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Post Clearance Audit Manual

Post-clearance audit is a process which enables Customs officers to verify the accuracy of the declarations through the examination of the books, records, business systems and all relevant Customs related commerce data held directly or indirectly by parties involved in international trade.
Post audits allow Customs authorities to check importations/exportations and traders/operators for compliance with the laws and regulations after release of the goods.  Consequently, such audits are referred to as post-clearance audits or simply post-audits.  For ease of use all audit candidates will be referred to as operators.  

This manual is intended to provide Customs auditors with practical guidelines to carry out their audit work.  The purpose of these guidelines is to develop the necessary information needed to carry out audit controls in a standard manner.  The manual will also include sample work papers, checklists and questionnaires to help create common standards for audit work.

 Prior to starting the audit process it is necessary to plan and prepare.  A plan will help auditors use their time more effectively.  It will organize the audit so that the auditor requests only those books, records or source documents necessary to complete the examination.  The plan should be flexible but can be expanded or reduced as the audit progresses.  Initially the auditor should list those items which raise questions as to their correctness.  This list will identify the initial priorities of the audit.  
Preparation:

State Audit Objective: 
Is this a general audit to assure compliance or is there a specific concern on a particular item.  Clarify the nature of the audit and indicate any reasons for the choice of this operator.
Identify and Assemble records:


Identification of the operator



Information about the type of business organization



Information about the transactions



Information about the type of goods the operator deals in




Tariff classification




Customs procedures 




Origin




Value




Foreign Suppliers

Identification of any risk and significant issues associated with the operator and the transactions which need to be addressed in the examination based on previous experience, analysis of databases and local knowledge.

Research:

The usual audit process requires the use of standard operating procedures to examine books, records, and other documents in order to form an opinion as to whether or not the operator is in compliance with the laws and regulations and has paid the appropriate revenue.  The auditor should:

Study any legislation or regulations which apply to the trader’s goods and procedures

Compile questions and a checklist of items which need to be reviewed or verified

Choose some specific items on the declaration or other documents which need verification

Prepare audit checklist and work papers:
On each work paper (see sample) enter the name and identification information of the operator, the period time under examination, auditor name and date prepared.  The first work paper can be the “Activity Record” which shows a chronological history of your work.  Each time you work on this specific audit you record the date and a statement of what you did.  

Create a work paper titled audit plan.  The use of this work paper should be mandatory for all audit cases. It is designed as a working tool for pre-audit planning and use during audit.  Its purpose is to provide an orderly presentation of work paper material including an index system.  Use the work paper to enter the items you believe should be verified and use it to add items you discover that require further examination.

Check any records for prior audits and find out if any issues are on appeal or unresolved and contact other government agencies such as the tax authority to see if there are any records of a previous audit or examination or information on this operator.  

Identify and analyze the documents which were submitted with the Customs transactions and identify any unusual or unfamiliar occurrences for the type of business and create a work paper to verify item(s)

Contact operator:

This can be in the form of a letter (see sample) with questionnaire (see sample) together with an initial interview providing the company with information about the necessity and scope of audit.

Audit Procedures

The process can be divided into three parts; interview, review and report. The auditor normally interviews the operator or the operator’s representatives to get a description of the organization. The first interview may also be considered a part of the preparation phase. The interview is followed by a review of controls and documents in order to check the risks identified in the preparation phase. The auditor compares the customs declarations with the operator’s accounts, and vice versa and also performs checks on other documentation (certificates of origin or contracts). The purpose is to establish that correct information was provided at time of declaration, that no information is missing, and/or to check that all goods have been properly declared to Customs. 
When checking the accounts, the auditor should understand that they may be less than completely reliable. All costs may not always be supported by an invoice. The cost could be entered directly in a general account without using a subsidiary ledger. It is also possible that costs are not entered into the correct accounts. During an audit, the auditor could discover errors in declarations. Errors discovered should be further investigated to see if any are recurring. A discussion with the operator about the problems can help to prevent these errors occurring in the future. If at any time during the audit the auditor discovers or suspects criminal activities, he should take appropriate action according to national legislation and internal administrative procedures. 

Interview

It is important to plan the audit carefully and to carry it out as efficiently as possible. If necessary, the auditor could have a preparatory meeting with the operator’s representatives. One of the objectives of such a meeting could be to establish whether the operator used electronic data processing or electronic storage in his business. This may require the help of someone who is knowledgeable in electronic data processing (EDP).

The scope of the preparations and first interview depends on whether the operator has been previously audited or not. If the operator has been previously audited or reviewed, Customs already has some knowledge concerning the operator. 
In the interview it is important to clarify if the operator is related to the suppliers, or to the clients in case of exports. This is particularly important when the audit focus is valuation, because this could affect the Customs value declared. 
Another aim of the interview is to establish if the operator has administrative procedures and internal controls. Every operator is different so it is important to establish what the procedures are and the work organization for each. The operator should describe the administrative procedures concerning matters such as how goods are received and recorded, the customs declarations process, accounting procedures, etc. The auditor can also ask for any internal written instructions. Because the procedures do not always correspond with how they actually work, the auditor may review these procedures jointly with the representatives of the operator.

To be able to examine the accounts, it is important to establish how the accounts books are kept. For instance, the auditor can ask whether the operator uses a suppliers’ account or ledger (subsidiary ledger or detailed accounts) and if it is integrated with the general accounts. By checking the chart or schedule of accounts, the auditor can also find accounts of interest to examine in detail.

In some audits the auditor should also look at inventory accounts. If the auditor is involved in an EDP/electronic data processing audit, it is important to know what data are put into the system, in order to know what to look for in a computer file. 

Another important purpose of the interview is to establish contact with relevant persons inside the company. Often one person is nominated by the operator to work with Customs. This does not preclude contact with other personnel in the business if it is considered necessary and is in accordance with national legislation and requirements. 
The auditor needs to become familiar with the procedures. This can be done by choosing certain declarations to track from the beginning of the administrative routine to the end. The check of the goods, information and paper flow is done by walking around the premises, talking to staff and observing, starting with the order in which goods are dealt with by the operator. Checking points could be order confirmation and other business correspondence, delivery and transport documents, customs declarations, entry to or removal from stock, invoice and money movements. It could also be useful to go the other way starting from a supplier’s invoice, and let the operator demonstrate the process all the way to the customs declaration. In that way, the auditor could follow the operator’s links from the accounting (for the goods) to the customs declaration. This shows the operator’s traceability procedures. Comparison of accounting records with the declarations available for a given period can provide some useful results such as undeclared invoices.
If the operator declares the goods electronically, or if the Customs allow the some usual accompanying documents not to be presented with the Customs Declaration, the auditor could check if such documents are kept at the operator’s premises in an organized manner.

It is also important to establish that the operator’s internal controls provide assurance that correct information has been given. The auditor should identify who is responsible for internal controls concerning the customs declarations, and who is responsible if the declaration has to be adjusted when errors are detected. After the review, the auditor should be able to point at parts in the procedures that are missing or not working as intended.

.

Review of Control Areas  

The control areas are divided into three different groups: import, customs procedures and export. Depending on the preparation, interview and risk analysis, the audit could be focused on one or more of the areas stated below. For each area the auditor should prepare a work paper and verification checklist. 
Imports

 Customs value and declaration of goods
Risks

 The main risk in this area is undervaluation of the imported goods.  The auditor should verify if the price actually paid or payable has been correctly declared and if it has been properly adjusted in accordance with the value law. As a prior check, the auditor should verify if the transaction value is applicable or if it is necessary to use another of the valuation methods (if there is a relationship which has influenced the price).  The principal controls that could be done in this field are described below.

Supporting documents

Depending on the national system (electronic or paper declaration process), the auditor could verify that the declarations match the supporting documents for the clearance of the goods. A selection of declarations covering the identified risks of the operator’s import activity should be chosen. The auditor could perform the following checks;
· Compare the value on the accompanying purchase invoices with those declared on the declarations.

· Compare the currency on the accompanying purchase invoices with those declared on the declarations.

· Check if the value shown in the accompanying purchase invoice is in accordance with purchase orders, contracts; vouchers (check the documentation generating the orders and also the existing contracts). This could include a check to ascertain if there are reductions or compensation in the purchase invoice as a result of other transactions.

· Compare delivery terms on invoices with freight charges declared on the declarations and with freight documents. Check also insurance policies.

· Check if a correct exchange rate was used. 
Control of accounts

It is essential to review the operator’s accounts to ascertain that all purchases of goods are entered correctly in the books. By a scrutiny of the operator’s accounts, the auditor can investigate the existence of practices like double invoicing, undervaluation of goods, undeclared consignments, additional payments for deliveries or some payments that are to be added to the price paid in accordance to the value law. 

The auditor should check if the company has internal controls to ensure a reconciliation of import operations with accounting and internal controls. The purpose is to ensure that all received invoices relating to purchasing have been submitted when declaring the goods for customs clearance.

Matching declarations and book entries

The aim of this verification is to compare if the customs value declared on the declarations matches those entered in the operator’s accounts books and vice versa. The transactions to be checked should be carefully selected to reflect the diversity of the business being audited. Auditors should compare a selection of book entries with invoice values declared for customs purposes to establish that ‘double invoicing’ is not being practiced.

This test will confirm that the information declared on the declarations supported by the accompanying documents agrees with the operator’s accounts. With this verification, the auditor could determine if the invoice used for the clearance of goods is different from the one entered in the accounts. If this is the case (the invoice entered in the accounts is for a higher value), the operator should be asked to explain the difference. Special attention should be paid when the value of transactions is stated on the basis of pro forma invoices. In this case the auditor should check that the final invoice matches the pro forma invoice.

 It is also important to compare the customs value of selected products with average prices from the customs information system, if available. A selection of different declarations could be compared with each other to ascertain if there are different prices declared for the same product. Check high/low values in relation to other declarations under the same product code. A selection of invoices could also be compared with each other to ascertain if they are consistent by comparing similar invoices during the year from the same supplier.

Checking of specific selected book entries against declarations

This test will confirm that the entries in the accounts connected with imported goods are supported by a declaration and have been properly declared.

The auditor could:

· Select individual entries in the accounts and ask the operator to indicate the declaration that supports that entry; the transactions selected from the operator’s records for this check will relate mainly to unusual values, or unusual notes. That can be a sign of additional payments or payments not declared in the declarations;

· Select some suppliers’ accounts and reconcile the entries in the accounts of that supplier with the declarations connected with those suppliers; to choose the suppliers for the reconciliation, first to compare the general amounts declared on the declarations with the entries in the supplier accounts and select those where there are differences.

Controls of money movements

It is important in an audit to connect the customs value declared with the payment made to the supplier in order to confirm that the value has been properly declared. For that purpose, in addition to verifying the operator’s payment accounts the auditor could analyze information about money movements (if access to that information is available). The movements that are analyzed should not only be connected with goods but also with services (transport, royalties). Once the movements are chosen the auditor should ask the operator to justify them and to identify the declarations related with them.

Where currency movements abroad are much higher than declared imports and it has not been possible to totally justify this difference, it can be concluded that either goods not declared to the Customs are being imported (smuggled) or a value that is lower than the price paid  is being declared.
Additional costs
When examining the classification of the operator’s accounts, the auditor should pay special attention to the accounts related to royalties, commissions, production contracts or outsourcing. The auditor should be aware of research and development costs which might not have been included in the declared transaction value. This is particularly relevant where a relationship exists between the supplier and importer.

Royalties

In any audit, one of the main aspects that should be checked is the existence of royalties that could influence the customs value. A method of identifying the existence of royalty payments could be by checking the operator accounts or analyzing the money movements. This could also include operators whose brands of products are trademarked and there are likely to be royalties paid. Once the auditor has identified a payment connected with royalties, it is necessary to investigate if it meets the requirements established in the legal provisions

to be included in the customs value declared. 

Goods and services supplied directly or indirectly by the buyer
In an audit it is important to check if the operator has supplied certain goods or services either free of charge or at reduced cost, for use in connection with the production of the imported goods. According to the Customs Valuation Agreement there shall be added to the price actually paid or payable the following:

· materials, components, parts and similar items incorporated in the imported goods;

· tools, dies, moulds and similar items used in the production of the imported goods;

· materials consumed in the production of the imported goods;

· engineering, development, artwork, design work, and plans and sketches undertaken outside the country of import and necessary for the production of the imported goods.

Among other verifications, the auditor could:

· analyze the invoices and the contracts related to the goods imported to check if there is mention of any contracts (sometimes the invoice refers only to the value of manufacturing the goods);

· check the accounts of the operator to verify if there are research and development costs, tooling costs;

· check in the accounts if there are payments to companies in third countries that are not suppliers of the goods imported.

Other controls

Other verifications that could be done by the auditor are as follows.

· Verify if the values declared are consistent. Compare the customs value declared with the price of the internal sale. This is particularly relevant where a relationship exists between the supplier and importer. With this test the auditor could determine if the customs value declared is very low in comparison with the internal sale. It may be a sign that the goods could have been undervalued at the time of the declaration to Customs.

· Compare the value of similar goods purchased from different suppliers. 
· If customs value decisions have been issued to the company, check that the customs values are properly declared in accordance with the decisions.

Origin

Risks

The risks in this area consist of abuse of the preferential tariffs (declaring a false origin of the goods imported in order to obtain the tariff benefits) or to avoid other restrictions by declaring a false origin.

Checks to be done
The auditor should check if the origin has been correctly declared in the declarations. The main controls to be done in this field are as follows

· Check in the Customs database system if the company benefits from preferential tariffs. If so, the auditor should pay particular attention to:

· products where the country of origin declared in the declarations has changed recently;

· cases where the goods are imported from geographical areas with origin related risks.

· Verify the supporting documents. The auditor should verify the presence and validity of the proof of origin and compare the origin with that declared on the declarations and the invoices.

· Compare the goods imported with the proof of origin presented (match the nature and quantity of the goods imported with those stated in the proof of origin).

· Study the forwarding documentation in order to verify the direct transport rule.

The auditor should check (through the bill of lading) that the goods have been transported directly from the declared country of origin. If the goods imported pass through the territory of a third country, the auditor should check if the conditions of direct transport have been fulfilled. 

· Verify if binding origin information has been issued to the operator and if he is declaring the origins in the declarations according to those terms.

· Verify also that the goods declared are actually those specified in the binding ruling.

· Verify any product markings that may indicate the country of origin (bar codes). The auditor should also verify if there are marks on the packing relating to the product’s origin (for example, look for marks on cartons).

· Check if the country of dispatch is inconsistent or in some way incompatible with the country of origin.

· Check whether the supplier/manufacturer/exporter has been entered as a creditor. Check also whether there are suppliers with similar names in non-preferential countries in case these are the actual suppliers of the goods.

· Check where and to whom payments for the goods have been made.

· Verify if the origin certificate fulfils all of the requirements. Where necessary, at random or when there are reasonable doubts, request verification of the origin evidence by the issuing authorities.

· Check if the operator is also importing the same type of goods from another country which does not benefit from preferential duties.

· If possible, assess whether there is doubtful production capacity for the product in question in the country stated as the country of origin.

Tariff classification
Risks

The risks concerning tariff classification are that the operator, by using a wrong commodity code, can reduce the duty paid. Another reason to use a wrong commodity code is to avoid restrictions like licenses or prohibitions on specific goods.

Checks to be done

The auditor could start by checking the information available at Customs. If possible, the auditor could check the imports of the operator, focusing on commodity codes and descriptions of goods. Either as a part of the preparation or during the audit at the operator’s premises, the auditor could ask for a list of the operator’s imported goods. The list should show how the items are classified for customs purposes to compare with the declarations.

 By focusing on the products with biggest volumes and/or value, the outcome of the checks may have a bigger impact on the result. When examining tariff classifications, the auditor could check whether the operator uses low or zero duty commodity codes, and if there are similar products with high duty. The same checks could be made concerning restrictions. 

Check if the operator has been issued a binding tariff ruling and if he continues to use the assigned commodity code.  If the operator imports a wide variety of goods, a variation in commodity codes could be expected. Otherwise, a big variation in commodity codes could indicate that the operator uses different commodity codes for the same product. This could indicate that the operator has a lack of knowledge in the area of tariff classification. Another indication is if the operator uses the commodity code ‘other’. 
Check also if there are imports of goods with unexpected commodity codes (not ordinarily associated with the operator’s type of business) which may indicate attempts to gain preferential treatment. To check the tariff classification, the auditor can ask for a sample of the product. Sometimes technical descriptions are also needed to be able to establish the commodity code. If no sample is available, the auditor could use pictures, brochures or descriptions of the products. 

For some types of goods, laboratory checks on the product might be needed. This could sometimes have been done on the operator’s behalf in connection with the discharge of the goods. It may also have been necessary for the operator in the past to verify that the imported goods are actually what was ordered, and are being paid for. These kinds of private laboratory results can sometimes be found at the operator’s premises, for example attached to or part of the invoice from the supplier of that service. In other cases, the auditor might check and/or analyze goods from present imports and use the result on earlier imports, if it can be established that the product has not changed. Note that, for some categories of goods, special methods for analysis may have to be used. In some cases it is not possible for the auditor to determine the tariff classification; instead laboratory analysis may be required.

The auditor could also check the sales, or even ask the operator’s clients for information about their purchases from the operator. 

Customs procedures

Customs warehousing 

Risks

The main risks in this area are described below.

The authorization

· The operator has insufficient inventory records and/or the accounting system provides insufficient information for the control of the warehouse.

· Where security or guarantee is required, it is insufficient having regard to the amount of customs duty at risk.

· The operator is not aware of the requirements of the warehousing regime.

The entry of goods for the procedure

· Goods entered for the procedure are incorrectly identified or quantified, they are not correctly valued, and/or there is a delay in their recording in the warehouse-keeper’s records.

· Goods declared for warehousing are not physically entered at the warehouse 
Control of goods while in a customs warehouse

· Losses are occurring without being accounted for.

· Changes are not properly documented.

· Temporarily removed goods are not being returned.

· There are unauthorized removals of goods with a large amount of duty at stake.

· Goods disappear while transferring between warehouses.

· There are unauthorized exchanges or substitution of low-value goods for high value goods already in the warehouse.

Discharge/Removal of goods from the customs warehouse procedure 

· Incorrectly declared discharges happen.

· Discharges are not declared for free circulation or to another customs regime.

· Discharges are not being declared without delay.

· Discharges are incorrectly recorded.

Checks to be done

· The internal control system of the operator should be checked. This can include matters concerning the entry and exit of goods in the warehouse and how they are linked with the invoicing system.

· An inventory of selected goods in the warehouse should be done to compare the results with declarations of entry and discharge presented to customs. It is important to trace the goods from discharge backwards to the entry.

· The auditor should, from selected discharges, be able to match them with the related entries.

· The auditor could also compare the goods included in the inventory established for accounting purposes with goods records made for customs purposes.

· Quantity and quality of goods (including tariff codes) in the warehouse must be compared with those declared in customs declarations that are not yet discharged to verify if the inventory amount is correct.

· Inventory or stock records should be matched with the accounts of both the clients and the suppliers.

· Customs declarations made on discharge of the goods can be matched with the relevant files concerning suppliers and clients to verify if those declarations were done properly in terms of quantity, value and origin of the goods released for free circulation or another regime.

Inward processing 

 Risks

The main risks in this area are described below.

Authorization for the procedure

The operator does not fulfill the conditions of the authorization:

·  the operator does not intend to export the majority of the processed products;

· the guarantee/security does not cover the amount of duties involved;

· goods are not readily identified when checked against the authorization.
The entry to the procedure/control of the procedure

· Goods entered in the procedure are not covered by customs declaration. 
· The processing operations regarding the quantity, quality and characteristics of the entered goods and the processed products are not sufficiently or tightly controlled by the operator.

· The operator’s bookkeeping system does not permit goods to be traced through the production process.

· Rate of yield is not duly calculated. For example, the rate of yield may be greater than that declared; this enables additional goods to enter the customs territory without payment of customs duty.

Discharge of the procedure

· The time limit for exportation is not accomplished.

· Processed products or goods in the unaltered state are entered for free circulation without payment of the customs debt.

· Processed products or goods in the unaltered state do not leave the customs territory.

· Over-declarations of export quantities 

· Waste (or secondary processed products) is not declared.

· There is an incorrect valuation of the goods exported 
Checks to be done

Entry into the procedure

The auditor should review the operator’s system of receiving goods; check if there is a quality control and if it includes all the goods and, if so, what records are maintained by the operator. The auditor should also determine if the recording of the entered goods is done immediately and if the goods under the procedure are recorded in the accounting system separately from any others in either a sub-account or separate ledger. It is important also to ask for the inventory of the goods previously selected by the auditor for control review.

The auditor should compare the import invoices with the purchases’ and suppliers’ accounts and certify that the purchases’ and suppliers’ accounts match the records in the inward procedure account (warehouse inventory, entries in the productive process).

Production

To audit this area, the auditor should verify the composition of the products through physical and laboratory analysis at his disposal (results maintained by the operator, clients or suppliers or by sampling raw materials or final products and asking for an analysis by a customs or other independent laboratory). The auditor can follow the production process based on technical specifications to verify the consumption of the goods and the effective rate of yield to determine if it matches that declared to customs. The auditor should also compare the technical specifications of the products with the specifications declared to customs; if available, it could be useful to check the analytical accounts, production, processing or manufacturing costs.

The auditor should also determine how the operator controls the goods that leave the warehouse and enter the production process, and check if production orders and production sheets exist. After analyzing the production process, the auditor should be able to identify goods entered in the procedure and compare them with products produced, being aware of waste deriving from the production process. If possible, one complete production cycle should be verified.  If the operator imports or obtains similar goods that can substitute those declared to be entered in the procedure, the auditor can verify who the suppliers are and make the appropriate cross-check controls.

Discharge of processed products

To ensure that the discharge of processed products is done correctly, the auditor should analyze the inventory of processed products and determine how the operator records the entry of these products in the commercial area (the warehouse or other premises) and also how he records their discharge to the open market. The export invoices must be matched with records in sales and clients’ accounts. The auditor can compare the results with the warehouse inventory and discharge records. Also, the auditor should check that all the exports and other sales were declared to customs for discharge from the procedure.

The auditor should also verify that the scrap and waste are recorded. The auditor can verify in the sales account if it is possible to identify sales of waste or scrap. If there are no sales, it is usually necessary to obtain information about who destroyed the waste and when.

Outward processing 

 Risks

The risks with outward processing are different depending on the process or the method used. There is always a risk that the declared export has not taken place, or that less than the declared quantity has been exported. This means that material in the re-imported goods can have come from somewhere else and been used to offset the difference. The risk is also that not all labor and material costs have been included when calculating the duty. When goods are sent for repair, the risk is that the re-imported goods are of better quality than the exported goods. There is also a risk that repairs are declared free of charge even though an invoice has been issued.

Checks to be done

For the import declaration, check the export declaration that is linked to it. Check that the re-import is made within the time limit. Verify the commodity codes used when compared with the authorization. Check the invoices from the supplier of the outward processing for labor and material costs to establish that the base for duty calculation is correct. Check also the business correspondence available.

Establish the value of the exported goods by going back to the purchase or production of the exported material. Check the quantity used by comparing the quantity re-imported with the exported quantity. One export declaration could result in several re-imports. Check that the re-imported processed product is covered by the exported material. To verify the quantity actually exported, the auditor could check the transport documents.
.

If the goods are declared as being repaired free of charge, check that the supplier of the service has not invoiced the operator for the repair cost. 
Temporary importation 

Risks

The risk is that goods under temporary import never leave the country. 
Checks to be done

For such imports, check if the temporary import procedure was completed. Verify the import with the export under the codes in question by comparing tariff classification, value and weight. There is always a risk that different commodity codes have been used either on import or export for the same goods, especially if different persons at the operator’s are responsible for export and import. The identity of the exported goods should normally be able to be verified. If the procedure is not completed, check if the time limit has passed.

It might also be useful to check if the reasons given actually correspond to the facts as declared, and that there has been no processing of the goods and no manufacturing in which they were used. When temporary importation is used, the operator is not the owner of the goods. Therefore, information about these goods may be more difficult to find in the accounting systems. What can be found is information concerning transportation of the goods, depending on the terms of delivery. Verify that the export has taken place by checking transporting documents. It is also possible to compare the weight of the exported goods with the weight when they were temporarily imported.

The auditor should check the accounts for services such as loan of machines, leases, because these may disguise the presence of goods which should be declared as temporarily imported. The auditor should also check if the goods have been entered in the accounts of the operator as a normal purchase of goods, as this could suggest that the goods will stay.

Exports

Exportation 

Risks

The main risks in this area are described below.

· The export procedure is not accompanied by an actual exit of the goods from the customs territory or the export procedure may be falsified.

· Alternatively, the goods may be re-entered.

· Operators can also make an incorrect export declaration by over-declaring the value, so that the VAT refund will be more than is otherwise due.

· Also operators over-declare the quantity of goods exported for financial reasons
Checks to be done

To address the risks, it should be possible to select some export declarations and match them with the account records or begin with the analysis of the operator’s account records, selecting some for a match with the customs declarations.

The auditor should verify the actual exit of goods from the warehouse or other premises of the operator, by analyzing procedures from the time the goods were ordered until their shipment. It may also be useful to gather documentation relating to the exit note from the warehouse and its record in the accounting system. In this phase, the auditor can draw a flow chart of the operator’s procedures. The auditor should also verify records of goods leaving the warehouse and match these exits with the relevant customs declarations. In order to address and control the risks of over-declared value in export, the auditor may compare the declared invoiced value of the goods with the prices of similar types of goods as sold on the national markets.

For that purpose, suppliers’ and/or clients’ orders, invoices or production orders should be checked in order to determine if the goods exported have the same quality, quantity and value as those declared for export. Auditors should confirm that the goods declared for export are paid for, and that the payment is recorded in the operator’s accounting system. Also, bank transfers in clients’ accounts should be checked and the amounts matched with the customs value declared. In order to confirm that the export has actually happened, the auditor can also check if it is possible to pack all the goods declared in the containers or other packages as declared in the declaration.

When the exporter is also the producer of the goods, the auditor must verify if, at the time of the export, he has sufficient stock available. It may also be possible for the auditor to search for information concerning the transport route of the goods as declared to customs. This can be done both by reference to databases, and in the records of the transport company. If the transport of the goods are undertaken by the exporter, records concerning the means of transport can be analyzed in order to confirm that the transport actually took place. 
In cases where an external transport company was used, auditors should verify from the transport documentation if the related payment invoices are accounted for and if the payments have really been made. Auditors also need to perform cross-checks in the transport companies to certify that the transport actually took place. When analyzing transport documentation, the auditor should also determine if the weight of the goods declared to customs match what is given in this documentation. In case an exit certificate is issued, check its validity and authenticity. In case of doubt, auditors should ask for mutual assistance from the country of destination.
Reporting
At the end of every audit, a report with the results of the audit should be completed.  The results should be entered as clearly and concisely as possible in the report from the work papers.

The audit report can contain the following information:

· the scope of the audit, i.e. the type of audit carried out, the period audited;

· a description of the company;

· checks performed; documents and declarations examined, samples taken, accounts reviewed,  assistance required;

· dates and numbers of days spent on the operator’s premises (if any);

· results of the checks; if any errors are discovered, the auditor should state clearly all the facts which are important for the additional collection or refund of any Customs duties/taxes/fees;

· procedures to be amended; if the auditor has noted problems in the operator’s internal administrative procedures or they are not working properly, changes in the procedures could be recommended;

· the auditor should include in the report the operator’s views on the conclusions adopted; if the operator’s views differ from those of Customs, the facts and circumstances should be stated clearly in the report and communicated to Customs management

· the audit results should be communicated to the operator.

Finally, the results of the audit should be input into the tracking system and risk indicators adjusted.
Customs Post Clearance Audit Scenario

Selecting Operator

The selection of an operator for audit is made locally and it can be based on the risk assessment, data analysis, information from other Customs, government priorities and local referrals.  

Preparing Profile/Analysis/Notification/Questionnaire/Analysis of Questionnaire

Once an operator is selected and scheduled for audit it is important to create a profile of the operator’s business, goods, revenue involved, past records, trade data from Customs records, contacts with other Customs units or government agencies and any other available information.  Once the profile is complete then it is useful to create a questionnaire for a pre audit survey and determination of audit issues.  When the notification of the scheduled audit is sent to the operator the questionnaire should be included with that notification and a date indicated as to when the questionnaire reply is to be returned to Customs.  After the questionnaire is returned it should be analyzed and the issues for audit finalized.  

Initial Audit meeting

An important step of the audit process is the initial meeting with the operator. Auditor/audit team should meet with representatives of the operator to deal with administrative matters necessary for conducting the audit.

A senior member of the operator/company should be requested to provide high level of cooperation. Occasionally, an operator may request attendance of consultants, accountants, or lawyers at the meeting. Their professional advice can be of assistance to the audit process.

On arrival at the operator’s premises the head auditor should:

- Introduce and identify each auditor;

- Explain the general procedure of the audit; 

- State the estimated duration of the audit. 

- Request that an official from the company be available to answer any questions that may arise;

- Verify that the operator is in possession of the supporting documents requested in the letter of notification.

General Discussion/Interview

This general discussion/interview is for updating and completing information about the operator's business. Most of this background information should have been prepared as part of the pre –audit questionnaire. The auditor can confirm or clarify the information received.

The following benefits can be gained:

- The levels of cooperation to the audit can be recognized by analyzing the operator's attitude.

- Existence of errors could be supposed to some extent based on answers to the questionnaire;

- The requested records for the documentary review can be confirmed as to their availability;

- Points for review can be narrowed.

 Points for questioning

- The auditor should request the operator to nominate personnel to be interviewed who have sufficient knowledge to provide answers. 

- Have one designated officer ask the questions. The other members of the audit team should observe responses and attitude of the persons interviewed and take notes.

- Finish within short time. Interview should be conducted efficiently along the list of questions prepared beforehand on the basis of gathered information and reply to questionnaire.

Topics for discussion

Background of the Operator

- The operator's business history, including experience of import/export business

- Operator’s position in the industry, existence of competitors who import identical and/or similar goods and degree of competition

Size and performance of the business

- Ask about the operator's business size to better understand workload of the audit, reliability of the operator, and possibly existence of related party transactions.

- Ask about all possible parties, branches, which could be involved in business transactions.

- Ask about the range of business items, the number of employees, the banks in which the operator has account, the total quantity and amount of import/export in the accounting period, the financial position, and business results.

 Organizational structure of the operator

Internal organization of a business varies largely depending on the size and the nature of business activity. However, it is common that a specific personnel or a unit is assigned to a certain area or responsibility. It is necessary to identify the unit or person who works on the company’s international transactions. Such personnel could work on or be familiar with:

- Negotiation and contract with the supplier of imported goods;

- Negotiation and contract with relevant parties in connection with import transactions, such as shipping companies, insurance companies, agents, and licensors and so on;

- Purchase and/or sales of imported goods;

- Receipt and storage of imported goods;

- Payment and receipt of money; and

- Entries to accounting books.

 Business system

- What procedures and records concerning import transactions are required by the operator's internal rules?

- Who (or which unit) takes charge of each of the required procedure?

- Where are the required records stored?

- What are the specific books and records to understand realities of transactions?

Guidelines for Review of books and records

- Check the order of filing. Large interval of date on sequential pages and missing number of pages or other sequential numbers indicate extraction of documents; 

- Check as to paper, styles, and signature. Documents which are altered often use a different sort of paper, form and signature to distinguish from normal documents;

- Check as to the person who created documents. It should be noted that external/seller documents, which are created by an external person/organization, provide higher credibility and evidence;

- Check any notes that are hand-written in a margin or for any inserted papers; sometimes matters relating to correction of errors are written in this way;

- Check appearances of each page, such as an unusual crease, and unnecessary punch holes;

- Try to examine the original document. Copies and duplicates are easier to alter; 

 Review of contracts and correspondences

Focus on wordings and symbols particularly related to Customs value. The following list shows some examples of these words and symbols to be quickly reviewed:

- Numerals as to actual quantities or prices;

- Symbols of currency unit

- Rates –  percent, per;

- Price terms – list price, net price, or special price;

- Delivery terms – 

- Payment terms – Documents against acceptance, Documents against payment, Letter of Credit, Telegraphic/wire transfer, cash, remittance;

- Discounts and separate payments – claim loss, discount, commission, license, royalty, know-how, credit, and debit;

- Incidental conditions –  advertising expense, sales promotion, after service; and

In addition, the following exceptional circumstances with regard to Customs valuation should be noted:

- Restrictions as to the disposition or use of the goods by the buyer;

- Some condition or consideration affecting the sale or price so that a Customs value cannot be determined with a transaction value;

- Proceeds accrue to the seller; and

- Relation between the buyer and seller, which affects the transaction value.

Verification of transaction value

Books and business records retained by the operator are of major importance for the verification of Customs value. These books and records indicate all business transactions reflected in the monetary unit as of occurrence of transaction. Through the examination of account books and business records, auditors are able to trace or track the history of transaction, which could indicate undervaluation, undeclared separate/indirect payment and omitted dutiable costs. 

Records of inquiry and bargaining

The pricing method and the bargaining process vary. Transaction value is determined between the seller and the buyer through a series of negotiations starting from the inquiry until the signing of a contract. The determining process of the transaction value is often recorded in correspondence between the seller and the buyer, and/or in internal memoranda. The detection of valuation errors can be identified through the examination of the records in the pricing process.

Price lists

Price lists should be examined as to what the listed prices represent. At the same time, the review of other records relating to transactions where the price list is used should be considered. Even if the operator explains that the price list shows internationally available prices, the review of a contract document may clarify the fact that the listed price is applicable only to certain transactions such as those between related-parties. Conversely, even if the operator denies the existence of the price list, the examination of correspondence between the seller and the buyer may clarify the fact that the seller sent a price list to the buyer. Often a price list is only the starting point of negotiations.  

Price terms

The price terms are usually decided in relation to the delivery terms and specified in the contract, the commercial invoice and other relevant documents. However, it should be noted that the transaction value is not necessarily corresponding to the price term specified in the documents. Therefore, documents should be reviewed as to whether the operator bears expenses for cargo collection, inland transport, and shipping, which might be necessary considering the geographic condition of the shipping or exporting country.

Payment terms

Terms of payment should be verified through the review of contracts, shipping documents, and payment records. Terms of payment are grouped into the payment in advance, the payment on delivery, the deferred payment, and the payment by installments, based on time of settlement. The terms of payment are categorized into cash and the bill of exchange, depending on the means of payment. As for the bill of exchange, it is divided into the Letter of Credit, the Document against Payment, and the Document against Acceptance, depending on the existence of Letter of Credit and the time of payment. Terms of payment are negotiated and determined together with the price terms. Even it is another purchase of the same goods, the transaction price on the condition of payment in advance can be lower than the price on the condition of deferred payment. Through the examination of payment terms, it should be verified whether terms of price and payment are reasonable and justifiable.

Additional terms

Additional conditions placed on the buyer may influence the transaction price. When a buyer is obliged to provide a seller with some material or service free of charge, the price of import goods may be lowered. Another example is that a buyer may agree to offset a seller's debt by deducting it from the price of import goods. Through the examination of contracts and correspondences, the existence of additional terms that affect transaction value can be identified.

Separate payment

The existence of separate payments can be identified in the accounting books and records where the expense is recorded if the payments are made to an exporter or third persons/companies associated with the transactions.  However, the importance of the verification of separate payments with business-related documents should be recognized for the following reasons:

- The purpose of separate payment, which is the important criteria of whether Customs value should include the paid amount, is usually stated in the business-related books and records, such as contracts, correspondences and a payee's bills; and 

- Involvement of persons/companies other than the exporter in the import transactions can be identified through the examination of business-related documents.

Review of accounts-related books and records

The main objective of the review of accounting books and records is to understand the realities of the payment related to the goods and to verify the existence of separate/indirect payments, discounts, commissions, royalties, research and development fees and other dutiable costs. 

Basic guidelines for the inspection of accounts-related books and records

In the review of account-related books and documents, the following should be observed: 

- Account books and records may not be recording the complete business activities and financial positions. Despite of the Generally Accepted Accounting Principles (GAAP) and business-related laws and regulations, transactions might be omitted due to wrong accounting practice and/or intention of the operator.

- Attention should be paid to contradictions between figures and descriptions in account books and records. It is necessary to thoroughly examine records that are in contradiction to common accounting practice. For instance, credit entries of purchase account with numerous debit entries may indicate the possibility that a transaction price was discounted or offset after the price was fixed.

- Missing pages and disorder of dates often indicate errors.

- Special attention should be paid to additional description in prescribed columns and to hand-written comments or additions.

- Related account titles should be examined.  It is important to trace the information from one account to the others to find errors or verify correctness.

Examination of commodity (Inspection of imported Goods)

Usually the inspection of imported goods is performed at the time of import declaration. However, if the imported goods are available at time of audit, the inspection of imported goods is effective for reviewing the accuracy of the declarations in connection with such items as the nature, specification and quantity of goods.

The purpose of this exercise is for the auditor to become familiar with the mechanics of the operator’s operations. Follow the “life-cycle” of goods from goods inwards goods (coming into the facility) for storage/warehousing, production/processing to eventual disposal. The auditor should visit the various parts of the operator’s premises and note the storage and handling procedures.

At this stage the focus is on the physical handling of goods, and the auditors can note the control documents that exist at each stage of the cycle i.e. goods inwards (arrival note), delivery docket, stock records, production/operation schedules;

The following process is recommended:

- Visit the premises where imported goods are kept, such as a warehouse or a factory; 

- Compare the quantity of imported goods in the stock according to a model, a brand or other adequate distinctions, in presence of the operator’s staff; and

- Compare the verified quantity with the inventory (stock), purchase and sales records.

- Compare the established quantity with the import declarations.

Recording the audit
It is essential that all audit work be thoroughly recorded. Notes taken throughout the audit should be adequate to allow a comprehensive report clearly showing the steps taken during the audit. Auditor should obtain sufficient reliable evidence to form a sound basis for conclusion.

The auditors should ensure that any documentation relevant to the audit or any notes taken, are maintained safely and securely. Receipts should be issued both in respect of documentation removed and samples taken to confirm tariff classification. 

Review of findings

Having concluded the audit of the operator’s books and records, the auditor should summarize the findings. In so doing he must consider all aspects of the audit, including the inspection of the premises, results of physical checks and review all the working papers, etc. in preparation for the audit report and close out meeting with the operator.

Closure of audit

Exit meeting

A formal meeting should be held with the operator to present and discuss the findings and conclusions... Where appropriate, the auditor/audit team will explain any observations on the causes of problem areas and recommends specific actions to remedy them. This meeting also provides an opportunity for the operator to give any explanations needed to assist preparation of the final report.

The operator should be made aware of the fact that:  the meeting is to convey the results of the audit to the operator, and will be followed by a written report;

The auditor will present a summary of the audit findings to the company officials. Any negligence and errors will be brought to their attention and the necessary action to avoid repetition of these should be discussed.

Where errors in relation to an operator’s procedures have been discovered and documented they should be discussed at the end of exit meeting. The auditor should make recommendations to ensure that corrective action is taken. The auditor must agree an implementation timetable with the operator for the necessary changes. The operator should be requested to reply in writing to the Customs within the time set by Customs, indicating the action he has taken, or intends to take, as a result of the audit.

In most cases, agreement is reached once the operator is satisfied that the auditor’s conclusion is appropriate. If formal agreement is not reached, the auditor notifies the operator that appropriate assessments will be needed. The auditor should respect the operator’s right to avail the statutory appeal procedure and facilitate the operator who wishes to appeal.

Final report

The audit report may take whatever form is normal in official documents. The contents of the audit report may also vary depending on the specific audit objectives. The report should contain any significant findings and the conclusion. It is important that the findings should contain information, which is sufficient and relevant to allow for full understanding of the conclusion.

The final report may include the following items:

· Dates of visit;

· Name and position in company of person(s) interviewed ;

· Company status: Legal form (e.g. incorporated company, partnership, single ownership, etc),

· Confirmation that the signature on the value declaration was made by an officer or agent of the company, and that the signatory was in full possession of the facts and entitle to sign the forms;

· Principal types of goods imported (branded articles, raw materials, etc.)

· Countries from which the goods are imported;

· Purposes for which the goods are imported, e.g. own use, stock, further manufacture, resale as imported;

· Importer’s function, e.g. manufacture, distributor, buying or selling agent, distribution or stock agent, broker;

· Nature of transaction: purchase, leasing, or consignments;

· Details of procedures undertaken in auditing records and documents, whether held in the computer or not;

· Settlement details with respect to the procedure followed by the importer in paying for his goods;

· Details of any irregularities;

· Any specific action the Customs administration has instructed the operator to take;

· Disagreement on the conclusions and findings of the audit; and

· Operator’s right of appeal.

Functions of Report

Request for Approval of superior(s)

During the audit and the preparation of the report, auditor/audit team formulates the opinions as to whether audit findings conform to Customs laws and regulations and if not what measures should be taken to correct problems. If applicable, the auditor/audit team consults with higher Customs authorities or experts on valuation or classification for their opinions on any identified issues or irregularities.

The report is the basis of the audit result which is to be provided as the decision of the Customs administration. In this regard the decision-maker may be the Chairman of the Customs Committee or Chief of Post Clearance Audit Unit depending on how the authority is delegated.

Notification of Audit Result to an Operator

The report is officially sent to the operator as a notification of the audit results. The operator has to be informed of the audit result including any required corrections of past customs declarations for settlement of accounts (additional payment or refund) of customs duty. The operator may also receive recommendations on how to improve internal control.

Notification of Audit Result to Customs Offices

The Customs offices where the operator has made incorrect declarations have to be informed of the audit result in order to revise those declarations and collect/refund differences of the duty and/or taxes due.

Risk Assessment Source for Post Clearance Audit Management

The audit report is also good risk assessment source for the identification and management of future audits. The report also may provide the following which can utilized for the assessment of audit work performance:
- Efficiency and effectiveness of post audit implementation

- Updating operator's profile

- Adequacy of criteria for operator selection

- Trend of errors

Copies of all the reports by regional audit units should be centralized at the Headquarters Unit for the management of future audit planning and improved accuracy of results. In addition, the reports containing significant result should be circulated into audit teams for training purposes to enhance auditors’ knowledge and skill level.

Evaluation and follow-up

It is Customs’ responsibility to take actions based on the audit findings. The proper implementation of post audit procedures ensures that:

- The audit process and results are correctly recorded in the audit tracking system;

- The audit results are fully evaluated;

- The operators rights are fully respected; and

- Problems and/or deficiencies in audit procedures are addressed,

Customs administrations have to develop a mechanism to measure, assess and evaluate the success of their audit program. This may include the tracking of:

- Additional revenues collected;

- Number of investigation referrals;

- Cost/benefit analysis.

If the audit report recommends that the operator or Customs take specific actions, a follow up review should be conducted to determine if the corrective action was taken and whether the desired results were obtained. The results should be updated in the post clearance audit tracking system.  

Audit Work Papers

Audit Plan

The first step in the audit process is the pre-audit analysis of the operator and the transaction.  During this step, the auditor determines which items to audit.  As the audit progresses, other items may be identified for additional review.  List these items in the work paper labeled "Audit Plan." (see sample)  

The use of work paper should be mandatory for all audits.  The Audit Plan is the first page of the work papers.  Its purpose is to provide an orderly presentation of work paper material, including an indexing system.  

During audit planning, enter the items to verify (with comments).  During the examination, add other items which require evaluation.  Use a separate block for each item.  Complete the Audit Plan before communicating with the operator.  

Examination Procedures and Conclusions 

Briefly enter a summary of the actions taken and conclusions reached.  Explain any unusual, large or questionable item appearing on the declaration or other documents that, if not explained, might raise questions.  In some cases, records initially provided may indicate that adjustments should be made; however, the operator may provide information that will overcome these conclusions.

In completing the work paper, give a brief explanation of the item checked and the extent of the verification; simply stating that an item is "OK" is not an acceptable explanation.  For example, after checking an unusual payment, explain what the item represents, the business purpose and the amount verified.

An auditor’s work papers are the link between audit and the final report.  Work papers should include all the evidence gathered by the auditor to show the work performed, the methods and procedures followed and the conclusions reached.  They should also include all notes made before, during and after the audit.  

Perhaps the most important aspect of work papers is that they are the best evidence of the scope of the audit and the professionalism with which it was performed.  These papers constitute the justification for the determining of the duty/tax liability.  Therefore, the auditor’s work and results must be accurate, clear, complete and promptly documented.  

Work papers should include:

· Correspondence;

· Interview write-ups;

· Copies of regulations, rulings, directives and letters;

· Spreadsheets with data;

· Copies of invoices, contracts and supporting documentation;

· Computer printouts /data files.

Work papers should provide:
Documentation of audit activities, also known as the audit trail;

Documentation of the information collected to support findings and conclusions.

The following illustrate the importance of work paper documentation:

· Operator or representative denies having made a statement to auditor;

· Operator or representative questions the approach or method used to analyze an account;

· Case is transferred to a different auditor.  

· The auditor starts a new case and would like to replicate an approach used in another case.  

Work papers should include evidence collected, summarized and analyzed.  Evidence is information collected through observations, interviews, examinations and analyses.

Physical Evidence

Physical evidence is gathered through inspection or observation of activities, people or assets.  The ability to testify or report on a condition the auditor has seen is more convincing than statements based on other forms of evidence.  Make notes of the operator's business operations, assets, books, records and internal controls.

The auditor can present physical evidence in memorandum form that summarizes what was inspected or observed.  If necessary, conduct important inspections or observations with two auditors.  The operator should also accompany the auditors to verify observations.  

Testimonial Evidence
Testimonial evidence is information obtained from others through interviews or statements received in response to inquiries.  Verify statements to make them more meaningful and useful and write them down.
A memorandum of an interview with the operator, his employees or representatives should include the following information:

· date, time and place of interview;

· purpose of discussion;

· names and positions of all persons present including staff;

· provide details of the discussion;  

· documents obtained in support of the statements. 

Record information received over the telephone with the date and time of conversation including the name and position of the individual.  Register this information in the work paper called "activity record."

Documentary Evidence
The most common form of evidence used in work consists of documents categorized as external or internal.  External documents originate outside the operator's business and could include vendor's invoices, Customs report, and incoming correspondence.  Internal documents such as accounting records, sale invoices, purchase orders, reports and correspondence originate within the operator's business.  

Analytical Evidence
Analytical evidence can be the result of:

· computations;

· comparisons with past operations, balance sheets, profit and loss statements;

· regulations, directives;

· analyses of physical, testimonial or documentary information.  

Work papers should show the details of evidence and the procedures you used to obtain the evidence.  

Work Paper Preparation

Since work papers contain the evidence that support audit work, they are subject to review by management.  Prepare all work papers in a professional manner, and exclude personal comments.

Work papers should be:

Complete and Accurate
Work papers must be complete and accurate to support your work product and to show the scope of the audit.  If the auditor obtains conflicting information from various sources, the work papers should clearly reconcile the conflict so there is no doubt about the information.  If conflicts remain, the work papers should show the explanation.

All mathematical calculations performed by auditors must be accurate.  The work papers should also disclose the extent to which computations were verified. 

Relevant
Restrict the information in the work papers to information important and relevant to the audit.  Work papers contain summaries and related memorandums, analyses, and copies of relevant documents for the examination results and conclusions.

In carrying out an examination, particularly when conducting interviews or auditing operator's books, records and supporting documentation, the auditor may obtain material that is not directly pertinent to your current objective, but may be relevant as the audit progresses.  Take brief notes of this material and retain the notes in an informal file until there is a determination as to the relevance of this material to the overall audit. 

Clear 
Work papers should be clear and understandable without too much explanation so that anyone using them can determine their purpose, the scope of the audit, and conclusions.  Work papers should show the details of evidence obtained and the procedure or method used to obtain it.  Conciseness is important, but do not sacrifice clarity and completeness to save time or paper.  

Legible 
Work papers must be legible and neat; otherwise, time is wasted in reviewing, preparing, and referencing them.  Sloppy work papers can lose their worth as evidence.  

Standardized 
Prepare work papers in a standardized format to:

· make them accessible and easy to handle and store;

· streamline the preparation process; and

· give them a professional appearance.
There are three basic types of work papers:

· Narratives, which are written summaries of physical evidence obtained through direct      

observations and testimonial evidence obtained through interviewing.  

· Records, which may be lists and summaries of numerical data and analytical evidence.  

· Documentary evidence, which are copies obtained during the examination.

Each work paper will contain in the upper right hand corner:

· audit file number

· name and identification number of operator;

· period of time examined;

· account examined;  

· name of examiner preparing work paper;  

· date prepared

In addition, use a system to index and number sequentially all work papers.

SUMMARY
An auditor’s work papers are the connecting link between fieldwork and the final report. The most important value of work papers is that they are the best evidence of the scope of the audit and the professionalism with which it was completed.
SAMPLE AUDIT LETTER

To: Company Name

      Company Address

Attn: Director (or other official)

Period to be audited:

(insert any usual opening greetings or comments)
Your Customs transactions and records for the above-noted time period have been selected for audit.  Please provide the following books and records:

· Customs Transaction ( list the transactions)
· Orders, contracts, purchase invoices freight bills

· Payment records

· Accounting records for the transactions 

· And the following other records:

We have set an initial appointment on (date and Time) at the business location. If you need to change the meeting please contact the officer below. Please be reminded that Articles (indicate legal authority and rights of the operator) - of the Customs Code allow us to inspect the business premises and request pertinent books and records.

Sincerely,

(name, title, office address and phone number of Customs official and contact official)

SAMPLE ACTIVITY WORKPAPER

	Operator Name:
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	Operator Number:
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SAMPLE AUDIT PLAN WORKPAPER
	
	Operator:
	Auditor Name: 
	

	
	Operator(Identification number)
	Auditor Number:
	

	
	Period of time:
	Post:
	

	Item
	Description
	Work paper Index
	

	A
	History of Operator
	(A-1)
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	Final Report Issued:
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SAMPLE ISSUE WORKPAPER
(covers each item on work plan)
	Operator:
	                                                                      Auditor  Name:
	

	Operator Number:
	                                                                         Post:
	

	Year(s):
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SAMPLE GENERAL QUESTIONNAIRE

INTRODUCTION 

The objective of the General Questionnaire is to get information about the operator’s organization, relationship to suppliers, record keeping system, internal controls, basis for the declared customs value and other procedures concerning Customs. The questionnaire is designed to give the audit team a general understanding of the company's operations and, at the same time, to tell the operator the areas on which the audit will focus. As each company’s operations are unique, a standard general questionnaire would not accomplish the task of gathering information for all operators. Therefore, each audit requires that this general questionnaire be modified to fit the circumstances of each operator. 

REVIEW SCOPE 

When the operator responds to the questionnaire, it permits the audit team to plan its approach to the audit, including discussions with company personnel and reviews of company procedures. The information gained provides the basis for the audit team's decisions on what areas to review during the audit. 

Answering the questionnaire also affords the operator the opportunity to be better prepared for the audit by allowing company personnel to focus on those areas of interest previously identified. With proper planning and preparedness, the audit can go smoothly and efficiently. 

 General Organizational Information: 

1. Describe your overall organizational structure, and provide organization structure or similar information. 

2. Provide the names and addresses of any foreign and/or domestic related companies such as company’s parent, subsidiaries, or joint ventures. 

3. Please provide the name and a contact person for external financial auditors, such as a certified public accountant, and authorization to contact those auditors. 

4. Please provide the name, title, and telephone number of the official(s) preparing information for this questionnaire. 

5. Please provide the name, title, and telephone number of the person who will be the Customs contact during the review. 

 Record Keeping System: 

1. Identify the location(s) of your records. 

2. Identify the source of records and information used to file a customs declaration. Explain how they are created, maintained and transferred. Provide copies of any written operating procedures and internal controls over record production and retention. 

3. Using source records for support provide a description and/or flowchart of the company's activities including general account for recording the acquisition of foreign merchandise in the following areas: 

• purchase of foreign merchandise 

• receipt of foreign merchandise 

• recording in inventory 

• payments made to foreign vendor 

• distribution to customers 

• export of merchandise (if applicable) 

4. Are the financial records linked to import transactions by declaration numbers, invoice numbers or other identifiers? Please explain. 

5. What methods of payment are used for foreign purchases, letters of credit, wire transfers, checks? Are payments made in national currency or other currency? 

6. What is the usual period of record retention for the company, and how are they stored? 

 Internal Controls: 

1. Identify the company’s formal policies and procedures manuals or other written directives related to the handling of customs activities. If there are no formal written procedures, provide a written summary of your procedures that make up the internal control structure for customs transactions. 

2. Explain procedures to ensure that assists such as material or financial assistance, commissions, royalties, license fees freight and other dutiable costs are correctly reported to Customs. 

 Customs value Information 

1. Identify the basis of valuation used to value the imported merchandise from each of your major suppliers (a major supplier is one who supplies at least 10% of the company's total foreign purchases). 

2. Do you obtain the imported merchandise through a purchase transaction or are the goods obtained through consignment? Does your company take title to the goods? Explain when title/ownership passes from the foreign vendor to your company. 

3. Do the commercial invoice prices reflect the price actually paid or payable for the imported merchandise (the total payment made or to be made by your company, directly or indirectly to the foreign vendor, to obtain the imported merchandise)? 

4. Are there any other payments made (except for transport costs) to obtain the imported merchandise (currency fluctuations, interest payments, inspection fees, management fees, advertising or marketing costs, warranty)? If yes, identify the nature of the payment(s), the party to whom they are paid and the general ledger accounts used to record such payments. 

5. Specify the terms of sale (ex-factory, f.a.s., f.o.b.,c.i.f.) unless they are specifically stated on the commercial invoice. 

6. Explain the transportation procedures, both international and domestic, to move the imported merchandise from the foreign point of origin to the final destination. Identify the general ledger accounts used to record the various freight charges. 

7. Explain any contractual agreements between your company and the foreign supplier with any shippers or freight forwarders. Identify and explain any rebates received by your company or the foreign supplier from these shippers and freight forwarders. Identify the general ledger accounts used to record these rebates. 

8. Identify and explain any retroactive (after the goods have been imported) price increases, rebates, allowances or other price adjustments for the imported merchandise which accrue to your company or are paid, directly or indirectly, to the foreign vendor. Identify the general ledger account used to record such transactions. 

9. Identify and explain any transactions where the resale, disposal or use of the imported merchandise by your company is restricted or hampered in any way by the foreign vendor or any third party (except those "restrictions" imposed or required by law). 

10. Identify and explain any special conditions or considerations which impact the sale or price of the imported merchandise. 

11. Identify the costs of packing the imported goods, including labor and material Shipping or delivery terms, found in and referred to as INCOTERMS, foreign inland freight, cartage, loading and unloading, warehousing, ocean and air freight, air and marine insurance, unloading,  domestic freight, Customs duties, etc. (where the sale or the price of the merchandise is determined, in whole or in part, by factors other than the cost of the goods themselves); costs, incurred by your company which are not already included in the price of the merchandise, in order to get the merchandise, in condition, ready to be shipped. Identify the party(s) to whom such costs are paid. Identify the general ledger account(s) used to record such transactions. 

12. Identify if there are any intermediaries involved in the transaction. Explain the nature of the involvement. 

13. Identify if there are any agents involved in the transactions. If yes, is their role that of buying or of a selling agent? Is there an agency agreement in writing? If yes, provide a copy. Are any commissions paid and if yes, to whom? Identify the general ledger accounts used to record the commission. 

14. Indicate if your company supplied to the foreign vendor, either free or at a reduced cost, and whether directly or indirectly, any assists for use in the production or sale of the imported merchandise and which amount is not already included in the price actually paid or payable for the imported merchandise. 

15. Identify whether any royalties or license fees were paid for the imported merchandise or any situations in which the imported merchandise incorporates or reflects some form of intellectual property for which a payment was made to obtain the right and which payment is not already included in the price actually paid or payable. If there are, identify the accounts used to record these payments and provide any written agreements that provide details of the rights conferred. 

16. Is your company related to any of the foreign vendors from whom you source imported merchandise? 

17. If any of your transactions are between related parties, has your company established the acceptability of your prices as transaction value? 

Tariff Classification 

1. Has your company obtained any written classification rulings, advice or decisions from Customs? 

2. Provide any of the following, as appropriate, to assist Customs in the proper tariff classification of your merchandise: samples, technical brochures, sketches, drawings and other technical specifications, operating manuals, blueprints,...

3. In classifying your merchandise do you rely on your custom broker or some other outside source?

(Additional questions about areas of concern such as origin, customs procedures or exports can be drafted and added as needed.)




      Trade and Investment Reform 


      Support Program (TIRSP)


      Post Clearance Audit Manual
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