to prevent companies from routing goods through a preferred-
origin country for superficial processing before export, claiming preferential origin and accessing FTA
duty benefits intended for genuine domestic manufacturers.

The 'screwdriver factory' scenario, assembly in a preferential-origin country using imported
components, with only basic tools adding minimal local value, is the archetypal insufficient operations
case. U.S. CBP, EU customs, and the GACC have all issued extensive guidance on what distinguishes
‘genuine manufacturing' from 'simple assembly." The key factors are: the complexity of the assembly
process, the degree of local value added, and whether the operation represents a genuine industrial
investment or merely logistics-optimization for regulatory arbitrage. Modern customs Al systems

analyze transaction patterns specifically to identify screwdriver factory scenarios.
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INSUFFICIENT OPERATIONS:

WHAT NEVER CONFERS ORIGIN
TABLE

OPERATION — NEVER CONFERS ORIGIN

2\, WHY IT IS LEGALLY INSUFFICIENT

Simple packaging, b ing,
bottling, or ca?'migng . @"a

Affixing labels, stickers,
logos, or barcodes

Simple washing, cleaning,
dusting, or removing coatings

Simple painting or polishing ﬁ

Ironing or pressing textiles g

Peeling, pitting, shelling,
or skinning fruits and

vegetables »
Simple cutting, grinding, K=
or slicing of materials e

e

Slaughter of animals

O .

Logistical act — does not change the
’:roduct’s nature, character, or commercial
dentity.

Marking an item does not transform it. A
product marked ‘Made in Morocco’ via a
sticker is not Moroccan-origin.

Preservation operations — maintain the
product in good condition for transport or
storage.

Surface treatment without chan?e in
function or nature. Application of a coating
does not transform the underlying product.

Basic finishing that restores presentation
quality. Not a manufacturing operation.

Preparatory food handling. Removes
inedible portions but does not transform the
underlying agricultural product.

Size reﬂuctlon without c;ang; in
composition or character. Grinding Chinese
grain in Morocco does not make it Moroccan.

The slaughter itself does not transform
origin. Meat cut from an animal has the
origin of where the animal was raised — not
where it was slaughtered.

O 0/ 0 0 0 /0 0 0 0 0

Simple mixing of products,
even if different species

S;mple assemﬁy using
screws, bolts, or basic tools %}
SCREWDRIVER FACTORIES

e

Division or assembly
of packages

Mixing that doesn’t change fundamental
characteristics. Blending Chinese and
Moroccan olive oil creates neither Chinese
nor Moroccan olive oil.

Assembly requiring only basic tools and
no specialized skill. ‘Screwdriver factories’
do not confer origin.

B;aki;g Iar;e slﬁmm into smaller
units or consolidating small shipments.
Pure logistics — no transformation.

N

A\ COMBINATION RULE — Non-Cumulative

Performing MULTIPLE insufficient operations together does NOT create substantial
transformation. The sum of minimal operations is always minimal. No exceptions.

>
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7.9: Origin verification: The Audit risks

REASONABLE DOUBT | Importing country customs identifies a basis for doubt: price too low, unusual
) IDENTIFIED logistics route, product from a country not known for that manufacturing, or
an intelligence alert.
©) VERIFICATION Formal verification request to exporting country's customs: copy of EUR.1 +
REQUEST SENT grounds for doubt + shipment details. Clock starts.
EXPORTING Contacts the exporter and requests: Supplier Declarations, production
©) COUNTRY REVIEWS records, input purchase invoices, factory inspection reports, yield
calculations.
10-MONTH Exporting country has 10 months to respond with verification result. No
O) RESPONSE WINDOW response within 10 months: preferential treatment automatically suspended
on all certificates of this type.
® OUTCOME A: Origin confirmed by exporting customs. EUR.1 valid. Preference maintained.
CONFIRMED File closed. No additional duty.
OUTCOME B: Origin rejected or unverifiable. Full MFN duty assessed retroactively on all
B) REJECTED shipments in verification scope. Interest and penalties applied. Guarantee
may be drawn.
SCOPE: ALL SIMILAR If multiple shipments used similar certificates: ALL may be subject to
@) SHIPMENTS retroactive assessment for the full 3-year verification period. One invalid
certificate can cascade to many.
IMPORTER BEARS Importer claimed and received the preferential treatment. Even if exporter
PRIMARY RISK issued a fraudulent EUR.1, the importer pays the retroactive duty. Recourse
against exporter is separate civil litigation.

VERIFICATION TRIGGERS

DEFENCE DOCUMENTATION

Price significantly below market level for
country of origin

Supplier Declarations for ALL non-originating inputs, signed,
dated, retained 5+ years

Product from a country not known to
manufacture that type of goods

Bill of Materials linking each input to its origin certificate or
purchase record

Intelligence alert about specific exporter
or known fraud ring

Production records showing the manufacturing process step by
step

Goods transited through multiple non-
partner countries before arrival

Non-Manipulation Certificate from each transit country customs
authority

Origin certificate contains visual
inconsistencies in stamps or format

Copies of Approved Exporter authorizations with current validity
dates

Pattern of multiple small shipments just
below value thresholds

Written origin analysis for each product category, retained in
origin file

226



VERIFICATION
TRIGGERS

 |mporting country customs
identifiens a Cor tor for
doubt:

e Price significantly below
market level for country
of origin

e Product from a country
not known to manufacture
that type of goods

e Intelligence alert about
specific exporter or
known fraud ring

e Goods transited
through specific
exporter before
arrival.

* Goods transited through
multiple non
nop-partner countries
countyipe.

 Goolligransited
through multiple
non-partner countries
before arrival.

Goods transicate
contains visual

* Origin certificate contains
viconsistencies in stamps
or format

e Pattern of multiple
small shipments just below
value thresholds

REASONABLE DOUBT IDENTIFIED

Importing country customs identifies a basis
for douo! prica o low, unusaal logistics

roue, prodily & Country not known for
that manufachuring, or an imeligence alert

VERIFICATION REQUEST SENT

Formal venfication request to clEport—
ing country’s customs: copy of EUR.
EUR.1 + prounds for doubt + shipment
detads. Clock starts

EXPORTING COUNTRY REVIEWS
Contacis the expotts
Declarations, pro o ut
purchase invoices, factory Inspection
reports, yield calculations

10-MONTH RESPONSE WINDOW

Exporting country has 10 monis to respond
with verification result. No respanse within
10 months: prefevential reatmant
aulomalically suspends, yield calculations.

OUTCOME A: CONFIRMED

Origin confirmed by exporling customs.
EUR.1 valid. Preference maintained,
File closed. No additional duty

OUTCOME B: REJECTED

Ovigin rejected or unverifisble. Full MFN
duty assessed assesgsment for the full
3-year venfication perfod. One invalid
cerlificate can cascade to many.

IMPORTER BEARS PRIMARY RISK

Importer claimed and received the prefe~
rential treatiment. Even If &xporter
issued a fraudulent EURY, the importer
pays the ratroactive duty. Recourse
against exporter is separate civil litigation,

requests. Suppler

DEFENCE
DOCUMENTATION

 Supplier Declarations
for ALL non-originatieng
inputs — signed, dated,
retained 5+ years

« Bill of Materials linking
input its origin certificate
or purchase record

« Bill of Materials linking
each input to Iits shipartne:
or countries before arrival.

e Interest and penalties
applied. Guarantee may
of tis drawn.

SCOPE: ALL

SIMILAR SHIPMENTS
o |f multiple shipmem uset

similar certifica.

retroactively on all

verification scope.

and penalties applied.
Guardficate to mawn.

 Production records
showing the manufacturing

process step by step

* Non-Manipulation
certificate from each transit
country customs authority

e |f mduction trezament
authorizations with
current validity dates

« Copies of Approved
Exporter authorizations
wurrent validity dates

o Written origin
analysis for each
product category,
retained in origin file
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7.10: USA & China Origin Rules: A comparison

USA ORIGIN RULES, CBP APPROACH

NON-PREFERENTIAL: The 'Substantial
Transformation' Doctrine. CBP administrative
precedent + judicial decisions. No single codified
rule, case-by-case analysis dominant.

THREE-PRONGED TEST: A product is
substantially transformed in Country X if the last
manufacturing in X resulted in a product with a
new NAME, CHARACTER, or USE.

CHINA ORIGIN RULES, GACC APPROACH

NON-PREFERENTIAL: The 'Dual-Threshold' System.
GACC applies clear, codified, mathematical approach.
2018 Provisions govern.

PRIMARY TEST: Change in Tariff Classification
(CTC). The non-originating materials must change at
the 4-digit HS heading level in the processing country.

NAME: Has the product acquired a new
commercial name? Yarn — fabric — garment =
new name at each transformation stage.

SECONDARY TEST (if CTC insufficient): 30% Value-
Added Rule. Value added in the last country of
processing must exceed 30% of the ex-works price of
the finished product.

CHARACTER: Has the product's essential physical
or commercial character changed? Specialized
assembly that changes character confers origin.

PREFERENTIAL RULES (FTAs like ACFTA): More
demanding. 40% Regional Value Content required in
many Chinese FTAs. Formula: (FOB Price — Non-
Originating Materials) / FOB Price = 40%.

USE: Has the product's primary use changed?
Raw chemical converted into pharmaceutical =
new use. New use = new origin.

PREFERENTIAL (USMCA): Tariff Shift + 75% RVC
for automotive + Labor Value Content (40% at
2$16/hour) + 70% Steel/Aluminum from North
America.

GACC COMPLIANCE: Highly dependent on precise
cost accounting. Chinese Customs maintains one of
the world's most sophisticated laboratory networks for
technical origin verification.

2026 CHINA STRATEGY: Many Chinese
manufacturers moving final assembly to Mexico or
Vietnam. CBP and GACC both increasingly
scrutinizing whether the assembly constitutes genuine
transformation.

SIMPLE ASSEMBLY: Does NOT confer US origin if
only basic operations. CBP ‘complexity test':
specialized training + precision equipment =
substantial transformation.

SIMPLE ASSEMBLY in RCEP Context: China has
codified 'simple assembly' more strictly in RCEP
dealings to prevent neighbor countries becoming mere
transshipment hubs for Chinese goods.

THE CONCEPT

The USA's and China's origin determination philosophies represent opposite ends of the codification
spectrum. The USA's common law approach, case-by-case CBP rulings, emphasis on qualitative
judgment about whether a process resulted in a new name, character, or use, produces flexibility but
also unpredictability. For a company planning a manufacturing investment, not knowing whether the
planned assembly operations will constitute 'substantial transformation' under US law until a CBP ruling
is issued creates real commercial risk. China's codified mathematical approach, change in 4-digit
heading OR 30% value-added, provides immediate predictability but less flexibility for edge cases.

In 2026, the interaction between US Section 301 tariffs on Chinese goods and origin rules has created
the most commercially significant origin battleground in decades. Companies restructuring supply
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chains to route Chinese inputs through Mexico or Vietnam must demonstrate genuine substantial
transformation in those countries, not merely a logistics waypoint. CBP has issued multiple rulings in
2024-2025 finding that assembly of Chinese components in third countries does not change Chinese
origin when the assembly operations are simple and the assembled product's essential character
derives from the Chinese inputs. These rulings have reshaped the economics of supply chain
diversification strategies globally.
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USA & CHINA ORIGIN RULES: A COMPARISON
COMPARISON TABLE

USA ORIGIN RULES
- CBP APPROACH

CHINA ORIGIN RULES »
— GACC APPROACH

NON-PREFERENTIAL

The "“Substantial Transformation”
Doctrine. CBP administrative precedent
+ judiclal decisions. No single codified
rule — case-by-case analysis dominant.
(Emphasis: Philosophical Difference -
Case-by-Case).

The "Dual-Threshold” System. GACC
applies clear, codified, mathematical
approach. 2018 Provisions govern,
(Emphasis: Philosophical Difference -
Mathematical Codification).

PRIMARY TEST

THREE-PRONGED TEST: A product
is substantially transformed in
Country X if the last manufacturing
in X resulted in a product with a new
NAME, CHARACTER, or USE.

PRIMARY TEST: Change in Tariff
Classification (CTC).

The non-originating materials must
change at the 4-digit HS heading level
in the processing country.

&

NAME TEST

NAME: Has the rroduct acquired a
new commercial name?

Yarn - fabric -+ garment = new name
at each transformation stage.

SECONDARY TEST (if CTC insufficient):
30% Value-Added Rule. Value added

in the last country of processin

must exceed 30% of the ex-works

price of the finished product.

CHARACTER TEST

CHARACTER: Has the product's

essential physical or commercial

character changed?

Sgeclallzed assembly that changes
racter confers origin.

PREFERENTIAL RULES (FTAs like
ACFTA): More demanding.

40% Regional Value Content required
in many Chinese FTAs.

Formula: (FOB Price — Non-Originating
Materials) / FOB Price = 40%,.

40%

USE TEST

USE: Has the product’s primary use
changed?

Raw chemical converted into
pharmaceutical = new use.

New use = new origin.

PREFERENTI

PREFERENTIAL (USMCA): Tariff Shift
+ 75% RVC for automotive + Labor
Value Content (40% at =S16/hour) +
70% Steel/Aluminum from North
America.

GACC COMPLIANCE: Highly
dependent on precise cost accounting.
Chinese Customs maintains one of the
world’s most sophisticated laboratory
networks for technical origin
verification.

RVC
AL RULES

2026 CHINA STRATEGY: Many

Chinese manufacturers movlng final
assembly to Mexico or Vietnam. CBP .)
and GACC both increasingly scrutinizing

whether the assembly constitutes
genuine transformation.

SIMPLE ASSEMBLY

SIMPLE ASSEMBLY: Does NOT
confer US origin if only basic
operations. CBP “complexity test”:
specialized training + precision
equipment = substantial
transformation.

SIMPLE ASSEMBLY in RCEP Context:
China has codified “simple assembly”
more strictly in RCEP dealings to
prevent neighbor countries becoming
mere transshipment hubs for Chinese
goods.

®
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Rules of Origin Sectoral Detail

Textriles

Rules: Double transfor-
mation, fabrics woven,
garments sewn in
originating country.

USMCA: yam-forward rule.

Challenge: Prevents ‘cut
and sew’ on imported
fabric; sourcing within
zone is mandatory.

Electronics

SHANN000 S0
SN2
=2 N
Skt eeee

Rules: 35-50% local
content; specific
component
manufacturing.

Challenge:
Rapid evolution of HS
codes changes origin
rules frequently.

Automative

ool

Rules: 75% RVC, 40%
LVC, 70% Regional
Steel/Aluminum.

Challenge: Complex
value tracking across
suppliers requires
ERP integration
and wage-tracking.

Chemicals

Rules: Specific chemical |

re reactions must
occur in originat-
ting country.

Challenge:

Detailed
documentation and
lab certificates for
reactions required.

Food

¢

Rules: "Wholly Obtained”
or "specific process’.

Challenge: Blending
of imported inputs
rarely confers origin;
requires process
verification.

\

=

XY

Rules: “Melt and pour” |
rules for automotive
content. ‘

Challenge:

Verifying original

melting melting ‘
source across a

complex distributor
network.
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Origin Master Map

RULES OF ORIGIN MASTER MAP

» DUAL LOGIC

Wholly Obtained (single country, simple) + Substantial Transformation (last
major transformation). Two legal categories, governed by different evidence.

» 3 TRANSFORMATION
METHODS

» NON-PREFERENTIAL
vs. PREFERENTIAL

CTC (tariff shift) - Value-Added (RVC %) - Specific Process (named operation).
Modern FTAs use List Rules combining methods by HS code.

Different purposes, different instruments, different legal bases. Both must be
determined correctly for the same product.

» EUR.1&
ALTERNATIVES

EUR.1: sovereign proof, 4-month validity, Box 8 must match invoice exactly.
Invoice Declaration: approved exporters. REX: developing countries GSP
modernization.

» PEM CONVENTION

» CUMULATION TOOLS

40+ countries, diagonal cumulation. 2025 Revised Rules: Non-Manipulation
replaces Direct Transport. Cumulation Matrix: verify activation before each use.

Bilateral - Diagonal - Full - Extended. The most powerful supply chain design
tool in the origin toolkit. Always check the Cumulation Matrix.

» INSUFFICIENT
OPERATIONS

» VERIFICATION RISK

Simple packaging, labelling, washing, mixing, slaughter, simple assembly =
NEVER confer origin. Cumulative minimal operations still = minimal.

3-year window. Mutual Administrative Assistance. 10-month exporting-country

response. Importer bears retroactive duty risk. Supplier Declarations are the

defence.
> USA: Case-by-case CBP rulings. USMCA: 75% RVC + LVC + Steel/Aluminum rules.
NAME/CHARACTER/USE Section 301 + origin = 2026's highest-stakes compliance area.
SYNTHESIS

Chapter 7 has built the complete rules of origin competence from first principles. The key insight: origin
is a legal determination, not a geographical observation. The physical location where a product was
made is the starting point, but the legal determination of origin depends on meeting specific criteria
defined in trade agreements, measured by prescribed methods, proven by specific documents, and
verified through formal administrative cooperation mechanisms. Companies that treat origin as a
compliance filing exercise consistently miss opportunities to design origin-qualifying supply chains that
capture millions in available FTA benefits. Companies that treat origin as a strategic design variable
consistently outperform on landed cost.

Tariff classification and rules of origin are the twin pillars of customs intelligence. Classification
determines what you pay. Origin determines whether you pay at all. The practitioner who masters both
operates at the highest level of customs strategy, turning the complexity of the international trade
framework into a systematic source of competitive advantage for every client they serve.
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—— CHAPTER 7 —
RULES OF ORIGIN |*
MASTER MAP

DUAL LOGIC

¢ ~ 3 TRANSFORMATION
Wholly Obtained (single country, simple) ‘' METHODS

+ Substantial Transformation
(last major transformation) CTC (tariff shift) - Value-Added (RVC %)
- Specific Process (named operation)

Two legal categories, governed by
different evidence. Modern FTAs use List Rules combining
methods by HS code.

== NON-PREFERENTIAL
vs. PREFERENTIAL ‘ s £
B ALTERNATIVES

Different purposes, different
instruments, different legal bases

« EUR.1: sovereign proof, 4-month validity,

Box 8 must match invoice exactly

Both must be determined correctly
for the same product.
* Invoice Declaration: approved exporters
« REX: developing countries GSP modernization.
@ PEM CONVENTION g
40+ countries, diagonal cumulation e ) cu¥8&§|0N @
2025 Revised Rules: Non-Manipulation %
replaces Direct Transport Bilateral - Diagonal - Full - Extended
Cumulation Matrix: verify activation The most powerful supply chain

design tool in the origin toolkit.

before each use.
Always check the Cumulation Matrix.
INSUFFICIENT =%
OPERATIONS J‘ @

/ VERIFICATION RISK
Simple packaging, labelling,
washing, mixln&’élaughter, simple
assembly = NEVER confer origin
Cumulative minimal o ions
still = minimal.

3-year window

Mutual Administrative Assistance

10-month exporting-country response

Importer bears retroactive risk
Supplier Declarations are the defence.

= 54 African countries

« 30% value-added general rule

* Morocco as dual EU-Africa gateway

+ Sustainability-linked origin concepts
emerging for 2027+.

CHAPTER SYNTHESIS

AR = Origin is a legal determination, not a geographical observation.
(- @ - Companies that treat origin as a strategic design variable
-

USA: NAME/
CHARACTER/USE

Case-by-case CBP rulings
USMCA: 75% RVC + LVC +
Steel/Aluminum rules
Section 301 + origin = 2026's
highest-stakes compliance area.

AFCFTA & NEW
FRAMEWORKS

consistently outperform on landed cost.
= The 2026 origin environment rewards expertise.
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Concept 8: Customs Value - The
Taxable Base

"In 2026, customs value is the financial DNA of every import transaction. The era of under-
invoicing is over, Al audits every invoice and cross-references every bank transfer in real time.
The importer who masters valuation controls their duty bill; the importer who guesses it inherits a
retroactive audit."

Customs value is the third and final pillar of every import declaration, alongside HS classification and
rules of origin, and the one most directly producing the financial outcome of a shipment. The customs
value is the taxable base: the number to which the duty rate is applied to produce the import duty. A
product correctly classified and correctly certificated for origin, but incorrectly valued, generates the
wrong duty amount. Systematic undervaluation discovered in a post-clearance audit creates retroactive

duty demands across an entire import history, with interest and penalties compounding every affected
declaration.
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8.1: The WTO Valuation Framework: 6-Method Hierarchy

WTO AGREEMENT ON CUSTOMS VALUATION, THE COMPLETE FRAMEWORK

» LEGAL BASIS WTO Agreement on Customs Valuation (Article VII GATT 1994). Applies to
164 WTO members. Replaces the 1979 GATT Tokyo Round Code. Binding on
all signatories. Implemented in each country's national customs code.

p» CORE PRINCIPLE Customs value = the ACTUAL COMMERCIAL VALUE of goods at time of
importation. Not an arbitrary or fictitious value. Reflects the real price in a
genuine commercial transaction.

» 6-METHOD Methods must be applied in strict sequential order: (1) Transaction Value — (2)

HIERARCHY Identical Goods — (3) Similar Goods — (4) Deductive Value — (5) Computed
Value — (6) Fallback. Cannot skip a method without legal justification.

» METHOD 1 Approximately 95% of all global import valuations use Transaction Value. The

DOMINANCE five fallback methods handle only edge cases: gift shipments, non-commercial

imports, related-party distorted prices.

p CIF vs. FOB DIVIDE Most WTO members (EU, Morocco, China) use CIF value: invoice + freight +
insurance to port of destination. USA uses FOB value: price at port of export
only. Same goods = different customs value depending on destination.

» CUSTOMS VALUE # Customs value is CONSTRUCTED: invoice price + mandatory

INVOICE additions (freight, insurance, assists, royalties) — permitted deductions
(post-importation costs). The invoice is the starting point, not the final
answer.

» BURDEN OF PROOF The IMPORTER bears the burden of establishing the correctness of
the declared value. If customs doubts the value, the importer must
respond with documentary evidence or accept the authority's

reconstruction.
» REFERENCE All major customs IT systems maintain reference price databases per
DATABASES HS code. Values significantly below the benchmark trigger automatic

flags and shift the burden of proof to the importer immediately.

» RETROACTIVE RISK Post-clearance audits cover 3-5 years. Systematic undervaluation
creates a liability calculated across ALL affected declarations in that
window, with interest from each original declaration date.

The WTO Agreement on Customs Valuation is the international legal framework governing how
customs authorities calculate the taxable base for import duties across all 164 WTO member countries.
Its foundational principle, that customs value should reflect the actual commercial value of goods, was
a deliberate break from pre-WTO practice, when many countries used officially notified 'minimum
values' or 'reference prices' regardless of the actual price paid. The WTO Agreement replaced these
arbitrary systems with a transaction-based approach that gives primacy to the real price agreed
between buyer and seller. The six-method hierarchy prevents customs authorities from arbitrarily
adopting whatever valuation method produces the highest duty. When Method 1 cannot apply, there is
a defined, non-discretionary sequence that must be followed in order. This legal structure protects
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legitimate low-price transactions from administrative price reconstruction while providing tools to deal
with situations where no genuine transaction price exists.
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THE WTO VALUATION FRAMEWORK:
6-METHOD HIERARCHY

@

‘ WTO
‘ A AGREEMENT
\ ON CUSTOMS

VALUATION —

LEGAL BASIS %5\ FRAMEWORK CORE PRINCIPLE

WTO Agreement on Customs = Customs value = the ACTUAL
Valuation (Article VII GATT 1994). COMMERCIAL VALUE of goods

= Applies to 164 WTO members. at time of importation,

- Replaces the 1979 GATT Tokyo Round Code. oo dobb oo dbnserongcbimnant
* Binding on all signatorles. genuine commertial transsction.
= Implemented in each country’s

national customs code

(1) (2) (6)
7852\ 88 = 7 :

TRANSACT'ON IDENTICAL SIMILAR DEDUCTIVE COMPUTED FALLBACK
(Mos! nmon GOODS GOODS VALUE VALUE

Methods must be applied in strict sequential order:
D@ D>@D->E»>®

Cannot skip a method without legal justification.

METHOD 1 DOMINANCE d b CIF vs. FOB DIVIDE

Approximately 95% of all global
import valuations use
Transaction Value,

The five fallback methods handle
only edge cases: gift shipments, * USA uses FOB'v.luo
non-commercial imports, (El:-"v;‘&mf?;‘cm":) g:?y' at port of export
S sk A s pnces Insurance to gon « Same goods = different
of destination. customs value depending
on destination.

CUSTOMS VALUE 3 INVOICE

CUSTOMS VALUE IS CONSTRUCTED:
M-nd.tnry Permitted ]

INV + itions Deductions
PRICE (f lmunnee = (postimportation
asuists, royalties) costs)
F The invoice is the starting point, not the final answer.

BURDEN OF PROOF REFERENCE DATABASES

« All major customs IT systems maintain
reference price databases per HS code.

= Values significantly below the benchmark
trigger automatic s and shift the burden
of proof to the importer immediately.

+ The IMPORTER bears the burden of
establishi thc correctness of the
declared va

= if customs doubts the value, the
importer must nspond with

)

tary e or accept the
-mhomy 's reconstruction.

RETROACTIVE RISK

Post-clearance audits cover 3-5 years.
Systematic undervaluation creates a liability calculated

across ALL affected declarations in that window —
with interest from each original declaration date.
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8.2: Method 1: Transaction Value - The Primary Rule

METHOD 1, TRANSACTION VALUE: THE COMPLETE ACCEPTANCE CHECKLIST

DEFINITION The price actually paid or payable for the goods when sold for export to the
country of importation. The actual commercial price, not a list price, reference
price, or estimate.

'ACTUALLY PAID OR All payments made or to be made as a condition of the sale, including deferred
PAYABLE' payments, conditional rebates, and any value of goods/services provided by the
buyer to the seller.

TEST 1: NO RESTRICTIONS Buyer must have no restrictions on disposition or use of the goods (except:
ON USE geographic restrictions; conditions that don't affect value; minor conditions not
affecting the price).

TEST 2: NO UNVALUED The sale must not be subject to conditions for which a value cannot be

CONDITIONS determined. 'l sell you laptops if you also buy my spare parts' = FAILS this test.

TEST 3: NO PROCEEDS No part of proceeds from subsequent resale, use, or disposal of goods accrues

REVERT TO SELLER back to the seller, unless a specific adjustment can be made to the transaction
value.

TEST 4: RELATIONSHIP If buyer and seller are related (parent-subsidiary, partners, employer-employee,

TEST sole agents), the transaction value is only accepted if the relationship did NOT
influence the price, proven by Circumstances of Sale test OR Test Values
method.

MANDATORY ADDITIONS Selling commissions - packing costs - assists (materials, tools, designs supplied

free) - royalties and licence fees - post-importation proceeds - freight and
insurance (CIF countries).

PERMITTED DEDUCTIONS Post-importation inland transport - installation/assembly costs after import -
import duties themselves - buying commissions - separately identified interest
charges - performance rebates with known value.

DOCUMENTATION Commercial invoice - freight invoice - insurance certificate - bank transfer
REQUIRED confirmation - assists documentation - royalty agreements - related-party
pricing study if applicable.

DECLARATION FORM DV1 form (EU) or national equivalent. Filed with the import declaration.
Requires disclosure of: Incoterm used, relationship with seller, any special
conditions, any elements not in the invoice price.

Method 1 is the cornerstone of the WTO valuation system, used for approximately 95% of all global
import valuations. Its dominance reflects its commercial logic: the price agreed between an
independent buyer and seller in an arm's-length transaction is, by definition, the market value of the
goods at that point in the supply chain. The four tests (no restrictions, no conditions, no proceeds
reversion, relationship test) filter out transactions where the price may have been influenced by factors
other than pure commercial consideration. The 'actually paid or payable' formulation is deliberately
broader than the invoice price. It captures all payments made by the buyer to the seller as a condition
of the sale, including payments to third parties on behalf of the seller, deferred payment components,
and assists. An importer who provides the foreign manufacturer with molds, dies, design drawings, or

239



tooling free of charge must include the value of those assists in the customs value, even though they
appear nowhere on the commercial invoice.
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METHOD T — TRANSACTION VALUE:
THE COMPLETE ACCEPTANCE CHECKLIST

The Primary Rule — Used for 95% of Customs Valuations Worldwide
based on the Arm’s-Length Transaction Principle

¥
r"@ 1. DEFINITION: WHAT IS TRANSACTION VALUE"1 Y
Th ice actuall id ble for the goods when sold fo port [ ¥4 Key Concept: bea
to :hgr::ou:u;' of yltg;:)n‘;rti%anya'rhe aoctuafgomr:e::l:ln pr?ce - :\:: alist — ¢ E’Mm -mma.o.'hj
I price, reference price, or estimate. IPOrting Country. i
2. ‘ACTUALLY PAID OR PAYABLE': FULL SCOPE OF PAYMENT }————
All payments made or to be made as a condition of the sale — Payment in Any Form | —
including deferred payments, conditional rebates, and any [(Buyer 1| petaredinsiotioents > Selier |
X value of goods/services provided by the buyer to the seller. T | won-cneh Canaberstians )
3. FOUR TESTS: THE ACCEPTANCE CHECKLIST } 1
[~ TEST 1: NO RESTRICTIONS ON USE
Buyer must have no restrictions on disposition or use of the goods f :,m’:mm
(except: geographic restrictions; conditions that don’t affect value minor W is usually acceptable.
conditions not affecting the prlce)
[ TEST 2: NO UNVALUED CONDITIONS quﬁ.amw
The sale must not be subject to conditions for which a value cannot be ~ be quantified, Transaction J
determined. ’| sell you laptops if you also buy my spare parts’ = FAILS this test. Jatn I vaguea.
(¥ TEST 3: NO PROCEEDS REVERT TO SELLER T
to s:ll« mhua':pociﬁemnmcn: mi’:r !:thc ion\.r:hn -'li-ﬂ:':b'm/
[~ TEST 4: RELATIONSHIP TEST
If buyer and sell \ated -subsidi J 255K Beauiess proot of
sole agents). the transacion valve 1 only accenied If the relstionehip did NOT. | e o "'*z.,...
l_ influence the price — proven by Circumstances of Sale test OR Test Values method. r Pr -
@ 4. MANDATORY ADDITIONS: INCLUDE IN CUSTOMS VALUE } ~
+ Selling commissions
+ Packing costs
+ Assists (materials, tools, designs supplied free by buyer)
+ Royalties and licence fees related to goods
+ Post- lmponatlon proceeds accruing to seller 1 m- price ..a..s.. m do ...n add |
\ + Freight and insurance costs (CIF countries) < aga ial for CIF valuation, | -

r@ 5. PERMITTED DEDUCTIONS: EXCLUDE FROM CUSTOMS VALUE }—\

— Post- hrmtion inland tran
— Installa assembly com import
— Import duties themselve

— Buying commissions ld to buyof’s

— identified int ‘? ﬂ cin Must be clearly distinguished
- Perfos.”mcerebmmmwnum < raei. mu ¢ l
@ 6. DOCUMENTATION REQUIRED: ESSENTIAL RECORDS } N

[ Commercial invoice
| Freight invoice/bill of lading
| Insurance certificate
M Bank transfer confirmation/proof of payment
il Assists documentation/cost details
| Keep all records organized for |

IEh Royalty agreements ‘
1 Related-party pricing study if applicable «- P | audit. J |

7. DECLARATION FORM: OFFICIAL DISCLOSURE } o A mﬂm__,
DV1 form (EU) or national equivalent. Filed with the import declaration. "°m"' e J

Requires disclosure of: Incoterm used, relationship with seller, any special conditions,
l any elements not in the invoice price (llke addmons/deductlons) ) l

241



8.3: Mandatory additions to Transaction value

MANDATORY ADDITIONS, Must be added to invoice price if not already included

ELEMENT

WHAT IT COVERS

PRACTICAL EXAMPLE

SELLING
COMMISSIONS

PACKING &
CONTAINERS

ASSISTS, MATERIALS

Amounts paid to the SELLER'S agents
or brokers. Note: buying commissions
paid by the importer to THEIR OWN
agent are NOT added, only selling
commissions.

All costs of containers (if treated as one
with goods for HS purposes) and
packing materials and labour for
preparing goods for export shipment.

Value of materials, components, and
similar items incorporated in the
imported goods, supplied by the buyer
to the producer FREE OF CHARGE.

Exporter's selling agent earns 3% of
sale price. Even if shown as a separate
invoice, this 3% is part of the price and
must be in the customs value.

Export cartons, crating, dunnage,
stretch-wrap, and packing labour cost.
Often included in FOB price, verify
before adding.

Buyer provides specialty steel alloy to
the Chinese manufacturer free of
charge. The alloy is incorporated in the
machines later imported. Steel value
must be added.

ASSISTS, TOOLS &
MOULDS

ASSISTS,
ENGINEERING/DESIGNS

Value of tools, dies, moulds, and
similar items used in producing the
imported goods, supplied by the buyer
free of charge.

Value of engineering work, design
work, artwork, plans, and sketches
undertaken OUTSIDE the importing
country and necessary for goods
production.

Fashion brand sends proprietary
moulds to their contract manufacturer.
Mould value apportioned across all
units produced and added per-unit to
customs value.

EU retailer's in-house design team
creates garment designs sent to Asian
factory. Design value divided by
production run = per-unit addition to
customs value.

ROYALTIES & LICENCE
FEES

Fees related to the goods being valued
that the buyer must pay as a condition
of the sale. Condition: must relate to
the specific goods being imported.

Importer pays €2/unit royalty to brand
owner as condition of purchasing the
goods. This royalty is added to each
unit's declared customs value.

PROCEEDS OF RESALE

Any part of the proceeds of subsequent
resale, disposal, or use of the goods
that accrues directly or indirectly to the
seller.

Contract: seller receives 5% of resale
price. This contingent future payment is
estimated and added to the customs
value at the time of import.

TRANSPORT &
INSURANCE (CIF)

Cost of transport to the port or place of
importation + insurance costs. Applied
by EU, Morocco, China, and most
WTO members. USA uses FOB, does
NOT add freight.

Invoice is FOB Shanghai: $10,000.
Freight to Casablanca: $800.
Insurance: $100. Moroccan customs
value: $10,900 (CIF Casablanca).

The mandatory additions to transaction value are the elements that must be included even if they do
not appear on the commercial invoice and even if they are paid separately from the invoice price. The
WTO Agreement lists these additions exhaustively, national customs authorities cannot extend them
beyond what the Agreement specifies. The most commercially significant for manufacturers and
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retailers operating global supply chains are the 'assist' provisions, the obligation to include the value of
materials, tools, and designs supplied free of charge by the buyer to the producer. The value of these
intellectual and technical contributions must be apportioned across all units produced and added to the
customs value on import.
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MANDATORY ADDITIONS TO TRANSACTION VALUE
Must be added to invoice price if not already included

ELEMENT WHAT IT COVERS PRACTICAL EXAMPLE
Amounts paid to the SELLER'S Exporter’s selling agent earns
agents or brokers. 3xpof sale prlc:gEvgen I shown

SELLING
COMMISSIONS

Note: buying commissions paid
by the importer to THEIR OWN
agent are NOT added — only
selling commissions.

as a separate Invoice, this 3% is
part of the price and must be in
the customs value. (+)

PACKING &
CONTAINERS

All costs of containers (if treated
as one with goods for HS

ses) and packing materials
and labour for preparing goods
for export shipment.

Export cartons, crating,
dunnage, stretch-wrap, and
?acklng labour cost. Often
ncluded in FOB price — verify
before adding. (+)

Value of materials, components,
and similar items incorporated

Buyer provides specialty steel
alloy to the Chinese

‘ ASSISTS — manufacturer free of charge.
0 MATERIALS RN mported gooud, sapmNed. | The alloy is Mcoemorated o the
gyREE OFu(y::| ARGEQ P machines later imported.
» Steel value must be added. (+)
Fashi d ds riet
ASSISTS — Value of tools, dies, moulds, and ,,,"oulé’;' t?,'{'.'.',;,’ggm,}’&” ey
TOOLS & similar items used in producing manufacturer. Mould value
the imported goods, supplied by apportioned across all units
MOULDS the buyer free of charge. prt;tt!uced ml':n’ a?d)ed per-unit to
customs value. (+
Value of mgg“wmlg work, EU retailer's in-house design
ASSISTS — design work, artwork, plans, and ‘s'.:':‘tg"::%:: :c';:g“l;’:; 99':“
= ENGINEERING/ g‘e“l:'\‘::r;‘i:g: aeol t:':;:.'y and e value divided by pro&uction run
DESIGNS necessary for goods production ¥ '}"'"(“‘)‘ addition to customs
: value. (+
Fera::’e::ted 't‘g Lhe goods being :)mpo(;tef pays czg::’n royal:y to
valu at t uyer must pay rand owner as condition o
@ ROYALTIES & as a condition of the sale. purchasing the goods. This
LICENCE FEES Condition: must relate to the royalty is added to each unit's
specific goods being imported. declared customs value. (+)
Any part of the proceeds of Contract: seller receives 5% of
Camms PROCEEDS subsequent resale, disposal, or resale price. This contingent
_ OF RESALE use of the goods that accrues future payment is estimated
~ directly or indirectly to the seller. | and added to the customs value
at the time of import. (+)
C'ost offt:ansport ito thoi port or lsqlvgl(;::ols FOB Shanghai:
place of importation + insurance ,000.
< TRANSPORT costs. Freight to Casablanca: $800.
& INSURANCE 9
m Applied by EU, Morocco, China, | Insurance: $100.
==, (CIF) and most WTO members. Moroccan customs value:

USA uses FOB — does NOT add
freight.

$10,900 (CIF Casablanca). (+)

NOTE: These additions are exhaustively listed in the WTO Valuation Agreement.
Assists are often the most commercially significant for global supply chains.
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8.4: Permitted Deductions: What you need not include?

PERMITTED DEDUCTION ‘ RULE & NOTES

Costs of transporting goods within the importing country AFTER they have
crossed the border. Only deductible if separately identified in the freight
invoice.

TRANSPORT COSTS AFTER
IMPORTATION

Post-importation construction, assembly, or maintenance costs if separately
identified from the goods price. Machine price can be separated from
installation cost.

INSTALLATION, ASSEMBLY,
MAINTENANCE

CUSTOMS DUTIES AND Import duties, VAT, and othgr taxes of the |mport|ng couptry. Duties are not
dutiable, the customs value is the base from which duty is calculated, not a

TAXES . .

figure that includes that same duty.

Fees paid by the importer to THEIR OWN buying agent or sourcing
BUYING COMMISSIONS representative. Must be distinguished from selling commissions (paid by
exporter) which ARE added.

INTEREST ON DEFERRED Interest charges on a flnancmg arrangement, but only if separ.a.ttely |dent|f|eq,
documented, and the interest rate does not exceed the prevailing commercial

PAYMENT - . )

rate in the importing country.

POST-IMPORTATION Warranty service, ongoing maintenance contracts, after-sales support
SERVICES provided after importation. These services are not part of the value of the
goods at the border.

TRADE AND QUANTITY Discounts that are fixed at the time of the sale gnd clearly reflected on the
invoice. Must be real, known at time of transaction, and documented.

DISCOUNTS > P oW

Retrospective discounts: claim a refund.

Volume rebates linked to performance targets, but only if the final rebated
PERFORMANCE REBATES price is determinable at the time of importation. Future estimated rebates
cannot be pre-applied.

The permitted deductions from the invoice price mirror the logic of the mandatory additions: the
customs value should reflect the price of the goods at the point of crossing the border, no more, no
less. Costs incurred after that moment are not part of the border value. The most commercially
important deduction for CIF-basis countries is inland transport: when an importer receives a single
invoice for delivery to their warehouse (DAP or DDP terms), they must identify and deduct the portion of
freight cost incurred after the goods arrived at the port of entry, since only port-of-entry freight is
included in the CIF customs value.

The DDP Trap: Delivered Duty Paid transactions include import duties paid by the seller on behalf of
the buyer. These duties must be deducted from the customs value, duties are not dutiable on
themselves. In practice, DDP contracts often do not separately identify the duty component, making
correct customs value declaration difficult. The safest approach is to request a breakdown of the DDP
price into: goods value, freight, insurance, and duty components, before the shipment, in writing.
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Without this breakdown, reconstructing the correct customs value after the fact is extremely difficult to
document to customs' satisfaction.
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PERMITTED DEDUCTIONS: WHAT YOU NEED NOT INCLUDE

TABLE

PERMITTED DEDUCTION RULE & NOTES

Costs of transponln'q__lgsoods within the

importing country AFTER they have crossed
e R
entih n the fre t invoice. Crucial for
IMPORTATION CIF, DAP, and DDP tegrms: Ensure inland

transport is clearly separated.

Post-importation construction, assembly, or

Q \ INSTALLATION, maintenance costs if separately identified
‘ ASSEMBLY, from the goods price. 4. 1. : . b
MAINTENANCE achine price can be

separated from installation cost.

Import duties, VAT, and other taxes of the
e [T cusTOMSs DUTIES | importing country. Duties are not dutiable —

= the customs value is the base from which duty
h“ AND TAXES is calculated, not a figure that includes that
same duty.
o Fees paid by the importer to THEIR OWN
e BUYING buying agent or sourcing representative. Must
COMMISSIONS be distinguished from selling commissions

(paid by exporter) which ARE added.

Interest charges on a financing arrangement

<57 INTEREST ON — but only if separately identified, documented,
@ ( / DEFERRED and the interest rate does not exceed the
. . PAYMENT prevailing commercial rate in the importing
country.
Warranty service, ongoing maintenance
. POST- contracts, after-sales support provided after
@ A’ IMPORTATION importation.
SERVICES These services are not part of the value of the

goods at the border.

Discounts that are fixed at the time of the

TRADE AND sale and clearly reflected on the invoice.
Q QUANTITY Must be real, known at time of transaction,
DISCOUNTS and documented.

Retrospective discounts: claim a refund.

Volume regates llmkfe% to rlforg\ange
targets — but only if the final rebated price is
:g:ggglmcs determinable at tze time of importation.
Future estimated rebates cannot be
pre-applied.

N s
GOODS PRICE

Customs value reflects goods price at the point
of crossing the border — NO MORE, NO LESS.
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8.5: Incoterms & Customs Value: CIF vs. FOB divide

THE SAME GOODS, TWO DIFFERENT CUSTOMS VALUES: HOW INCOTERMS CHANGE THE TAXABLE

BASE
INCOTERM RISK FREIGHT IN INSURANCE IN CUSTOMS VALUE (CIF
TRANSFER PRICE? PRICE? COUNTRIES)
EXW (Ex Works) At factory gate NO NO Sgr(: S‘Lé_nirr(;lght * insurance to
FOB (Free on Loaded on NO NO Add ocean freight + insurance
Board) vessel = CIF value
CFR (Cost + Loaded on YES, to 8
Freight) vessel destination NO STe MELENEE Gl
CIF price = customs value for
CIF (Cost Loaded on YES, to YES, to EU/Morocco/China. Deduct
Insurance Freight) | vessel destination destination post-port freight if DAP/DDP.
: Deduct inland freight after port
DAP (Delivered at At named YES, full .
Place) destination journey YES, full journey gggg:rr])gnl\tlgast be separately
. Deduct inland freight + deduct
DDP (Delivered At named YES, full . -
Duty Paid) destination journey YES, full journey :jhuetigglté/)component (duties not

WORKED EXAMPLE, FOB to CASABLANCA WORKED EXAMPLE, FOB to LOS ANGELES

(Morocco/EU) (USA)

Invoice price FOB Shanghai: $10,000 Invoice price FOB Shanghai: $10,000

+ Ocean freight Shanghai—Casablanca: $800 USA uses FOB basis, freight not added

= CIF Casablanca: $10,900, CUSTOMS VALUE | Morocco customs value = $10,900 (CIF)

Duty 10% on $10,900 = $1,090 Duty 10% on $10,000 = $1,000

Same goods, $90 more duty entering
Morocco than USA

CIF basis creates systematically higher duty than
FOB

+ Marine insurance: $100 ‘ US customs value = $10,000 (FOB)

Incoterms (International Commercial Terms, ICC) define the allocation of cost, risk, and responsibility
between buyer and seller, and they directly determine what is already included in the invoice price and
what must be added to reach the correct CIF customs value. The customs officer's first question when
reviewing a declaration is: 'What Incoterm was used, and does the declared value correctly reflect CIF
at the port of importation?' Landing cost models for any product imported to multiple markets must
explicitly account for this FOB/CIF difference.
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The CIF Calculation in Practice: For FOB-invoiced goods (the most common commercial invoice
format), the importer must obtain a separate freight invoice from the carrier and an insurance premium
confirmation from their insurer, identify the freight charge to the port of entry specifically (excluding
inland portion), add both to the FOB invoice price, and declare the resulting CIF figure as the customs
value. This three-document construction, invoice, freight invoice, insurance certificate, is the foundation
of every CIF customs value declaration.
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INCOTERMS & CUSTOMS VALUE:

CIF vs. FOB DIVIDE
THE SAME GOODS — TWO DIFFERENT CUSTOMS VALUES:
HOW INCOTERMS CHANGE THE TAXABLE BASE

INCOTERM RISK FREIGHT INSURANCE CUSTOMS VALUE
- TRANSFER IN PRICE? IN PRICE? (CIF COUNTRIES)
= P2 & @
= : Add ALL lrelqhtf+
nsurance to port of entry
W e flig]— NO NO it
At factory gate -

Add ocean freight +
FOB => ﬁ NO NO insurance = CIF value

+ =
SANE it Sow Loaded on vessel -

YES — to destination Add Insurance only

OFR o> i Sgm © N ©igw 4

Loaded on vessel

ﬁ — to destination YES — to destination ;:IF I‘J'lcl: = cusu}\ghs‘ value
orocco na.
Cost lnsurcnoe” » ° @ Deduct post-port freight
Loaded on vessel If DAP/DDP
D AP YES — full journey YES — full journey Daduct lrv:ln?d f'fedgm
after port of entry. Must
Delivered = g_’@ = M Q @ ©  be separately
at Place At named destination = e documented m
DDP ~ full journey YES — full 1oumey gegxg‘t ::Iagd freight +
! ; l e e duty ~
Delivered *@ » Q @ component -
h > = =2 (duties not dutiable)

Duty Paid At named destination

r WORKED EXAMPLE SECTION 1

r EXAMPLE — D & WORKED EXAMPLE — g
FOB to CASABLANCA (WEU) FOB to LOS ANGELES (USA)
[E Shanghai = " $10,000 | | [53 shanghei " $10,000
0 freight
+ &M ghanghai—Casablanca $800 USA uses FOB basis — (&)
+ ° Marine insurance $100
= CIF Casablanca $10,900 i US customs value = $10,000 (FOB)
(CUSTOMS VALUE —" 4
&9 Duty 10% on $10,900 = [0 &9 Duty 10% on $10,000 = (K110

COMPARISON HIGHLIGHT
Same goods — $90 more duty
© entering Morocco than USA
CIF basis creates systematically 2z Compound

[ m higher duty than FOB ;é- “Durden

8.6: Methods 2 & 3: Identical and Similar goods

METHOD 1 REJECTED | Transaction Value cannot be accepted: no genuine sale, conditions fail one
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of the four tests, related-party price not arm's-length, or proceeds of resale
cannot be determined.

METHOD 2: SEARCH
FOR IDENTICAL

Goods identical in ALL physical characteristics: same appearance, same
quality, same reputation, same function. Produced by the SAME producer.

GOODS From the same country. Exported at approximately the same time (within 90
days).

ADJUST FOR Method 2 allows adjustments for: quantity differences (documented volume

DOCUMENTED discounts), commercial level differences (wholesale vs. retail), transport cost

DIFFERENCES

IF NO IDENTICAL
GOODS, METHOD 3:
SIMILAR GOODS

differences. All adjustments must be documented.

Goods that, while not identical, are closely resembling: same country, same
HS heading, closely comparable physical characteristics, similar function.
Performs the same commercial roles.

SAME ADJUSTMENT
RULES AS METHOD 2

Method 3 allows the same documented adjustments for quantity, commercial
level, and transport differences. Same producer preferred but not required
for either Method 2 or Method 3.

RESULT = CUSTOMS
VALUE

The adjusted transaction value of identical or similar goods, with
documented adjustments, becomes the Method 2 or Method 3 customs
value.

IF NO RESULT, Only if both Method 2 and Method 3 searches produce no usable results
PROCEED TO does the hierarchy advance to Deductive Value (Method 4).
METHOD 4

IDENTICAL GOODS, WHAT THEY ARE ‘ WHAT THEY ARE NOT

Same producer, same country of production ‘ Goods from a different country of production

Same physical appearance, quality, and

composition Goods from a different producer, even if identical spec

Same reputation in the marketplace ‘ Goods of similar but different specification

Exported at approximately the same time (90
days)

Similar goods performing same function = Method 3,
not 2

Same model, grade, and commercial description ‘ Used goods (generally not identical to new goods)

Methods 2 and 3 are the first two fallback methods, applied only when Transaction Value cannot be
used. Method 2 requires finding a genuine arm's-length transaction for truly identical goods from the
same producer. The key distinction between Methods 2 and 3 is precision: identical means exactly the
same in all physical characteristics; similar means closely resembling with the same function and
commercial use. If both fail to produce a usable comparable, the hierarchy advances to Methods 4 and
5, which work from domestic sale prices (backwards) or production costs (forwards) rather than from
comparable import transactions.
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METHODS 2 & 3:
IDENTICAL AND SIMILAR GOODS

METHOD 1 REJECTED
a
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s
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0 RESULT = CUSTOMS VALUE
=

The adjusted tr: ion value of id
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IF NO RESULT — PROCEED TO METHOD 4
=

Only if both Method 2 and Method 3 searches
produce no usable results does the hietarchy
advance to Deductive Value (Method 4).
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8.7: Methods 4-6: Deductive, Computed & Fallback

METHOD HOW IT WORKS
Works BACKWARD from the
domestic selling price. Take the unit
price at which the greatest quantity
is sold in the importing country after
importation. Subtract:
commissions/profit, post-importation
transport, import duties and taxes.

METHOD Deductive
4 Value

KEY FEATURES

Most practically important fallback. Uses
real domestic market data. Importer can
REQUEST Method 5 before Method 4,
the only sequencing exception the WTO
Agreement permits. Complex deduction
calculation.

Works FORWARD from cost of
production. Add: cost of materials +
fabrication + general expenses +
profit of same class of producer +
freight and insurance to the
importing country.

METHOD

Computed
5 Value

Uses any of the previous methods
with REASONABLE FLEXIBILITY:
relaxing the 'same producer'
requirement, extending the time
window, using domestic data
sources, applying Methods 1-5 with

METHOD
6 Residual

Fallback /

Theoretically most accurate but rarely
usable: requires foreign producer to
disclose detailed cost structure to
importing country customs, commercially
sensitive. Producers rarely agree to this
disclosure. Most unused method in
practice.

Method of last resort. Must still be based
on WTO Agreement principles, cannot
use minimum values, arbitrary values, or
domestic price schedules. 2026: some
authorities accept OECD TNMM profit
benchmark as Method 6 basis.

documented adjustments.

METHOD 4 WORKED EXAMPLE ‘ THE DEDUCTIONS FROM DOMESTIC PRICE

Goods sold in importing country at $ 150/unit ‘ — Commissions/profit: $ 25 (17%)

Greatest quantity sold: 500 units at $ 150 ‘ — Post-importation transport: $ 8

— Import duty (original, unknown, iterative

This is the Method 4 starting price calculation)

Now subtract to get to the border value ‘ — VAT (calculated on the result)

The result approximates the CIF customs value ‘ = Approximate CIF customs value

Requires customs' approval of the deductions
claimed

Circular calculation requires iteration, specialist
support

The Deductive Value method (Method 4) is the most practically important fallback for importers,
because it bases the customs value on real market data, the actual price at which the goods are sold
domestically. The critical challenge is correctly identifying the 'unit price at which the greatest quantity is
sold' and then accurately deducting all post-importation costs to arrive at the border value. The
computation is inherently circular because the import duty itself must be deducted, but the import duty
cannot be calculated until the customs value is known. This circularity requires an iterative calculation
and specialist customs valuation expertise. Method 5 Privacy Obstacle: Computed Value theoretically
provides the most accurate customs value because it builds from actual production cost. The practical
obstacle: it requires the foreign producer to disclose their detailed cost structure, materials cost, direct
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labour, factory overhead, and profit margin, to a foreign government's customs authority. Few
producers are willing to do this, particularly where production cost is commercially sensitive. In practice,
Method 5 is almost never successfully invoked because the foreign producer declines to participate,
which is their right. The valuation exercise then advances to Method 6.
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METHODS 4-6: DEDUCTIVE, COMPUTED & FALLBACK

METHOD NAME
Deductive
Value
Computed
Value
Fallback /
Residual

TABLE

HOW IT WORKS

«— Works BACKWARD from
the domestic selling price.

Take the unit price at which
the greatest quantity is sold in
the importing country after
importation,

Subtract: commissions/profit,
post-importation transport,
import duties and taxes.

3> Works FORWARD from
cost of production.

Add: cost of materials +
fabrication + general
expenses + profit of same
class of producer + freight
and insurance to the
importing country.

/a~ Uses any of the
previous methods
with REASONABLE
FLEXIBILITY: relaxing the
‘same producer’
requirement, extending the
time window, using
domestic data sources,
applying Methods 1-5 with
documented adjustments.

KEY FEATURES

Most practically important
fallback.

Uses real domestic market
data.

Importer can REQUEST
Method 5 before Method 4 —
the only sequencing exception
the WTO Agreement permits.

Complex deduction
calculation.

Theoretically most accurate
but rarely usable: requires
forel?n roducer to disclose
detai cost structure to
importing country customs
— commercially sensitive.

Producers rarely agree to
this disclosure.

Most unused method in
practice.

« Method of last resort.

Must still be based on WTO
Agreement principles —
cannot use minimum

values, arbitrary values,

or domestic price

schedules.

2026: some authorities
accept OECD TNMM profit
benchmark as Method 6 basis.

METHOD 4 WORKED EXAMPLE

THE DEDUCTIONS FROM DOMESTIC PRICE
* Goods sold in importing country at

MAD 150/unit

Greatest quantity sold: 500 units at

MAD 150

This is the Method 4 starting price

THE DEDUCTIONS FROM DOMESTIC PRICE
+ — Commissions/profit: MAD 25 (17%)
= — Post-importation transport: MAD 8

— Import duty (original, unknown —
iterative calculation)

Now subtract to get to the border value = = VAT (calculated on the result)
The result approximates the CIF = = Approximate CIF customs value
customs value
Requires customs' approval of the
deductions claimed
Circular calculation requires iteration —
specialist support
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8.8: Related-Party Transactions & Transfer Pricing

RELATED?

IF ACCEPTED

IF REJECTED

YES, relationship exists

Are buyer and seller RELATED? (Parent-subsidiary / partner / employer-employee / one controls the

other / part of same family)

NO, arm's length: Method 1 applies

BEING RELATED #
DISQUALIFICATION

The WTO Agreement explicitly states that being related is NOT, in
itself, grounds for rejecting the transaction value. Relationship is a
FLAG, not a disqualification.

CIRCUMSTANCES
OF SALE

Compare how the related-party price was set against how the company
prices identical goods sold to unrelated buyers. Consistent
methodology = price not influenced by relationship.

TEST VALUES
(COMPARATIVE)

Does the declared value closely approximate one of: (1) transaction
value of identical/similar goods to unrelated buyers, (2) deductive value
for same goods, (3) computed value for same goods? If yes: accepted.

FILE TP
DOCUMENTATION

MOVE TO METHOD
2

Transaction value accepted. Retain Transfer Pricing study in customs
file for audit defence. Review annually if pricing methodology changes.
Update customs documentation to match TP documentation.

Transaction value rejected. Customs moves sequentially to Method 2
(identical goods). Company must identify a comparable arm's-length

transaction for identical goods or face administrative reconstruction.

JOINT CUSTOMS-
TAX AUDITS

EU, USA, China: joint customs and transfer pricing audits increasingly
coordinated. US Section 1059A: tax value cannot exceed customs
value. Both sides automatically cross-matched in real time.

2026 RISK

INTEGRATED
COMPLIANCE
MODEL

One TP study serving both tax and customs. A ‘customs valuation
chapter' in the TP documentation. Consistent pricing approach
satisfying both authorities. Legal certainty at the cost of some tax
optimisation flexibility.

STRATEGIC
RESPONSE

THE CONCEPT

The related-party valuation challenge is the most commercially sensitive area of customs value for
multinational enterprises. When affiliated companies trade across borders, the transfer price is
simultaneously the customs value for import duty purposes and the cost of goods sold for corporate
income tax purposes. These two fiscal interests create opposite pricing incentives: higher prices reduce
profit tax but increase customs duty; lower prices reduce customs duty but increase profit tax. In 2026,
the convergence of customs and tax authority data, particularly in the USA, EU, and China, makes it
impossible to optimise both simultaneously without an integrated strategy that satisfies both sets of
rules.

The Hamamatsu Principle (EU 2026): The European Court of Justice established that year-end transfer
pricing adjustments, where a multinational retrospectively adjusts prices of goods imported during the
year to bring them to an arm's-length level, have customs valuation consequences. If prices are
adjusted upward: additional import duty is owed. If adjusted downward: a customs refund claim can be

256



filed. This principle, now codified in EU customs law, means that TP adjustment processes must
include customs teams as mandatory participants, not just tax departments. The era of a single TP
adjustment that is invisible to customs is definitively over.
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RELATED-PARTY TRANSACTIONS & TRANSFER PRICING

NO — arm’s length: T
Method 1 applies 5 Vg

Transaction value accepted.
Standard customs procedures apply.

The WTO Agreement exrllcnly states that
being related is NOT, in itself, grounds for
rejecting the transaction value.

Relationship is a FLAG, not a disqualification.

G2) TEST A BOX: @ TEST B BOX: ._\:E\
CIRCUMSTANCES OF SALE TEST VALUES (COMPARATIVE) iy

Compare how the related-party price was Does the declared value closely approximate
set against how the compaanJ ces identical one of:
goods sold to unrelated buyers. (1) transaction value of identical/similar
Consistent methodology = price not 3°°d‘ to unrelated buyers,
influenced by relationship. §2 eductive value for same goods,
3) computed value for same goods?

I If yes: accepted.

ARE THE TESTS
SATISFIED?

IFACCEPTED  ramy @  IFREJECTED &
FILE TP DOCUMENTATION MOVE TO METHOD 2

Transaction value accepted. Transaction value rejected.

Retuin Tmns'?é,’:’hﬂﬂgd:}lga? oastomns fie Customs moves sequentially to Method 2

(identical goods).
oot ““"“"“‘é‘,’,ﬂgﬁ‘s'fg SInOORY Companz must identify a comparable
t

arm's-length transaction for identical goods

Update customs documentation to match PR :
TP docinnantation. or face administrative reconstruction.

-

& 2026 RISK i ® STRATEGIC RESPONSE ‘g
JOINT CUSTOMS-TAX AUDITS INTEGRATED COMPLIANCE MODEL
EU, USA, China: joint customs and transfer One TP study serving both tax and customs.
pricing audits increasingly coordinated. A ‘customs valuation chapter’ in the TP
US Section 1059A: tax value cannot exceed ) (documentation.
customs value. Consistent pricing approach satisfying both
Both sides automatically cross-matched in . suthorities.
real time. Legal certainty at the cost of some tax
L > 3 optimisation flexibility.
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8.9: Value Reconstruction: The Customs audit process

TRIGGER: DOUBT Reference database shows value below benchmark for this HS code and
ABOUT DECLARED origin country. Or: intelligence alert, random selection, related-party flag,
VALUE unusual logistics route.

DOCUMENTARY Customs requests: original commercial invoice, freight invoice, insurance
VERIFICATION certificate, bank transfer proof, any assists documentation, royalty
REQUEST agreements if applicable.

IMPORTER Importer provides documentary evidence supporting the declared value.
RESPONDS Bank transfer matching the invoice price is the most powerful single

document. Explanation letter for any price deviations from benchmarks.

CUSTOMS Officer compares documentary evidence against the reference database and
EVALUATES any other available trade intelligence. Is the declared price consistent with
market conditions for this product and origin?

ACCEPTED, GOODS Additional evidence resolves the doubt. Transaction value accepted.
RELEASED Release order issued. File retained for possible PCA for up to 3-5 years. No
retroactive consequences.

REJECTED, VALUE Doubt not resolved. Customs follows Method 1—-2—3—4—5—-6 sequence
RECONSTRUCTED to establish an alternative customs value. Must communicate the
reconstructed value to the importer before applying it.

IMPORTER'S RIGHT Before applying the reconstructed value, customs must inform the importer
TO RESPOND of the alternative value and its basis, a mandatory procedural right under
WTO Agreement Article 11. Importer submits rebuttal.

PAYMENT UNDER Importer pays the full duty on the customs-reconstructed value under formal
PROTEST written protest. Goods immediately released. All appeal rights preserved
without delaying the supply chain.

APPEAL Internal recourse (30 days) — administrative tribunal (60—120 days) —
judicial review. Importer bears burden of proof. Interest accrues on amounts
ultimately confirmed. Refund with interest if appeal succeeds.

Value reconstruction is the process by which customs establishes an alternative customs value when
the declared transaction value cannot be accepted. The WTO Agreement requires customs to follow a
defined procedural sequence: first notify the importer of the grounds for doubt and allow them to
respond with additional evidence; then, if doubt remains, communicate the proposed alternative value
and allow another response before applying it. These procedural rights are not merely courtesies, they
are legally mandated and their violation is grounds for appeal.

Payment Under Protest, The Commercial Tool: The 'payment under protest’ mechanism is
commercially critical because it decouples the financial obligation from the valuation dispute. Without it,
an importer facing a customs reconstruction must either accept the authority's (possibly incorrect) value
and pay immediately, or leave their goods in bonded storage accumulating demurrage while the dispute
proceeds. Payment under protest releases the goods immediately: the importer pays the full disputed
amount under formal protest, continues operations, and pursues the appeal on its merits. If the appeal
succeeds, the overpaid duties are refunded with interest.
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VALUE RECONSTRUCTION:
THE CUSTOMS AUDIT PROCESS

g o TRIGGER: DOUBT ABOUT DECLARED VALUE

Reference database shows value below benchmark for this HS code
and origin country. Or: Intelligence alert, random selection,
selection, related-party flag, unusual logistics route.
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g = Customs requests: original commercial invoice, freight invoice,

= ! insurance certificate, bank transfer proof, any assists documonmion
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Importer pays the full duty on the customs-
value undu formal written protest. Goods immediately
released. All appeal rights without delaying
the :upp chain.

) APPEAL K <

) - ndnlnbtuthe tribunal
(6?0-0}20 dnys) - ludlelal lew. Importer bears

burden
Interest accrues on amounts ulumm conﬁumd
Refund interest If appeal

8-

Cb PROCESS CONCLUDED ‘)
(Subject to Appeal Outcome)

260



8.10: Customs Value documentation: The evidence files

THE CUSTOMS VALUE EVIDENCE FILE, COMPLETE DOCUMENTATION STANDARD

COMMERCIAL Must show: exact goods description (HS code helpful), quantity, unit price, total
INVOICE price, currency, Incoterm, buyer and seller legal identities. Price must match bank
transfer exactly. Zero tolerance for invoice-payment discrepancy.

FREIGHT INVOICE Original carrier invoice showing: freight charge, route (origin port to destination port),
date, and any separate inland freight components clearly identified. Required to
establish the CIF value.

INSURANCE Insurance policy or certificate showing premium for the specific shipment. If open

CERTIFICATE cover policy: extract showing the applicable rate and premium for this shipment value
and route.

BANK TRANSFER Bank statement or SWIFT MT103 confirmation showing payment matching the

PROOF invoice amount and reference. The most powerful single document in any valuation
dispute. Proves actual payment at declared value.

PRICE LIST / Current supplier price list or framework purchase agreement establishing the unit

PURCHASE price as the normal commercial price for this product and quantity bracket.

CONTRACT

ASSISTS Any molds, tools, designs, or materials provided by buyer free of charge: purchase

DOCUMENTATION invoices, internal cost allocation sheets, apportionment methodology across units
produced. Required even if not on invoice.

ROYALTY Royalty or licence agreement: rate, base calculation, whether royalty is a condition of

AGREEMENT the sale, total amounts paid. Confirm whether already included in invoice price or

separately payable.

TRANSFER PRICING OECD-compliant TP study for related-party transactions. Must include a 'customs
STUDY valuation chapter' addressing the WTO Agreement's four acceptability tests. Updated
annually when pricing methodology changes.

CUSTOMS VALUE Formal customs value declaration form. Filed with each commercial import
DECLARATION (DV1) declaration above the de minimis threshold. Legally required. Asks: Incoterm,
relationship with seller, any special conditions, any elements outside the invoice.

DISCOUNT/REBATE Written contract clause or supplier price list establishing any quantity discounts or
DOCUMENTATION rebates that reduce the invoice price below the standard list price. Must be
established BEFORE the transaction, not after.

The customs value evidence file is the importer's primary shield against value reconstruction. It should
be a standing, maintained document for each active supplier and product category, updated when
prices, terms, or conditions change, and available for immediate production when customs requests
supporting documentation. The file is not the declaration itself; it is the documented evidence that
supports the declared value and would be presented in a documentary verification or PCA. Companies
that construct this file after receiving a customs query, rather than before their first import, consistently
find it incomplete.
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CUSTOMS VALUE DOCUMENTATION:
THE EVIDENCE FILE

THE CUSTOMS VALUE EVIDENCE FILE - COMPLETE
DOCUMENTATION STANDARD

[ COMMERCIAL INVOICE zero tolerance for invoice payment discrepancy

— Must show: exact goods description (HS code helpful), quantity, unit price, total
— pricecurrency, Incoterm, buyer and seller legal identities. Price must match bank
transfer exactly. Zero tolerance for invoice-payment discrepancy.
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8.11: The 2026 Valuation battlefield: Digital enforcement

2026 DIGITAL VALUATION ENFORCEMENT, THE NEW REALITY

» REAL-TIME VALUE
SCREENING

BADR (Morocco), EU Customs Data Model, ACE (USA), GACC Single
Window (China): all screen declared values against reference databases
BEFORE the release order is issued. Pre-release, not post-clearance.

» Al ANOMALY
DETECTION

» BANK-CUSTOMS
INTEGRATION

» TP-CUSTOMS
CONVERGENCE

Machine learning models identify anomalies by comparing: declared unit value,
HS code, origin, importer history, seasonal patterns, global commodity price
data. Patterns invisible to human review are routinely flagged.

China, EU, Morocco Office des Changes: customs data cross-referenced
against financial payment records. Under-invoicing gaps between declared
value and actual bank transfers automatically identified.

USA Section 1059A: tax value cannot exceed customs value (IRS-CBP data
sharing). EU: joint tax-customs audits. China GACC-State Tax Administration
coordination. The same transaction examined simultaneously by both
authorities.

» DIGITAL PRODUCT
PASSPORT (EU)

Goods entering the EU increasingly require a lifecycle data record including
material costs. This provides customs with independent value verification data
beyond the commercial invoice.

» E-COMMERCE
THRESHOLD ABOLITION

» BLOCKCHAIN INVOICE
VERIFICATION

» UNDER-INVOICING
PENALTIES 2026

EU abolished €150 e-commerce duty/VAT exemption in July 2021. All e-
commerce imports now subject to correct valuation. Platforms (Amazon,
Alibaba) deemed importers in some jurisdictions.

Leading customs administrations piloting blockchain-based invoice verification:
invoice hash registered at export, cross-referenced at import. Altered or
duplicate invoices immediately detectable.

EU: up to 30% of unpaid duties + interest. Morocco Code des Douanes:
criminal liability for systematic fraud. China: AEO revocation + blacklisting.
USA: False Claims Act, triple damages for fraud.

» THE COMPLIANCE
OPPORTUNITY

AEO-level value compliance: reduced scrutiny, faster clearance, deferred
payment access. Correct value + documented evidence = the lowest total cost
approach including enforcement risk.

The 2026 customs valuation enforcement environment has fundamentally changed the risk calculus for
importers who historically relied on under-invoicing to reduce duty costs. The convergence of real-time
IT screening, bank-customs data integration, Al anomaly detection, and customs-tax coordination has
created a surveillance environment making systematic value manipulation both more detectable and
more consequential than at any point in customs history. The era of declaring one value to customs and
a different value to tax authorities, or declaring a low value hoping the officer doesn't notice, is
effectively over in any jurisdiction with modern customs IT.
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THE 2026 VALUATION BATTLEFIELD:
DIGITAL ENFORCEMENT

DIGITAL /‘/i
PRODUCT [=BEE pCop
PASSPORT (EU)

BADR (Moroceo), EU Cu
D ta Model, ACE (USA) GAC(‘

2
ZZ= Al ANOMALY
m DETECTION .

E-COMMERCE ﬁ
THRESHOLD
ABOLITION s o

DIGITAL VALUATION
ENFORCEMENT
| — THE NEW | 5 g
& REALITY _= o r

BLOCKCHAIN INVOICE
VERIFICATION

BANK-CUSTOMS
INTEGRATION

TP-CUSTOMS %5,
CONVERGENCE "

UNDER-INVOICING
PENALTIES

THE COMPLIANCE
OPPORTUNITY

FUNDAMENTAL CHANGE IN RISK CALCULUS: THE END OF THE UNDER-INVOICING ERA
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8.12: Global benchmarks: USA, EU and China

FEATURE ‘

USA /CBP EU /UCC CHINA / GACC
FOB (port of export).
- Uniquely does NOT include CIF (port of entry). 'First sale' CIF. Embedded software value
Valuation ) h : . ) .
basi ocean freight. Systematically doctrine abolished, must use included in hardware customs
asis ; . .
lower customs value than last sale before EU entry. value if essential for operation.
CIF countries.
Section 1059A: tax value Post-Hamamatsu: TP year- GACC Interquartile Range: profit
Related- . . ; - .
art cannot exceed customs end adjustments trigger outside sector range = automatic
?ul eé/ value. IRS-CBP data sharing customs duty consequences. valuation audit. Statistical
active from 2025. Joint tax-customs audits. benchmark.
Under- False Claims Act: triple Up to 30% penalty on unpaid AEO blacklisting + value
T damages for fraud. 20% duties + interest + potential reconstruction + penalties.
enalt 9 penalty on undervalued criminal prosecution for Criminal liability where
P y goods + full duty demand. systematic fraud. systematic fraud proven.
CBP maintains reference EU TARIC reference price GACC: largest reference
Reference | values (CBPF 4647). database. Updated from database globally. Al-assisted
database Significant deviations = statistical import data and benchmark setting per HS code
immediate review flag. market intelligence. per origin.
E- I?]e mtl]nllrgls $§00 dut.y-free €150 thlileshold abollshedb4uly No meaningful threshold. CBEC
. thres 0 (under review for 2021. Al | e-commerce su jgct bonded zone model: cleared
e reduction). Platforms to valuation. 10SS registration when online sale finélized
increasingly liable. system. )

The USA's FOB valuation basis is the most structurally significant global valuation divergence. For
goods with high freight costs (heavy machinery, bulk commodities), the difference between US FOB
and EU/ CIF customs values can be 8-15%, meaning a 5% US duty rate may represent less total duty
than a 4% EU duty rate on the same goods. Any duty rate comparison between the USA and other
markets must explicitly account for this valuation basis difference. Landing cost models that ignore the
FOBJ/CIF gap will systematically underestimate US duty costs relative to EU/ costs.

China's Digital Element Valuation: In 2026, China's GACC has pioneered the customs valuation of
embedded software. When a machine contains software essential for its operation and that software
was delivered via cloud download rather than physical media, China increasingly requires the value of
the 'digital licence' to be included in the hardware's customs value even if the software was priced and
billed separately. This approach, treating functionally inseparable digital content as part of the dutiable
goods value, represents the frontier of customs valuation doctrine for the digital-physical integration of
modern industrial products.
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GLOBAL BENCHMA

COMPARI

RKS: USA, EU, CHINA
SON TABLE

FEATURE == .‘ .3
USA / CBP EU/UC CHINA / GACC
FOB (port of export). “ ’
VALUATION Uniquely does NOT CIF (port of entry). CIF.

BASIS uu-ﬁ- ocean freight. | “First sale” doctrine Embedded software
Systematically lower | abolished — must use value included in
customs value than last sale before EU entry. hardware customs value

CIF countries. |if essential for operation.

Q

Section 1059A: tax
value cannot exceed
customs value.

RELATED-PARTY | |ps.cBP data sharing

Pty

GACC Interquartile

B

RULES active from 2025, Joint tax-customs se'g:rgrea:np{:?a%lt‘;ﬂda?ic
Post-Hamamatsu: TP audits. ' valuatgion audit.
year-end adjustments Statistical bench K
trigger customs duty atistical benchmark.
consequences.,
Q&3 =l [g8°
o =
x | False Claims Act: triple Up to 30% penalty AEO blacklisting +
UNDER-INVOICING damages for fraud. on unpaid duties + value reconstruction +
PENALTY | e, interest + potential penalties.
undervalued '5’8333 + pm:;::':'n?:r‘ for h Criminal liabiili:y d
where systematic frau
full duty demand. systematic fraud. %,oven_
CBP maintains EU TARIC reference GACC: largest
%EA';-EARBE :IgEE reference values price database. r.fllronle; dﬂub."
. _(CBPF 46‘.‘7).' Updated from Mg_:“a‘ny.d
| Significant deviations = | statistical import data | penchmark setting per
ol =< G
$800 duty-free €150 threshold No meaningful
E-COMMERCE threshold (under abolished July 2021. threshold.
review for reduction). | All e-commerce subject | CBEC bonded zone
Platforms increasingly to valuation. 0SS model: cleared when
liable. registration system. 1 online sale finalized.
STRUCTURAL SIGNIFICANCE: The USA's unique FOB basis, =
unlike the CIF basis in EU and China, systematically results ? < =
in LOWER customs values by excluding ocean freight and - @
insurance costs. This difference is critical for accurate e
landing cost models and duty calculations. R = GIE (ELVCHINA)
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8.13: Valuation disputes : Rights, Responses & Appeals

DISPUTE Customs rejects declared value. Must communicate the grounds for doubt IN

TRIGGERED WRITING. Must provide the importer with an opportunity to respond BEFORE
any alternative value is applied. WTO Art. 11 right.

IMPORTER'S Provide: additional documentary evidence, written explanation, bank transfer

RESPONSE proof, price justification study. The highest-leverage moment in any valuation
dispute, most are resolved here.

CUSTOMS Evidence resolves the doubt. Transaction value accepted. Goods released. File

ACCEPTS retained for PCA window.

CUSTOMS Doubt not resolved. Customs applies Methods 2—-6 in sequence to establish an

RECONSTRUCTS alternative value. Must communicate the proposed value and basis to the

PAYMENT UNDER

importer before applying it.

Importer pays full duty on the customs-reconstructed value under formal written

PROTEST protest. Goods immediately released. ALL appeal rights preserved. The protest
documents the contested amount for future refund.

INTERNAL First appeal: formal written request to the customs authority's own valuation

RECOURSE review unit. Fast, free, higher-level review. Resolves many disputes without

tribunal involvement.

ADMINISTRATIVE
TRIBUNAL

JUDICIAL REVIEW

REFUND IF
SUCCESSFUL

If internal recourse fails: formal appeal to an independent administrative tribunal.
60-120 days typical. Evidence presented formally. Legal representation
recommended. Importer bears burden of proof.

If tribunal fails: judicial proceedings before the competent commercial or
administrative court. Full legal process. Costs escalate significantly. Reserve for
substantial amounts and strong evidence positions.

If appeal succeeds at any level: full refund of overpaid duties + interest from
original payment date. Interest rate typically linked to national bank rate.

IMPORTER'S LEGAL RIGHTS WHAT CUSTOMS CANNOT DO

Right to be informed of grounds for doubt Cannot use minimum values or price schedules as the final
BEFORE goods detained customs value

Cannot substitute database benchmark as customs value
without following the 6-method sequence

Right to provide additional information
supporting declared value

Right to be informed of the alternative value
and its basis BEFORE application

Cannot deny the importer the opportunity to respond to the
proposed alternative value

Right to pay under protest to obtain goods
release while contesting

Cannot apply Method 4 or 5 without first exhausting Methods
1,2,and 3

Right to appeal at administrative and judicial
level

Cannot impose a valuation penalty before providing
information and response rights

Right to refund with interest if appeal is
successful

Cannot treat failure to produce perfect documentation as
proof of deliberate fraud
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The WTO Agreement's procedural rights framework is one of the most underutilised aspects of
customs valuation law. The right to be informed of the grounds for doubt before goods are detained; the
right to respond with additional evidence before an alternative value is applied; the right to pay under
protest without waiving any appeal rights, these are legally mandated protections that apply equally in
Morocco, the EU, China, and the USA. Importers who are unaware of these rights routinely accept
incorrect customs reconstructions because they believe they have no choice. They do, and
understanding these rights transforms the valuation dispute from a one-sided administrative decision
into a procedurally balanced legal process.

The Five-Year Brazilian Coffee Case, A Valuation Appeals Lesson: In the 1990s, Brazil's customs
authority systematically applied reference prices to coffee and cocoa imports rather than transaction
values, citing concerns about under-invoicing. Multiple multinational importers challenged these
decisions through the WTO Agreement's dispute framework, successfully arguing that reference prices
cannot replace the transaction value hierarchy. The resulting WTO rulings, which remain directly
applicable today, established that reference database benchmarks are triggers for inquiry, not
alternative customs values that can be applied without following the six-method sequence. This
distinction protects every importer facing database-benchmark challenges today.
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VALUATION DISPUTES:
RIGHTS, RESPONSES & APPEALS

A Comprehensive Vertical Flowchart: Step-by-Step Process Flow

IMPORTER'S : AL WHAT CUSTOMS
LEGAL RIGHTS TTROOERED! - CANNOT DO

t to o use
) Righ! b-o Homd J Canmot use minimum valves
é doubt BEFORE . or price ldnddu as tha final
customs value
1o provide additional any alteenative
- [£] .ﬁ'.'......;w.n, o . “M-"w,,:"; vako
declared value. WTO Art. 11 right.

Right to be Informed of the Cannot deny the importer the
- alternative value and 1s basis - opportunity to respond to the
BEFORE spplication proposed alternative value.
W!!omm«vmto Cannot apply Method 4 or 5
- E obtain goods release while & without first exhausting
contesting. IMPORTER'S Methods 1,2, and 3.
to appeal at RESPONSE e
- « rtrative and udicial — . . _‘9 Mybelulewovm
feved o _ ==y information and response rights,

Cannot treat fallure to produce
as
proof of defiberate fraud.

Right to refund with interest
& if appeal is successful.

(ZA
CUSTOMS
ACCEPTS

Tramsaction value R
retained for PCA “""“ Mrneas
X [ Method 5 o Method &

(@) PAYMENT
UNDER PROTEST

(& REFUND IF «

SUCCESSFUL

ADMINISTRATIVE
TRIBUNAL
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Customs Valuation Master Map

CHAPTER 8, CUSTOMS VALUATION MASTER MAP

» WTO FRAMEWORK 164 WTO members. 6-method hierarchy. Cannot skip methods. Transaction
Value dominant (~95%). Based on actual commercial value, not reference
prices.

» METHOD 1 Price actually paid or payable. 4 conditions: no restrictions, no conditions, no

proceeds reversion, relationship test. Mandatory adds: freight, insurance,
assists, royalties.

» MANDATORY ADDITIONS Selling commissions - packing - assists (materials, tools, designs) - royalties
- post-importation proceeds - freight & insurance (CIF countries). Must add
even if not on invoice.

» CIF vs. FOB EU/Morocco/China: add freight + insurance (CIF). USA: FOB only. Same
goods = different customs value. Must factor into multi-market landing cost
models.

» FALLBACK METHODS 2-6 Method 2: Identical goods (same producer). Method 3: Similar goods.
Method 4: Market price minus costs (backwards). Method 5: Cost of
production (forwards). Method 6: Flexible residual.

» RELATED PARTIES Relationship = flag, not disqualification. Must prove price not influenced. TP
study = primary evidence. 2026: joint tax-customs audits, integrated
compliance model mandatory.

» 2026 ENFORCEMENT Real-time Al screening. Bank-customs data integration. Blockchain invoice
verification. TP-customs convergence. Under-invoicing era effectively over in
modern IT jurisdictions.

» EVIDENCE FILE Commercial invoice - freight invoice - insurance certificate - bank transfer
proof - price list - assists docs - royalty agreement - TP study - DV1 form.
Maintain 5+ years.

» DISPUTE RIGHTS Right to information and response (WTO Art. 11). Payment under protest.
Internal recourse — tribunal — court. Refund with interest if successful.

» COMPLIANCE PAYOFF Correct value + documented evidence — reduced audit risk — AEO eligibility
— deferred payment — fastest supply chain. Compliance is the lowest total
cost approach.

SYNTHESIS

Chapter 8 has built complete customs valuation competence from the WTO Agreement's foundations
through to the 2026 digital enforcement environment. The central insight: customs value is not the
invoice price, it is a legally constructed number that includes mandatory additions and may exclude
certain post-importation costs. The importer who understands this construction, maintains the evidence
to support it, and aligns customs and transfer pricing declarations avoids the most significant retroactive
liability risk in international trade compliance. The importer who guesses accumulates liability with every
shipment.
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cusioms \\
VALUATION

AASTER MAP /

Si)) WTO FRAMEWORK ' METHOD 1 (
= 164 WT0O members » Price actually paid or payable .
« 6-method hierarchy » 4 conditions: no restrictions, no
« Can skip methods conditions, no proceeds reversion,
« Transaction Value dominamt (~95%) relationship test
= Based on actual commercial value —

5 » Mandatory adds: freight, insurance
not reference prices a55ists, royalties

MANDATORY ADDITIONS

CIF vs. FOB FALLBACK METHODS 2-6

RELATED PARTIES 2026 ENFORCEMENT

COMPLIANCE PAYOFF

CHAPTER SYNTHESIS

‘@ Customs value is not the invoice price — it is a legally constructed number.

‘®- The importer who understands this construction avoids the most significant
retroactive liability risk in international trade compliance.

271



272



Concept 9: Customs Taxation - From
Duty to Fiscal strategy

"In 2026, the art of customs taxation is not collecting more, it is collecting smarter. The professional
who masters the tariff, understands liquidation, and monitors the fiscal calendar turns the tax system
into a competitive instrument."”

Customs taxation is where the three pillars, classification, origin, and value, converge into a financial
outcome. The HS code determines which duty rate applies. The origin determines whether a
preferential FTA rate or the standard MFN rate is used. The customs value is the base to which that
rate is applied. The result is the customs duty debt: the amount the importer owes the state as the price
of market access. Chapter 9 builds complete mastery of the customs taxation system, from the
historical evolution of customs duties through to the practical mechanics of liquidation, payment
architecture, and the strategic tools that legitimate operators use to optimize their fiscal position.

Chapter 9 covers the full taxation landscape: the types of customs duties (ad valorem, specific,
compound, anti-dumping, countervailing, safeguard); the cascade calculation that compounds VAT on
import duty; the dominant role of VAT on imports in customs revenue; the liquidation procedure and the
critical 'date of declaration registration’ rule; the transitional clauses protecting mid-transit shipments
from rate changes; the complete payment architecture from EFT to bank guarantees to deferred
payment credits; duty drawback as a tool for exporters; the customs offences and penalties scale; and
the strategic fiscal calendar monitoring that separates reactive from proactive operators.
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9.1: History of Customs Duties: From Royal Tolls to WTO

ROYAL TOLLS & Simple passage fees at border posts and river crossings. Purely
ORIGINS PASSAGE FEES, Pre- fiscal: filling the treasury. No concept of trade policy or industrial
17th century protection. Sovereign revenue instrument.
DIFFERENTIATED Nations used tariffs strategically: low duties on raw materials needed
VISRIOANRIEEY S TARIFFS, 17th—-18th for domestic industry; high duties on finished foreign goods to protect
century local craftsmen. The first trade policy tariffs.
FREE TRADE THE BRITISH Ricardo's Comparative Advantage theory. Britain led the free trade
IDEALISM CHALLENGE, 19th movement. The 1846 repeal of the Corn Laws. Trade as engine of
century mutual prosperity, not just sovereign revenue.
THE 1929 GREAT Currency collapse made traditional tariffs insufficient. Nations
CRISIS & DEPRESSION, Beggar- | invented non-tariff barriers: quotas, bans, licensing. The 1930 Smoot-
COLLAPSE thy-Neighbour Hawley Tariff in the USA triggered retaliatory spirals, contributing to

WWII economic conditions.

GATT 1947, The Rule of | 23 nations created the General Agreement on Tariffs and Trade. Core
\ICIRpIWINN=IZVNE [ aw in Trade principles: Most Favored Nation (MFN); Bound Tariffs (legally

ORDER committed maximum rates). 8 negotiating rounds progressively cut
tariff levels globally.

WTO 1995, Permanent Replaced GATT with a permanent institution. Expanded to services

INSYRLOAN[C\V:\RVA Framework (GATS) and intellectual property (TRIPS). 164 members. Dispute
ATION settlement mechanism with legal enforcement. The modern rules-
based trade order.
TARIEE ERA 2025-2026, USA's retprn to aggressive unilateral tariff policy: pniversal B_aseline
RETURNS UNIVERSAL BASELINE | Tariff, reciprocal 'Trade for Trade' measures, Section 301 tariffs. Most
TARIFF significant challenge to the WTO multilateral framework in its history.

The history of customs duties is the history of economic governance, a narrative of fiscal pragmatism,
protectionist impulses, liberal idealism, and political power. The 2025-2026 return to aggressive
unilateral tariff policy by the USA, a departure from seven decades of WTO rules-based multilateralism,
represents the most significant challenge to the post-WW!II trade order since its establishment. For
customs practitioners, this historical perspective is not academic: the WTO binding tariff commitments,
the MFN principle, and the tariff transparency requirements that were established precisely to prevent
the protectionist chaos of the 1930s are now under unprecedented political pressure. Understanding
why these rules exist makes defending them more compelling.

The 2026 Tariff Paradox: The USA's Universal Baseline Tariff represents a return to the unilateral tariff
policy of the 1930 era, the very approach that the post-WWII multilateral order was specifically
designed to prevent. Yet unlike the 1930 Smoot-Hawley collapse, the 2025-2026 'Tariff Era' is
occurring within a world of deeply integrated supply chains, WTO membership, and digital trade flows
that make the 1930s analogy incomplete. The practical consequence for trade professionals is a
radically more complex duty calculation environment, particularly for US imports, where multiple
overlapping duty measures (MFN + Section 301 + ADD + CVD + safeguard) must all be considered for
every shipment.
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HISTORY OF CUSTOMS DUTIES:
ROYAL TOLLS TO WTO

PRE-17th CENTURY: ORIGINS - ROYAL TOLLS & PASSAGE FEES

Simple passage fees at border s and river
crossings. Purely ﬁscd filli e treasury. No
concept of trade policy or industrial protection.
Sovereign revenue instrument.

Nations used tariffs strategically: low
duties on raw materials needed for domestic
Industry; high duties on finished f

to protect local craftsmen. The first trade
policy tariffs.

Ricardo's Comparative Advantage theory.
Britain led the free trade movement. The 1846
repeal of the Corn Laws. Trade as engine of

mutual prosperity, not just sovereign revenue.

Currency collapse made traditional tariffs
insufficient. Nations invented non-tariff barriers:
quotas, bans, licensing. The 1930 Smoot-Hawley
Tariff in the USA wg’od retaliatory mls
—= gontributing to Il economic conditions.

1947: MULTILATERAL ORDER - GATT 1947

23 nations created the General
on Tariffs and Trade. Core principles: Most Favored
Nation (MFN); Bound Tar (Iegally committed

maximum rates iat roun s
progressively c&t um" M

Replaced GATT with a

institution. Expanded to urvi«:{ GATS) and
intellectual rty ('I’RIPS) 1

Di te sett

enforcement. The modern rulu-buod tndc o

2021+: AFRICA RISING - AfCFTA 2021+

African Continental Free Trade Area: 54
countries, 1.4 billion . Progressive
elimination of intra-African tariffs. New

rules-based framework for Africa — echoing
GATT 1947 at continental scale.

ANCF T,

2025-2026: TARIFF ERA RETURNS - UNIVERSAL BASELINE TARIFF

UNIVERSAL
BASELINE

S

ua&mwmmwummﬂnrou cy:
‘Univetsll Baseline Tariff, reciprocal ‘Trade for Trade'

: ures, Section 301 tariffs. Most significant challenge
o the WTO multilateral framework in its history.
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9.2: Types of Customs duties: Ad Valorem to Safeguard

DUTY TYPE ‘

HOW CALCULATED

AD VALOREM
DUTY (most Rate (%) x Customs Value. Simple, transparent, and automatically adjusts to price inflation. The
common dominant duty type in Morocco, EU, and most WTO members.
globally)
SPECIFIC Fixed amount per physical unit: per kilogram, per litre, per piece, per square metre. Completely
DUTY independent of price, protects against under-invoicing.
COMPOUND An ad valorem component PLUS a specific component. Total duty = ad valorem amount + specific
DUTY amount.
MIXED DUTY — . . . . —
(Alternative) Two rates provided; the HIGHER (or lower) of the two is applied depending on the policy objective.
ANTI- - _ . . . .
DUMPING Ad.dlitlonal d.u.ty = margin of dumping (Nc.)r.maI.Vque - Expprt Price). Applied on top of MFN rate.
DUTY (ADD) Origin-specific and often company-specific within that origin.
COUNTERVAI Additional duty = amount of foreign government subsidy per unit. Applied on top of MFN rate. Offsets
LING DUTY " . : :

the competitive distortion created by the subsidy.
(CVvD)
SAFEGUARD Temporary additional duty on surging imports that seriously injure a domestic industry. WTO Article
DUTY XIX authorized. Time-limited, decreasing, subject to WTO challenge.

The variety of duty types reflects the multiple policy objectives that customs tariffs simultaneously
serve: revenue collection (ad valorem); minimum revenue protection independent of price manipulation
(specific and mixed duties); anti-dumping protection (ADD); subsidy offset (CVD); and emergency trade
defence (safeguard). An importer must identify not just the standard MFN ad valorem rate for their HS
code, but also whether any ADD, CVD, or safeguard duties apply to their specific origin country, and
whether an FTA preferential rate is available to replace the MFN rate entirely.

USA 2026 Tariff Stack Complexity: For US imports from China, the total applicable duty may include:
standard MFN ad valorem rate (~3.5% average for industrial goods) + Section 301 additional tariff
(7.5% to 145% depending on List 1/2/3/4) + any applicable ADD (product-specific) + any applicable
CVD (subsidy-specific). For some Chinese electronics and solar components, the combined stack
exceeds 200% of the customs value. Supply chain restructuring away from China, to Mexico under
USMCA, Vietnam under USVFTA, or Morocco under USMFTA, is the only viable market access
strategy for these product categories in 2026.
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Types of Customs Duties:
Ad Valorem to Safeguard

|
DUTY TYPE HOW CALCULATED COMMERCIAL LOGIC & EXAMPLES

AD VALOREM DUTY
(most common globally)

Rate (%) x Customs Value

* Morocco 2.5-40%
« EU MFN cars 6.5%
» EU textiles 12%

* Applied based on the transaction value of
the imported goods.

Fixed amount per physical
unit (kg, litre, piece, m?)

+ Alcohol per degree/hectolitre
+ Tobacco per 1,000 cigarettes
+ Sugar per tonne

+ Based on quantity, regardless of price.

il Common for commodities.
3 é « Agricultural goods 5% + MAD 200/tonne
@ pﬁggﬂgzecm: gomrgggﬁg:\t « Combines value-based and quantity-based
COMPOUND DUTY components for price stability and revenue.

&5

Higher (or lower) of two

* 10% ad valorem OR MAD 50/unit,
whichever is higher

* Provides flexibility for different market
MIXED DUTY rates applied conditions and protects against
(Alternative) undervaluation.
P4 » EU on Chinese solar glass 23-36%
Margin of dumping + USA Section 301 7.5-145%

ANTI-DUMPING DUTY

(ADD)

(Normal Value - Export Price)

« Meant to offset unfair pricing of imported
goods sold below domestic market value.

<D

Amount of foreign * EU on Chinese electric vehicles
COUNTERVAILING DUTY | 9overnment subsidy perunit | . Offsets unfair advantage gained from
(CVD) foreign government subsidies.

» USA on Canadian softwood lumber

.

SAFEGUARD DUTY

Temporary additional duty
on surging imports

+ EU steel safeguard 2018
+ USA solar panel/washing machine
safeguards

+ Emergency measure to protect domestic

industry from sudden import surges. 3

CONCEPTUAL FRAMEWORK: IMPORTER'S COMPLIANCE RESPONSIBILITY

{

Identify All
Applicable
Duties

1

MFN Rates A

DD CvD
(Most-Favored- (Anti-Dumping (Countervailing
Nation) Duty) Duty)

Safeguard

FTA Preferential
Rates (Free Trade
Duties Agreements)

Importers must systematically determine all potential duty liabilities by considering standard MFN rates,
alongside any applicable trade remedies (ADD, CVD, Safeguard) and potential preferential treatment under
Free Trade Agreements (FTAs) to ensure full compliance and accurate cost assessment,
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9.3: The Duty Calculation: From HS Code to Tax Bill

THE COMPLETE CUSTOMS TAX CASCADE, STEP BY STEP

STEP 1: IDENTIFY HS
CODE

STEP 2: DETERMINE
APPLICABLE DUTY
RATE

STEP 3: CALCULATE
CUSTOMS VALUE

10-digit national tariff code. Determines: MFN duty rate, any ADD/CVD/safeguard,
VAT rate, excise (TIC) category, and any import restrictions or licensing
requirements.

MFN rate (standard) OR FTA preferential rate (if origin qualified + valid proof
submitted) OR zero duty (GSP or full FTA elimination). Cannot claim preferential rate
without valid origin proof.

Invoice price + mandatory additions (freight, insurance, assists, royalties) — permitted
deductions (post-importation transport). This CIF figure is the ad valorem duty base.

STEP 4: CALCULATE
IMPORT DUTY (DI)

STEP 5: CALCULATE
VAT BASE

Ad valorem: Rate x Customs Value. Specific: Rate x Quantity (kg, litres, units).
Compound: both components added. ADD + standard duty if applicable.

VAT Base = Customs Value + Import Duty (DI) + Excise (TIC) if applicable. The duty
itself increases the VAT base, duties are compounded by VAT. This is the cascade.

STEP 6: CALCULATE
VAT

VAT Rate x VAT Base. Morocco standard: 20%. Reduced rates: 14% (butter, rall
transport), 10% (food equipment, banking), 7% (water, medicines). Zero: essential
necessities.

STEP 7: CALCULATE
EXCISE (TIC)

STEP 8: TOTAL
FISCAL OBLIGATION

If applicable: TIC Rate x Supplementary Unit Quantity (litres of alcohol, packs of
cigarettes, engine CC, etc.). TIC base is often entirely independent of declared
goods value.

DI + VAT + TIC + any other levies (customs service fee, etc.) = TOTAL AMOUNT TO
PAY OR GUARANTEE bhefore the release order (mainlevée) is issued.

THE ELECTRONIC
CALCULATION

CDM (EU), ACE (USA): system calculates all taxes automatically once HS code,
origin, value, and Incoterm are entered. Declarant must verify, not just accept, the
system's output.

The customs tax cascade, import duty calculated on customs value, VAT calculated on customs value
plus import duty plus excise, excise calculated on a separate quantity base, means that import duty has
a multiplier effect on the total fiscal obligation. Every Euro of import duty generates an additional 20
cents of VAT. This compounding effect means that a 10% import duty does not simply add 10% to the
cost of goods, it adds 10% duty plus the VAT on that 10%, producing a total fiscal impact approximately
12% above the ex-duty price.

The FTA VAT Saving: The fiscal benefit of FTA preferential treatment extends beyond the duty saving
alone. When a 10% import duty falls to zero under an FTA, the customs value becomes the VAT base
directly, saving both the 10% duty and the 20% VAT that would have been charged on that duty. On a
Euro 100,000 shipment at 20% VAT: the duty saving is Euro 10,000 and the VAT saving on the duty is
Euro 2,000, a total fiscal benefit of Euro 12,000 from a 10% duty rate FTA, not merely the Euro 10,000
the duty rate alone suggests. FTA benefits are always worth more than the headline duty rate implies
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THE DUTY CALCULATION CASCADE:
FROM HS CODE TO TAX BILL

Step-by-Step Visual Flowchart of Customs Tax Calculation with Compounding Effect

'..4%

1) IDENTIFY HS CODE

wilil

2) DETERMINE DUTY RATE

Find the applicable ad valorem duty rate based on
the HS Code, origin, and any trade agroemuents,

Duty Rate (%) = Based on HS Code & Origin
Duty Rate: 10%

3) CALCULATE CUSTOMS VALUE

The total value of the goods, Including cost of .
goods, freight, insurance, and other assessable \
charges (CIF Value)

Customs Value = Cost of Goods + Freight +

Insurance + Other Charges

4) CALCULATE IMPORT DUTY

Multiply the Customs Value by the applicable Duty
Rate 1o determine the import duty amount,

Import Duty = Customs Valuo » Duty Rate
Import Duty = $53,500 = 10% » $§5,350

5) CALCULATE VAT BASE

The base value for calculating Value Added Tax
VAT), which includes the Customs Value plus the
mport Duty,

VAT Base = Customs Value + Import Duty

6) CALCULATE VAT

- Apply the standard VAT percentage to the VAT
F.\. . Base to determine the VAT amount.

= Sames 1111 VAT Amount = VAT Base » VAT Rate (%)

VAT Amount = $58,850 » 20% = $11,770

7) CALCULATE EXCISE (TIC)

Calculate Excise Dutyor S ific Tax on

Consumption (TIC) for ap| ble goods (e.g,, fuel, ! ~ 4—/ ‘

alcohol, luxury items), b on quantity or value | Applicable Excise Rate:
Excise/TIC = (Customs Value » Excise Rate) OR 55 on Customs Value.
[Quantity » Specific Rate) mm;w

8) TOTAL FISCAL OBLIGATION
> The final sum of all customs duties, VAT, and
N~ = < excive taxes payable to the customs authority,
i § Total Fiscal Obligation » import ou * VAT
Amount + e (TIC)
rus%;ag.aso(m) » 811,770 (VAT) + 82,675 (Excise)

VAT

VAT VAT
Base Rate

Customs Duty import
HSCode  “value  Rate Duty  Base . BLIGATION
B479. 89 $53,500 10% $5350 $58850 20% $11,770 5% $2675 :

Total Tax Impact = 37% of Customs Value

% Globeal Custnme 5./. Trwde & Tan www. dutycascade com | 2024
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Excise Duties: Sector-Specific Taxation

EXCISE CATEGORY & GOODS

Type, Description & Icon

Spirits taxed higher than wine/beer.
1. ALCOHOL & BEVERAGES Specific rate per degree | Price-independent; focuses on alcohol
Spirits, wine, beer, fermented of alcohol per hectolitre | content. Significant impact on tourism
beverages. sector consumption.
2. TOBACCO PRODUCTS Compound structure: | compines fixed amount and price
(Q,\ Specific rate per 1,000 | parcantage. Includes a 2026 dedicated
B SRR S e Glgaretes» a0 Valorem | rae fo heated tobacco poducts.
Per cubic centimetre Based on engine size or power output.
ﬁ 3. MOT(:RQV:,Hc:;CmLI:eSrW engine capacity (ICE)/ | Reference: Morocco TIC reforrne;‘sny
Passenge ; Per kilowatt motor includes a proposed carbon int
vehicles (ICE & Electric). power (electric) multiplier.
4. PETROLEUM PRODUCTS | Per hectolitre or per :‘mmm;;‘
0 i TN, m,"ﬂmmmm pricesike omiigat econoic
¥ mpact.

- Focuses on environmental impact.
B0 s || S22 e e
% products, sngle-use ftems, biodegradable plastic | P ohio tives "
Applied as a percentage of value.
) @ 6. LUXURY GOODS Ad valorem supplement | Captures luxury consumption surplus,
@ ) Jewellery, furs, high-value on retail price maintains tourism market access
electronics, yachts. without excessive burden.
Fixed amount per weight unit.
| 7. CEMENT & CONSTRUCTION Specific rate pertonne | Generates infrastructure import
Cement, clinker, construction ¢ onsiders domesti
~th 3 construction materials | revenue; c domestic industry
== aggregates. competitiveness.
Evolving structures based on emissions.
0 £} 5. GREEN TRANSITION IMPACT | ¢, o ntensity-based | Examples: Morocco 2027 carbon-
‘;fo“gng d:;vmmm taxes, TIC structures adjusted vehicle TIC, potential EU CBAM
carbon pricing. extension.

~ CONCEPTUAL FRAMEWORK & POLICY CONSIDERATIONS
= WTO Non-Discrimination Requirements: Ensures imported and domestic goods are taxed equally to prevent
trade barriers.

= Specific vs Ad Valorem Structure Benefits: Specific (fixed amount per unit) offers stable revenue and targets
quantity/harm; Ad Valorem (% of value) captures price increases and luxury consumption.

= Anti-Avoidance Design Features: Includes tracking and tracing systems, secure tax stamps, and robust auditing
to prevent illicit trade and tax evasion.

= Focus on Quantity Verification over Price Verification: Reduces reliance on fluctuating market prices for tax
assessment, simplifying customs procedures and ensuring consistent revenue collection.

S,

W 4 R/ /7
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9.4: The Liquidation Procedure: Fixing the Debt

DECLARATION Declarant files the detailed declaration electronically. System assigns a

REGISTRATION registration number and timestamp. THE CRITICAL MOMENT: duties are
calculated at the rates in force on this exact date and time.

SELECTIVITY Al-driven risk system assigns a lane: Green (immediate release upon payment),

ENGINE Orange (documentary verification), Red (physical inspection). Lane affects
processing time, not the duty rate or calculation method.

VERIFICATION Documentary or physical inspection. If customs accepts the declaration as filed:

(ORANGE/RED confirmed. If customs amends a declared element (value, classification, origin):

LANES) the amended basis governs liquidation.

LIQUIDATION System calculates: Import Duty (DI) + VAT + Excise (TIC) + any ADD/CVD +
customs service fees. This is the tax debt, the legally binding amount owed to the
State.

PAYMENT OR Options: immediate EFT payment, monthly deferred payment credit (AEO facility),

GUARANTEE bank guarantee (for disputed value or suspensive regime), or debit from pre-
funded customs account (provision).

MAINLEVEE, Once duties are paid or secured by guarantee: system issues the Bon a Enlever

RELEASE (Release Order). Goods may legally leave the bonded zone. The Release Order is

ORDER the 'Green Light' of customs.

POST-PAYMENT Even after payment and release: declaration remains subject to post-clearance

AUDIT audit for 3-5 years. Errors discovered in PCA create additional duty demands +
interest from original declaration date + penalties.

THE 'DATE OF RESLIJSLTERATION GOLDEN TWO STRATEGIC EXCEPTIONS
TRANSITIONAL CLAUSE (rate INCREASE): If rates increase
while goods are in transit, claim the lower rate with: (1)
transport document created BEFORE the increase + (2)
irrevocable Letter of Credit opened BEFORE the increase.

Duties are ALWAYS calculated at the rates
in force at the EXACT MOMENT the
declaration is registered in the system

MOST FAVOURABLE TARIFF (rate DECREASE): If rates fall
after registration but before the Release Order is issued, the
importer can REQUEST the lower rate. Not automatic, must
be formally claimed.

A rate change the day after registration
does NOT affect the duty on that declaration

FISCAL CALENDAR MONITORING: Smart operators track
Finance Law debates and Official Gazette publications to time
declarations around published rate changes.

A rate change the day before registration
DOES apply, cannot claim yesterday's rate

The liquidation procedure is the accounting act by which customs calculates the final, legally binding
duty and tax amount for a specific declaration. The 'date of registration' golden rule, that duties are
computed at the rates in force at the moment of registration, creates both a risk and an opportunity. The
risk: if a duty rate increases, the declaration filed the day after the increase faces higher costs than the
one filed the day before. The opportunity: if a rate is scheduled to decrease, the importer who delays
registration to the day after the new rate takes effect pays less duty on identical goods. Monitoring the
fiscal calendar is therefore a legitimate and commercially valuable compliance activity.
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THE LIQUIDATION PROCEDURE: FIXING THE DEBT

Step-by-Step Flowchart: A Structured Approach to Debt Settlement and Compliance
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9.5: Transitional Clauses: Protecting Mid-Transit Goods

DUTY RATE Importer signed a purchase contract and opened a Letter of

SCENARIO CHANGES WHILE Credit in January at an expected 10% duty rate. In February, a
GOODS ARE IN Finance Law amendment increases the rate to 15%. The vessel
TRANSIT arrives in March.

THE NEW (HIGHER) | The date of declaration registration governs. The February 15%
DEFAULT RATE APPLIES rate is in force in March. Without protection, the importer pays

RULE more duty than was anticipated when they committed to the
commercial contract.

THE TRANSITIONAL | The law provides protection for importers who committed to a
MO I=e3 [0\ CLAUSE transaction before the rate change, provided specific, non-
negotiable documentary conditions are simultaneously met.

TRANSPORT The Bill of Lading, Air Wayhill, or CMR must show a date of
CONDITION 1 DOCUMENT DATED issue BEFORE the date on which the new rate entered into

BEFORE THE RATE | force. Proves the shipment was physically committed before the

CHANGE fiscal change.

IRREVOCABLE A confirmed, irrevocable LC opened in favour of the supplier
CONDITION 2 LETTER OF CREDIT before_ the new rate takes effect. Prove_s the fingncial

OPENED BEFORE commitment was made under the old fiscal environment. Both

THE RATE CHANGE | conditions must be met, one alone is insufficient.

CLAIM FILE THE Importer presents both documents at declaration and formally
TRANSITIONAL invokes the transitional clause. Customs officer applies the pre-
PROCEDURE CLAUSE REQUEST change rate. Documentation retained in the file for audit.
THE MOST If a duty rate DECREASES between declaration registration and
BONUS FAVOURABLE the Release Order: the importer can REQUEST the lower rate.
TOOL TARIFF RULE Must be actively claimed, customs systems do not automatically

recalculate. Formal written request required.

The transitional clause is one of the most commercially important procedural protections in customs
law, and one of the most overlooked. It exists to protect commercial certainty: an importer who has
signed a contract and opened a Letter of Credit based on a specific fiscal environment cannot fairly be
expected to absorb a government-imposed cost increase announced after their commitment was made.
The clause acknowledges that customs duty rates enter commercial contracts as cost assumptions,
and that retroactive changes to those rates are commercially unfair to operators who made binding
commitments under the previous regime. The two conditions, dated transport document and irrevocable
Letter of Credit, both predating the rate change, are specific and non-negotiable. A commercial contract
signed before the rate change is not sufficient without the LC.
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TRANSITIONAL CLAUSES: PROTECTING MID-TRANSIT GOODS
: :

JANUARY: Contract Signed, LC Opened FEBRUARY: Finance Law Amendment MARCH: Vessel Arrives
CoNTRACT b g '
A — AL —
3 = =
Expected 10% Duty Rate Increases Rate to 15% Goods Ready for Declaration
! DEFAULT RULE !
THE NEW (HIGHER) RATE APPLIES
Date of declaration registration governs. February 15% rate applies in March. Importer pays more than anticipated.

s J
- PROTECTION MECHANISM ™

THE TRANSITIONAL CLAUSE

Law provides protection for pre-committed transactions.
Must meet specific documentary conditions.
CONDITIONS

CONDITION 1: TRANSPORT DOCUMENT CONDITION 2: IRREVOCABLE LETTER OF CREDIT

Confirmed, irrevocable LC opened
BEFORE rate change.

- gt Proves financial commitment under
(8] “|:5:%] old fiscal environment.

(%) BOTH CONDITIONS MUST BE MET @JJ

. J
. CLAIM PROCEDURE

|~? File Transitional Clause Request @' g o 1
r’/fj Present Both Documents at Declaration Qﬁ BONUS TOOL:
MOST FAVOURABLE
' = TARIFF RULE
Formally Invoke Transitional Chuoo If rate DECREASES:
‘ importer can request
Customs Officer Applies Pre-Change Rate lower rate.
"’ Must be actively claimed.
2 f— Formal written request
a Documentation Retained for Audit required.
. - \

.1, CONCEPTUAL FRAMEWORK & PURPOSE
~(.,)- Ensures COMMERCIAL CERTAINTY & FAIRNESS by protecting genuine pre-existing financial commitments
“ ~ from unexpected legislative changes. STRICT CONDITIONS prevent abuse and ensure only legitimate mid-transit
goods qualify. Focus on bona fide transactions and tangible proof of commitment before the law change.
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9.6: Payment Architecture: EFT, Guarantees & Deferred Credit

CUSTOMS PAYMENT ARCHITECTURE, COMPLETE TOOLKIT

» ELECTRONIC FUNDS
TRANSFER

Standard payment for all Moroccan commercial customs declarations. Duties
transferred from importer's bank directly to Treasury. Linked to specific
declaration number. Instant confirmation triggers the Release Order.

» ONLINE, eDOUANE /
BADR

BADR integrates direct bank payment through the eDOUANE portal. No
physical payment at customs counter. Payment initiated, confirmed, and linked
to the declaration in a single digital workflow. Real-time treasury crediting.

» DEFERRED PAYMENT
CREDIT (AEO)

» PRE-FUNDED CUSTOMS
ACCOUNT

» BANK GUARANTEE,
CAUTION

» PARTIAL PAYMENT +
GUARANTEE

Monthly consolidated payment for authorized operators. All declarations in
month M: pay by 15th of month M+1. Requires: AEO status or equivalent, bank
guarantee covering maximum monthly liability, impeccable payment history.

Importer maintains a standing balance (‘provision’) with customs treasury.
Each declaration automatically debited from the account balance. Fastest
release mechanism for high-frequency importers who maintain an adequate
provision.

Used for: suspensive regimes (Chapter 5), disputed valuations (payment under
protest), provisional declarations, temporary admission. Freezes bank credit
line rather than transferring cash. Released when obligation fully discharged.

Importer pays undisputed duty amount immediately. Provides bank guarantee
for the disputed additional amount claimed by customs. Standard mechanism
in valuation disputes: goods released, audit proceeds, guarantee crystallizes
only if appeal fails.

» PAYMENT BY RESULTS
(BULK)

For bulk commaodities (grains, petroleum, ores): provisional payment based on
estimated manifest weight, with final settlement when actual weight confirmed
by customs-supervised weighing. Refund or top-up issued on reconciliation.

» REVOLVING GLOBAL
CUSTOMS BOND

A single revolving bank guarantee facility covering multiple shipments
simultaneously under various suspensive regimes. Reduces administrative
burden for high-volume AEO operators who regularly use bonded warehouse
and inward processing regimes.

» AML, CASH
DECLARATION

Travellers carrying physical cash equivalents = €10,000 (or local equivalent)
must file a formal declaration. Morocco: specific MAD threshold applies. Gold
coins (290% purity), gold bars (299.5%), and bearer instruments included.
Failure to declare: immediate detention and penalties.

Modern customs payment architecture is fully digital in all major trading economies. Physical cash or
cheque payments at customs counters are restricted to very low thresholds or eliminated entirely. The
primary commercial tool is direct bank EFT linked to the customs IT system; the primary cash flow
management tool is the deferred monthly payment credit facility available to AEO-status operators. The
bank guarantee, a misunderstood instrument, is far more versatile than its most common application
(suspensive regime security) suggests: it can be deployed across disputed valuations, provisional
declarations, temporary admission, and consolidated monthly deferred payment credits.
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CUSTOMS PAYMENT ARCHITECTURE:
COMPLETE TOOLKIT

MODERNIZING TRADE FINANCE & DIGITAL TRANSFORMATION

DIGITAL & DIRECT CHANNELS ) et GUARANTEE & STRUCTURED SOLUTIONS

Electronic Funds Transfer (EFT) Bank Guarantee

oy sbrbabgbots .— B | e anaine o o’ el

me process| nt nce. == customs es i importer \

Standard protocol for efficiency. - . Ensures financial security for authorities, =g
eDOUANE/BADR Online System & Partial Payment + Guarantee

h national online
platform for electronic
customs declarations and

eDOUANE

‘ X
= Hybrid approach: Pay a portion e
” upfront, secure the remaining
. kal amount with a guarantee.
. Balances cash outflow.
Payment by Results (Bulk)
g:;am ‘lc»gmom opt‘ﬁof;w Authorized @ e 1= :hggvogatl:d payments for .r:l\:el:pk
perators . Enhanced ipments based on pred
liquidity and cash flow management. @ m . performance metrics or bulk clearance, m
Requires trusted status. | 1 Efficient for high volume traders.
Pre-funded Customs Account

Maintain a deposit account with

- = m
Customs for automated payment — multiple transactions and
deductions. Eliminates individual = jurlsdictions, Simplifies
transaction delays. = compliance for multinational operations.
e R

ANTI-MONEY LAUNDERING (AML)
CASH DECLARATION REQUIREMENTS @ m @
Mandatory declaration for physical cash/bearer negotiable
instruments exceeding thresholds (e.g., €10,000 or equivalent). Strict
penalties for non-compliance. Supports global fina I integrity.

TRANSFORMING CUSTOMS FOR A SEAMLESS GLOBAL TRADE FUTURE

DIGITAL. SECURE. EFFICIENT
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9.7: Anti-Dumping & Countervailing Duties: Trade Defence

ANTI-DUMPING DUTIES (ADD)

PURPOSE: Offset the 'margin of dumping’, the
amount by which the export price to the importing
country falls below the normal value in the
exporter's home market.

COUNTERVAILING DUTIES (CVD)

PURPOSE: Offset the amount of a foreign government
subsidy that benefits the exported goods, restoring
competitive parity between subsidized imports and
unsubsidized domestic producers.

LEGAL BASIS: WTO Anti-Dumping Agreement
(Article VI GATT 1994). Triggered by a formal
domestic industry complaint demonstrating:
dumping exists, injury to domestic industry,
causal link.

CALCULATION: Normal Value (home market price)
- Export Price = Margin of Dumping. ADD rate =
this margin, expressed as a percentage and
applied as an additional duty on top of the MFN
rate.

ADD RATE: Country-specific AND company-
specific. Different exporters from the same country
may have different rates based on their
cooperation level with the investigation.

LEGAL BASIS: WTO Subsidies and Countervailing
Measures (SCM) Agreement. Only 'specific' and
‘actionable' subsidies are countervailable. Export
subsidies: straightforwardly actionable. Production
subsidies: more complex analysis.

CALCULATION: Amount of subsidy per unit exported.
CVD rate = this per-unit subsidy, applied as an
additional duty on top of the MFN rate. Different
programmes valued and summed separately.

CVD RATE: Programme-specific. Different subsidy
programmes are identified and valued separately.
Individual company rates where companies
cooperated with the investigation.

DURATION: Up to 5 years initially, subject to
'sunset review.' Can be renewed indefinitely if
injury would recur without the measure, some ADD
measures have been in force for 20+ years.

DURATION: Same 5-year sunset review mechanism.
CVD often applied alongside ADD where both
dumping and subsidy are found for the same goods
from the same origin.

EU 2026: ~130 ADD measures in force covering
hundreds of HS codes from multiple origins. Steel,
chemicals, ceramics, solar glass, e-bikes.
Company-specific rates vary within each measure.

USA 2026: Softwood lumber (Canada), Chinese steel
and aluminium, Chinese solar cells. Section 301 tariffs
applied alongside ADD/CVD for China, creating
extremely high combined duty stacks.

KEY COMPLIANCE RISK: ADD applies only to
specific HS codes from specific origins. The
standard tariff page does not show ADD rates,
must check the separate ADD regulation for every
potentially affected origin shipment.

KEY COMPLIANCE RISK: CVD rates change
frequently as subsidy programmes are introduced,
modified, or eliminated. Regular monitoring of Official
Journal (EU) or Federal Register (USA) is
operationally mandatory.

The ADD Compliance Check Process: For any import from an origin country that has active trade
disputes with the importing country, particularly Chinese origin goods entering the EU or USA, the
compliance workflow must include an ADD check before the first shipment. Step 1: identify the 8—10-
digit HS code. Step 2: search the EU's Anti-Dumping Regulation database or USA's USITC ADD/CVD
database for that code and origin country. Step 3: if an ADD measure is found, identify the specific duty
rate for the exporter concerned (company-specific rates may be lower or higher than the general
country-wide rate). Step 4: calculate the combined MFN + ADD rate for the total landed cost. This four-
step check is not optional for China-origin EU imports, it is a fundamental compliance requirement.
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Anti-Dumping & Countervailing Duties:
Trade Defence

ANTI-DUMPING
DUTIES (ADD)

I

COUNTERVAILING
DUTIES (CVD)

e

Offset ‘margin of dumping’ - export
price below normal home market value
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a CALCULATION additional duty percentage
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EU 2026 ~130 measures (steel,
CURRENT chemicals, ceramics, solar glass, e-bikes)
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Programme-specific, different
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Same 5-year sunset review, often
applied alongside ADD
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regular monitoring of Official
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Conceptual Framework
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» Trade defence as WTO-authorized mechanism
« Applied on top of standard MFN/FTA rates

« Specific to particular HS codes "5 apir-
and origin countries [o
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« Risk of systematic
underpayment if overlooked

« Post-clearance audit
implications
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9.8: Duty Drawback: Reclaiming duties on re-exported goods

GOODS IMPORTED
WITH FULL DUTY
PAYMENT

GOODS
INCORPORATED IN
MANUFACTURED
PRODUCT

FINISHED GOODS
EXPORTED

Standard import: full duty + VAT paid at time of import. Goods released to
domestic market for manufacturing use.

Imported raw materials or components incorporated into finished goods
through a manufacturing, assembly, or processing operation in the domestic
market.

Finished manufactured product exported. Export declaration filed. Customs
exit record confirms actual departure from national territory.

DRAWBACK CLAIM
FILED

Exporter files formal drawback claim: export declaration number + import
declaration numbers for all incorporated materials + Bill of Materials proving
the link + duty payment receipts.

CUSTOMS
VERIFICATION

REFUND ISSUED

TIME LIMITS,
MANDATORY
COMPLIANCE

Customs verifies: (a) imported goods were actually used in the exported
product (BOM audit), (b) duties were actually paid on those imports, (c)
export actually occurred (exit confirmation from frontier customs office).

Customs issues duty refund, typically 99% of the import duty originally paid
(1% administrative retention in some jurisdictions). Refund processed within
30-90 days of complete claim submission.

EU: claim within 3 years of import date. USA: within 5 years. Morocco: within
the period specified in the drawback authorization. Late claims are forfeited,
fiscal calendar monitoring is mandatory.

DRAWBACK vs. INWARD PROCESSING REGIME ‘

Inward Processing: duties SUSPENDED at import,
no cash outflow. Customs guarantee required.

WHEN DRAWBACK IS PREFERRED

Volumes too low to justify the administrative burden of
an IP authorization application.

Duty Drawback: duties PAID at import, refunded at
export. Cash flow cost during manufacturing
cycle.

Product may be sold either domestically or
internationally, flexibility not available under IP.

IP more financially efficient (no cash tied up in
duties). Requires: IP authorization + material
accounting + yield rate management + formal
discharge procedure.

IP authorization was not obtained before import but an
export opportunity arose after the import was made.

Drawback more operationally flexible. Requires:
complete BOM documentation + import-export link
proof + timely claim filing.

Goods category where the IP regime is not permitted
but drawback is authorized (some agricultural and
energy products).

Duty drawback is the retroactive equivalent of Inward Processing's prospective duty suspension, both
achieve the same outcome (eliminating duties on imported materials that leave the country as part of
manufactured exports) through opposite sequencing. Inward Processing suspends duty at import: no
cash outflows, no interest cost. Drawback pays duty at import and recovers it at export: the
manufacturer finances the duty during the production cycle at the opportunity cost of capital. The choice
between IP and drawback is therefore an operational and financial optimization decision, drawback's
greater flexibility comes at a cash flow cost that IP avoids.
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Duty Drawback: Reclaiming Duties

on Re-Exported Goods

A 7-Step Flowchart for Reclaiming Duties on Imported Materials Used in Exported Products

1) Goods Imported with Full Duty Payment

lmrort of raw materials, components, of finished goods.
Full customs duties, taxes, anp:fees are paid upon entry.

2

2) Goods Incorporated in
anufactured Product

Imported goods are used, consumed, or
manufactured into a final product within the
country, Includes transformation or assembly,

3) Finished Goods Exported
The final manufactured product containing the imported
materials is shipped outside the country to a foreign buyer.

¥

4) Drawback Claim Filed

A detalled drawback claim Is submitted to customs
authorlties, cally electronically, providing proof of
import, manufacture, and export.

¥

5) Customs Verification

Customs authorities review the claim, verify
documentation (BOM, invoices, shipping records), and
may conduct audits or phytical Inspections.

2

9 9 0/ 6) Refund lssu’edd(9'9% regcov'e:"‘y‘)
O 25:31: m%gi' ;ulﬁol:npn?d oug :g:u:o‘:pouted

RECOVERY goods is issued to the claimant.

7) Time 'l..imits com' pliance

Strict time frames a 'or export after import and for
fili ti!aims after cx%yt (e.g., 3-5 years). Adherence is
crucial.

COMPARISON: Duty Drawback vs. Inward Processing Regime (IPR)
Duty Drawback: Inward Processing Regime (IPR):

Pay First, Claim Later Duty Suspension

A > kaaa > 22 > 75 K/\’ By s
S > |t W RS/ o > b W
Duties paid on import Import duties suspended at entry for goods

Claim filed post-export for refund intended for re-export
Sultable for sporadic exports or Requires pre-authorization and strict tracking
complex supply chains Better for high-volume, reqular exports

CRITICAL DOCUMENTATION: Bill of Materials (BOM)

The Bill of Materials sential for proving [ Import Entry Numbers

the quantity and va nported materials { Part Numbers & Descriptions
used in the finished exported product

It must accurately track the consumption of 2 > s
imported goods against exported units, =xport Proof (Bill of Lading/Air Waybill)
linking import entries to export shipments 4 Commercial Invoices

Quantities Used per Unit
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9.9: Customs Offences & Penalties: The sanctions scale

OFFENCE TYPE

GOOD FAITH
DECLARATION ERROR
(inadvertent, no intent to
evade)

TYPICAL PENALTY RANGE

Warning + duty demand +
interest. Lower end: 10% of
unpaid duties. Voluntary
disclosure before customs
query: significantly reduced.

KEY FEATURES AND MITIGATION

Voluntary amendment after submission but before
customs raises the issue attracts the lowest
penalty tier. Good faith documentation maintained
in the file significantly reduces penalty on audit.

SYSTEMATIC
UNDERVALUATION
(pattern of under-
declared values)

FALSE ORIGIN
DECLARATION
(fraudulent preferential
duty claim)

50—-200% of unpaid duties
across the audit window +
interest compounded from
each original declaration
date. AEO status review.

100-300% of the duty
difference claimed through
the false origin + goods
confiscation in serious cases.
AEO revocation.

The largest single source of unexpected
retroactive liability. Every declaration in the 3-5
year audit window is affected. Bank-BADR data
integration makes this pattern increasingly
detectable pre-release.

Fraudulent EUR.1 or invoice declaration. Claiming
FTA rate without qualifying. Criminal liability where
deliberate intent proven. Loss of AEO status.
Systematic fraud: prosecution and personal liability
of directors.

TARIFF
MISCLASSIFICATION
(deliberate or negligent
HS code)

30-100% of additional duty
produced by correct
classification. Good faith with
BTI protection: zero penalty.

Highly dependent on intent. BTI provides complete
protection, if a BTl was held and followed, no
penalty applies even if the BTI code is later
determined incorrect. Document the GIR analysis
to establish good faith.

SMUGGLING /
UNREPORTED GOODS

Value of goods + unpaid
duties x 2-5 multiplier.
Immediate confiscation.
Criminal prosecution.
Permanent customs
blacklisting.

No administrative tolerance. Criminal jurisdiction
applies. Import of prohibited goods adds specific
criminal offences on top of customs penalties.
Commercial import smuggling: automatic referral
to prosecution authorities.

LATE PAYMENT OF
DUTIES

Interest at the official rate per
month on the unpaid amount.
Morocco BADR: interest
accrues automatically from
the day after the payment
deadline.

The least serious category, purely financial.
Resolved by prompt payment plus interest. Never
triggers criminal proceedings unless combined
with deliberate non-disclosure.

CONTROLLED
DELIVERY OFFENCE
(breaching a suspensive
regime)

Full duties on all goods in the
regime + penalty 50—-100% of
those duties + AEO
revocation. Criminal liability
for deliberate breach.

Removing goods from a bonded warehouse
without release authorization. Using goods under
temporary admission for non-authorized purposes.
Breaking customs seals. The severity reflects the
fundamental breach of the regime contract.

THE CONCEPT

The customs sanctions scale reflects the graduated approach of most modern customs codes:
administrative errors attract administrative penalties (fines and duty recovery); negligent patterns attract
enhanced administrative penalties with interest; and deliberate fraud attracts criminal penalties
including personal prosecution. The most important operational implication is that the transition
between the administrative and criminal tiers is determined by intent, and that documented good faith
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(a GIR analysis file, a BTI ruling, a valuation evidence file, a TP study) is the primary evidence of non-
fraudulent intent in any enforcement proceeding.

The AEO Shield: Authorized Economic Operator status provides the most comprehensive protection
against customs penalty escalation available to importers and exporters. AEO operators benefit from: a
compliance track record that is formally recognized by customs; access to the most favourable
treatment in post-clearance audits; the ability to self-correct declarations with the lowest penalty
consequences; and in Morocco, priority access to the customs authority's voluntary disclosure
programme. The investment in obtaining and maintaining AEO status pays for itself through reduced
penalty exposure across every audit that occurs during the AEO validity period.

Customs Offences & Penalties:

The Sanction Scale

Comprehensive vertical table for customs compliance training,
showing escalating severity of penalties.

OFFENCE TYPE TYPICAL PENALTY RANGE e i it
GOOD FAITH Warning + duty demand + Voluntary disclosure reduces
A m ‘g&m interest; Lower end penalties; goad faith
1o evade) 10% of unpaid duties documentation helps.
SYSTEMATIC | 50-200% of unpaid duties 7Largest retroactive liability |
q mosm?&"w‘g'w across audit window + source; 3-5 year audit ‘
| &med valuesy ||  compoundedinterest || window; AEO status review.
—p, FALSE ORIGIN 100-300% of duty difference || Fraudulent EUR.1/invoice;
==] DECLARATION + goods confiscation; AEQ criminal liability; prosecution
— (m"d"'em preferential revocation of directors
duty claim) a
.
FF )
&0 TARI 0 1nl1!of aionat duty B’l’lpmgg'esoomplm -
elR:-andy’fsls important.

CONTROLLED Full duties + 50-100¢ Bonded
DELIVERY OFFENCE
(breaching suspens
regime)

warehouse
penalty + AEQ revocation; breaches,; unauthorized use;
criminal liability breaking seals

Graduated approach: Administrative — Enhanced Administrative —> Criminal

Intent as the key & Documented good faith as primary N, Transition from
determinant | o evidence (GIR analysis, BT ruling, \\ administrative to
between tiers. L valuation evidence, TP study) — c i -

criminal penalties
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Concept 10 : The Future of Customs:
Digital Transformation & Al

Chapter 10 brings Simplified Customs Processes into the present decade. The eight chapters that precede it have
built a complete mental model of how customs works. This chapter asks: how is it changing, and what do you
need to know to stay ahead? From Al risk engines and blockchain-verified certificates of origin to e-commerce de
minimis crises and Morocco's BADR platform, this chapter maps the digital transformation of the customs world
with the same one-page, one-visual discipline as every chapter before it. Practitioners who understand these tools
are not just compliant, they are competitive.

The Future of Customs:

S Digital Transformation & Al

“The border of the future is not a wall — it is a data exchange.”

HE IR

Chapter 10 brings Eight chapters have This chapter asks: how
; Simplified Customs built a complete /\/ is it changing — and
- Processes into the mental model of how l"l what do you need to
present decade customs works know to stay ahead?

KEY TECHNOLOGIES

Al Risk Engines Blockchain-verified E-commerce de U.S. CBP ACE Digital transformation
certificates of origin minimis crises Platform mapping

( Maps the digital transformation with the same one-page, one-visual discipline. Every chapter before it ]

Practitioners who understand these tools are not just compliant — they are competitive
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10.1: Why Customs is going digital ? The Drivers

Four forces are accelerating the digitisation of customs simultaneously. First, trade volumes have grown beyond
what paper systems can process, over 1.5 billion customs declarations are filed globally each year. Second, the
COVID-19 disruption exposed fatal vulnerabilities in paper-dependent supply chains. Third, WCQO's SAFE
Framework and the WTO Trade Facilitation Agreement mandate measurable improvements in border processing
times. Fourth, private sector pressure from e-commerce giants, who ship millions of low-value parcels daily,
demands frictionless, automated clearance at scale. This flowchart shows how each driver feeds into the digital
transformation cycle, accelerating the adoption of the tools covered in this chapter.

WHY CUSTOMS IS GOING DIGITAL: THE DRIVERS

TOP SECTION - THE FOUR DRIVERS
S— —

ail

TRADE VOLUME

EXPLOSION
(Drivar 1)

COViD-19
DISRUPTION

REGULATORY
MANDATES

E-COMMERCE
PRESSURE

(Driver 2) (Driver 3) {Driver 4)

CENTRAL SECTION -
CONVERGENCE

Explanatory Text: Each of the four deivers acts
as a catalyst, creating iresistible pressure
that forces customs admnistrations globally
to modernize. They collectively feed into the
accelerstion of digital transformation by
necessitating rapid technology adoption,
streamlining processes for efficlency, mesting
now regulatory standards, and handiing the
sheer scale and speed demanded by

modem trade
~_ (Cycle wV
Oy TECH

FURTHER
INNOVATION DEMAND ADOPTION
Continuous need for new 1ooés, Iy
data analytics, future-proofing

P DIGITAL .
TRANSFORMATION  —
ACCELERATION =

PROCESS

Automated clearance, sk
management, declarations.

STAKEHOLDER PERFORMANCE SYSTEM /
SATISFACTION IMPROVEMENT INTEGRATION /
Improved trader expeniance, Faster processing, C ting customs sy
reduced costs, enhanced with trade partness and

ransparency,
pradictability, compiiance other agencies

The cycie illustrates how Initial technology adoption triggers a chain reaction of automation and integeation, leading to
measurable pecformance gains and increased stakeholder satisfaction, which in turn drives further demand for continuous
innovation and modermization, ensuring the digial transformation remains an ongoing process
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10.2: Single Window systems: One entry point for all Agencies

A Single Window is an integrated platform that allows traders to submit all import, export, and transit data once,
and have it automatically routed to every relevant government agency: customs, health, agriculture, transport, and
finance. Morocco's PortNet, Singapore's TradeNet, and Kenya's TradeNet are landmark examples. Before Single
Window, a shipment might require 10 separate submissions to 10 agencies, each with different formats and
deadlines. After: one submission, one data set, one approval sequence. This diagram maps the architecture of a

Single Window system, showing how the central hub connects to all participating agencies and returns a unified
permit or clearance decision to the operator.

SINGLE WINDOW SYSTEMS: ONE ENTRY POINT FOR ALL AGENCIES
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10.3: Risk Management Engines: How Al Selects Shipments

Modern customs authorities do not inspect every shipment, they cannot. Instead, they use risk engines that
assign each declaration a risk score based on hundreds of variables: the importer's compliance history, the
country of origin's risk profile, the HS code's duty rate, the declared value versus statistical benchmarks, and the
carrier's reliability record. High-risk scores trigger orange channel (documentary review) or red channel (physical
inspection). Low-risk scores release goods on green channel within minutes. This decision tree maps the logical
pathway of a risk engine, from data inputs to channel assignment, and shows where Al, trained on years of
historical data, now automates decisions that previously required a customs officer's judgment.
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Risk Management Engines:
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10.4: The Electronic Bill of Lading (e-BL): Ending Paper in Shipping

The Bill of Lading is the most important document in international trade, it is simultaneously a receipt, a contract
of carriage, and a title of ownership. For over 500 years, it was a physical paper document. Today, electronic Bills
of Lading issued on platforms like BOLERO, essDOCS, and WaveBL are legally equivalent in over 100
jurisdictions. The advantages are transformative: a paper B/L takes an average of 7 days to travel from shipper to
consignee; an e-BL transfers in seconds. This comparison table places paper B/L and e-BL side by side across
six dimensions: transit time, fraud risk, cost, legal standing, bank acceptance, and customs integration, making
the case for adoption unmistakable.

The Electronic Bill of Lading (e-BL):
Ending Paper in Shipping

The Bill of Lading (B/L) serves a triple function as a Receipt, a Contract of Carriage, and a Document of
Title. This comparison highlights the transformative shift from 500 years of traditional paper processes
to seconds of digital transfer, revolutionizing global logistics.
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10.5: Al Classification Assistants: From HS Code Lookup to HS Code
Reasoning

Classifying a product under the correct HS code is one of the most error-prone tasks in customs practice, and one
of the highest-risk. An incorrect classification can trigger duty underpayment, penalties, or seizure. Al
classification assistants, trained on millions of past rulings, tariff notes, and Explanatory Notes, now propose HS
codes from a natural-language product description, flag likely misclassifications before submission, and generate
the GIR reasoning chain that a customs officer expects. Tools like Customs City, Avalara, and Descartes have
demonstrated 90%+ accuracy on standard commaodities. This mind map shows the architecture of an Al
classification engine: from product description input to WCO Explanatory Notes matching, national ruling
databases, and confidence-scored output.
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Al Classifitcation Assistants:
From HS Code Lookup to HS Code Reasoning
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10.7: Smart Contracts & Automated Duty Payment

A smart contract is a self-executing program stored on a blockchain that automatically performs an action when
pre-defined conditions are met. In customs, this technology is transforming the duty payment cycle. When a
customs declaration is accepted and the channel assigned is green, a smart contract can immediately instruct the
importer's bank to release the exact duty amount to the customs authority's account, with no manual intervention,
no payment delay, and a full audit trail embedded in the transaction. South Korea's KCS and the Netherlands'
Customs Authority have piloted this model for trusted operators. This step diagram shows the sequence:
declaration accepted — duty calculated — smart contract triggered — bank confirmation — clearance released, a
process that takes milliseconds rather than hours.

Smart Contracts & Automated Duty Payment

~—— INTRODUCTION: TRANSFORMING THE DUTY PAYMENT CYCLE IN CUSTOMS ——
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when pre-defined conditions are met”

@ Context: Revolutionizing customs processes by automating duty payment, enhancing speed, transparency, and security

STEP 1: DECLARATION SUBMISSION

= Importer submits customs declaration
* System processes declaration data

* Risk assessmeont completed

= Channel assignment determined

TIMING
COMPARISON

STEP 2: DECLARATION ACCEPTED

« Customs system accepts declaration

« Green channel assignment confirmed

= Duty caiculation triggered automatically
« Smart contract tlons activated

Hours to Days
STEP 3: DUTY CALCULATED -
. ?ystem calculates exact " amount .-aDB R “ﬂm:emm
* Tax components computed (VAT, excise, e1c ) Sl =N
= Total payment amount dﬂe'rmli:ed 3 Gcol checks/approvals
= Smart contract receives calculation data T
v Payment delay:
Processing &
settlement time

STEP 4: SMART CONTRACT TRIGGERED
= Pre-defined conditions met
(green channel + accepted declaration)
+ Smart contract automatically executes
* Payment instruction generatod
+ Blockchain transaction initiated

STEP 5: BANK CONFIRMATION

¢
:
;
:

. gman ;:ontract mmmuwtd er's banl; 5
+ Exact duty amount automatical
* Funds transfemed to customs authority aocw"m » Smart Contract
« Transaction confirmed on blockchain Process:
* Full audit trail created Milliseconds
Manual intervention:
STEP 6: CLEARANCE RELEASED None required
* Payment confirmation received
* Goods clearance automatically authorized
* Release order generated Payment delay:
« Cargo can be collected liminated
= Process completed in milli ds L )
— > </
(fe}) South Korea's KCS (Korea Customs Service) @ No manual intervention @ Millisecond processing
& Netherlands Customs Authority @ No payment delays @ Reduced compliance costs
@ Trusted operator programs @ Full audit trail embedded @ Enhanced security
\ J

305



306



10.8: The Authorised Economic Operator (AEO) in a Digital World

The AEO program pre-qualifies trusted traders for expedited customs treatment. In the analogue world, AEO
status meant physical priority lanes and reduced examination rates. In the digital world, AEO status becomes a
data attribute, a verified flag attached to the operator's digital identity, that triggers automatic green-channel
processing, simplified declaration formats, and deferred duty payment windows. The SAFE Framework's AEO
Mutual Recognition Agreements now extend this digital flag across 90+ country pairs, meaning an operator
certified in Morocco is pre-trusted in the EU, the US, and Japan simultaneously. This diagram shows how AEO
status moves through the digital customs ecosystem as a trusted-trader credential, unlocking preferential
treatment at every automated checkpoint.
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The Authorised Economic
Operator (AEO) in a Digital World
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10.9: E-Commerce & De-minimis: The parcels tsunami

E-commerce has created a volume crisis at customs borders. The number of low-value parcels, packages below
the de minimis threshold that qualify for duty-free entry, has grown from millions to billions annually. The EU's
abolition of the €22 de minimis threshold in 2021 and the US debate over its $800 threshold reflect the fiscal and
security pressure this creates. Traditional parcel processing, designed for containers, cannot scale to individual
packages. This comparison table maps the regulatory and operational reality of e-commerce customs across five
major markets, EU, US, China and the UAE, covering de minimis thresholds, VAT collection mechanisms, digital
platform liability, and clearance timeframes. It shows both the challenge and the emerging solutions: automated
pre-clearance via platform data submission.

E-Commerce & De Minimis: The Parcel Tsunami
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10.10: Data Analytics & Predictive Compliance: The Shift from Audit to
Prevention

Traditional customs enforcement is retrospective: goods clear, then auditors check the paperwork. Predictive
compliance flips the model. Using machine learning trained on years of import history, customs authorities can
now identify which operators are likely to make errors, not after the fact, but before submission. Predictive
compliance systems flag operators whose declared values drift from statistical norms, whose classification
choices cluster around duty-rate thresholds, or whose origin certificates show pattern anomalies. The benefit for
compliant operators is profound: when the system predicts low risk, it assigns green channel automatically. This
flowchart shows the predictive compliance cycle, from historical data collection to model training, real-time
scoring, and feedback loops that improve accuracy with every clearance.
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10.11: The Future Horizon: Al Agents, IoT Seals & the Frictionless Border

The next generation of customs technology is already being piloted. loT-enabled container seals transmit real-
time location and integrity data throughout a shipment's journey, making physical inspection of sealed containers
largely redundant. Al customs agents, conversational systems that can answer classification questions, check
compliance status, and draft declarations, are in prototype at several major customs authorities. Satellite-based
cargo tracking eliminates gaps in the movement record. The vision is a frictionless border where compliant,
trusted, data-rich shipments clear customs before the vessel docks, and intervention is reserved for the anomalies
that genuinely warrant it. This mind map places each emerging technology on the horizon, showing its readiness
level, its primary benefit, and the actor responsible for its adoption.
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The Future Horizon:

Al Agents, 10T Seals & the Frictionless Border
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Conclusion:

Tracing the lifecycle of a commodity from its initial shipment to its release for free circulation
reveals the true scale of the 21st-century customs challenge: balancing rigorous security with
enhanced trade facilitation. Throughout the concepts presented in this guide, it becomes clear
that compliance is not a burden, but a strategic advantage. The professional who anticipates
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clearance steps, masters tools like the Single Goods Document (SGD/DUM), and understands
the nuances of post-clearance audits gains a significant competitive edge.

As we look toward a future defined by Al agents, loT tracking, and blockchain integration, the
fundamental principles remain unchanged: data accuracy and operational transparency. This
visual guide was designed to be your foundation, allowing you to see beyond the paperwork
and grasp the underlying logic governing global exchange. By mastering these rules, you do
more than just cross borders; you optimize the value chains of tomorrow.
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F orr‘é‘, codes to duty calculations; ¥
mport clearance to trade compliance
every concept mapped, every process
charted, every regulation demystified.
Whether you're a trader, freight forwarder, or
compliance officer, this is the step-by-step
guide you wish existed from day one.




