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New U.S. Valuation System ror
Imported Products Is Better And
EaSier To Administer

The prior U.S. valuation system for imporied
products was confusing to importers and
expensive for the U.S. Customs Service to
administer. The Trade Agreements Act of
1878 proviged a new simplified systermn wnich
has substantally resoived the valuation prop-
iems of the prior system.

The new sysiem provides more uniform
methocds--one primary anrd four secondary--
of determining customs value for the pur-
pese of applving duties. Use of these methods
has(1)neipedboth Customs andthe interna-
tionaltrade community determine with more
certainty the customs value and the amcunt
of duties on imported nroducts and (2) re-
sulted in reduced operating costs.
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The President of the Senate and the
Speaker of the House of Representetives
This report describes the new U.S. valuation svstem for
imported products and discusses the e¢ffectiveness of its imple
mentation. This review was made to evaluate the impact of the
new valuation system on the U.S. Custems Service, the Iimporter

anc customs brokers.

We are sending copies of this report to the Director, Cf-
fice 0of Manacgement anc Budget; the Secretary of the Treasury;
the United States Trade Rerresentatlive; the Commissicner, U.S.
Customs Service; and cogrizant congressional committees.
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Comptroller General
of the United States
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CHAPTER 1

'-l
()

‘ INT2CDUCTION

Act of 1930, as amended, the U.S. Customs
tne Cervartment of the Treasury, i1s resgon-
ws pertaining to imported products. Custens
£ imperted products, assesses and collects
inport statistics.

(0 Uy
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STCMS VALUATION

)
(

Valuation--cdetermining a unit value for imported croducts ac-
ding to statutory reguirements~-is carried out by C“ftows im-
eclalists. They appraise products, make compariscns with
shown cn entry documentation for similar products, examine
corters' records, and use catalogs, price lists, ancé cther
s. Duties are assessed on the basis of an amount per unit
1fic rate), a percentace of unit value (ad valorem rate), or
ination of specific and ad valorem rates (compound rate).
me-hcd of valuation which a country applies can be as import-

s the tariff rate itself in determining the amount of duty
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Custcms processed. 4.6 million formal entries-~import trans-
actions sxceeding S250 in value-—of imported products during fis-
cal year Ll98l. About 66 percent of these entries were subject to
custems duties, generally levied on an ad valorem or compound rate
basis. Import cduties ccllected were about $9.7 biIlion.

PRICR U.S. VALUATICN SVYSTEM
wWAS CONTUSING AND EXPENSIVE
TCO ACMINISTEIR

Prior to July 1, 1980, the U.S. valuatiecn svstem inclucded
ne valuaticon standards—~—-guidelines used to cdetermine preduct
The standard used to cetermine value depended on toth the
t and the circumstances under which the oroduct was import-
n a previous CGAO rsoort, l’ we pointed cut that the valua-
tandards were c0n¢L51nc to importers and expensive for the

Ser vice o adrinister. The standards were also the source
lcation and were often lPCOhSlSten* with ccmmercial

ation syster had lonc teen criticized v
£ $' trading rartners as heilnc a ma>&r nen-
ace. The primary ccmplaint was the arount

epors cn "Chences Needed In U.S, Valuation Svstem For Imported
2 GC- 9, Mar. 23, 1¢79).
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the orice These acdditlons cover such iltems as sellinc commis-—
s:cns, sacking costs, recvalties ané license fees, and essists.
Assists are assetrs that the dbuver furnishes, either directly oOr
incirectly, to the seller of the :*oducts at nc cr at a recuced
ccst, which thereby reduces the price at which the seller can
sell ccods “c the Tuver. IF the transaction value method cannot
Te useld t¢ establish custeoms value, the other methods are applie
in créer cf ececence.

CBJEZCTIVES, SCOPE, AND METHCDCLOCY

Cur reviaw cbiliectives were %¢c (1) evaluate Customs' imple-~
merncaticn ¢f the provisicns ¢f the Trade Acreements Act of 1879
concerning customs valuation andé (2) assess the impac:t of th
new valuation methcdés on doth Custeoms and the importers and/or
“heir Ttrcokers.

Our work was perfcrmed at Customs headguarters, Washincton,
C.C.; the New VYork Regicon anéd the Seaport Area Cf£fice, New York,
Yew York: the 3Boston Region and the Boston District Cffice, Bos-
ton, Massachusetts:; and the Buffale District 0ffice, Buffalo,
New York.

wWe also:

-Reviewed laws, poli¢ies, and procedures relating to the
processing of formal entries.

--Examined and analvzed entry statistics Zor fiscal vears
1978 cthrough 1981.

--Reviewed the extent and adeqgracy of the training and
cuicdance crovided by Customs officials tc both their
amplovees and the ilmporters and/or their brokers in
implementing the new valuation system.

--IZxamined internal and external studies and audits per-
talning to the valuaticn of imperts.

. This review was perfcormed in accordance wizh CGAC's curren
"Standards for Aucis of Gevernrment Organicaticns, Procranms, ~C
Ttivisies, z2ncé Functions.”
vetmccclogy

Tre Custcms regions and disutricus were selected Tecause <

the Larte entry werklecad and cdlversificaticn cof lrserts. &lsc
the New York recional arez s the headguarters fcr wWeth Custors
neticnal ilrgert sgecialists znd scme neticral irperter and cus
"Crs trexer orcanizaticns., In fiscal vear 1281 Zusters' Vew
York Fecion ccllected $2.5 billion in cduties and orocessed

¢t

th

n -~

el
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TLE,22c dutniatle enitries Tosoorn collecwed $723 millicn anéd pro-
cessed 312,102 dutiarle entries. These t¢we reclicns frccessed
abcuz 40 percent ci all cutiable entries.

Customs' district cfficlals we interviewed 1inclucded 14 cf
<he 7& naticnal import specialists, 6 cf the 124 superviscry im-
ccrt sceclelists, and 14 cf the 79 district import specialis<s.
We also talked with Custcms officilals at headguarters and the
Scsweon andéd New York Recicns. 2roker cfficlals incluced 4 wh
recra2sented & national brokers' orcanizaticn and 1C incdividual
~rskers. Importers included 2 cificilals Irocm a national impor-
<er ‘exporter orcanizaticon ané 12 importers whe prerarec their
swn entries withecut the assistance ¢f 2 custcms oroker. ALl
sf srem were askxed thelir viaws as to the impact cf the new wval-
sation svstem on their rescective ogperations and whether any
recuctions in processinc time or measurabtle savings resulted
from the use ©f the new valuation methods.

-~

Although we visited only two of the nine Customs' recgicnal
re-

cffices, we Telieve our findings are representative of all
cions, Zor several reasons. TFirst, the national import special-
ists are Customs' focal point for the development ancd coorcina-
cicn ¢f infcrmation to accurately anéd uniformly value imported
rroducts throuchout all c*s**lcts. Second, the views of the
Zcston and New York recicnal officials teke into consicderation
-2 valuvation cperations in 10 of the 45 Custcms districts.
“hird, Customs headqguarters officials, the nationzl customs
nrokers organization, and the national assoclaticn cf importers
are familiar with the impact ©f the new valuation system. We
~nave no reason to bélieve that the views cn t%e new valuaticn
svstzem in the other rsgicns and districts ele be dissimiler.

13
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CEAPTER 2
NTW VALUATICN SYSTEM FCR IMPCRTED
PRCDUCTS IS LESS CONFUSING AND LESS
COSTLY TO ADMINISTER
The new valuation methceds have resulted In a unifcrm, fair,
ané creatly simpliZied svstem for the valuation ci impcrted proc-
UCnS. The acceptance and use 0f the transacticn value-—the pri-
marv valuation methcd--as the means oI determining the custcms
value Zor about 24 Dercent of the Icorwmal entries has eliminaced
tne cecnfusion and the inordinate expense cf valuaticon procedures

that existed under the prior svstem. The overwnelming use of the
“ransaction value method has also reduced the entry processir
costs for both Customs ané the imporiers and/or their brokers.

TRANSACTION VALUE METHOD
CSED FOR MOST IMPORTS

' The new valuation svstem 1s less complex primarily bDecause
the use of the transaction value method. Under this method,
toms can acecept the price agreed to Tetween the buyer and sel-
--invcice price, for example--as the dasis for customs valua- .

as compared to the cCeterminaticn ¢f value through the use s

7
he more complex valuation-oprocedures of the cricr svstem.

OHU\

Q¢+ YO
(S

th b @ (2

The primary measure of the success of the new valuation sys— |
cem 1s the extent t¢hat the transaction value method is being used.
A Customs study regarding the use of transaction value was made
at five of its largest districts/offices during October 1981,

These locations, the New York Sezport, the New York Xennecdy Alr-
pore, and the 2uffaleo, Detrelt, and Los Ancgeles districts ac-

ccunted fSor about 50 percent 0f all the formal entries drocessed.
The studv ‘*sc csed that the transaction value method was used for
about %4.2 percent cf the entries that were rrocessed. The per-

sentage use of the other valuaticn methods was:

- T

--Transaction Value—-Identical Product ‘ 1.0 percent

-=Transactiocn Value--Similar Prcducts .5 percent

~--~Deductive Value .8 percent

-=Computed Value 2.1 percent

--Othrer 1.4 percent
Automobi’es, steel mroducts, shces, ancé chemicals are scme ex-
amples of products for which the ust‘“s value is cscally Tesed
on the trznsaction value method. The valuation of =zhese produces
2nder the rrior system was confusing and the zrplicaticn cf tre
cl¢ valuation standards was time- uOhSUming arcd exgansive.
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Twenty-eicht of the 34 irmpcer: s;ec‘a“s*= we Interviswed
stated that the use of the transaction value methed has See n the
crimary reason for the Imprcovement in the valuation svstew. The
remalining six import sgecilalists acdvised us that because ¢f the
zvoe cIi entries they appraise they have not notliced any extensive
improvement. Althouch prec‘se data were not available, 26 of che
34 lmport sveclalists estimated Lhat transaction value was beinc
csed about 9C percent of the time. The remaininc import scecial
is5ts elther could not creovicde an estimate cr estimated less ;han
3C percent.

The exporters' and the importers' use of the new valuation
svsbem-~or_wa:ily the acc¢eptance of the transaction value method~-
has allowed them to determine, with mcre certaintv, both the cus-
~cms value of imported Droduc*s andé the amount cf duties. Thus,
the exporters' and importers' use c¢f the transaction value method
rovicdes them more certainty as to the economic impact of custcoms
les in price negotiations for products sold in international

er the pricr system, the importers' valuation of imported
scmetines differed from that of Customs and resulted in
for additional duties or refunds. The use of the trans-

value method has reduced this problem. About 86 percent of

oms, importer, and broker officials we interviewed said
orimary benefit of the new system was the greater degree
inty of the amount of customs valuation.
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N VALUATION SVST M HAS
ZD CUSTCMS ', IMPORTERS',
3RCKERS' CCSTS

The new valuation svstem, because of the extent of use of

the <ransaction value method, has resu “ed in reduced costs of
oregaring and processinc formal entries.) The cecst savings have
Senefited both Customs and the impory rs and/or their brckers.

-~
R

Customs' cost
valuacion svs

ter the
reduced

Customs' imgport specialists have Teen able tc process formal
ntries meore culckly becatse the valuation brcceﬂures are more sce-

ent
cLfic and uniform under the new valuation system. - Customs offi-
cilals acvised us that the reduction in the time reguired tc verifly
the valuation of imported products has allcecwed Customs personrnel
to cevote more time to duties other than valuation activities.
Abcurt 2.6 million forral entries were processed during fiscal year
1881, ccmpared Lo azout 4.4 million for the prior fiscel vear.
Llso, uncder the rew swstem the number ©f entries with irnccrract
value information reguiring corrective action Tty import sgeclal-

oS

mas hLeen reduced.

¢
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lists advised us that

Twentv-eicht ¢ the 34 inmpert scecle
=he valuazion of ilmported products is accemplished faster under
the new system bacause i1t i1s less ccmplex. They believe that
the time—~consumine detalled verification procecdures of the prior
valtuation system have been eliminated. The specilalists alsc be-
Lizve that, because brokers and inmporters nave a bDetter under-
standing of the new valuaticn rethods, they make fewer valuation
inguiries. Thus, the new valuaticn svstem has also a2licwed im-
scrt specialists tc Spend mere time orn other entry veriZication
crocedures such as the classification o imports. The follicwing
are scme typical examples of the reductlion in the import sgecial~
ists' wvaluation workload:

--An lmpor+ spvecialist advised us that under the new
valuation svstem price lists for certain cormodities
no longer have to be preparsd and circulated around
the countrv. Substantial resources were reguired Ior
preparation, circulation, and review of these lists
under the old system.

*.

cialists advised us they have saved time be-
no longer have Lo maintain, consider, and
c*ng lw‘orma on and sales to other importers
rmining a :-eely offered price"-~a concept
he prior valuation systen.
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--An import 3zpecialist advised us that importers' use
of transaction value--instead ¢f the prior ccst of
preduction standard-—eliminated the need for duty
adijustments for 1,800 or 25 percent of the 7,200
entries processed by this soec~al1st.

-The lmpert specialists in Boston and YNew York who pro-
cess Iootwear entries told us that the elimination of
the previocusly used Americaun selling price valuation
standard has reduced thelr valuaticn worklcad.

Number c¢f incorrect entries reduced

The new valuation svstem Hds resulted 1n a reduction in the
nurber of dutiable Iormal entries reguiring corrective action af-
ter acceptance by Custems. The amount oI the dutles depcsited by
importers/brokers are tased con their assumptions as to the customs
value and the classification of the LlLupcrted product. 15 a2 valu-
aticn or classification arror resulis in an adjusiment of 310 cr
mere, Customs either lssues 2 bill for additicnal duties cr a2 ra-
Zund check. Customs' officials, importers, ané crckers advised
s that under the néw valuaticon system the nurber of irccorrect
entries had veen reduced.



Cur analyvsis cof entry statistics cisclosed a2t & cer
cf inccrrect entries has dec sed since the new valuaticn svsienm
mecame effective, as shcown in the Icllowing tazle.

Tiscal Zncorrect Correc= Percent of
vear entriss entries Total entries iLncorrect
1e7e 3l7,8¢9¢9 2,684,797 3,002,795 10.8
2/ 1380 344,865 2,771,420 3,116,403 1.1
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a/Tifective fate of new valuaticn system was July 1, 1980.

2C2,000 entries frcm

Althecuch g“ere was an Lncrease of abouc
fiscal vear 1980 %c 198l, the number oOFf incorrect entries decreased
v about 48,00C. The cecrease in the number of incorrect entries
as a result ¢f the chances in the method of valuation, however, L1s
understated because of & change in Custcoms' pre—entry review proce-
dures. Prior te Decembe* 1980, entries that contained minor errors
were returned tc the importer/broker zad thev were not inclucded in
Customs' statistics cn ;ncor“ec* entries. Under Customs' revised
sre—-entryv review procedure entries are :eturned only if there are
substantive errors. Thus, Customs officials advised us that this
srocedural change probably increzsed the number.of incorrect enw
wrles entered LnTo <the systen.

Our analysis of the entries cdisclosed that the average per-
centace of incorrect eniries increased cduring the last three
guarzers of fiscal vear 1981 in comparisorn tc the first guarter
Buz, the total number ¢f ilncorrect entries was still less when
cempared e the corresponding guarters during Iiscal vear 1°980.
Twelve of the 14 brckers and 11 of the 12 importers alsc acdvised
us =hat there has beern a reduction in the number cf incorrect
entrles.

Customs esstimated what 1t ccst $2C o issue either a Sill
Scr acdditicnel dutles or a refuné check. IZ the estimated re-
Juczion of 48,000 in %he number of incorvece entries L1s fully
aterikuzed to the new valuation svstem, a savings o $£28C,CC0
in administrative expenses would nave resulied cduring Iiscal
vear 1981. These savings do nct reflect the costis of Custerms'
wraining programs and seminars for the new system,

Recduced costs of tresaring entries
menpellis lmporters and Lroxers

Imporzer and breker officials acdwised us <hat tre new valu-
avion system has recuced whe cost ¢f grezaring igrmal 2niries.
Tmircgen 0F nhe l4 Treokers and 7 ocf the 12 l-porters &lvises Us
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2luation system has recduced the tire needed to Ce-
stems value cf irmperted prceducts. The other breker
s saié they have not attempt=ad to fetermine whether
en recuced or telieved it was tco scon to attribute
any ccst teneffts to the new valuation system.

Some examples of cost reductions attributed to the new
valuation svstem include:

~~Cne brokerace fiym realized a $1C,000 annual savings
because it no longer had to prepare and maintain ex-
tensive customs valuation data on imported products
that was reguired under the old valuation system.

~-Another brokerage firm has saved §1.25 per entry be-
cause the valuation system has been simplified.

--One broker advised ts that the amcunt or time spent
in discussions with Customs' import specialists on
valuation matters has been reduced.

Scme of the brokers advised us that the cost reductions enabled
them to reduce or limit the amount of increase in the fees charged

for preparing formal entries.

Importers .who do not use a broker for entry preparation ad-
vised us that use of the new valuation system resulted in cost
reductions in the preparation of formal entries. Examples
lnclude:

--An lmporter realized annual cost reductions of about
$5.,000 by having to make fewer changes to internal rec-
crds concerning valuation data on imported products.

--Another importer's use of the transacticn value method
resulted in annual savings of $2,400 in entry prepara-
tion costs.

-—An importer's use of the transaction value method re-
sulted in a 75 percent reduction in the number of en-
tries reiected by Customs, but the ccst savings were
not estimated.

TCMS SUCCESSEULLY IMPLEMENTED
NEW VALUATICN SYSTEZM

Customs' training procrams and serinars rmade a sicnificant
centribhution to the successfiul implementation of “he rew valuaticn
system, ts efforts were efficient and effective and vielded fu-
vorabtle results for bhoth Custeoms and the intermationmal trade

cerrunity.
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Pricr g implementaticn ¢f the new valuaticn svstem, Custcoms
implamented a comprehensive tralining program e ensure that l1ts
iTpers sgecialists as well 2s Lrporters and troXers understocd
The new valuaticn meztnods and the srcocedures Lo Cce followed., Cus-
tems conducted ILndepth tralnins courses for Lmport sgeclalists
and other emplovees such as Itg regulatory aucditers. Cuostoms alsc
zenducted seminars for 2ll interssted lrporters, trokers, andé na-
wicnal and lccal trade assoclilatlions. Wnile preclise Zicures were
nct maintalined, a Customs c¢fficial estimated that over 1CC semi-
mars ware nheld <or sceeches made.

The training program ILncluded a Customs ocox‘e* which con-
—alned a narrative description of <he new valuatlion system, re-
~azed provisicns Zrom the Tracde Agreements ACT of 1672, ané a
series ©f guestions and answers concerning the new valuation
mechods. Customs lssued cver 12,000 cooies of this booklet.

A Customs official advised us that the booklen was reprinted

oy some trade crganizations and cistributed to its members.
Custcms also considered a :telephcne "hot line" for use by the
internmaticnal trade community %o cbtiain valuation guicdance on
speciflc imported zrocducts. 3ui, because oI the tralining pro-
cram and sufficiency cf comminications betueeh Custcms' recicnal
ané district cersonnel and the intermaticnal trace ccmmunity,
Customs conclucded <hat a hot line was not neeced.

ALl of the Customs import specialists and brokers and 9 of
zhe I ixrporters we linterviewed had attencded cne of the Custcms
“rzining procrams for the new valuaticn system. Thelr consensus
was that Customs' efforts resulted in facilitating the transition
¢ the new valuation system.

CONCLUSIONS

The new valuation svstem has restlted in 2 uniform, Zair,
and greatly simplified svs=zem for the waluztlion of imported prod-
aens. A sicnificant tenellis cf the new val"ahmon system Tc hoth
Cugzoms and the importe s and/or their breokers has been whe de-
gree of certainty in determining both the cusicms value of 1nm-
ported sroducts and the amount of dutlies. C{hanges tc the valu-
ation system have saved time and meney ané ilrproved the efili-
ciency of the pre pa“anLGT and the processine of formal entries.
Customs deserves cre for successful irplementation oI tre
new valuaticn system.

we provided a2 <raft of this report to Cuszoms officials
for corrments. Customs officials advised us that they acreed
with our findings 2nc corclusions.



