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Who Is Regulatory Audit?

Reqgulatory Audit’s (RA’s) mission is to conduct post-
entry audits of importers and other private parties
that interact with CBP and provide other professional
services in order to:

 Ensure compliance with laws and regulations

e Protect government revenue

* Support enforcement cases and court actions

* Protect domestic industries from unfair trade practices
related to intellectual property rights and anti-dumping and
countervailing duties (AD/CVD)

* Protect U.S. consumers from unsafe goods
« Facilitate legitimate trade through partnerships and

Informed compliance activities
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Presenter
Presentation Notes
RA audits are conducted as performance audits in accordance with Government Auditing Standards.  RA also provides other types of professional services to our stakeholders which typically involve providing analysis and other technical assistance that are not conducted as audits in accordance with Government Auditing Standards.

RA provides CBP with a capability to verify entry data and related claims of importers and other trade businesses through on-site reviews of the books and records, accounts, and operating facilities of such persons and companies.

RA provides results in the form of findings and, in most instances, makes recommendations to government Action Official(s) who are responsible for taking the appropriate action (e.g. revenue collection or other enforcement actions). 

RA may also make recommendations to the auditee/importer – as is the case with Focused Assessments – to address internal control deficiencies.



Types of Engagements

 RA engagements are generally categorized
Into four types:

e Focused Assessment Audits

« Referral and Enforcement Audits and Other
Professional Services (formerly Quick Response
Audits)

e User Fee Audits
* Importer Self-Assessment Evaluations

U.S. Customs and
Border Protection
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Presenter
Presentation Notes
Focused Assessments are comprehensive audits of major importers that involve an assessment of internal control over import activities to determine if the importer poses an acceptable risk for complying with CBP laws and regulations.

Referral and Enforcement Audits are targeted compliance audits with narrowly defined objectives that focus on a single issue or specific concerns brought to our attention by a Referring Official (e.g., Office of Field Operations).

User Fee Audits are compliance audits of carriers (e.g., Airlines, Cruise Lines, Rail Lines) that involve determining whether the carriers have remitted the appropriate user fees.

Importer Self-Assessment (ISA) Evaluations are a evaluations conducted to support CBP’s ISA partnership program. RA’s role is to perform an evaluation of the applicant’s internal control in order to assess the applicant’s readiness to assume the responsibilities of the ISA program based on the suitability of the internal control design.



_egal and Regulatory Authority

e 19 U.S.C. 8 1508 — Recordkeeping

e 19 U.S.C. § 1509 — Examination of
Books and Withesses

e 19 C.F.R. Part 163 —
Recordkeeping



Presenter
Presentation Notes
The legal authority used by Regulatory Audit to conduct audits is found in Title 19 of the United States Code (U.S.C.) Section 1509, and the corresponding recordkeeping requirement is found in Section 1508.

Title 19 U.S.C. Section 1508 requires importers and others to maintain and produce records.  The recordkeeping requirements are also found in Title 19 of the Code of Federal Regulations Part 163.
 
Title 19 U.S.C. Section 1509 provides the authority to examine, upon reasonable notice, any record, statement, declaration, document, or electronically generated or machine readable data which may be relevant to an investigation or inquiry conducted for the purpose of determining the correctness of any entry, for determining the liability of any person for duty, fees, and taxes due or duties, fees, and taxes which may be due the United States, for determining liability for fines and penalties, or for insuring compliance with the laws.

The Customs Modernization Act (Pub L 103-182) was passed on December 8, 1993, which amended 19 USC 1508, 1509 and 1510.  In general, the law requires CBP to provide informed compliance and that importers should use reasonable care in providing complete and accurate information to CBP upon entry.  



FA Overview




FA Candidate Selection

Risk based approach considering:
« Company size and complexity

e Nature and volume of import activity with regards to
sensitive areas and Priority Trade Issues (PTIs)

e Antidumping and Countervailing Duties
e Intellectual Property Rights

e Textiles and Wearing Apparel

 Free Trade Agreements

« Nature and volume of import activity with regards to
known risks (e.g., countries of origin, manufacturers,

tariff classifications)
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Presenter
Presentation Notes
Because of the volume of importers and the limitation of resources at hand, RA uses a risk-based approach in selecting FA candidates.

Potential FA candidates are usually contacted by RA mid-Summer to confirm the location of books and records.  This does not necessarily mean the company will be audited.

The Audit Plan is developed for the new fiscal year beginning October 1st

Initiation of audits are staggered throughout the fiscal year.  Candidates are notified in advance that they have been selected once the auditors begin work on the audit.


Focused Assessment Program

Comprehensive audits of importers that involve
an assessment of internal control over import
activities to determine if the importer poses an
acceptable risk for complying with CBP laws
and regulations comprising three possible
phases

 Pre-Assessment Survey (PAS)
o Assessment Compliance Testing (ACT)
* Follow-Up Audit

U.S. Customs and 7
Border Protection
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Presenter
Presentation Notes
The FA Program addresses both internal control and compliance:
Assessment of the importer’s internal control for providing reasonable assurance of achieving compliance with CBP laws and regulations and determining the cause of any identified noncompliances. 
Assessment of the importer’s compliance with relevant CBP laws and regulations.
 
There are two primary users of the results of the FA Program:
 
The importer’s management to facilitate decision making with respect to initiating corrective action to address identified noncompliances and internal control deficiencies.  One of the goals of the FA Program is to ensure importers are using reasonable care to maximize voluntary compliance through maintenance of a system of internal control.
CBP Officials to facilitate decision making with respect to initiating collection or other enforcement action to address identified noncompliances.
 
The FA Program comprises three phases:  Pre-Assessment Survey (PAS), Assessment Compliance Testing (ACT), and Follow-Up. 



FA Phases

Pre-Assessment Survey
S

Assessment Compliance Testing
(ACT)

¥\ U.S.Customs and
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Presentation Notes
Pre-Assessment Survey – “PAS”
Internal control evaluation involving assessing the design and implementation of internal control and both tests of controls and compliance testing

Assessment Compliance Testing – “ACT”
More extensive compliance testing typically using statistical sampling to quantify compliance rate/loss of revenue

Follow-Up Audit
Evaluation of corrective action to address issues identified during an earlier phase

All FAs start with a PAS but don’t necessarily follow a standard progression from PAS-ACT-Follow-Up

Process may go from PAS to Follow-up without the performance of an ACT and can involve self-testing under CBP supervision where the importer is permitted to perform self-testing in lieu of the auditors performing their own more extensive testing through ACT.


Outcomes

 PAS with Acceptable Risk = No significant
Internal control deficiencies/material
noncompliances

 No additional follow-up by RA
e Opportunity to transition to the ISA Program

 PAS with Unacceptable Risk = Significant
iInternal control deficiencies/material
noncompliances
« May permit auditee to develop a Compliance

Improvement Plan and perform self-testing / Perform
subsequent Follow-Up

> May proceed to an ACT

= U.S. Customs and
27/ Border Protection
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Presentation Notes
Acceptable Risk - FA-ISA Transition
Must apply within 12 months of FA report date
Must be a U.S. or Canadian resident importer
Must be C–TPAT member (if not can apply and will be reviewed in an expedited fashion (within 30–45 days of receipt, rather than the typical 90-day schedule))
Develop a written risk-based self-testing plan
Complete the ISA Memorandum of Understanding
Qualified companies will not need to undergo the Application Review Meeting (ARM)

PAS with Unacceptable Risk – Depends on the circumstances
CIP-Self-Testing-Follow-Up = Where the company agrees to implement a Compliance Improvement Plan (CIP) and perform self-testing and the auditors determine it is appropriate in the circumstances
ACT = Where the auditee declines to prepare a CIP/Self-testing plan; is not a good candidate for self-testing; or the auditors otherwise determine that there is a need for more immediate compliance testing

NOTE: Conclusions/course of action may be different for different audit areas.



FA Update




.

Reasons for FA Program Updates
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« Adapt to changes in our environment that have
occurred since the last major update impacting:
« U.S. and world economies
« CBP risk parameters and processes
 Business practices
« Company profiles
 Reflect the current (December 2011 ) Revision of
the Government Auditing Standards
e Incorporate 2013 COSO Internal Control —
Integrated Framework

U.S. Customs and
Border Protection
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Presentation Notes
First major update since October 2003

Generally Accepted Government Auditing Standards (GAGAS)
Current audit program is based on the June 2003 Revision which was 2 revisions ago
Updates primarily revolve around reframing our risk assessments to fit the “audit risk model” and audit documentation requirements

Incorporate the 2013 COSO Internal Control – Integrated Framework (effective12/15/2014).  
Committee of Sponsoring Organizations of the Treadway Commission
Serves as a setting in which we frame our internal control evaluations
First update since it was originally established in 1992
Updates primarily revolve around the introduction of 17 principles which are really just formalizing the fundamental concepts that were laid out in the original framework

COSO is a joint initiative of five private sector organizations providing thought leadership through the development of frameworks and guidance on enterprise risk management, internal control, and fraud deterrence (American Accounting Association, American Institute of Certified Public Accountants, Financial Executives International, The Association of Accountants and Financial Professionals in Business, and The Institute of Internal Auditors).



Impact

Four general areas we anticipate will impact the
Importer:

* Increased emphasis on the consideration of
significance/materiality in making audit decisions

 Expanded guidance on tailoring the audit
approach to suit the specific circumstances of
the importer

 Replaced sample size matrices with more
general sample size ranges

* |ncorporated changes in report language
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Effective Date

« Update only addresses the PAS phase;
updates to other phases will be implemented
at a later date

« Updated program is effective for all new PAS
engagements started on or after October 1,
2014

 Updated FA PAS audit program and
guestionnaire have been posted at
http://www.cbp.gov/trade/audits/focused-
assessment
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Presenter
Presentation Notes
Due to the voluminous nature of the FA Kit (659 pages), CBP is updating the FA Program in phases.  

The first phase address the FA PAS phase only so not all documents in the FA Kit will be updated at this time.

The updated FA PAS Audit Program (with extensive technical notes and guidance) and the audit questionnaire have been posted to CBP.GOV.

The original FA Kit (October 2003) will be maintained on CBP.GOV for the time being and more updated documents will be posted as they are completed.

http://www.cbp.gov/trade/audits/focused-assessment

FA PAS PROCESS




Pre-Assessment Survey (PAS)

* Objective Is to determine whether a
Importer’s import activities represent an
acceptable risk to CBP through an
assessment of internal control over
compliance with CBP laws and regulations

e Scope period typically includes the most
recently completed fiscal year

e Subject matter scoped into “audit areas”
(e.qg., Value, Classification, FTAs, 9801,
9802, AD/CVD, etc.)

U.S. Customs and 15
Border Protection
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Presentation Notes
The scope of an FA typically involves multiple audit areas depending on the nature of the import activity and the auditor’s consideration of risk and significance.  



PAS Process

1. Obtain an understanding of you and your
environment, including your internal control

 Preliminary Assessment of Risk (PAR)
Questionnaire Responses

Entrance Conference

Walkthroughs and Interviews

Policies & Procedures and Accounting Records

2. Assess audit risk

* Identify specific risks relative to your import activity

o Assess the suitablility of the design and implementation of
controls — if any — that mitigate that risk

 Assess the overall risk of noncompliance

\jg\g»\ﬁ']",ket,)
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Presentation Notes
Audit Risk is the risk the auditors will come to the wrong conclusion and comprises:
Inherent Risk = the risk of noncompliance will occur, assuming there is no internal control
Control Risk = the risk that internal control will not prevent / detect / correct a noncompliance
Detection Risk = the risk the auditor’s procedures won’t detect noncompliance where it exists


PAS Process (Con’t)

3. Conduct detailed testing
« Tests of Controls
« Compliance Testing
4. Evaluate the results of testing
« Identify instances of material noncompliance
« Identify significant internal control deficiencies

5. Make risk determination for each audit area
(Acceptable or Unacceptable)

6. Draft the audit report and obtain responses
/. Conduct exit conference and issue the report

ART;
Ol N
=7 A
- — ol
s ;
=) =
2 5
44 ND r,(-.c'

U.S. Customs and 17
Border Protection



Presenter
Presentation Notes






Preliminary Assessment of Risk (PAR)

Perform an initial assessment of the volume of activity and revenue
implications based on tariff number, entry type, special indicators,
etc.

Compare past import activity (e.g. three year trend analysis) to
current import activity to identify significant changes, trends, or
anomalies

Evaluate the significance of any import activity relating to CBP’s
Priority Trade Issues

Evaluate current import activity for areas in which the auditee may
have a history of noncompliance (i.e., prior disclosure, previous
audit findings, penalty case, IS reviews, cargo exams, seizures, etc.)
to assess the potential for continued noncompliance

Evaluate the data for tariff numbers, MIDs, country of origin, etc. to
identify potential risks

2\ U.S. Customs and 18
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Presentation Notes
Auditors perform a preliminary assessment of risk (PAR)  by analyzing CBP data and other readily available information to obtain an understanding of the nature of the auditee’s import activity and prior audit and compliance history

PAR is geared towards assessing inherent risk (the possibility that a mistake, inconsistency, significant error, or fraud will occur, assuming there is no internal control; i.e., the risk that just is) 

Considers both risk (susceptibility, likelihood) of noncompliance and significance/materiality

Serves as the basis for the initial scope of work (i.e., scoping the subject matter of the audit into “audit areas” and identifying relevant risks)

Eliminates audit areas determined not significant enough to warrant further audit attention



Notify the Importer

e Contact the company

 Request information that may be readily
available such as:

* Flowcharts/Description of import activities
« Written policies and procedures
 Working trial balance or other financial information

e Send confirmation letter with questionnaire,
identified walkthrough entries, and
documentation requests

e Schedule and conduct the entrance conference
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Presentation Notes
Generally allow about 30 days for questionnaire responses and then allow enough time for the auditors to evaluate the responses before conducting the entrance conference

Questionnaire is used to solicit information prior to the entrance conference about importer’s internal control and environment

Walkthrough entries are used to (i) identify significant control points, (ii) obtain an understanding of the importer’s processes and procedures related to import activities and compliance with CBP laws and regulations, and (iii) assess the implementation of controls.

Confirmation letter will identify the documentation that will be required for the walkthrough entries that you’ll need to have ready for the entrance conference.

At the Entrance Conference, auditors will discuss:
Overview of audit plan and reporting process
Agreed upon timetables for planned activities & estimated completion date
Types of books, records, and data that may be requested
Additional topics relevant to the conduct of the audit

Entrance conference typically commences onsite field work


Conduct Walkthroughs and Interviews

« Determine processes for:
 Purchase and receipt of foreign merchandise
 Recording in inventory
 Payments to foreign vendor
e Declaring merchandise to CBP

 Be prepared to show:
 Where procedures are documented
 How control implementation is documented
 What control procedures are used to assure accurate
reporting to CBP

 Who is responsible for accurate reporting
 What information, records and electronic data are
maintained

Mﬂ'\/t/)
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Presentation Notes
Auditors conduct these walkthroughs and interview your personnel to:

Identify the types of potential noncompliance that may occur
Factors that affect the risk of noncompliance
The likelihood of noncompliance
Potential sources of information that could be used as evidence

Understanding what could go wrong, where it could go wrong, and the likelihood that it might go wrong.

Walkthrough entries should be representative of typical activity.  Unusual transactions typically don’t serve this purpose though it may be relevant to observe how controls behave under the varied or unusual circumstances.



Internal Control Assessment

« Assess whether internal control is properly
designed and implemented to provide
reasonable assurance of compliance

 Documented, logical, reasonably complete, and
likely to prevent or detect noncompliance

 Been placed into operation

 Develop an expectation about the operating
effectiveness of internal control

e Operating consistently and effectively preventing
or detecting noncompliance

» Assess control risk accordingly

&) U.S. Customs and 21
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Presentation Notes
Auditors obtain an understanding of internal control through analysis of questionnaire responses, written policies and procedures, walkthroughs, and interviews.

Based on the suitability of design and implementation, do we expect internal control to be effective and what is the resulting impact on our assessment of control risk?

Control risk is the possibility that a mistake, inconsistency, significant error, or fraud will not be prevented or detected by internal control 

Assessment of control risk impacts the type and amount of testing the auditors will perform.

Generally speaking auditors consider:
Are there written policies and procedures?
Are they approved by management and reviewed and updated periodically?
Are they disseminated to employees?
Is there evidence of the execution of controls?
Are controls periodically tested and results documented?
If weakness are found, are corrective actions implemented?





~ COSO’s Internal Control —
Integrated Framework

Environment

- Demonstrates
commitment to
integrity and
ethical values

- Exercises
oversight
responsibility

- Establishes
structure,

authority and
responsibility

- Demonstrates
commitment to
competence

- Enforces
accountability

Assessment

Specifies
suitable
objectives

Identifies and
analyzes risk

Assesses fraud
risk

Identifies and
analyzes
significant

Activities
Selects and
develops

control
activities

Selects and
develops
general controls
over technology

Deploys
through policies
and procedures

Information
Communication

Uses relevant
information

Communicates
internally

Communicates
externally

Monitoring

Conducts
ongoing and/or
separate
evaluations

Evaluates and
communicates
deficiencies

U.S. Customs and
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Presentation Notes
We use COSO’s Internal Control – Integrated Framework to frame our internal control assessments.

More information on the Integrated Framework can be found at http://www.coso.org/IC.htm




Factors to Consider...

* |sthere adequate interdepartmental
communication?

« Are there procedures to ensure pro forma
Invoices are reconciled to actual invoices
and corrections are reported to CBP?

* Are there procedures to link specific
purchase orders, invoices, and payment
records to CBP entry numbers?

% U.S. Customs and ’
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Presentation Notes
Factors included on the following slides are just a limited example of considerations.



Factors to Consider...

e Are there procedures to ensure that additions to
price actually paid or payable are included for
packing, assists, proceeds, royalties, and selling
commissions?

* Are there procedures to ensure that price
actually paid or payable is accurately reported,
iIncluding:

Indirect payments?

Quota/visa?

Price adjustments?

Transportation costs?

Currency exchange adjustments?

All payments to seller?

SeEhnl SN
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Examine Accounting Records

Examine the importer’s accounting records to
identify potential cost elements affecting value
by obtaining an understanding of:

« Nature of transactions with foreign vendors and the
prices paid for items imported from them

 Whether there are price adjustments or any other
payments that impact CBP value and the
circumstances under which they are made

 How payments and other activities are accounted for
and which accounts are used to record transactions
that are relevant to CBP value

 Whether/how transactions can be traced to entry level

o=, detall
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Auditors will also typically obtain a list of vendor codes, discuss GL fields/attributes, and find out if there are sub-ledgers for different vendors, assets, or types of payments as this type of information may aid the auditors in selecting transactions from accounts of interest.

The auditor’s understanding of how you account for transactions and activity affecting CBP value is critical to designing efficient and effective tests.  Therefore, it is best to have the auditors working directly with accounting personnel and any other departments that have direct involvement in these transactions/activities.



Select Accounts of Interest

« Accounts typically selected for:

e Additional payments, whether direct or indirect, made
to the seller not reflected on the invoice for the
Imported goods

 Payments relating to the statutory additions to the
price paid or payable (e.g., packing costs, selling
commissions, royalty or license fees, proceed of
subsequent resale, assists)

 Rebates, allowances, and other credits relating to
purchases of imported goods

e Transactions will be selected from these
accounts for detailed testing
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Auditors will also perform procedures to assess the reliability of the accounting data typically through some sort of macro analysis (e.g., comparison to audited financial statements or other forms of reconciliation).

The purpose of assessing the reliability of the accounting data is to ensure all the accounts in the general ledger were included and the selected accounts of interest have all the transactions.



Tes

ting Methodologies

o Separate tests of controls for controls that don’t
occur at the “transaction level” and/or are
periodic/sporadic

e Jud
and

gmental sampling from the company’s books
records for compliance and controls that occur

att

ne transaction level

e Juo

gmental sampling of entries or entry lines for

compliance and controls that occur at the
transaction level

 Documents: Proof of payment, declaration
documents, freight invoice/blill of lading, accounting
books and records, commercial invoice, purchase

ezorder

¥\ U.S.Customs and 57
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Sample Sizes

« Eliminating sample size matrices (1-20) and
replacing with more general guidelines

e Population >= 250 = Test 25-40

« Smaller sample sizes may be warranted (e.g., where
risks are confined to specific circumstances)

 Larger sample sizes may be warranted (e.g., high
degree of complexity or variabllity)

e Stop-and-Go statistical sampling may be used
* Population < 250 = Test about 10%

« Smaller populations (e.g., controls performed on a
weekly, monthly, or quarterly basis) = 2 to 10
ocecurrences
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Current matrices assume internal control is effective based on how effective we think or expect controls might be based on their design

We need to support that expectation with more evidence

These ranges are meant only as general guidelines and exceptions can and will occur 

Increased sample sizes will enable us better assess the risk of material noncompliance and determine the most appropriate reaction

Increased assurance enables us to conclude acceptable risk where we might have otherwise concluded unacceptable for potentially immaterial or non-systemic issues (i.e., better understanding of whether the issues are indeed immaterial or non-systemic) or lack of documented internal control



Risk Determination

* Acceptable Risk

« Material noncompliances were not identified

 |dentifled noncompliances were not systemic
or material in nature

« Significant internal control deficiencies were

not identified
 Unacceptable Risk

 Material noncompliances or repetitive
Immaterial noncompliances were detected
« Significant internal control deficiencies were
.. ldentified
J@E U.S. Customs and 29
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Recall that auditors performed judgmental sampling – so instances of noncompliances are not just considered on their own – auditors consider the risk and significance of the instances in the entire population

Reportable internal control deficiencies and unacceptable risk conclusion linked to material noncompliance; want to ensure CBP and the importer are committing resources where warranted

Where noncompliances are infrequent/immaterial or the internal control deficiencies are not significant and don’t warrant the commitment of additional audit resources, we may conclude acceptable risk and report the issue not as a finding but include it in an “Other Matters to be Reported” section of our report with any suggestions to improve the system.

Where internal control is not formally documented and the implementation of internal control cannot be verified and there are no material noncompliances, we may conclude acceptable risk and report a scope limitation limiting our conclusion.

Unresolved matters such as differences in opinion or interpretation that are awaiting an internal advice or ruling may not result in an unacceptable risk conclusion if there is no underlying internal control deficiency

Auditors will consider all the circumstances in totality in drawing their risk conclusions and there may be other factors that impact their conclusions.





Unacceptable Risk — CIP

 Request that the importer prepare a CIP

e Clearly convey to the importer their
expectations regarding the CIP content
and implementation to avoid
misunderstandings

 \Work with the importer to establish
reasonable timeframes for developing and
Implementing the CIP

U.S. Customs and 30
Border Protection
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Auditors will also:

Review the CIP prior to implementation and consider whether the corrective actions are appropriate, logical, and complete 

Attempt to resolve any obvious deficiencies or defects in the CIP prior to implementation 
Periodically contact the importer to monitor the progress of implementation

Schedule/perform the Follow-Up audit after the importer has notified them that the CIP has been fully implemented



Unacceptable Risk — More Testing

e Consider the potential risk for material
errors both in the scope period of the PAS
and other time periods

* Plan to conduct further compliance testing
to quantify loss of revenue

 Permit the importer to perform self-testing
under CBP supervision
 Close the PAS and perform an ACT

U.S. Customs and 31
Border Protection
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Typically self-testing is permitted when the importer:
Is cooperative and displays competency of CBP laws and regulations
Agrees to take corrective action (i.e., develop a CIP) 

Auditors will provide testing plans to the importer or review and approve self-testing plans prepared by the importer

To mitigate any threats to independence, auditors will discuss with the importer:
The importer’s understanding and acceptance of its management responsibilities
The auditors’ plans to subsequently review the results of the self-testing for accuracy and completeness
The limitations of self-testing

Typically an ACT is performed when:
The importer is uncooperative or does not display proficiency of CBP laws and regulations during the PAS 
The importer refuses to take corrective action (i.e., develop a CIP)
There are significant, complex, or sensitive issues





Finalizing the Audit and Reporting

 Draft the report, including finding sheets
(condition, criteria, cause, and effect)

* Provide draft Finding Sheets to importer and
obtain formal written response which will be
attached to the audit report

 Hold the exit conference
 |ssue final audit report

U.S. Customs and 32
Border Protection
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FA to ISA Transition Program

* Importers with an acceptable risk conclusion

will
the

e given the opportunity to transition into
mporter Self-Assessment Program

* App

y within 12 months of FA report date

 Must be a U.S. or Canadian resident importer
e Must be C-TPAT member

 Develop a written risk-based self-testing plan
 Complete the ISA Memorandum of

Und

erstanding

e Qualified companies will not need to undergo
~ the Application Review Meeting (ARM)
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Presentation Notes
CBP’s has decided to provide importers with an opportunity to transition into the ISA program if the importers have successfully completed the FA (FR notice (77 FR 61012) issued  10/5/2012).  

Only available to importers that receive an acceptable risk conclusion in all audit areas.

If the importer is not a C-TPAT member, they can apply and will be reviewed in an expedited fashion (within 30–45 days of receipt, rather than the typical 90-day schedule))

The importer will not need to undergo the Application Review Meeting that is routinely scheduled for ISA applicants.

Once accepted into the Program, the importer will still have to meet all the requirements of the ISA program to maintain membership into the program (e.g., annual written notification letters; perform periodic self-testing, etc.)



QUESTIONS?




SUMMARY OF UPDATES




Summary of FA Updates

 Engaging the importer earlier in the audit process
to obtain certain information in to better tailor our
preliminary assessment of risk and guestionnaire

 Eliminating the concept of a formal Advance
Conference

 Renaming the “Internal Control Questionnaire
(ICQ)” to the “Pre-Assessment Survey
Questionnaire (PASQ)” and expanding the
standard questions

« Aligning our risk assessments with the audit risk

model (Audit Risk = Inherent Risk x Control Risk X

Detection Risk)
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Presentation Notes
This initial contact with the importer has typically been limited to confirming books and records locations (not necessarily requesting detailed information); however, auditors may be requesting certain readily available information (e.g., written policies and procedures; trial balance; chart of accounts; general ledger detail) to help them better tailor the PAR and questionnaires a earlier in the audit process.

We acknowledge that some importers may not be ready to provide such information at that stage and in such cases we will simply re-request it at a later stage.

We do not believe a formal Advance Conference is necessary any longer.  However, auditors will still explain the FA process to the importer and provide reference materials.  Auditors may still conduct onsite meetings prior to the entrance conference on a case by case basis.

Expanded the questionnaire to obtain additional information regarding business practices and import activities to aid us in better refining our risk assessment.







Summary of FA Updates (cont.)

* No longer will assess a level of risk (high,
medium, low) at the PAR phase

* Increased emphasis on significance /
materiality in determining audit areas to
iInclude (or exclude) from the scope

e Increased emphasis on the notion that audit
areas included in the scope at the PAR
phase may be subsequently eliminated

 Value and classification could potentially be
eliminated as audit areas
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Presentation Notes
Since the PAR is based on CBP and other readily available data, we believe it premature to assess a level of risk at this phase

Our assessment of inherent risk will be finalized at a later stage of our risk assessment procedures after we have obtained additional information

A key concepts of the update is increased emphasis on significance / materiality and the notion of re-assessing risk throughout the audit as additional information is obtained and evaluated

As a result, it’s possible that auditors may decide to exclude audit areas based on significance / materiality that they may have previously felt obligated to include or that they may subsequent to the PAR eliminate audit areas based on additional information

Note that auditors will not draw a risk conclusion for audit areas eliminated from the scope prior to detailed testing

FA’s generally always include Value and Classification as audit areas since everyone has to value and classify their imports

Under the updated program, these areas could potentially be eliminated from the scope depending on risk and significance; however, we don’t anticipate that would be a common occurrence



Summary of FA Updates (cont.)

e Selecting additional entry line items for
walkthroughs to understand variations in
procedures used

 Emphasizing that lack of formally
documented internal control and written
policies and procedures alone Is not an
automatic indication that risk is unacceptable

 Emphasizing the consideration of the size
and complexity of the importer

* Eliminating the Worksheets for Evaluating
Internal Control (WEICs)
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Presentation Notes
Depending on the complexity and variability of your import activity and associated risks, auditors may consider selecting additional entries for the walkthroughs to help identify or understand variations in procedures.  Again, to aid in better refining their risk assessment.

Importers can have well written policies and procedures but not actually be following them.  Similarly an importer may not have written policies and procedures but may have good practices and procedures in place of which auditors can still obtain an understanding through the PASQ, interviews, walkthroughs, and inspecting documentation.

However, lack of written P&P will increase control risk assessment and therefore extent of compliance testing.

But then the compliance testing can then disclose whether there are indeed material noncompliances or whether the practices and procedures are indeed effective

Size, complexity, and risk profile of importer impacts the extent and formality of internal control that is necessary to ensure compliance
Larger importers – greater resources – more risk – likely to need a more formal system
Smaller/medium sized importers – less resources – lower risk – likely to need a simpler or less formal system

WEICs reimagined into general questions auditors may consider in assessing internal control rather than a checklist


Summary of FA Updates (cont.)

* Replacing sample size matrices (1-20) with more
general guidelines (applies only to judgmental
sampling)

« Population >= 250 = Test 25-40
* Population < 250 = Test about 10%

e Smaller populations (e.g., controls performed on a
weekly, monthly, or quarterly basis) = 2 to 10
occurrences

* For compliance testing, Stop-and-Go statistical
sampling may be used

U.S. Customs and 39
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Presentation Notes
Current matrices assume internal control is effective based on how effective we think or expect controls might be based on their design

We need to support that expectation with more evidence

These ranges are meant only as general guidelines and exceptions can and will occur 

Increased sample sizes will enable us better assess the risk of material noncompliance and determine the most appropriate reaction

Increased assurance enables us to conclude acceptable risk where we might have otherwise concluded unacceptable for potentially immaterial or non-systemic issues (i.e., better understanding of whether the issues are indeed immaterial or non-systemic) or lack of documented internal control





Summary of FA Updates (cont.)

 May report acceptable risk when noncompliances or
Internal control deficiencies are deemed not significant
enough to be reported as a finding

 May report acceptable risk with a scope limitation when
Implementation of internal control cannot be verified by
auditors but no material noncompliances are detected

« May report acceptable risk where there are unresolved
matters that do not involve an internal control deficiency
(e.qg., difference in opinion awaiting results of internal
advice or ruling)

U.S. Customs and 40
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Presentation Notes
We want to ensure CBP and the importer are committing resources where warranted (e.g., where there is a significant risk of material noncompliances).

Where noncompliances are infrequent/immaterial or the internal control deficiencies are not significant and don’t warrant the commitment of additional audit resources, we may conclude acceptable risk and report the issue not as a finding but include it in an “Other Matters to be Reported” section of our report with any suggestions to improve the system.

Where internal control is not formally documented and the implementation of internal control cannot be verified, we may conclude acceptable risk and report a scope limitation limiting our conclusion.

Unresolved matters such as differences in opinion or interpretation that are awaiting an internal advice or ruling may not result in an unacceptable risk conclusion if the importer demonstrated it used reasonable care.

However, auditors will consider all the circumstances in totality in drawing their risk conclusions and there may be other factors that impact their conclusions.


Summary of FA Updates (cont.)

 Limiting conclusion to the scope period of the
audit

 Including language expressing inherent
Imitations of internal control and cautioning
orojection of results to future periods

 When applicable, the report will explain the
limited nature of audit procedures performed for
IPR, FTZ, and NAFTA
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Presentation Notes
Our risk conclusions are to based on present conditions and should conditions change after our audit, the risk conclusion may no longer be relevant:
Changes in nature/volume of import activity
Changes in personnel
Changes in external environment (e.g., economic conditions causing reduction in resources committed to compliance)

Inherent limitations paragraph: “Because of inherent limitations in any internal control, misstatements due to error or fraud may occur and not be detected.  Also, projections of any evaluation of the internal control over compliance with applicable CBP laws and regulations to future periods are subject to the risk that the internal control may become inadequate because of changes in conditions, or that the degree of compliance with the policies or procedures may deteriorate.”

The extent of the procedures we perform for IPR/FTZ/NAFTA relative to other review areas is typically limited.  When these areas are applicable to an importer’s import activities, the report will explain the limited nature of the audit procedures that were performed in contrast to the other review areas reviewed in the FA PAS.

Note that these conditions have really always existed.  We are just now explicitly stating them.
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