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BUDGETS FOR THE CUSTOMS SERVICE, ITC,
AND USTR

WEDNESDAY, APRIL 3, 1985

U.S. SENATE,
CoMMITTEE ON FINANCE,
SuBCOMMITTEE ON INTERNATIONAL TRADE,
Washington, DC.

The committee met, pursuant to notice, at 9:34 a.m., in room SD-
215, Dirksen Senate Office Building, the Honorable John C. Dan-
forth (chairman) presiding.

Present: Senators Danforth, Grassley, Symms, Long, Bentsen,
Baucus, and Bradley. N

[The press release announcing the hearing and the memo to com-
mittee members regarding budget authorizations follows:]

{Press Release No. 85-009}

CommrTTEE ON FINANCE SETS HEARING ON BUDGETS OF CUSTOMS SERVICE, INTER-
NATIONAL TRADE CoMMmissION AND THE OFFICE OF THE U.S. TRADE REPRESENTATIVE

Senator Bob Packwood ( on), Chairman of the Committee on Finance, an-
nounced today the scheduling of a hearing of the Subcommittee on International
Trade on the requests for authorizations of appropriations for fiscal year 1986 by
the U.S. International Trade Commission, U.S. Customs Service and the Office of
the United States Trade Representative.

The hearing is scheduled to begin at 9:30 a.m., Wednesday, April 3, 1985, in Room
SD-215 of the Dirksen Senate Office Building.

Senator John C. Danforth (R-Missouri), Chairman of the Committee on Finance’s
International Trade Subcommittee, will preside at the hearing.

Senator Danforth is particularly interested in receiving testimony about the ade-
ggacy of inspections and other commercial entry services provided by the Customs

rvice, including the geographic distribution of personnel providing those services.

He also seeks testimony on the adequacy of the Customs Service’s program for
automation of commercial entry processing.

STATEMENT BY SENATOR MAX Baucus

INTRODUCTION

Mr. Chairman, the four agencies we are reviewing today—the ITC, the ITA,
USTR, and the Customs Service—all perform functions that are vital to America’s
international trade performance.

b’l;hszt's why this annual authorization hearing is important, and deserves our close
attention.

But I'm beginning to feel a sense of “deja vu."”

Every year the Customs Service comes up here and proposes some novel reorgani-
zation plan. Sometimes, the proposal is sublime. This time, it’s ridiculous.

THE REIMBURSABLE PORTS PROPOSAL
I call your attention to the proposal for “reimbursable ports.”
(1)
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The United States Customs Service believes that there are about 200 ports that do
not handle enough activity to justify the federal expense of keeping them open.

, Customs pro to close them . . . unless a state or local government “reim-
burses” the federal government’s operating expenses.

At first blush, this might sound like some kind of “New Federalism.”

But it’s not. It’s gust a disguised way of passing the buck. Let me explain why.

Federal Responsibility.—For many people in Montana, especially along the' High-
lite, Edmunton or Calgary are the closest major cities. People go there to make
sales, buy supplies, or otherwise conduct businees.

By an accident of political ge?raphy, ou have to cross the border to X:t there.

e Federal Government has decided t the border cannot be open. And it de-
cided this because of national interests.

Regulating these borders was one of the first functions of the Federal government.
The second act of Congress in 1789 was to impoee duties and the fifth act was to
establish customs districts.

At the same time, the Federal government has always tried to late the U.S.-
Canadian border with as little disruption as possible of the lives of the people living
there. Now that’s about to change.

Now, the Customs Service wants the people of Wolf Point and Cutbank to pay for
the privilege of having their trucks searched and having duties imposed.

That's like asking people to pay for an IRS audit. ybe we can make a deal.

We'll pay for the ports. But we'll run them, too. We’ll keep the duties. And we'll
decide how much of that Canadian lumber we'l] let them send to Denver.

! won't work.—The Customs pro| 1 is not only theoretically unsound.
It's impractical, requiring local governments to pay for keeping a border station
open simply won’t work.

In Montana, for example, the border is 300 miles long. Most of the counties along
the border have sparse populations—less than 3000.

Closing down even one of these stations will require travelers to detour 300-400
additional miles. ]

These counties depend on the access to the northern Canadian towns and vice
versa. Yet, with such limited tax base, it is unreasonable to expect them to pay for a
border station.

But not all of the stations are critical to just local use. Some of the stations in
Montana which will be in jeopardy are 90 percent of the time by long-range
travelers or long-range carriers. Local communities will have little incentive to keep
these stations open.

INAPPROPRIATE USER FEE FUNCTION

I am not opposed to “user fees” per se. This concept makes sense for fuel taxes,
grazing fees, or cam und fees. But, user fees don't work everywhere.

Border stations along our borders will not all be money makers. We simply need
to {)rovide as many stations as necessary for Public convenience and free trade.

know that the 13 stations pro; for “reimbursable port” status in Montana

are necessary, and are not the responsibility of the state or local government. They
are the ree'ponsibi]ity of the Federal government; and the Federal government
should pay for them.

BACKGROUND INFORMATION BY SUBCOMMITTEE STAFF

HEARING ON APRIL 3, 1985 REGARDING BUDGET AUTHORIZATIONS FOR THE OFFICE OF
THE U.S. TRADE REPRESENTATIVE, THE INTERNATIONAL TrRADE COMMISSION, AND THE
U.S. Customs SERVICE

The Subcommittee on International Trade will conduct a hearing on Wednesday,
April 3, at 9:30 a.m., concerninf the requests for these agencies for authorizations of
appropriations for fiscal year 1986 (FY86). The agencies are the Office of the U.S.
'(I:‘ra;i: Representative, the U.S. International Trade Commission (ITC), and the U.S.

ustoms Service.

1. USTR

Section 141 of the 1974 Trade Act established the Office of the U.S. Trade Repre-
sentative and its responsibilities, which include representing the United States in
trade negotiations and administering the trade eements program; advising the
President and the Congress on trade matters, including commodity investment-re-
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lated trade issues; and chairing the Cabinet-leve! Trade Policy Committee. The Con-
grese last year authorized $14,179,000 for FY85; only $13,582,000 was apgmpriated.

For fiscal {ea.r 1986, USTR rggueats an authorization of $11,431,000, a decrease of
$2,162,000 (16%) from the 1985 appropriated amount. According to the agency
budget submission, this reduction ts from these Administration-wide budget
initiatives: (a) A 1-year freeze in program coets; (b) a 10 percent cut in administra-
tive expenses; and (c) a 5 percent cut in pay.

2. U.8. INTERNATIONAL TRADE COMMISSION

Section 330(e) of the Tariff Act of 1930 requires an authorization of :e;épropriations
for the ITC to be enacted for each fiscal year. Appropriations requested by the ITC
must be included in the President’s budget without revision,

The USITC is an independent fact-finding agency charged with performing impor-
tant functions in the inistration of U.S. trade laws and in the conduct of U.S.
trade policy. The Commiseion holds administrative hearings, and carries out eco-
nomic investigations at the request of Congress, the President, or on its own initia-
tive. Its findings are reported to the Congress and to the Executive Branch as either
technical advice or as specific, quasi-judicial determinations in cases brought under
the trade laws.

Some of the laws that the Commission administers include:

(a) The import relief provisions of the Trade Act of 1974. The Commission deter-
mines whether fairly traded imports are injuring a domestic industry and recom-
mends to the President relief for injured industries.

(b) The antidumping laws and countervailing duty laws. While the Commerce De-
partment determines whether imports are dum or subsidized, the Commission
determines whether or not the allegedly dum or subsidized imports are injuring
a domestic industry.

(c) Other unfair import practice laws, involving mostly cases of alleged patent or
copyright violations.

year, the Congress approved an auihorization of $28,410,000, and an appro-
griation of $24,830,000. A pay supplemental, if approved, would bring this total to
25,379,000. Fiscal t{'ear 1986, the ITC seeks an authorization of $28,901,000. This
amount entirely reflects built-in increases; the Commission is not seeking a program
increase of any sort.

3. UNITED STATES CUSTOMS SERVICE

Section 301 of the Customs Procedural Reform and Simplification Act of 1978 re-
uires an annual authorization of appropriations for the U.S. Customs Service. The
a‘uatoms Service is primarily responsible for the collection of customs duties. It also
has responsibility for administering over 400 laws and regulations relating to the
importation and the exportation of products. These laws range from agricultural in-
mctlon, copyright, and patent laws to certain aspects of the Internal Revenue

e.

For FY85, the Congress approved an authorization of $686,399,000 for Customs,
and an appropriation of $643,465,000. The Service has r«auested a supplemental a
propriation of $8,446,G00, and a budget rescission of $1,223,000. If both are approved,
the fiscal year 1985 Oé)erating level would be $650,686,000.

For fiscal year 1986, the Service requests an authorization of $639,102,000. Besides
sums necessary to maintain current operating levels, this amount includes new pro-

increases of $19,429,000, and program reductions of $31,015,000. The latter are
argely attributable to a proposed reduction in personnel of 887 positions.-

e Service states that the personnel reductions will be achieved because of *“pro-
ductivity, streamlined operations, and the elimination of duplicative or related func-
tions.” The following describes the reductions by functions.

a. Inspection and Control.—In its “inspection and control” function Customs 1s
charged with enforcing iaws relating to carriers, cargo, and persons entering or de-
Farting the country through ports of entry. These responsibilities include duty col-
ection, enforcement of quotas and other trade restraint agreements, and intercep-
tion of contraband, includinﬁldrugs. The Service proposes to reduce current staffing
levels by 351 positions for this function, representing a savings of $3,099,000. The
Serivce argues that these reductions are possible through greater use of automated
processing systems and inspection selectivity techniques.

b Tagif and Trade.—Under its “Tariff and Trade” function the Service includes
its responsibilities for appraising, classifying, and collecting normal duties on im-

rted merchandise and monitoring trade flows. The Service proposes to reduce this
unction by 437 positions, again through greater automation, centralization of serv-
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;‘0206,223110%0 selectivity. This reduction in personnel would mean a savings of

c. Tactical Interdiction.—~The third Customs function is “tactical interdiction.”
Programs under this function are aimed principally at countering narcotics and con-
traband smuggling. The Service plans to eliminate 60 positions relating to this func-
tion, for a savings of $680,000.

d. Investigations.—The last Customs function is “investigations”’. Under this pro-
gram Customs investigates violations of laws relating to import fraud, cargo theft,
smuggling, and illegal exports of critical technology. Service proposes to cut 89
positions in this function, at a savings of $7,016,000.

The following charts outline the proposed Customs Service authorization.

U.S. CUSTOMS SERVICE RECAP OF BUDGET AUTHORITY/ESTIMATES
[Dokrs in thousands)

level for fiscal lovel for flacal
Provomd 1985 - Proposed 1986 -

Perms- Porms-
hoage onsge ot

* Salaries and expenses e 13,500 13418 650,688 12614 12,531 639,102
Operations and maintenance ADS .
Forfeiture fund 6,000 ...

User fees at certain smal airports |

\



ANALYSIS OF AUTHORIZED LEVEL FOR FISCAL YEAR 1985

[OoMtars in thousands]
Permanent Aver,
privi nus'm‘ageuns Amauat
1985 appropriation enacted by Congress 44,425
Estimate, 1986. 60,425

DIGEST OF BUDGET ESTIMATES BY ACTIVITIES, FISCAL YEAR 1986

Appropriation fiscal year Authorized levet fiscal Budget estimate fiscal Increase or decrease () for fiscal year 1986
1984 year 1985 year 1386
Total changes Program changes Other changes

A A A

postns Amount O Aot e Anoent i Amont VEHE annt W Amot
1. Ai operations and maintenance o 342D i MAAZS o BOAZS e 16,000 s 16,000 e

Uncbligated balance 21,748
Total appropriation, and authorized leve!, and budget estimate 56,000 44425 ... 60,425 e 16,000 . 16,000 e

Permanent positions established
Note: Unobkgated balance includes $21,204,000 in no-year funding.

ANALYSIS OF AUTHORIZED LEVEL FOR FISCAL YEAR 1985

(Dotars in thousands]
Permanent A
positions &m Amount
1985 appropriation enacted by Congress 13470 13,392 643,465
Adjustments:
(1) Proposed pay raise suppiemental 6,246
(2) Proposed program supplemental (OCDE) 30 26 2,200

(3) Proposed rescission -1.223



ANALYSIS OF AUTHORIZED LEVEL FOR FISCAL YEAR 1985-—Continued
[Dolars in thcsands]

Permanent oy

Proposed authorized level for 1985

13,500 13418 650,688

Estimate, 1986, 12,614 12,531 639,102
DIGEST OF BUDGET ESTIMATES BY ACTIVITIES, FISCAL YEAR 1986
Appropriation fiscai year Authorized lovel fiscal Budget estimate fiscal Increase or Decrease () for fiscal yoar 1386
1584 year 1985 year 1386 .
Total changes Program changes Other changes
Ao ot AROR gy AOR oy g Average Average
1. Inspection and control 6,532 286,982 6,576 294922 6,225 298,305 -351 6,482 --351 3099
2. Tariff and trade.......... 3541 149418 3522 158736 3,085 147,370 —437 —11,366 . 8,854 ~431 -20,220
3. Tactical interdiction 1,84 75754 1,866 100,340 1,806 101,547 —80 1,207 . 1,881 —60 —680
4. Investigations 1,402 83,888 1454 96,690 1415 91,880 -39 4810 ... 2,206 -39 7016
Unobligated balance 3439 g
Total appropriation, and authorized leved, and budget estimate ............ 13319 599,481 13418 650,688 12,531 639,102 —887 11586 ... 19429 —887 31,015
Permanent positions established 13370 . 13,500 12,614 — 886 v =886 i

Note.—Unobligated balance includes $3,385,000 in no-year funding.

=



SUMMARY EXPLANATION OF CHANGES REQUESTED FOR FISCAL YEAR 1985
(Dokars i thousands]
Inspaction and contro Tartl and trade Tacical interdicton ivestigations Tota
Posins JHEE  Amowt Postors 0SE®  Anount  Postons M Aot Posiors N pnoumt Positons NSO nount

Program changes:
A implementation of management savings. 2,762 1,054 181 626 .. 5,229
8. Management initiatives:
Fiber optics 300 300
Integrated data telecommunications network [ O, 100 700 1% - 2,800
Automated commercial system 6,600 6,600
Treasury enforcement communications system Il ... 2,720 400 . 880 4,000
Wind tunnel . 500 500
Total, program changes . 6,482 8,854 1,887 2,206 19,429
Other Changes:
A. Increases necessary to maintain current levels:
Net cost of within grade salary increases. 1,613 806 L LY S 354 e 3,225
Grade-to-grade promotions kr2j 163 9 12 653
Payment to Employee Compensation Fund 294 147 82 65 88
Payment to Unempioyment Compensation Fund.. 193 97 54 3 387
Increased costs of employee benefits 761 380 23 167 1,521
Payment to Social Security Trust Fund kx!] 167 \ 94 L T 668
Increased pay cost: ‘
a. FY 1934 pay increase 1,079 540 302 237 2,158
b. FY 1985 pay increase 4,699 2318 1470 1,106 9,654
Travel and transportation cost 550 mn 154 121 1,099
Permanent change of station moves 485 oo e w2 136 106 969
Payment to GSA 2,882 17 25 20 2911
Chargeback to FLETC for student services...... 50 25 ... 14 1 100
Cost of FTS and other communications 1,359 680 381 298 2,18
Equipment leasing and maintenance costs 693 346 194 152 1,385
Extra holiday (Martin Luther King) 163 82 46 36 k7]
Printing costs 1) 35 20 15 141

Cosls of outside contracts 386 193 108 85 s m




SUMMARY EXPLANATION OF CHANGES REQUESTED FOR FISCAL YEAR 1985—Continued

" [Dollars in thousands]
Inspection and control Taviff and trade Tactical interdiction Investigations _ Total
- ™ " A .. A .
) Positions p""'"'“.,ﬁm Anounl  Pustons WA Amoont  Postons WSS Amoont  Postions o Anount Postons MEOR® Amourt
Reimbursements of services of other Government
agencies 252 SRR I | | 55 504
Cost of supplies 251 126 n 55 503
Equipment procurement 133 67 n 29 266
Subtotal, maintaining current level 16,575 6,919 4,015 3,100 30,609
B. Reductions, nonrecurring costs, and savings:
Reductions: Pay reduction (5 percent) —8,596 Y X b R—— . =201} —17,600
Nonrecurring costs:
Radio voice privacy —5409 —5409
- Automated commercial system —6,600 —6,600
Integrated data telecommunications network ~d89 e . =469 —469 —468 -138715
Organized crime drug enforcement [OCOE).......... —1,100 - 1,105
Management savings:
Managerial efficiencies —145 -146 5618 ~146 146 5618
Organizational consolidation and reiignment.............. —94 95 3614 211 211 8434 25 -25 960 —19 19 730 349 35 —13738
Centralized administrative services..............oocnrerie — 185 —145 —2890 80 80 —1594 35 35 —697 -20 20 - 398 —280 -—-280 —5579
Operational  efficiencies derived from reimbursable
poris -1l ~111 -4105 ~111 111 —4105
Subtolal, reductions, nonrecurring costs, and sav-
ings —350 351 —19674 437 437 —27139 60 —60 —4695 -39 -39 1016 886 887 —61.624
Total, other changes -35% 351 3099 -—437 437 -20220 60 60 --630 -39 -39 7016 886 887 —31015
Totat, increases or decreases in fiscal year 1986
compared with proposed fiscal year 1985 au- ’
thorized level —35 --351 3383 437 437 11,366 —60 60 —1207 -39 -39 4810 886 887 --11,586
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4. CUSTOMS REORGANIZATION

- For the past several years the Service has sought to reorganize by reducing or
e ing personnel engaged in comme: rocessing services at many ports an

liminati 1 ed i reial p i i t rts and
b{mcsonsolidating various administrative activities. Concern over reorganization
p induced the Committee last year to require the Service to notify the Commit-
tee 90 days in advance of any significant reo ization move.

The proposed FY86 budget aegs%m contemplates significant reorganization moves
that are intended to eliminate positions. 645 of t| saved positions will reésult
from consolidation and centralization of various administrative functions. In Decem-
ber, the Service notified the Committee of its intention to implement the first part
of these plans, and it has now begun to do so.

These are the elements of the consolidation p: :

a. Centralize administrative functions.—The g:rvice will place most financial,
management, and data groeessmg support facilities in Indianapolis. This move is ex-

to be completed by October 1, 1985. 280 positions will be eliminated from var-
ious district and regional offices.

b. Regional consolidation.—Customs proposes to eliminate two of the seven
pr'esellekt regional offices. The Service estimates that 93 positions will be saved by this
consolidation.

c. Laboratory consolidation.—Customs seeks to consolidate its present § laborato-
ries into 2, leaving one on each coast. 50 positions would be eliminated as a result.

d. Redesignate districts.—Currently there are 45 Customs districts and 67 mer-
chandise appraisement centers. The Service proposes to consolidate and to redesig-
nate these into 28 combined districts and centers. 304 positions would be saved.

e. Centralize drawback activities.—When an article is reexported after import
duties have been ﬂaid, the importer may be able to claim a refund. This refund is
called a “‘drawback”. Customs proposes to consolidate its nine administrative draw-
back operations into a single location, for a savings of lﬁzﬁsitions.

f. Reimburseable ports initiative.—In addition to the positions that the above
consolidations would eliminate, Customs may propose legislation to achieve further

_savings 85' authorizing the Service to t‘e(:remi;e small offices on a reimbursable basis.
About 200 ports of entry are estimated to fall within Customs’ propoeal; if legisla-
tion were enacted and the services were not reimbursed, the Customs offices would
be closed. Assuming that lelgi‘;lation is ti{nely enacted, Customs estimates that 111
positions would be saved in FY86.

5. CUSTOMS USERS FEES

The Budget Committee, in its instructions to the Finance Committee, assumed the
Committee would raise $493 million in customs users fees. This would require the
?nactment of legislation. The Service has not yet proposed any specific schedule of
ees.

Senator DANFORTH. Mr. Whitfield and Mr. Rohr, why don’t you
both take a seat at the wable and when Commissioner von Raab ar-
rives, then we can hear the testimony one right after another, if
that is all r}ght with you.

Mr. Whitfield?

STATEMENT OF DENNIS WHITFIELD, CHIEF OF STAFF, OFFICE
OF THE U.S. TRADE REPRESENTATIVE

- Mr. WartrieLp. Thank you, Mr. Chairman. If it is all right with
you, I think we will submit the short statement that we have for
the record, and let me just summarize our budget request, if I may.
We have a budget proposal of $§11.431 million, which represents the
cut of a little over $2 million from the last fiscal year. There are
some specific things in here that would bear mentioning for a
moment, and within this cut, we are also assuming about a
$215,000 salary increase for which we will not go in for a supple-
mental this year. And in addition, if we are planning to push for-
ward on the preparations for a new round of negotiations that Am-
bassador Brock has taken the lead on for quite some time——
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The CHAIRMAN. Could you repeat that please?

Mr. WHITFIELD. In addition, if we are able to push forward and
make some progress with our other trading partners toward the
preparation for a new round of negotiations, Ambassador Brock
has taken that lead and been in the front on it for some time. Our
estimate is that in this budget year that there would be a budget
outlay of a little over $300,000 for a few workyears and travel. We
will do our very best with the present budget request to take care
of a little over $1 million, which we think, will be necessary to con-
tinue the harmonized system work in fiscal year 1986 that is ongo-
ing in Geneva. In addition, we will probably get to the point where
we will ask some of our reimbursable details—resources that we
have had from other departments—to return to their home agen-
cies or departments, and have to take a pretty strong look at the
contract employees that we have that are doing specific functions.
So, it would be accurate, I think, to say that we are at a point
where it is a conscious belt-tightening process, but we feel like we
have the resources. We will maintain our 136 full-time equivalents
or workyear allocation. So, we will be able to support the nucleus
of our professional operation, and I believe deliver a quality prod-
uct and continue working relationships that we have with the Con-
gress, the private sector, and our trading partners. That, in sum-
mary, is pretty much where we are for the coming year. If you
have any questions, I would be glad to try to respond.

Senator DANFORTH. All right. Thank you. Mr. Rohr?

{Mr. Whitfield’s prepared written statement follows:]
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TesTIMONY OF DENNIS E. WHITFELD, AssiSTANT U.S. TRADE REPRESENTATIVE FOR
ADMINISTRATION

MR. CHAIRMAN, I AM PLEASED TO APPEAR BEFORE YOU TO PRESENT THE

OFFICE OF THE U.S. TRADE REPRESENTATIVE'S RESOURCE REQUEST FOR

FPISCAL YEAR 1986. WITH ME IS THE ASSISTANT U.S. TRADE REPRESEN-

TATIVE FOR CONGRESSIONAL RELATIONS, BILL HA‘RONI.. AND THE DIRECTOR

OF OUR OFFICE OF MANAGEMENT, JOHN GIACOMINI,

THE PRESIDENT'S BUDGET AND THE RESOURCE REQUEST WRICH WE SUBMITTED
T0 YOU REFLECT THE PROGRAM FREEZE, 108 ADMINISTRATIVE COST REDUCTIONS
AND A 6% PAY CUT THAT HAVE BEEN PROPOSED FOR MOST FEDERAL AGENCIES.

LAST YEAR, WE REPORTED TO YOU ON THE PLANNING FOR THE IMPLEMENTATION
OF THE HBARMONIZED SYSTEM OR HS. THIS SYSTEM WILL PROVIDE A
NEW INTERNATIONAL, INTEGRATED TARIFF STRUCTURE TO REPLACE THE
CURRENT, BURDENSOME U.S. TARIFF CODE. THE USTR IS THE LEAD
AGENCY FOR IMPLEMENTATION OF THE HS, NOW SCHEDULED TO GO INTO

EFFECT IN JANUARY 1987,

THE HS IS A STREAMLINED, INTERNATIONAL PRODUCT CODING AND DESCR-
IPTION SYSTEM. 1IT WILL BE A USEFUL TOOL FOR MORE EFFICIENT
HANDLING OF VARIOUS TYPES OF TRADE TRAFFIC, TARIFFS, AND FOR

TBE COLLECTION OF SATISTICAL DATA WHICH WILL DIRECTLY IMPACT
IMPORTERS, EXPORTERS, TRAFFIC MANAGERS, AND CUSTOMS OFFICIALS
THROUGHOUT THE WORLD. A COMMON CODE AND TARIFF LANGUAGE WILL
GREATLY FACILITATE INTERNATIONAL TRADE BY ENSURING THAT PRODUCTS
ARE CLASSIFIED IN THE SAME MANNER AS THEY MOVE FROM COUNTRY
TO COUNTRY, RBDUCI};G THE COST OF EXPORTING FOIS U.S. PRODUCERS,
MAKING THE COLLECTION AND COMPARISON OF TRADE STATISTICS EASIER,



12

AND PROMOTING MORE CERTAINTY AND UNDERSTANDING IN TBE NEGOTIATION,
APPLICATION, AND INTERPRETATION OF TRADE AGREEMENTS.

THIS I8 AN BNORHbUS, COMPLEX UNDERTAKING WHICH IS LABOR AND
DATA INTENSIVE. DURING THE PAST YEAR, WE HAVE MADE PROGRESS
TOWARD OUR GOAL BY BEGINNING THE STAFFING POR THE HARMONIZED
SYSTEM IN GENEVA - THE CHIEP NEGOTIATOR FOR HS AND A SENIOR
ATTACHE ARE NOW IN GENEVA; THE LINE-BY-~LINE REVIEW OF TEE ITC'S
CONVERSION OF THE U.S. TARIFF SCHEDULES HAS BEEN COMPLETED.
NEGOTIATIONS WITH THE CONTRACTING PARTIES CONTINUE IN GENEVA,
UNDER THE AUSPICES OF THE GATT.

DURING 1985, WE WILL MOVE PORWARD ON THE RENEGOTIATION OF BOUND
TARIFFS TO ASSURE THAT THE BALANCE OF TARIPF OBLIGATIONS IS
MAINTAINED. THE GENEVA WORK PROGRAM HAS EVOLVED IN TWO PHASES.
PHASE ONF WAS THE GATT ARTICLE 28 EXERCISE ON THE HARMONIZED
SYSTEM AND WAS LAUNCHED IN A TWO WEEK SERIES OF BILATERAL MEETINGS
IN GENEVA IN DECEMBEK 1984. THIS PHASE CONSISTS OF TECHNICAL
DISCUSSIONS AIMED AT IDENTIFYING CLASSIFICATION AND NOMENCLATURE
ERRORS AND NARROWING THE NUMBER OF ISSUES WHERE NEGOTIATION
WILL BE NECESSARY. WE EXPECT TO COMPLETE THIS PHASE BY MID-SUMMER.
OVER THE AUGUST RECESS WE WILL BE ASSESSING TBE EFFECT ON U.S.

EXPORTS OF CHANGES IN RATES OF DUTY IN FOREIGN SCBEDULES AND
WILL PREPARE POR PHASE II OF THE HS EXERCISE, THAT 18, THE FORMAL
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ARTICLE 28 NEGOTIATIONS WHICH ARE EXPECTED TO BEGIN IN SEPTEMBER.
OUR OBJECTIVE IS TO CONCLUDE THE NEGOTIATIONS BY DECEMBER 1985
80 THAT CONGRESSIONAL CONSIDERATION OF THE IMPLEMENTING LEGISLATION
CAN BEGIN EARLY I.N 1986. WE WILL BEGIN CLOSE CONSULTATIONS
WITH CONGRESSIONAL COMMITTEES ON THE HARMONIZED SYSTEM IN THE
NEAR FUTURE.

AS THE PRESIDENT IRDICATED IN BIS STATE OF THE UNION HBSSAGE,
ANOTHER MAJOR U.S. TRADE POLICY OBJBCTIVE IS 10 LAUNCH A NEW
ROUND OF MULTILATERAL TRADE NEGOTIATIONS IN 1986. WE BELIEVE
THAT NEW NEGOTIATIONS ARE ESSENi'IAL TO IMPLEMENT THE COMMITMENTS
MADE TO ROLLBACK PROTECTIONIST MEASURES AT BOTH THE WILLIAMSBURG
AND LONDON ECONOMIC SUMMITS. A NEW ROUND OF MULTILATERAL TRADE
NEGOTIATIONS WOULD GREATLY CONTRIBUTE TO WORLDWIDE ECONOMIC
RECOVERY BY EXPANDING TRADE OPPORTUNITIES, ADDRESSING SPECIFIC
FOR .S OF PROTECTIONISM, IMPROVING THE FUNCTIONING OF THE GATT,
AND EXTENDING INTERNATIONAL TRADE RULES TO NEW AREAS SUCH AS
SERVICES, INTELLECTURAL PROPERTY RIGHTS AND INVESTMENT, THAT
ARE CRUCIAL TO THE FUTNRE GROWTH OF WORLD TRADE.

WE WILL BE WORKING CLOSELY WITH MEMBERS OF THIS COMMITTEE, THE
PRIVATE SECTOR AND THE LABUR COMMUNITY AS WE MOVE FORWARD WITH
THIS CRITICAL INITIATIVE. WE CANNOT BOPE FOR INTERNATIONAL
SUCCESS UNTIL WE HAVE A FIRM CONSTITUENCY BERE AT HOME FOR THIS
UNDERTAKING. THE ADVICE WE WILL BE SOLICITING FROM ALL OF YOU
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\
IN THE COMING MONTHS WILL GUIDE US IN OUR DISCUSSIONS.

WHILE MUCH ATTENTION BAS BEEN PLACED ON OUR EFPFORTS TO MOVE
PORWARD WITH A NEW ROUND, THERE ARE A HOST OF BILATERAL DISCUSSIONS
THAT ARE MOVING FORWARD WITH VARYING DEGREES OF SUCCESS. I
WILL NOT TAKE YOUR TIME TO BNU!_‘IERATE THBE STATUS OF ALL OUR BILATERAL
ISSUES, BUT BRIEFLY MENTION A FEW AREAS THAT DESERVE HIGHLIGHTING.

AS YOU ARE AWARE TBE 1984 TRADE ACT PASSED BY CONGRESS LAST
SESSION GAVE US AUTHORITY TO BEGIN DISCUSSIONS WITH OUR LARGEST
TRADING PARTNER AND CLOSE ALLY, CANADA. WE ARE HOPEFUL THAT
WITHIN THE NEXT FPEW MONTHS WE CAN BEGIN DISCUSSIONS WITH THE
CANADIANS TO RESOLVE A NUMBER OF TRADE DISPUTES BETWEEN OUR
TWO COUNTRIES TO OUR MUTUAL ADVANTAGE. AS YOU KRNOW, THERE CURRENTLY
EXIST ISSUES THAT NEED TO BE ADDRESSED. IN, SEVERAL WEEKS, "WE
ARE PLANNING TO MEET ON THE TIMBER AND WOOD PRODUCTS SECTORS
AND THAT EXCHANGE OF INFORMATION WILL BE A POSITIVE START.

ALSO, I AM HAPPY TO REPORT THAT PRESIDENT REAGAN AND CANADIAN
PRIME MINISTER MULRONEY HELD FRUITFUL DISCUSSIONS ON WAYS TO
R3ZDUCE AND ELIMINATE IMPEDIMENTS TO CROSS- BORDER TRADE. JAMES
KELLEHER, MINISTER OF INTERNATIONAL TRADE, AND AMBASSADOR BROCK
HAVE BEEN INSTRUCTED TO ESTABLISH A BILATERAL MECHANISM AS A
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FOLLOW~UP TO THIS MEETING TO FACILITATE TRADE AND INVESTMENT
PLOWS BETWEEN OUR TWO COUNTRIES. WE WILL REPORT TO THE PRESIDENT,
THE PRIME MINISTER, AND THE CORGRESS ON OUR PROGRESS IN SIX
MONTES.

AMBASSADOR BROCK RECENTLY RETURNED FROM A TRIP TO JAPAN, AT
WHICB TIME, WE COMPLETED THE JOINT DECLARATION ON TBE SEMICONDUCTOR
TARIFF ELIMINATION. DISCUSSIONS WERE HELD WITH PRIME MINISTER
NAKASONE AND O’I'HBR\HIGH-RAN’KING OFFICIALS ON TRE IMPORTAN: SECTORS
OF TELECOMMUNICATIONS, TIMBER AND WOOD PRODUCTS, AND COMPUTERS.

WE ARE USING EVERY MEANS POSSIBLE TO INCREASE PRODUCTIVITY AND
MANAGERIAL EFFECTIVENESS WITH THE RESOURCES WE HAVE. FOR INSTANCE,
TO SUPPLEMENT OUR PERMANENT STAFF AND TO HOLD DOWN COSTS, WE
USE NONREIMBURSABLE DETAILS, WHITE HOUSE FELLOWS, AND PRESIDENTIAL
MANAGEMENT INTERNS. WE ARE CONTINUING OUR SUCCESSFUL VOLUNTEER
UNIVERSITY INTERN PROGRAM. THAT PROGRAM HAS GROWN RAPIDLY -
WE NOW HAVE 45-50 INTERNS EACH YEAR OUT OF MORE THAN 300 APPLICANTS.
THEY PROVIDE USEFUL RESEARCH AND STATISTICAL SUPPORT BESIDES
GETTING AN INSIDE VIEW OF THE OPERATIONS OF A GOVERNMENT AGENCY.
THIS PROGRAM ALONE SAVES US MORE THAN $100,000 EACH YEAR. ALSO,

WE ARE CONTINUING TO EXERCISE TIGHT CONTROL OVER ALL EXPENDITURES
AND ESPECIALLY FOR OVERTIME, TRAVEL, AND PROCUREMENT. WE HAVE
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ALSO COMPLIED WITH THE PEDERAL MANAGERS' FINANCIAL INTEGRITY
ACT OF 1982 BY SUBMITTING POSITIVE REPORTS TO THE PRESIDENT
AND TO THE CONGRESS ON INTERNAL ACCOUNTING AND ADMINISTRATIVE

CONTROLS.

MR. CHAIRMAN, WE BELIEVE THAT OUR REQUEST REPLECTS BUDGET RESTRAINT.
WE PLAN TO MEET OUR MANDATES THROUGH CONTINUOUS REVIEW OF OUR
PRIORITIES AND UTILIZATION OF THE RESOURCES WHICH WE HAVE.

I WOULD BE PLEASED TO RESPOND TO YOUR QUESTIONS.

STATEMENT OF DAVID ROHR, COMMISSIONER, U.S.
INTERNATIONAL TRADE COMMISSION

Mr. RoHR. Good morning, Mr. Chairman. Thank you very much
for this opportunity to present the Commission’s budget request for
fiscal year 1986. With me today are Commissioners Eckes and Lod-
wick, who are right behind me, and Richard Arnold, our budget
expert, seated to my right. In asking me to testify this morning,
Mr. Chairman, Chairwoman Stern sent her regrets since she is out
of the country on official business.

You have our full statement, so in the interest of brevity, I would
like to offer just a few highlights at this time. The budget request
approved by the Commission totals $28,901,000 and 482 full-time
permanent positions. This is an increase of $3.5 million over our
fiscal year 1985 appropriation. However, this is essentially a re-
quest to fund operations at the level Congress already authorized
for fiscal year 1985. No program increases were funded by this re-
quest. Rather, the amount is necessary to fund our current pro-
grams at the 1985 authorized strength throughout the entire year
of fiscal 1986.

Mr. Chairman, this amount represents the bare minimum neces-
sary to meet our obligations for what we expect will be an extreme-
ly busy year and, indeed, already is. The actual number of investi-
gations undertaken are beyond our control, as you know, since ba-
sically our job is to respond to petitions under statutes that fix our
responsibilities and our deadlines. This point is illustrated almost
daily as new petitions arrive at our front doorstep seeking redress
of the injurious effects—subsidized or dumped imports.

The Commerce Department, I understand, in an effort to respond
to these same petitions under the antidumping and countervaling
duty laws, has requested an increase in fiscal year 1986 of 37 posi-
tions and $1,810,000 for its International Trade Administration.
Also, recent statements by officials of other trade-related agencies
lead us to believe that they will increasingly request our assistance
in meeting their responsibilities. We are requesting no staff in-
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creases to meet this growing workload or for any of the other bur-
geoning demands or resources.

Our year 1986 request was developed in an atmosphere of
mountixf pressure due to continued tensions in international
trade. Although recent statistics showed that 1984 was a record
year for economic aﬁzo-owt.h in the United States, the $123.3 billion
trade deficit was unprecendented—in fact, the third consecu-
tive record-breaking year. Mr. Chairman, the ITC has become a
MASH unit for the industrial and agricultural victims of these °
massive trade flows.

When my colleague, Commissioner Eckes, addressed you last
year as Chairman of this Commission, he reported that the ITC
was under siege.

Today, I have to report that the siege has intensified. In 1984 we
initiated 203 cases, and that had been an increase of 26 percent
over the previous year. Now, our latest ﬁguree for the first quarter
of fiscal year 1985, show an additional 3 rcent increase in our
workload, compared to the first quarter of fiscal year 1984. Indeed,
our caseload so far this year is again exceeding the projections on
which our budget re?uest was made. [ might note in this connec-
tion that our rate of litigation has increased in the past several
years by almost 500 percent. At this point, over 60 percent of our
determinations are appealed which means a much heavier than
normal load on the general counsel’s office.

There's little pros that the forces producing so many requests
for import relief will recede any time in the near future. Part of
the suxif:rin our caseload can be traced to the steep appreciation of
the do in the last 4 years which has drawn foreign products
into U.S. markets. All types of industries, both manufacturing and
ag:j:pltural, are turning to us for relief from intense foreign com-
petition.

Compounding the problem of the “super” dollar, are fundamen-
tal sl’ugg in the comparative advantage of many U.S. manufactur-
ing firms. Now, firms in newly industrializing countries, particular-
ly In Asia, are posing new challenges to established U.S. industries.

Turning to a separate topic, I would like to point out that the
Commission’s budget request includes no funds for the relocation of
our activities. Our current building, as you know, will be trans-
ferred to the Smithsonian Institution when a suitable location has
been found for us. Hopefully, a site can be selected this summer.
When a firmer schedule has been set, the Commission will return
with a request for funding for what is, in fact, a forced move. In
the meantime we will be pleased to keep you informed of progress
toward our relocation.

I would like to conclude by noting that few agencies are experi-
encing such disproportionate growth of responsibilities relative to.
their size. Our work increases when American indussg?' and agri-
culture are feeling injured. In effect, we provide a safety net for
American business when times are tough in trade, much as unem-
ployment compensation helps tide over workers buffeted by eco-
nomic vicissitudes. The current trade problems are exerting tre-
mendous pressure on all of us, but we are very confident that, with
the support of Co , particularly your committee, the Commis-
sion can meet the challenge.
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In submitting the Commission’s budget request for fiscal year
1986, I firmly believe we will need every penny of it if we are to
serve our objectives as defined by Congress. Mr. Arnold and I will
be very pleased to answer any of your questions. Thank you.

Senator DaANFORTH. Thank you, gentlemen.

Mr. Whitfield, I have viewed the USTR as being a pretty trim
grganilzlitioxl:l. I think there are about 140 people there, or some-

hing like that.

Mr. WHrTFIELD. Yes; we have 136 workyears and with a few con-
tractors and consultants, we are at about 166 or so people.

Senator DANFORTH. Very small operation. Very much the shock
troops of trade. It would seem to me that it is an office which has a
lot of work to do, as you pointed out in your testimony. As I under-
stand it, the numbers you have given us have considered new
duties relating to the harmonized tariff system, the ibility of
the new general negotiating round, plus the intensified activities
with respect to trade between Japan and the United States. I don’t
want to argue you up from the figure you have given us, but it
seems to me unusual that a lean organization as is with clearly ad-
ditional responsibilities is proposing a reduction of 16 percent. It is
wonderful if you can do it, but is your testimony that with a 16-
percent cut you can undertake these additional responsibilities?

Mr. WHrTFIELD. I think with a very serious review of some of the
areas where we have a little bit of flexibility—for instance, in our
computer operations, which has a rather substantial percentage of
our budget—and where over the last couple of years we have at-
tempted to update and get ourselves the hardware and the soft-
ware we need. We will take a very candid look at the number of
people that we have on contract and on reimbursable detail from
other agencies and a very serious look at perhaps several other
areas that I believe that we can g;ovide the funds to complete the
mission that we feel we are mandated to do, and within the dollar
figures. It will be very tough, quite frankly, and there is not an
ounce of fat in the budget.

Senator DANFORTH. Yes, this is a responsible number. This is
really what you would like to see authorized?

Nlllr. WhHrTFIELD. It is a figure, I think, that we will be able to live
with.

Senator DANFORTH. Especially since you are going to the Labor
Department.

Mr. WHrTFIELD. Yes, sir. [Laughter.]

We may have a little more flexibility over there.

Senator DANFORTH. Mr. Rohr, by contrast, you are proposing a
current operating level, but a 14-percent increase. Do you think
:gat 14-percent increase is necessary to maintain existing levels at

e ?

Mr. RoHR. Yes, I do, Mr. Chairman. As I noted in my testimony,
this increase is not for any new programming at all. It is simply an
increase to fund for the staffing increase that was provided by the
1984 supplemental and the fiscal year 1985 apill'o riation. There
are no program increases there. The basis on which we estimated
this budget last fall in terms of our increased caseload has already
been surpassed, as I noted in my testimony. In addition to statu-
tary casework increases, we had estimated 26 section 332 investiga-
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tions for this fiscal year. We already have 19 on our plate, includ-
ingethe four recently realrxl:ted by the Finance Committee.
nator DANFORTH. t are you going to do with the extra
money? Are you going to hire more people?

Mr. RoHr. No, we are not hiring above our current staffing level
of 482. We have approximately 20 people in the selection process
now, and some 10 more to go. We expect to be at that full staffing
level by the end of the year, but we intend to hire no new people
with this money.

Senator DaANroRTH. What happens to the 14 percent?

Mr. RoHR. In addition to fully funding the 44 additional full-time
- permanent positions authonzeg’ by the Congress last year, this in-
crease is necessary to cover increased compensation costs. We are
hiring now at a slightly higher grade level than we have in the
past in order to attract more qualified and experienced pecple.

??enator DANFORTH. You mean you are upgrading your person-
ne

Mr. Ronr. To some extent, yes, sir.

Senator DANFPORTH. I have a memo which our staff has handed
me which, I guess, came from your office. It is entitled ‘“Adminis-
trative Announcement” and it is dated April 1, 1985, and the sub-
ject is: Rat control in the ITC building. [Laughter.]

And among other things, it says: ‘Do not attempt to combat the
rodent. As I am sure you are aware, a trapped or threatened
animal can be extremely dangerous. If you observe a rodent in
your office, immediately warn anyone else in the room without
undue alarm, and call 724-1234 for assistance.” [Laughter.]

“You should leave the room until the rodent has been removed
or observed to have de . And so on. [Laughter.]

Is this an April Fool's memo?

Mr. Ronr. Mr. Chairman, I wish I could say it was. This is a con-
tinuing problem we have at the Commission, and not only with
rats,:"fuess, since this memo describes a problem with rodents,
primarily rats. I have had indications in my own office recently of
some of these animals living there or at least passing through. We
are taking some precautions. Among other measures we are trying
to plug up all the holes along:the foundation of the building an
we have hired a professional rodent control company. I have a
baseball bat in my own office yjow. The memo you referred to tells
me not to combat the rat myself, so I will 724-1234 and ask
somebody to come and help mé, should I experience an encounter.
e Senatm'} DANFORTH. Is t an American baseball bat, or is it

apanese
. RoHR. It is an American-make Louisville slugger. [Laughter.]

Senator DANFORTH. Let me ask you this: You say you think the
GSA is working on relocat.inimyou. I have heard that ever since I
have been here, and I think that this has gone on since well before
I came to the Senate—10 years or more—that the GSA has been
talking about relocating the ITC. And in the meantime, the build-
ing that you are in is deteriorating. Some members of the Finance
Committee went to the ITC, I guess a year or two ago, and you
hosted a little working lunch for us, and we had an opportunity to
tour part of the building. And it is revolting. And the situation is
that the General Services Administration has been talking about
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relocating you for about 10 years. During the interim period of
time, almost nothing has been done to maintain your building in
an ordinary fashion. The result is that water is leaking in, you are
infested by rats. All you have to do is drive by the outside of the
building and see that it is really falling to ruins. Do you think the
GSA means it this time, or is this just their usual annual state-
ment to the effect: Don’t call us, we will call you.

Mr. RoHr. Mr. Chairman, we have to assume that GSA means it.
The Commission staff has worked with GSA for several months to
prepare an advertisement for 170,000 square feet of occupiable
space in a leased building. This solicitation is expected to proceed
in April and hOfefully a suitable building will be found by
summer. I certainly agree with you that it seems to be an annual
event. We thought we had a building located last summer at 500
North Capitol Street, but the negotiations between GSA and the
owners of that building for modifications to meet our needs broke
down some time last fall and the building is no longer available to
us. At the moment, no suitable building has been identified.

Senator DANFORTH. Maybe we should write a letter to GSA from
the committee. I think it is degrading.

Mr. RoHRr. Mr. Chairman, I think that would be most helpful.

Senator DANFORTH. Yes. I think it is degrading to you. I would
think it would be demoralizing to your people, not to mention the
countless people who come in to the ITC with cases.

Mr. RoHR. Oh, I am sure that is true. Another problem we have,
of course, is the building is not large enough for our needs. Conse-
quent\lg, we have our staff spread around town in some other build-
ings. We are not all housed under one roof, be it ever so leaky.

nator DANFORTH. Senator Bentsen?

Senator BENTSEN. Thank you very much, Mr. Chairman. Mr.
Rohr, I thought that had been resolved. I thought that the Smithso-
nian was now getting that building, and GSA was moving toward
acquisition of the building. Isn’t that correct?

Mr. Ronr. That is correct, sir. Senator, last fall the Congress
passed legislation which transferred our building to the Smithsoni-
an, but only after a suitable alternative location had been found
for us. That is where the problem lies. No suitable building has
been identified.

Senator BENTSEN. The controversy is really that you are not sat-
isfied with the building that they are recommending, isn't it?

Mr. RoHr. No, sir. We have no recommendation at all at this
point.

Senator BENTSEN. You mean that the GSA hasn’t suggested a
specific building?

Mr. RoHg. The building I referred to at 500 North Capitol Street,
which we thought was going to be available, was not. It did not
become unavailable because we did not want it. It became unavail-
able because negotiations between GSA and the owners of that
building to make modifications, agreed to by GSA, to meet our re-
quirements terminated when the owners refused to make the nec-
essary reconfigurations. We do have some rather special require-
ments, for example, for a hearing room, and courtrooms for our ad-
ministrative law judges, and suitable computer areas. Apparently
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that building could not be modified to meet those requirements. I
believe there were some structural problems involved.

Senator BENTSEN. Mr. Rohr, I am on the Environmental and
Public Works Committee. I will try to look into that and see if we
can’t get that expedited. ‘

Mr. RoHR. Senator, we would appreciate all the help we can get.

Senator BENTSEN. I understand there was a 3-to-2 vote against
adding 19 employees, by the committee. What was the argument
for the additional staff?

Mr. RoHR. Basically, I felt the forecasted increase in the Commis-
sion’s caseload required a modest staff increase. As I noted earlier,
our caseload has increased significantly more the first quarter of
fiscal year 1985 than estimates on which we based our original
budget last fall. At that time, I felt personally a 19 professional

increase was not at all out of line with the increased workload
that we ex . That is the basis for my affirmative vote.

Senator BENTSEN. I assume we will require more information re-
garding the trade deficit. Let me ask you how is the advisory serv-
ice now being used? The advisory service, comprised of private in-
dustry, agriculture, and labor advisers are supposed to advise the
President on trade matters. Can you supply us with whatever in-
formation the advisory group has given you for the new round of
Canadian negotiations and/or for any other major trade issue this
year? Would f'ou prepare that for me and get it to me?

Mr. RoHR. | would be very ha?py to supply that, sir.

Senator BENTSEN. All right. I am told that the trade decisions
are sometimes made at the nonstatutory cabinet council on com-
merce and trade headed by Secretary Baldrige. I would rather have
Mr. Whitfield address this, rather than a statutory trade policy

up headed by Ambassador Brock. Could you provide me with a
t of the agenda items for the last 2 years?
Mr. WartrieLD. For the TPC and the CCCT? Yes, sir.
Senator BenTseEN. If you would do that for the record, I would
appreciate it. Mr. Chairman, I believe those are all the questions I
have at this time.

Senator DANFORTH. Senator Baucus.

Senator Baucus. No questions, Mr. Chairman.

Senator DANFORTH. Gentlemen, thank you very much. There
may be some other questions by other members of the committee
to ask you for the record. I think there may be some for you, Mr.
Rohr, icularly from Senator Heinz.

Mr. RoHR. All right. Thank you.

Mr. WHITFIELD. you, Mr. Chairman.

Senator DANFORTH. Commissioner, thank you very much. Please
proceed at your convenience. ’

Mr. vON . Yes, sir.

STATEMENT OF HON. WILLIAM VON RAAB, COMMISSIONER OF
CUSTOMS, U.S. CUSTOMS SERVICE

Mr. voN RaAB. Mr. Chairman, I have a more detailed statement
that I would like to submit for the record and present at this point
a shorter version if that is acceptable. Mr. Chairman and members
of the committee, we appreciate this opportunity to appear before
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you today to present the U.S. Customs Service fiscal year 1986 ap-
propriation request of $639,102,000 and 12,631 direct average posi-
tions for salaries and expenses and $60,425,000 for operations and
maintenance of the air program. ,

Customs also is requesting appropriations for two newly estab-
lished funds. The first is for $8 million for a forfeiture fund, and
for the second we are requesting $75,000 to recover anticilgated re--
imbursements for services at small airports. In line with President
Reagan’s efforts to lower the cost of our Government, our fiscal

ear 1986 salaries and expenses appropriations request is
¥11,586,000 less than our requested level for 1985. We have includ-
ed $14,200,000 for program Initiatives, primarily for ongoing auto-
mation and communications programs and for improving the detec-
tion effectiveness of our law enforcement officers.

Our request also includes $30,609,000 for increases necessary to
maintain current operating levels. Customs air program operation
and maintenance a;;rropnation request of $60,425,000 represents
an increase of $16 million over 1985. The funds will be used for pro-
gram enhancements, to strengthen our current and future oper-
ational capabilities. Our objective, as reflected in our 1986 budget
submission, supports President Reagan’s precepts of strengthened
law enforcement and better management of Government resources.

In 1986 we will continue our priority program to reform commer-
cial practices through the ongoing development and implementa-
tion of the Customs Automated Commercial System, a key program
for decreasing processing times and reducing operational costs for
both customs and the international trade community. We are plan-
ning to allocate an additional $6.6 million for the refinements of
the hardware and software components of the system. As part of
our efforts to enlist the support of private industry in this joint
venture to improve the entire processing system for imported mer-
chandise, I recently met with members of the Dallas-Fort Worth
business community, and I am pleased to report that the Customs’
program for implementing the automated commercial system and
developin% better procedures was well received by most business
leaders. We look forward to working with all business groups
across the country to integrate tomorrow’s technology and the most
up-to-date processing procedures into the Nation's cargo system.
Customs’ drug enforcement efforts continue to produce significant
results. In 1984 the amounts of heroin and cocaine seized again set
new records. Heroin seizures reached 664 pounds, up 12 percent
over the previous year, while cocaine seizures were over 27,000
pounds, an increase of 40 percent above the previous year. Our ef-
forts against drug smugglers have been only a part of our law en-
forcement programs. To stop the illegal transfer of high technology
to Eastern Bloc countries, the Customs Service is implementing
more effective detection and investigative methods at major ports
throughout the country, Customs continues to emphasize its
efforts against fraudulent imports.

These efforts have produced excellent results in terms of the sei-
zure of financial assets and agrocsecutions of the criminals. The past
decade has seen substantial growth in pornography trafficking.
Customs is aggressively investigating pornography cases, especially
where large volume dealers, organized crime, or child pornography
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are involved. Together with other Federal, State, and local and for-
eign authorities, we are working to stem the flow of importations
at the source countries. As a result of Customs investigative efforts,
several child pornographers have been identified and arrested. In
1984, our intensified efforts resulted in over 4,000 seizures, an in-
crease of over 120 percent.

An important part of Customs’ mandate is to provide the most
efficient and effective operations and management at the lowest
possible cost. We are proposing to meet this objective by centraliz-
ing functions wherever feasible and introducing new ways of doing
business. The initial step, to begin this year, is the centralization of
virtually all administrative functions in headquarters and the re-
gions. The functions and staff affected are strictly involved in ad-
ministrative type operations, and we believe true economies are
possible by centralizing these operations. To implement the central-
ization approach, Customs is investing some $8 million in 1985.

As for savings, current projections are for some $5 million annu-
ally. In 1986, we intend to build upon this initial major savings pro-
gram by implementing organizational realignments as well. Cus-
toms’ processing and enforcement programs will be redeployed
around the concept of fully operational districts staffed by a full
complement of inspectors, import specialists and other enforcement
officers. More efficient and effective use will be made of current
staffing and low productivity ports, and wherever possibie, Customs
wiil provide service on a cost reimbursable basis at these ports of
entry.

In 1986, Customs is projecting a net annual savings of $8,163,000
from these management efficiencies, which will be used to support
the priority programs described in our budget submission. A con-
tinuing concern of the Customs Service and the Treasury Depart-
ment is the effectiveness of the air interdiction program as a deter-
rent against the smuggling of narcotics and contraband by private
aircraft, a threat that has dramatically increased over the past sev-
eral years. In 1984, the value of narcotics and dangerous drugs
seized by the Customs air program was about $1 billion. We believe
that the 1986 budget request for this program will provide Cus-
toms, for the first time, with sufficient resources to begin challeng-
ing the growing air drug smuggling problem. Included in our re-
quest is $5 million to develop a prototype air detection system and
$4.6 million to increase the operational flights of the P-3A’s. These
enhancements will enable Customs to significantly deter and dis-
rupt the flow of narcotics into the United States.

In closing we wish to reiterate that Customs’ mission is extreme-
ly important and operates in a dynamic environment, significant
elements of which include the traveling public, the trade communi-
ty, and American business. In fulfilling our responsibilities, we
must increasingly employ sophisticated operational and enforce-
ment techniques and a wide variety of skills and disciplines. This
concludes my introductory statement. I would be happy to answer
Zg:r questions and those of the other members of the subcommit-

[Mr. von Raab’s prepared statement follows:]



U

U.,S. CUSTOMS SERVICE
STATEMENT OF WILLIAM VON RAAR
COMMISSIONER OF CUSTOMS
FOR PRESENTATION BEFORE THE SUBCOMMITTEE ON

INTERNATIONAL TRADE

Mr. Chairman and Members of the Committee, we appreciate
this opporturnity to appear before you today to present the U.S.
Customs Service FY 1986 appropriation request of $639,102,000

nd 12,531 divect average positions for "Salaries and Expernses”
and $60,425,000 for "Operations and Maintenance" of the Air
Program. Customs also is requestirg an appropriation of
$8,000,000 for the rewly established Forfeiture Fund and $75,000

to recover anticipated reimbursements for services at small

airports.

Customs® "Salaries arnd Expenses™ FY 1986 appropriation
request represents a ret decrease of $11,586,000 from the funds
requested in FY 1985, and also includes(a $17,600,000 reduction
due to the proposed five percent salary reduction for all
Federal employees. Included in the FY 1986 S&E authorization
request is $14,200,000 for program initiatives, primarily for
ongoing automation and communigcation programs as well as for
improving the detection effectiveness of our law enforcement
officers; $30,609,000 for irncreases rnecessary to maintaié
current operating levels; and, management efficiencies and

nor-recurrving expenses of $44,024,000.
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Customs Air Program "Operations and Maintenance"”
appropriation request of $60,425,000 represents an increase of
$16,000,000 from the funds requested in FPY )985. Included in
the requested enhancements are funds to begin a full-scale
research program to develop an operational 360 degree radar for
ugse on detection aircraft; modification of C-12 aircraft;
additional flight hours for the four operational P-3A aircraft;
and, operation of two additional Blackhawk helicopters. The
appropriation request alsoc includes $5,000,000 for annualization
of current year approved operations and non-recurring costs of

$5,000,000.

MAJOR ACCOMPLISHMENTS

The Customs Service, once the main source of federal monies,
séiil continues today to collect significant revenues as well as
to assume the responsibility for interdicting illegal attempts
to bring drugs and other contraband into the country. Although
the primary objective of the Tariff Act is the protection of
American industry, revenue collections from its enforcement
produced $12.5 billion in FY 1984, and is projected to reach
$15.0 billion {n FY 1986.
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As usual, Customs also had a busy year processing a heavy
volum2 of traffic arnd trade gererated by a growing interratioral
echnomy. The Customs workforce cleared some 288 millior per-~
sors, 6.4 million merchardise entries, up 21 percent, and more
than $300 billion {rn cargo entering the country. 1In addition,
about 90 millior vehicles, vessels, and aircraft were
processed. Projections for FY 1986 indicate continued growth

and a heavy workload in the future.

Maragement efficiencies Customs is implementing in FY 1985,
arnd those to be achieved in FY 1986, represent improvements irn
administrative, commercial and enforcement activities as well as
updated approaches for achieving Customs®' mission. These pro-
grams, when fully developed and imﬁlemented, will improve
productivity, streamline program operations, erhance organiza-
tioral and functional efficiency, and abolish duplicative
activities. MWany of the efficiencies result from our efforts to
cornvert labor intensive functions to more automated processirng.
In total, these actions will produce savirngs of 887 average

positions and provide substantial savirngs ir future years.
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As 1 stated on previous occasions, Customs will adhere to
President Reagar's precepts of strengtherned law enforgement and
better management of government resources. Nur objectives in

FY 1986 are to achieve the followirng:

® Improved enforcement efforts to combat those illegal
actfvities that fall within Customs' jurisdiction by the

{rntroduction of the most effective techniques;

° Increased staff productivity by developing and implement-
ing automated systems, wherever possible, in all merchan-
dise, reverue collection, and enforcement processing:

and,

® Efficiencies in administration by centralizing functions,’
eliminating duplicative activities and unneeded paper-

work, ard simplifyirg processing procedures.

Customs' efforts directed toward stengthening law
enforcement programs produced significant results in FY 1984,
Smuggling continues as a sigrificant national problem. We are
still confronted with an illegal industry of billions of dollars

and continual smuggling along all our horders.
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But I do have good news to report. Through the combined
efforts of Customs and the Coast Guard marihuana seizurfs rose
by 19.4 percent, probably reflecting increased "mother" ship and
air smuggling operations. Customs' heroin and cocaine intercep-
tions have set new records. Hcroin seizures in FY 1984 reached
664 pounds, up 12 percent from the previous year. The results
largely reflect intensified inspections at airports, especially

cargo, and the use of improved inspectional techniques.

With regard to cocaine, I must commend Customs enforcement
groups for the outstanding results produced during the past four
years. In FY 1982, we seized 11,150 pounds of cocaine, an
increase of more than 200 percent above the previous year. In
FY 1983, seizures reached 19,602 pounds, more than 400 percent
above FY 1981 and 76 percent over FY 1982. 1In FY 1984, seizures
were again significantly higher, reaching 27,525 pounds, for an
increase of 40.4 percent above the previous year and a seven-
fold increase above the FY }981 amount of 3,741 pounds. In
FY 1984 we disrupted organized smuggling groups by taking about
$7.5 billion in cocaine sales off the streets and preventing the
criminals from pocketing the profits. And, for the first
quarter of FY 1985, Customs cocaine seizures are continuing at a

rate of more than double the record fiscal year 1934 total.
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These results, of course, largely reflect the high priority
of Customs law enforcement. The nation faces two major problems
at its borders. The first is massive drug smuggling, which has
been with us for at least a generation and is now one of our
major industries, Customs has responded by continuing its
successful enforcement efforts in South Florida, along the
Southwest border, and at major airports, where the hajcr share
of illegal narcotics activity is centered. 1In South Florida,
huge sums of drug-related currency enter and leave the country

daily to finance this deadly international traffic.

The second problem is critical technology illegally leaving

the country. In line with President Reagan's call to stop the
illeg;l transfer of high-technology to Eastern-bloc countries,
Customs is continuing Operation EXODUS. Furthermore, we are
implementing more effective detection and investigative efforts
St‘majot ports throughout the country. To achieve this goal,
Customs has developed new approaches for surveillances; improved
cargo inspections directed at uncovering theso illegal equipment
shipments; and, improved intelligence efforts related to

shipments and potential violators.
while the enforcement effort is now well on its way to

achieving its objectives, Customs Service goals also include

H facilitation, and¢ the reduction of the costs to the public and
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to the Government, of the processing of international trade.
Pacilitation of passenger and cargo processing is a high
priority. We do not believe that every passenger, vehicle,
plece of baggage, or cargo shipment must be searched. Since the
vast majoiity of Customs transactions involve law-abiding
persons and firms, Customs officers are directing their primary
attention to "high-risk® passengers and cargo. It is clear to
me that effective enforcement and efficient facilitation can go
hand-in-hand, without contradiction or without diminishing our

law enforcement.

Customs also is continuing its priority program to reform
commercial practices; in essence, how we implement the tariff
laws and how we process the vast quantity of imported
merchandise. In maeting our goals in commercial processing, we
are'pushlnq forward determinedly with “consolidation®,

"automation® and "streamlining® of all applicable operations.

Simplification of forms, paperwork, and procedures will
reinforce automation and help to speed up the cargo clearance

process. A major project consolidating our data processing
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functions into a single computer environment has been
completed. We feel that this will eventually permit us to
dramatically improve Customs processing of imports and to

implement new methods of collecting duties.

At thc heart of the automation effort, is the Automated
Commercial System (ACS). Today, at numerous ports, we have on-
line a comprehensive data base with all the functions required
for processing electronically transmitted or manually prepared
entries. Therefore, the system can efficiently process any and
all entries prepared by all the brokers. All revenue collected
by Customs is processed through ACS, as i{s the preparation of a
daily broker statement. Also, the system is being irtegrated in
the operations of local port authorities and major importers.
The whole importing community is cooperating in its implementa-
tion. Supplementary systems for processing Fines, Penalties,
aﬁa-rorfcltures (FP&F) and Bonded Warehouse Inventory (BWICS)
are being completed. In summary, ACS comprises ten separate
stand alone modules specifically directed to each of the major
activities under.the commercial system. Nany of these systems
are already in full operation. When fully developed and imple-
mented the system will provide improved management information,
more efficient resource use, and increased responsiveness to the

business community.



FY 1986 Plans

Ir, FY 1985, Customs is planning its expansior. and develop-
ment of ACS and its telecommunication system as well as
developing an up-to-date TECS syster. applicable for today's

enforcement environment.

Automated Commercial Systems

The $6.6 million to be spent in PY 1986 will allow Customs
to continue to expedite development and implementatior of the
full system needed to raise productivity and conttnue efficiernt
service as the workload grows. When completed, ACS will support
full selectivity, determining which imports should be intensive-
ly examined and those erntries with potential classification
éh;nges and increased revenue. This enhancement will pay for
itse}t in cost sa$1nga for Customs and the importirng community.
In FY 1986, system development and hardware exparnsion for the
following modules will be implemented: manifest processing,
quota, account billing, firnes, penalties and forfe{tures, and

the Customs irnformation exchange.
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Integrated Data Telecommunjcations Network

Currently, Customs has two independent telecommunications
systems: one supports the Treasury Enforcement Communications
System (TECS) by providing essential information to support
enforcement activities; and, the other supports the Commercial
- and Administrative Systems associated with revenue processing.
Since these networks were designed and developed separately, at
different times with different missions in mind, they are
incompatible for many important functions. In addition, both
use technology that is now obsolete. While updating both
systems to incorporate the latest technology, Customs will also
consolidate both networks reducing redundant costs and improving
operations. Customs is planning to build upon the funding
provided in FY 1985 by reallocating an additional $2.8 million
té éonplete the project. These funds will be used for modern
- telecommunications equipment such as mini-computers, packet
switching equipment, telecommunication circuits and earth

station antennas.



TECS Il Development

The thrust of TECS Il Design and Development is to bulid a
éonprehensive enforcement data base system whose underpinnings
are state-of-the-art hardware, software and data base management
systems. All current TECS users will contribute their expertise
to the design of TECS II and will, therefore, have firsthand
experience with TECS Il as it evolves. This system will provide
for the expansion and integration of the existing automated
enforcement efforts such as Operation EXODUS, the Treasury
Pinancial Law Enforcement System and commercial fraud, as well
as other enforcement efforts. This initiative will afford
Customs the flexibility to meet the numerous information
requirements of today's Customs enforcement program. The
$4.0 million investment will provide upgraded assistance and
sdbport to the ten enforcement agencies in and cutside Treasury

using the system.

Proposed Management Efficiencies

As stated in my previous appearances before this
Subcommittee, other Congressional groups, and business and
industry groups, I believe an important part of my mandate as

Commissioner of Customs is to bring to Customs the most
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efficient aéd effective operations and management possible at
the lowest éosaible cost. At this time, when the entire federal
budget nust;be closely monitored to eliminate excessive and
duplicativezcosts. and significant budgetary reductions are
required, as this Subcommittee is well aware, this goal becomes
the highest priority for all agency managers. I believe Customs
is no exception and must shoulder its full share of the

cutbacks.

For this year and in PY 1986, I am proposing to meet this
objective by expanding upon our gains in automation by
centralizing functions wherever feasible and, most importantly,
introducing “"new ways of doing business®. The initial step in
the proposed series of initiatives is the centralization of
virtually all administrative functions within Customs, which
vfli be started and completed during FY 1985. What do we mean
by centralization of administrative functions? Currently, the
accounting, payroll, personnel, management analysis, etc.,
functions are spread throughout Customs; there is a large
Headquarters component for each activity and related functjonal
groups in each of the Regional offices. The func-ions and staff
involved are not operational in nature and do not function in
the ports or districts; these are strictly Headquarters

administrative type operations.



Since the processing and recordkeeping of these functions
are generally computer generated, our studies indicate -that true
economies of scale are possible by centralizing these opera-
tions. As now planned, the operations and assigned positions
will be transferred to Indianapolis, Indiana, and Washington,
D.C., to carry out all of Customs' administrative functions. To
implement this centralization approach, Customs isAInvesting
some $8 million in PY 1985. As for savings, current projections

are for some $5 million annually.

In PY 1986, we intend to build upon this initial major
savings program by implementing organizational realignments, as
well. Customs' processing and enforcement programs will be
redeployed around the concept of fully operational districts.
Customs' laboratories will operate at possibly two locations.
85}6 district will be staffed by a full complement of inspec-
tors, import specialists, and other enforcement agents. Entries
will continue to be filed as previously, but the actual proces-
sing will be at the appropriate district office. Also, more
efficient and effective use will be made of current staffing in
low productivity inland ports, seaports, northern and southern
border ports. Wherever possible, Customs will provide service

on a cost reimbursable basis at these ports of entry.
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In FY 1986, Customs is projecting a nat annual savings of
$8,163,000 from these management efficiencies, which wi;l be
used to support the priority programs described in our budget
. submission. In the out years, we are projecting annual savings

of some $29 million.
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REPORT ON CUSTOMS ENFORCEMENT AND OPERATIONAL PROGRAMS

INSPECTION AND CONTROL

Customs' Inspection and Control program processes persons
and cargo, and clears carriers, for both revenue and enforcement
purposes. Customs' efforts to improve enforcement of pertinent
laws and regulations and expedite processing of persons and
goods will continue in FPY 1986. Our objective, despite resource

constraints, is to achieve a balance of economical processing

while still maintaining €full service.

Customs will continue to meet the challenge of a growing
wqtkload vwhile improving overall effectiveness through the
o£banded utilization of automated systems, selectivity systems
and other innovative techniques. Increasingly selective and
automated inspectional techniques will enable Customs inspectors
to concentrate their efforts on the "high-risk" passengers and
cargo while allowing the predominantly law-abiding transactions
to receive minimal attention. We will continue to streamline

cargo processing through the use of automated technology that

will improve our ability to facilitate the entry of merchandise
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without ‘weakening our enforcement posture. Our enforcement
efforts will be enhanced through the use of fully implemented
selectivity systems. Our special teams of inspectors, equipped
with detector dogs and the best possible intelligence we can
provide will continue to concentrate on high-risk cargo. These
teams have already established significant cost-benefit ratios
with noteworthy narcotics seizures from cargo and baggage. We
will expand their use, increase their expsrtise, and improve the
equipment available to them to achieve even more significant

results in PY 1986.

Passenger Processing

As in previous yoarﬁ, Customs processed approximately
290 million persons entering the United States, of which 31
miliion were air psssengers. Although air passengers constitute
approximately 10 percent of the total number of persons entering
the country, they require a disproportionately large share of
Customs resources due to the limited facilities available and
the substantial crowding during processing. The problem is
intensified because flight arrivals at airports are concentrated
within certain time periods and the expansion of facilities to

meet the growing workload is minimal.



40

To meet these greater demands and insure that its workload
is efficiently facilitated while full enforcement is maintained,
Customs has developed and implemented new higher speed proces-
sing systems tailored to accommodate the physical configuration
and threat level of sach airport. These processing systems
allow the rapid processing of law-abiding travelers and the more

efficient detection of suspected violators.

One of our major initiatives for FY 1986 will be regulatory
changes to private aircraft and small boat reporting proce-
dures. Under the proposed rulemaking, reporting roqulronqnts
for private aircraft considered as a high risk will be made more
stringent, and detailed justifications will be required for
overflight exemptions. In addition, more stringent reporting
requirements are being considered for small boats.

The enforcement aspects of passenger processing are being
reinforced by the use of inspectors trained in new observational
techniques, development of walk-through narcotic detection
devico#. passport “"readers”, and fiber optics inspection devices

for more quickly inspecting inaccessible areas in aircrafts and
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other vehicles. During the 1984 Summer Olympic Games in Los
Angeles some of these new techniqu;q were available for_our use
in handling the special security and visitor processing respons-
ibilities and proved very successful. In FY 1986, Customs will
be spending $30b,000 to acquire 57 fiber optics devices which
will be deployed to critical smuggling locations.

Cargo Processing

Customs is continuing to streamline its efforts in the cargo
processing area. These efforts are aimed at facilitating the
flow of legitimate cargo through our air and sea ports while
focusing emphasis on suspect shipments. In order to speed the
flow of merchandise, we are expanding oxistlhg cargo nelectivity
and enhancing our automated cargo processing systems. The most
significant innovation has been the expanded and enhanced
Automated Cargo Clearance and Enforcement Processing Techniques
(ACCEPT) system. Rigorous system testing showed that regulatory
and enforcement efforts could be 1nprov6d and cargo expedited by
intensively examining only selected shipments identified by
automated intelligence as high risk. Customs ACCEPT is now in
operation at 31 major ports, and 11 additional sites will be
implemented in PY 1985, The entire processing and inspection

operation is directed by a central-site computer. At the same
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time, a manual version of the system, previously developed for
use at small to medium-sized ports, will be installed g}
additional locations. The enforcement aspect of ACCEPT was also
strengthened by integrating it with the Customs Automated Cargo
Transaction Intelligence System (CACTIS), which provides

background data on each shipment.

In the future, ACCEPT is to be incorporated into the
Automated Commercial System, which will control processing of
cargo from its arrival at the docks or airports until release to
"the importer. Until that system is fully operational, expansion

of ACCEPT as a stand alone system will continue at major ports.

Contraband Enforcement Teams

-Contraband Enforcement Teams (CET) are reinforcing
traditional inspectional operations. These teams gather and
disseninate intelligence, perform input document review, and
analyze and search suspect cargo. Whenever violations are
detected, the merchandise, drugs, contraband, and ftems in
violation of currency reporting and export laws are seized. CET
capabilities will be bolstered by combining their search efforts

for drugs in cargo with those of the Canine Teams. As a result
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of improved intelligerce gatherinrng and dissemination, the CET
teams in the future will be capable of more specific targeting
of potential illegal activities, which we believe will result in

more significant seizures.

Tariff and Trade Program

The Tariff and Trade Program is responsible for
appraisement, classificatinn, duty assessment and collection on
ertries of imported merchandise, as mandated in the Tariff Act
of 1930. Related and equally important functions include
verification of import statistics; administering national trade
policy by monitoring quotas, steel import restrictions, and
various trade agreements; and enforcing merchandise
admissibility for over 40 other Federal agencies and 400 related;

Yaws.

Improvemernts {n the complete range of tariff and trade
operations are continuing and an in-depth review of the
mercharndise processing system is underway. Our goal is to
reduce the hurden orn the importer, especkally the costs of doing
busiress with Customs, while insuring that Customs maintains

required services, even with ircreased merchandise imports. I
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am pleased to report that development projects begun in PY 1983
became operatioral early in FY 1984. A brief description of
these jnnovations is included to provide you with some insight

irto the new business methods Customs has implemented.

Automated Commercial System

Efforts to auvtomate Commercial operations are continuing
with the implementation of additioral Automated Commercial
System (ACS) Modules, including bornds, manifest processing,
entry selectivity, and interest or. bills., ADP equipment linking
field operations to the rational computer and an automated
iatertaTewith importers, carriers, and other agencies will be

implemented.

'ACS is now processing merchandise entries, revenue
collections, entry liquidations, ard an increasing numbher of
broker transactions. On the commevrcial side, ACS is selectively
directing inspectors to merchandise requiring examiration and
import specialists to merchardise requiring classification or
value changes. As foreign trade rises, proper inspection,

examination valuatiorn, and classification are needed to ensure
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that all duties are collected. 1In PY 1986, $6.6 million will be
used to develop an iptegrated data base, permitting more_timely
and accurate management informatinn, and increased employee
productivity. Refirements to hardware and software comporents
will be implemented ard the following modules will be developed:
manifest processirg, quota, in-bond, fires, peralties and

forfeiture, and tne Customs Information Exchange.

Automated interface with broker, importer and port authority
computers is a key feature of the system. Currently, a
substantial percentage of the entry summaries prese:nted to
Customs are prepared on broker computers, ard that number is
expected to grow by 1986, Customs views this as a urique
opportunity for both the trade and Customs to work together.

. Szlectivity criteria, which also is important for both cargo
examination and import specialist review, will be maintained in
a unified data hase., The system, when fully operatjional, will
be capable of identifyirqg the types of review required by the
import specialist. As is common in this type of processirg,

random sampling will maintain system integrity.
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Tariff and Trade Program participation in Customs' overall

‘ enforcement effort includes the final operational testgpg of the
wind tunnel narcotics &etector and the expansion of import
specialists' role in fraud teams, special analytical teams and
assessment of penalty cases. Of particular interest, the lab-
oratory is supporting the Praud Program by increased sampling
analyses and through the use of sophisticated technology. This
has increased not only the revenue collected but also the
collection of fines and forfeiture actions. In FY 1986, Customs
will be purchasing and installing 10 wind tunnels (Narcotic
Detection Systems) at major airports. The cost is $500,000. To

provide full coverage at all airports, 200 wind tunnels would be

required,

These innovations, and perhaps others, will pay increasing
benefits in the future and will be the means for eliminating
unnecessary paperwork, simplifying processing methods, and, best
of all, making the importation of goods and payments of duties a

more businesslike operation.

Air Program

A primary concern of the Customs Service and the Treasury
Department has been the effectiveness of the Air Interdiction

Program as a deterrent against the smuggling of narcotics and
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contraband by private afrcraft, a threat that has dramati.aliy
increased over the past several years. In FY 1984, the. value of
narcotics and dangerous drugs seized in the Customs Air Program

was about one billion dollars.

In an effort to most effectively respond to this serious
problem, Customs air operations have adopted a strategy of
concentrating air personnel and equipment in high~threat areas
and using them in conformance with the detection, interception,
and tracking methods developed specifically for the interdiction
operations confronting Customs air units. Alr operations use
strategic and tactical intelligence for selecting optimum times
and places for deploying interdiction units. Detection systems
identify suspect afrcraft and direct apprehension helicopters
and ground support units to the precise location to capture

sﬁuéglers.

In FY 1986, Customs is requesting $60,425,000 for Air
Program operations and maintenance, an increase of $16.0 million
over FY 1985, I believe this budget will provide Customs, for
the first time, with sufficient resources to begin challenging

the growing air drug smuggling problem.
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The capabilities of Customs air units will be greatly
enhanced in FY 1986. Each unit will include high-speed jet
interceptors equipped with radar and Infrared Detection Systems,
long-range tracker aircraft, high performance helicopters, and

single and multi-engine support ajrcraft.

The program is dependent upon effective detection of
smuggler aircraft. Currently, we use airborne and land-based
radar to track smugglers and guide our own aircraft. The
funding for PY 1986 will support a stationary radar-equipped
Aerostat in the Bahamas, which will greatly expand our detection
coverage. In addition, four fully equipped P-3A aircraft will

be operating along the Southern border.

Customs also has enhanced its effectiveness to respond to
the anticipated increase in smuggler detection. Implementation
of strong centralized management of the program and establish-
ment of east and west Regional Operations Control Centers have
resulted in better control and flexibility in responding to the
shifting smuggling threat. A full complement of tracker/inter-
ceptor aircraft will be acquired in FY 1985, and all will be
fully operational in FY 1986. 1In support ol these operations,
Customs will increase its high-speed helicopter fleet for more

effective apprehensions.
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The additfonal $16,0 million requested for PY 1986 will
enhance Customs' current and future operational capabilties.
Based on a detailed study of our detection capa?tllties. Custons
is requesting $5 million to develop a prototype air detection
system centered around a 360 degree radar with a requirement for
detection of up to a five meter target at a range of 100 miles.
This system will certainly increase the detection capabilities
of appropriate long-range aircraft. Furthermore, an additional
$4,600,000 is requested for extending the operational flights of
the P-3As, which will increase smuggler detection. 7Two other
enhancements are: $5,000,000 for modification of the C-12 ajr-
craft to be transferred from DOD; and, $1,400,000 for operation

of two new Blackhawk helicopters acquired by Customs.

Marine Program

In conjunction with the Air Program, Customs Marine Program
protects the sea approaches to the nation's borders. Confronted
with similar growth in its smuggling problem, the program now
has 118 operational vessels, ranging in size from 15 to 60 feet,

stationed at 60 locations. Also, Customs' newly developed
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operational approach includes ten marine modules, all of which
will be operating by the end of FY 1985. These vesseld are used
for surveillances, waterside raids, intelligence gathering, and
interdiction. Today's interdiction units confront large-scale
smugglers using "motherships®, stashes on off-shore islands and
“air drops®". Recent seizures indicate that major smuggling by
vessel is still active.in the Southeast and Gulf Coast and is
increasing along the Pacific, Mid-Atlantic and New England

coastal areas.

To counter the threat of smuggling by private and fishing
vessels, the successfully tested Marine Enforcement Modules will
be stationed in ten critical smuggling locations. Each module
will consist of specially trained personnel and state-of-the-art
marine equipment. Each team will be responsible for developing
t;ctical information on smuggling in its local area and for
interdicting marine smugglers. In addition, in order to combat
smuggling at major seaports, Customs officers will develop
information targeting specific persons, groups and vessels and
conduct intensive vessel searches to locate concealed

narcotics.
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Customs established two marine enforcement modules in
FY 1984 with existing resources and made maximum use of seized
and forfeited vessels to equip the modules. Exchange/sales were
used to obtain the high-speed interceptor boats needed.
Information devolop;d through the module contributes to a nore
reliable and responsive intelligence network and results in more
arrests and seizures of contraband. We anticipate establishing
additional marine modules. One will be located in New York and
others are planned for Key West, Miami, Key Largo, West Palm
Beach, Galveston, and New Orleans. Establishment of these
marine modules will greatly improve our enforcement results,

significantly increasing seizures and arrests.

Investigations

The Customs Ssrvice investigates violations of Customs arnd
related laws. Included under this broad mandate are currency.‘
fraud, export and international enforcement. In each program
targeting depends heavily upon the development and collection of
intelligence. In accomplishing these investigative tasks,
during the past year, several major enforcement objectives were

emphasized.
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Organized Crime Drug Enforcement (OCDE)

Presidential Drug Task Forces were established in FY 1983
and are now located throughout the courtry. Customs partici-
pates with other Federal law enforcement agencies in these task
forces. The financial investigations focus on smuggling groups
responsible for the laundering of large sums of money. We
believe this program is a major step in assuring the success of
the President's goal of disrupting organized crime throughout

the country.

During FY 1985, the task forces are expanding to include
Miami, the 13th core city. Fustoms is requesting $2.2 million
in supplementary funds to deploy 30 Special Agents and required
support in Miami. Our experience indicates that this task force
will produce significant results against large-scale smuggling

groups operating in the area.

In PY 1986, Customs plans to continue with current commit-
ments of resources to the Presidential Organized Crime Drug
Enforcement Task Forces. These specialized investigative task

forces focus on large-scale drug smuggling organizations,
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approach each target and simultaneously exploit the financial,
internal conspiracy and interdiction/smuggling elements-of each
criminal organization. To date they have achieved excellent
results. In PY 1984, cases involving Customs participation
regsulted in 727 indictments, 860 arrests; 277 convictions;
$33.7 million in U.S. currency and property seizures; and,

seizures of 524 pounds of cocaine and 26.4 pounds of heroin.

Praud Program

Por several years, Customs has emphasized its fraud efforts
against unauthorized steel, textile, wearing apparel imports,
drawback, and trademark and copyright violatfons. These efforts
have produced excellent results in terms of financial gains and
prosecutions of criminals. Also, domestic industry and jobs
vér; protected from unfair and illegal internationali trade
practices, In PY 1984 Operation Tripwire, which is the designa-
tion of our special emphasis against fraudulent imports,
accounted for 279 arrests and indictments, and 1,705 seizures

with a total value of over $62 million.

In terms of specific cases, Customs' emphasis on commercial
fraud investigations has produced promising results. A typical

case concerned a New York coffee broker who, after being
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confronted with arn intensive Customs investigation, decided to
settle a criminal and civil suit involving false entry of coffee
from Cerntral America. The case resulted in a $3.3 million gain

for the U.S, Treasury.

As reported for the past several years, Customs is lookirng
very carefully at all steel imports. In a recernt case, this
paid off in 11 {ndictments for overvaluation and circumventing
the Trigger Price Mechanism. Our intensive inspections and
investigations of fraudulent textile imports have produced 106

sefizures, valued at over $9 million so far in fiscal year 1985.

Based on past accomplishments, task force operations in
PY 1985 will continue to direct their efforts against illegal
meichandise before {t enters Unjited States commerce and to
investigate cases arieing during intensified inspections., The
task forces will focus on high risk importations at major ports
to assure contirnued high quality arrests and major revenue
recoveries, and to present a visible deterrent. In addition,
the Fraud Irnvestigations Center will be steadily expanded to
improve data acquisition, intelligence analysis targeting and

trend aralysis.

™o



A significant improvement in Customs' effectiveness will
occur when the expanded capability to target violators, by
correlating commercial, financial, and economic data using ADP
systems within selected "high~risk®™ areas, is implemented. To
this end, we are using integrated functional teams in high-
activity areas to obtain intelligence and enforcement

effectiveness.

Financial Law Enforcement Program

Our investigative attack on criminal organizations under
provisions of the Bank Secrecy Act and through their financial
transactions has paid excellent dividends in terms of fts impact
on the largest smuggling groups operating in this country.
Multi-agency investigative and prcsecutorial teams, operating
under the leadership of the local U.S. Attorney, are currently
active in cities with large-scale currency move¢inents &nd in
thoge cities at the forefront of top-level drug trafficking and

money laundering.

Our Pinancial Law Enforcement Center (FLEC) {s the clearing
house for all financial data. The Center analyzes the financial

characteristics of criminal markets and assists in developing
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useable strategies for exploiting criminal financial business
practices. Needless to say, the Center is also ttre source of
intelligence, both domestic and foreign, developed and adapted
for the investigative field units. During PY 1984 FLEC conduct-
ed analyses which identified 2,400 individuals and 700 organiza-

tional entities suspected of laundering some $2 billion.

Operation EXODUS

Operation EXODUS combats illegal exports or equipment,
computer parts, classified defense items, and lasers. 1In
addition, and equally serious, is the illegal transfer of tech-
nical data on research, development, and manufacturing. Our job
is not only to detect these shipments, but also to punish the
individual violators. Ultimately, if we are to be successful,
we ﬁust discourage the activities of the manufacturers, overseas
intermediaries, and foreign operatives. I am pleased to report
that we are receiving the strong support of American industry in

this effort.

Customs' efforts in this progrim in FY 1985 will focus on
targeting illegal exports while minimi~-ing the impact on legiti-

mate trade. Expanded use of specifically targeted e .forcement
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operationsg concentrating on highly selective critical exports,
fncreased foreign information, and ADP generated analytical
intelligence are critical factors for improving overall

effectivsness.

In FY 1984, EXODUS teams located at major ports made 1,459
seizures. Subsequently, 663 major investigations w;re accepted
for prosecut’on; and Customs officers were responsible for 354
indictments, 258 arrests and 136 convictions throughout the
year. In PY 1986, a wide range of enforcement initiatives will
be implemented: additional covert operations; an expanded muni-
tions control program; enhanced liaison with the intelligence
comnunity: increased foreign cooperatlana and, support and
assistance to foreign governments in their own conduct of covert

operations directed against EXODUS violations.

Pornography

The past decade has seen substantial growth in pornography
trafficking. Customs has characterized pornography as a problem
of prime concern and has stepp2d up the level of enforcement in

this area. We are aggressively investigating pornography cases,
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especially where large volume dealers, organized crime, or child
pornography are involved. Since pornography is smuggled into
the United States chiefly through the mails, have a';ital
role in curbing the importation of pornoqraphjsxmaterials and
seeking prosecution.of violators of Customs and related laws.

To accomplish this, Customs, together with other Federal, state,
local and foreign authorities, is working to stem the flow of
importation at the source countries. As a result of Customs'
investigative efforts several child pornographers have been
jdentified and arrested. 1In PY 1984 our intensified efforts
resulted in 4,266 seizures, an increase of 122 percent above the

FY 1983 total of 1,918 seizures.
Conclusion

. In closing, we wish to reiterate that our basic mission is
the collection of revenue and enforcement of Customs and related
laws. Our mission is important and operates in a dynamic
environment, significant elements of which include the traveling
pgblic, the trade community, American business and the general
public. Customs, in fulfilling {ts responsibilities, must
increasingly employ sophisticated operational and enforcement

techniques and a wide variety of skills and disciplines.
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In FY 1985, Customs will continue its reform in commercfal

merchandise processing as well as expand on fits administrative

‘improvements. Wherever possible, selective approaches supported

by automation and reduced procedural requirements will be imple-
mented. In each case, we are attempting to speed up the
processing times. As described earlier, we will be working
closely with the importing community to insure that the planned
operating system meets their rneeds as wolllas our own.
Similarly, we will be introducing more efficient administrative
support throughout Customs, particularly for operational
programs, There is an ongoing review of all administrative
functions in order to eliminate excessive overhead and

duplicative activities.

Today, I have outlined a blueprint of recent improvements
and’ future directions. In FY 1986, we should begin to see the
results of these efforts as many of the innovations become fully

operational.

This concludes my introductory statement. We are availabdble
to discuss the details of the request and answer your questions

and those of the Subcommittee Members.
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Senator DANFORTH. Mr. von Raab, I appreciate gour interest in
trying to save costs and to reduce the cost of the Customs Service.
You are asking for 2 percent less money in 1986 than you get in
1985. I am wondering if this is an area where being penny-wise is
also being pound-foolish.

The Customs Service provides essential services. You have men-
tioned them. You have the responsibility of enforcing our trade
laws. You have the responsibility for interdicting narcotics, and
you also produce something like—what—20 times as much revenue
as is spent for the Customs Service in its operation. I think last
year we collected about $12 billion in duties—the Customs Service
collected that. So, mi)lr general question to you is: Is your admirably
tight fisted approach to the Customs Service something which is
going to cut into the muscle, or is it just cutting into the fat? Is
this ﬁing to be increased operational efficiencies or will the result
of it be less effective service? And what kinds of negative results, if
any, could we expect to see from the very restrained request that
you are putting forth?

Mr. voN Raas. If I might, I would prefer to put it as a penny
saved is a penny earned in this effort. There are a number of gen-
eral program areas that would be or could be affected. In terms of
our criminal enforcement programs, there are no positions being
eliminated in the Customs budget nor a reductidn of moneys for
any of what we generally characterize as our criminal enforcement
programs, which is drug interdiction, high technology interdiction,
trade programs—steel, textiles—high priority trade programs.
None of those operations would be adversely affected. The issue is
often raised as to whether reductions or changes in the number of

rsonnel might affect the amount of revenue that we collect. I be-
ieve that it will not, and I think that we can look forward to a
review that the General Accounting Office is doing of the Customs
Service in its compliance, which basically ie the bottom line in
terms of whether 1t is eollecti.n¥l enough revenue. And I believe
that that report will show that the error rates are very low, down
around 2 percent, and that the errors are on both sides. That is
that, although there may be some undercollection of less than a
percentage, there is also probably some overcollection. So, the
result is that a change in personnel in the Customs compliance
area will not affect revenues and that the oft-stated ratio between
the Customs hudget and the Customs revenues is not one that has
a direct link.

Senator DaNFORTH. As an example, in your document, a recap of
your budget authority estimate, there is a table on e 1—Digest
of Budget Estimates by Activities, Fiscal Year 1986—and this
shows a reduction of personnel—351 under the heading Inspection
and Control, 437 under the heading Tariff and Trade, 60 under
Tactical Interdictions and 39 under Investigations. I am not sure
what kinds of pecoﬁle come into which category, but it would seem
to me that tactical interdiction would mean interdicting the ship-
ments of narcotics.

Mr. voN RaaB. The Customs Service is required under the cur-
rent budget format to report all of its expenses in certain catego-
ries. Those categories are sometimes misleading. The reduction of
351, for example, in inspection and control, does not mean that any

s S e

i R



Lo,

61

inspectors in the Customs Service would be removed from the rolls.
Of that 351, 145 of them are individuals that are located in various
management centers that are being reduced. Although they are
characterized as ins ion and control, they are not the man or
woman in a blue uniform that we all think of as the Customs’ field
officer. Of the remaining 206, 111 of these individuals are inspec-
tors whose salaries would be covered by our pro to have their
activities reimbursed. We are not proposing to eliminate their jobs,
but we are requesting that their activities be reimbursed because
they are located in ports that have a low activity level. So, the only
individuals in blue uniforms that are affec are the 111 that
would be reimburseable.

The other inspection and control individuals involved in the
management of the Customs Service and are being reduced as a
result of centralizing some activities and eliminating unnecessary
management pockets around the service. That is the case in tacti-
cal interdiction and investigations as well. None of those individ-
uals—the 60 in tactical interdiction or the 39 in investigations—are
field officers or, as we say, agents or patrol officers.

Senator DANFORTH. Senator Bentsen.

Senator BENTSEN. Thank you, Mr. Chairman. Commissioner, I
want to save money and cut back on this budget as much as
anyone, but like the chairman, I have some serious questions as to
whether that is what you are actually doing in this kind of a situa-
tion. For every dollar appropriated, the Customs Service pays back
to the Treasury over $21. However, now I learn that the Service is
examining less than 2 percent of imports coming into an area.

It certainly seems to me to make sense—that if you examine
more of those items, you will collect more revenue. It is logical to
assume that you will find more imports coming through without
paying the toms’ tax. I don’t understand why you wouldn’t
want to add more gersonnel rather than request cuts. You are talk-
h(t)% about cutting back some 206 inspectors, 244 import specialists,
400 or so other employees, many of them administrative. I can un-
derstand cutting back on some of the administrative employees,
but when you get to the front line, you are talking about situations
where fewer inspectors to me means fewer narcotics seizures. It
means longer lines at the border-crossing stations: like Laredo,
where you have more border crossing than at JFK.

I think fewer import specialists will mean delays in processing
cargo, tying up &frwor in a place like Houston where importa-
tions run some &a million a year. I really question that a penny
saved is a penny earned, under these circumstances. I think you
are losing dollars in fact. I would like to see some kind of study
that shows a negative correlation between more money and more
inspectors on the line. There is nothing in the administration’s sub-
mission this year that suggests that any management studies have
been done to determine how the Customs Service can carry out its
multitude of functions. The administration has proposed but not
submitted legislation to implement the crossing—the programs to
make small cities pay for Customs service.

Now, there are nine of these in Texas. To assess a so-called user's
fee on passengers and cargo worth in the ate some $0.5 bil-
lion in 1986. In three cases, along the Rio Grande, Mr. Chairman,

48-992 0 - 85 - 3
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three ports of entries scheduled to be made reimbursable ports are
already closed, and so far, the Commissioner has not answered my
letters asking when they will be reopened.

Today the Commissioner of Customs tells us that his service no
longer wants to pay for operating the border crossing points at
Amistad Dam, Falcon Dam, and Los Ebanus. They want the cities
in which these border stations are located to pay for it, along with
airports in Amarillo, Austin, Lubbock, seaports in Texas City, Free-
port, Port Lavaca. Or they want the State of Texas to pay the oper-
ating costs. '

Now, early last month when these three small border stations
were shut down, Customs claimed that it was because of threats
from smugglers in Mexico made against the lives of the employees.
I took the ms Service at its word last month, and I expressed
my support for that kind of action, to protect the lives of those in-
spectors. Yet, those three ports are still closed today, while other
ports that were shut down have long since been reopened. I want
you to understand, Mr. Commissioner, that I am getting pretty
skeptical about what your Service says.

I would also urge you to reopen the three border stations in
Texas. These closings have caused t hardship for an area
which has already been hard pressed from an economic standpoint.
I am interested to hear out the Commissioner, Mr. Chairman, but I
believe the Customs Service is now so important to the United
States that we ought to commission a new study, like the Stover
Report of 20 years ago, to determine what would be the optimum
organization of the ms Service for the next 20 years. And I
would strongly su%gest that we work to that end. Commissioner,
would you respond

Mr. voN Raag. Surely. I believe I answered some of your state-
ments in my answer to Chairman Danforth with respect to the re-
duction of inspectors, in that there are no reductions of inspectors
as we know them on the border under our plan.

Senator BENTSEN. Now, are we talking about ports of entry?

Mr. voN Raas. That is correct.

Senator BENTSEN. Whether they are seaports or airports?

Mr. voN RaAAB. Yes. I tried to explain that of the individuals
being reduced in inspection and control, none of them are on-line
inspectors. They are part of a package that proposes that their
services are provided on a reimbursable basis. The Customs Service
is not prog:i.nﬁ to eliminate the jobe of these individuals but is re-
questing that they be paid for through reimbursement.

Senator BENTSEN. I can do is look at your numbers as submit-
ted to us, and I think that is what the chairman did and they show
your inspectors down 206.

Mr. voN RaaB. The other individuals are not ins r8 in the
field. For example, in headquarters, we have a number of individ-
uals classified as inspectors, but they are not performing the same
functions as an on-line inspector. They are assisting in the manage-
ment of inspectional programs, and we believe that we can reduce
their numbers. So, they are classified as inspectors, but they are
not on the border wearing a blue suit doing inspections.

Senator BENTSEN. Let's not just talk about the border now. We
are talking about entry——
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Mr. voN Raas. Or at seaports or at airports.

Senator BENTSEN. At all of these different places.

Mr. voN Raas. Right. Only the 111 individuals are located at
ports-of-entry.

Senator BENTSEN. So, an inspector is not an inspector.

Mr. voN RaaB. There are some individuals classified as inspector
under the Government scheme that do not perform on-line inspec-
tions. If it were up to me, I would only call those individuals in uni-
forms who are performing the job inspectors. I, fortunately, have
had little to do with the construction of the personnel system in
this Government. It is a monster, and it leads to this sort of diffi-
culty of explaining what we are actually doing, but let me assure
you that of the individuals in that 206, only 111 of them are men
and women in the field doing what we would conventionally think
of as inspection work.

Senator BENTSEN. 111 of them are, though, is that it?

Mr. voN Raas. But those individuals’ jobs are not being eliminat-
ed. We are Ign'opos;ing that we be reimbursed for their services.

Senator BENTSEN. Are they in that 2067

Mr. voN Raas. 111 of the 206. The others are not individuals
that you and I would see at aiports or seaports. They would be indi-
viduals doing office work.

Senator BENTSEN. I see that my time has expired, Mr. Chairman.

Mr. voN RaaB. The General Accounting ce is preparing a
report that should inform us as to whether or not the number of
gugetgms Service employees impacts on the amount of revenue pro-

uced.

Senator BENTSEN. It is very frustrating trying to understand
;;oyr budget, when you tell me, you know, that it isn't what it says
it is.

Senator DANFORTH. Senator Baucus?

Senator Baucus. Mr. Chairman——

Mr. voN RaaB. Would you like an answer on the southwest
border ports, or would you like me to skip over that?

Senator BENTSEN. I don’t want you to skip over that, but we have
a problem here with time. -

r. vON RaAB. Oh, I understand.

Senator DANFORTH. Go ahead. Why don’t you finish?

Mr. voN Raas. Right. In terms of the southwest border, it is cor-
rect that we did close a number of border ports because of good,
hard, credible information of attacks on our customs officers. As a
matter of fact, for 2 or 3 days running last week, we were experi-
encing two shootings a day at or near our customs officers. We
have reopened as many ports as we felt we safely could.

Senator BENTSEN. &hat does that mean, Commissioner? 1 was
born and reared down there. We have had shootings ever since 1
can remember. [Laucfhter.

Mr. voN Raas. I don't think it is particularly amusinfg when our
ins rs are on the other side of a gun that is going oft.

nator BENTSEN. Are they shooting at your people?

Mr. voN RAAB. Yes.

Senator BENTSEN. That is what I wanted to know. I wanted to
know what you mean. I am having trouble getting you to pin it
down. All right.
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You have had two or three shootings. Give it to me again, at
your inspectors at those ports?

Mr. voN Raas. That is correct.

Senator BENTSEN. In what period of time?

Mr. voN Raas. Last week.

Senator BENTSEN. Two or three shootings?

Mr. voN RaaB. That is right. I am not saying at these specific
ports. I am saying on the southwest border.

Senator BENTSEN. Now, these specific ones you closed?

Mr. voN Raas. On the southwest border.

Senator BENTSEN. That is right.

Mr. voN Raas. Right. We have reopened those ports that we feel
we can make secure for our inspectors. The ports that remain un-
opened are those that we cannot adequately secure and, at the
same time, protect the taxpayers’ dollars. For example, the ferry
which is largely a tcurist attraction would require us to put three
or four officers at risk, since it is so far away, just to maintain a
tourist attraction. We feel that it is in the interest of the Customs
Service and of the American taxpayer that those officers be put
into drug enforcement rather than the protection of an outpost
that is really an anachronism. The type of ports that we are trying
to Srotect are those that are serious commercial trafficking areas,
and we are putting our resources into the protection of our own of-
ficers and into drug enforcement. For security reasons we have de-
cided not to reopen these, at this point in time.

Senator DANFORTH. Senator Baucus?

Senator Baucus. Thank you, Mr. Chairman. Commissioner, what
is this reimbursable port initiative that I hear about?

Mr. voN Raas. right. We would like to have the salaries and
expenses of our customs’ officers at certain ports that fall below a
certain level of commercial or passenger traffic paid for by the
?}Eatg, by the local municipality, or by some other State or local au-

0 group.

Senator Baucus. Do you need legislation for that?

Mr. voN Raas. Yes, we do.

Senator Baucus. Let me tell you something. I don’t think you're
going to get legislation. I think that you are wasting your time.

Mr. voN RaAB. We are proiosing legislation to accomplish this.

Senator Baucus. Let me ask you some questions. First of all, is
the Customs Service a Federal or State function?

Mr. voN Raas. It is a Federal function.

Senator Baucus. Then why would you want to have the States
padeor it?

r. VON RaaB. Because these particular ports we feel should be
reimbursable because they are not earning the revenue that would
be necessary to sustain them. :

Senator Baucus. Should the States be allowed to keep the duties
they collect?

r. VON RaAB. That is not an issue for the Customs Service.

Senator Baucus. If they are going to pay for the service, should
the States be allowed to keep the duties that are collected?

Mr. voN RaAB. There are lots of Customs services right now that
are reimbursed. For example, airlines reimburse the Customs Serv-
ices for a lot of overtime. So, using that as an example, and just
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recently the Congress approved and the President signed a bill al-

lowing for the reimbursement of service at various méports

Senator Baucus. Why aren’t you proposi%hthat tates pay for
bigger ports—services at the bigger ports? y are you just sin-
gling out smaller ports? Logically, it seems to me that if the princi-
ple applies to certain sizes, it should apply to all sizes.

Mr. voN Raas. We have another package that would enlarge the
user concept. It would be a separate piece of legislation. It is not
reflected in our budget request.

Senator Baucus. So, on down the road, you are coming up with
another pro where large States would also pay the services at
larger ports

Mr. voN RaAB. Actually, the second proposal would put the cost
of these services on the actual users whether they be the trading
community or the passengers.

Senator Baucus. Should States pay for IRS service?

Mr. voN RaaB. IRS service? I don’t know.

Senator Baucus. Should the States pay for Federal buildings?

Mr. voN Raas. I would be happy to answer these informally, but
I am not a spokesman for the administration on what States should
and should not pay for.

Senator Baucus. But you are a spokesman for this proposal
rall}:re the States would reimburse the Customs Service at cer-

Mr. voN Raas. Yes. Or any local authority. We have had many
requests from local authorities, for example bridge authorities, for
exactly what we are proposing. They would like this, so this is not
a pro that we think would be adversely received by the indi-
viduals involved. We have had a lot of support for this concept.

. Senator Baucus. Let me just tell you again: I think you are wast-
ing your time. There are a lot of Customs stations on both borders,
as well as interior ports, which are very critical to this country.
And if you start trying to get States to pay for them, you are just
ultimately going to close them, because lots of States are really
:grap , tx{do Do you get much of a chance to get out of Washing-

n, DC, and——

Mr. voN Raas. Yes.

Senator Baucus. Do you visit ports along the borders, particular-
ly northern borders?

Mr. voN Raas. Yes.

Senator BAucus. Which ones in Montana have you visited?
~ Mr. voN Raas. I have spent some time in the Butte area.

Senator Baucus. That is not on the border.

Mr. voN Raas. I know it is not. I have not been to any of the
border ports in Montana.

Senator BAucus. See, the thing is a lot of Montanans like to do
business with Canada, particularly with Calgary which is, in many
respects, more convenient than some American cities. And the pur-
pose of your budget proposal ostensibly is to open borders and en-
courage growth. It seems to me that if that is your purpose, then
you should do so practically as well as theoretically. I very much
%iree with the tone of the questions that have been asked of you.

at is, it seoms like your budget groposal is penny-wise and
pound-foolish. 1 think that you should have more people, not fewer,
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at a lot of these stations. For example, if your employees are get-
ting shot at, it seems to me you shouldn’t run, you should keep the
stations open and provide better protection. Otherwise, you are just
rewarding bandits. So, I would encourage you to go the other direc-
tion and stand firm rather than retreat, as you do with the reim-
bursable ports proposal.

Senator DANPORTH. Senator Long?

Senator LoNG. How much money are you spending on fighting
the im;.)?ortation of narcotics and other harmful drugs into this
country

Mr. voN Raas. I would be happy to provide that for the record. It
is difficult to extract that because, as we all know, many of our of-
ficers perform many different functions. An inspector is not only
responsible for narcotics interdiction, but he is also responsible for
collecting revenues. He is also responsible for ensuring that textiles
are not improperly imported. So, I have typically said that some-
where—the way we set our priorities, we have approximately half,
slightly less than half, of our resources could be said to be directly
involved in the drug effort.

Senator LoNGg. But in terms of dollars, how much would that be
a year? How much would half be? I am just trying to get an educa-
tion.

Mr. voN Raas. Half would be 350.

[Igorn].—Subsequently, Mr. von Raab supplied the following infor-
mation:

U.S. Customs Services—Resources Allocated for Drug Interdiction

Fiscal year:
1984.. Lietererterenere st re et ne R b et eRaeRe b eae R e e R e bt e a s RO R e RORS $297,300,
1985 ......onererre e e b ssbsar b bens ' )
1986 ..ot ressenesises e ennasees restreesesissstesassreans :

. . :

+ Reflcts Pederal empioyec pay cut f e pevemnt &

Senator LonGg. Now, would you say that you are winning or
losing this fight against drugs—harmful drugs, narcotics?

Mr. voN Raas. We are winning the battles now, but in terms of
the war itself, it is still a very tight race.

Senator LoNG. That is not what people I have talked to in the
field tell me. The attitude is that it is being lost, and that it is a
rather hopeless battle the way it is going now. What percent of the
gar}’lgs, do you think, is the Service interdicting coming into Flori-

Mr. voN Raas. Those that are coming into Florida?

Senator LonG. That is right. I am asking for drugs that you are
trying to keep out of Florida. What percent of those drugs do you
think you are interdicting?

Mr. voN Raas. I would think we are probably picking up around
30 to 35 percent of the cocaine coming in, and about a little higher
than that of the marijuana. And there is really not much heroin
coming into Florida of which we are aware.

[Nore.—Mr. von Raab subsequently provided the following infor-
mation: the Customs Service is picking up around 30 percent of the
cocaine and about 9 percent of the marijuana.]
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Senator LonG. The estimate that I heard from a person who is
very active in the field in a rather responsible position is that it
would be more like about 20 percent in Florida.

Mr. voN RaAB. Then he and I would disagree.

Senator LoNG. My impression is that he ought to know a lot
gilore about it than you because he is right there on the scene doing
it. :

Mr. voN Raas. | have been on the scene doing it, too.

Senator LonG. Now, what percent d(byou estimate that you are
intemeptini thmlllgl!)oout the rest of the United States?

all}r_ir. VON bably less than those percentages, as a nation-
igure.

Senator LoNG. The estimate that I have read on that would be 10
percent.

Mr. voN RaAB. No, that is wrong.

Senator LonG. How do you know?

Mr. voN Raas. I don't know. That is an educated guess.

Senator LoNG. You are just guessing?

Mr. von RaaB. Yes, but it is an educated guess.

Senator LoNG. Yes. Now, educated? I guess I would just like to
find out how well educated. How do you know how much is coming
in that you never see and never pick ug any hint of and never
:gnig into any contact with in any respect? How do you know about

a

Mr. voN RaAAB. There are groups in our Government who con-
struct the estimated figures as to what is coming into the United
States. It is done out of the Drug Enforcement Administration. Ba-
sically, what they take is world production, consumption that they
expect outside of the United States. They take drug abuse statis-
tics. They take our seizure statistics. They take all of the data that
is available across the spectrum of the whole drug situation, and
they bring all these data together and they come up with an esti-
mate of how much probably came into the United States in the last
year. And then, they apply other factors to that and attempt to
make projections. It is very imperfect, but that is how it is done.

Senator LoNG. What is your estimate of how much you are inter-
cepting other than Florida?

r. vON Raas. I said probably on a national basis somewhat
lower than those figures for Florida because our effort in Florida is
more highl{odeveloped than it is in other parts of the country.

Senator LoNG. Now, you say you are in a better position to make
a guess-—&"%u ought to be. What is your guess? My information is 10
percent. What is your educated guess?

Mr. voN Raas. I would say that we are probably around 26 per-
cent on cocaine and about 10 percent on marijuana.

Senator LoNG. Qutside Florida?

Mr. voN Raas. No, the whole country.

Senator LoNG. Qutside Florida.

Mr. voN RaaB. No, no. That is including Florida. Outside Flori-
da, I don’t have that data available at this time. At some point, I
am going to have to provide this for the record, because you are
now asking me to remember things that may or may not be in
these reference books. I would prefer to provide that for the record.
I can make these general guesses with respect to the national pic-
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ture, but the next thing you are going to ask me is what is coming
into a particular State. Now, at that point, I am going to have to

necessarily provide it for the record.
[Mr. von Raab’s statistical information iollows:]
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SEIZURE STATISTICS

1985 NATIONAL THREAT ESTIMATES

HEROIN 10,000 Pounds
COCAINE 130,000 Pounds
MARIJUANA 30,600,000 Pounds
HASHISH 300,000 Pounds

1985 MARIJUANA SEIZURES
(as of April 18, 1985)

NATIONAL:
576,755 pounds = 2% of the national threat

SOUTHEAST REGION:

453,543 pounds = 2.38 of the regional threat (19,798,200 lbs}
(78.7% of the national marijuana total seized.

PLORIDA:
196,227 = 1% of regional threat and .64% of national threat

(348 of the national marijuana seized and 43% of regional
marijuana seized)

1985 COCAINE SEIZURES
(as of Apr . 5)

NATIONAL:

10,541 pounds = 3.1% of the national threat seized

SOUTHEAST REGION:

10,008 pounds = 9.87% of regional threat (101,400 lbs) and 7.70%
of national cocaine total seized. This figure is 94.9% of the
national cocaine total seized.

FLORIDA SEIZURES:

9,321 pounds = 9.2% of the regional threat and 7.2% of the
national threat. This figure is 88.4% of the national cocaine
total seized and 93% of the total regional cocaine seized.
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1985 HASHISH SEIZURES
(as of Apiril 18, 1985)

NATIONAL:
2,579 pounds = ,85% of the national threat

SOUTHEAST REGION:

33.74 pounds = ,09% of regional threat (36,000 l1bs) and .0l% of
the national threat . This figure is 1.31% of the National total
hashish seizures.

FLORIDA:

28 pounds = ,08% of regional threat and .0l% of the national
threat. This figure is 1.088% of the national total hashish
seized and 82.6% of the regional total hashish seized.

1985 HEROIN SEIZURES
(as of April 18, 1985)

NATIONAL:
120.3 pounds = 1,20% of the national threat
SOUTHEAST REGION:

15.43 pounds = 15.4% of the regional threat (100 1lbs) and .15%
of the national threat. This figure is 12.82% of the national
total heroin seized.

PLORIDA:
All heroin seized in the Southeast Region was seized in Florida.

U.S. Customs Threat Estimates represents a middle round
figure of those provided by DEA and other agencies in the
National Narcotics Intelligence Consumers Comnmittee's
National Intelligence Estimates and updated by current
information. Actual amounts of narcotics entering the
United States are unknown, but may vary from the estimates
by as much as 30 percent.
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1984 SEIZURES

1984 MARIJUANA:
NATIONAL:

2,926,192.2 pounds = 10% of the national threat

SOUTHEAST REGION:

2,303,297.4 pounds = 10.9% of the regional threat (21,144,600)
and 7.5% of the national threat. This figure is 78.7% of all
national marijuana seized.

FLORIDA:

1,925,875.5 pounds = 9,1% of the regional threat and 6.3% of
the national threat seized. This figure is 65.8% of the national
total marijuana seized and 83.6% of the regional total marijuana

seized.
1984 COCAINE SEIZURES

NATIONAL:
33,080.5 pounds = 268 of the national threat

SOUTHEAST REGION:

24,901.5 pounds = 30.6% of the regional threat (81,250 LBS) and
19% of the national threat. This figure is 758 of all national
cocaine seizures.

FLORIDA:

23,990.3 pounds = 29.53% of the regional threat (81,250 lbs)
and 19.19% of the national threat. This figure is 72.5% of all
national cocaine seizures and 96.34% of all reglonal cocaine
seizures.
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1984 HASHISH SBIZURRS

NATIONAL: ]
21,312.2 pounds = 7.1% of the national threat
SOUTHEAST REGION:

589.6 pounds = 1.9% of the regional threat (30,000 lbs) and .02%
of the national threat. This figure represents 2.8% of the
national total hashish seized.

FLORIDA:

528.8 pounds = 1.76% of the regional threat and .18% of the
national threat. This figure represents 2.58 of the national
to§a1 hashish seized and 89.7% of the regional total hashish
seized.

1984 HEROIN SEIZURES

NATIONAL:
718.4 pounds = 7.9% of the national threat.

SOUTHEAST REGION:

9.9 pounds = 10.8% of the regional threat (91 lbs) and .0ls of
the national threat. This figure represents .01% of the national
total heroin seized.

FLORIDA:
7.9 pounds = 8,7% of the regional threat and .09% of the national

threat. This figure represents 1.1% of the national total heroin
seized and 79.8% of the reglonal total heroin seized.



United Btates Customs Service

Recap of Budget Authorlty/Bstisates

(Dollare in Thousands)

February 4, 1985

Salaries and Zxpenses
Operations and Halatemance
Focfelture Pund

liser Fees at Certaln Small Afrporte

Proposed Level for FY 19835

Perm. Pos. Avg. Poa. Amount
13, %00 13,400 9430, 400
- -- 44,428
- -- 4,000

- 1 . 4

tropoted Lavel for FY 1906

Perm. Pos. Avg. Pos. Amount
12,624 12,93 639,102
-- - 60,423
- - 8,000
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falaries and Expanees, United States Qmtams Bsvice

{ollars in Boawends)

1985 Aggropristion Bwoted Dy OMPress. .ccesvctesussercarosnsacerasncars

Mjustmants s
1) Proposed Py Mnise REPLammtal..ccccicrirarersissasssssrsresess
2) Agpl {ocxm).

b }] m MBOCLSOLON ¢e s enrerenvaronsorsararenansssosssnsasssonsn

Proposed Muthorised Lavel Bor 1985 ..c.00rucssecssenrcssrsrsosncoscsnassen

Botimet®, 1906, cucorssorncorcissnorcsscsscasnsarsesscantsnrscasssesseenes

Parm. Fos. 3
15,70
- - S, 26
0 » 2,200
- - -2
15,550 .30 0,0
12,64 12,50 », 02

DSGAST OF MUIGET ESTPRTES OY ACTIVITIES FISOM. YEAR 1906

1. tnspection and
amtrol
2. variff and
Trade 3,%41]149, 410
3. Tactionl
Interdiction 1.044] 75,754 $.866] 100, M0 1,006] 10i.547 1,07 -] 1,887 ~404 ~680|
4. 1,402] @3.088] 1.454] 96,690} 1,418 . - 4,80 —{ 2,208 -»| -7,008
Uncbl igutad
Balance 3.4
™otal appropristion,
and author!
lovel, and tudget
[ 3 13,319]999,481] 13,413] 6€50,688] 12,531f 6,302 -ear| -i1,%88) —f 19,429 -a87] -3, 08
Permanant positions
nstabl idhed 13,30 13,500 12,614 -t -— -‘l

1. Unbligaiad balance includes $),305,000 in no-year Gmiing.
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Salaries and Expanses, lnited States Qwtaes Servios

SROARY DIFLARTION OF CHNGES NIGEESTD FOR FISCAL YIRR 1986
(Oollars fa Thousends)

ariff Tactical
and Gntrol and Trade Intardiction Swvestigaticne Yotal
R--IR- Pont . Fos. m:-z. M.I::Iﬂ- M-I‘;‘:“- M.m: [at .
Progras Changes |
A.  isplemantation of L
Maragemant Savings —f =] 2% —~1 ~] 1,084] —] — ] -] - &6 -] — s, 29
8. Mermgmeat initiatives:
1. Piber Optice - - w)] -] - - -] - -1 -] - -] -] - 300)
2. ata
Te! ions
- - 20 -] — 0] -] - 0] -] - 00 -] — 2,
3. Astomted Cosmercial
Bysten - - - - - s.q - - -] =} - - -1 - 6,600
4 Inforossant .
Cosmnicet ione
Systen 11 - -1 2.m] ~| - -] —~ -] @] -~ - w0 ~] —~ | 400
5. Wind Tamel - - - —} - o] —| -~ -l -] - -_ =] - 500}
tal, Program Changes -] - 6, 882 -] - 8,854 -] - 1,087, -] -] 2,208 - -} 19,429
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Salaries and ixpanses, Unitad States Qusioms Pesvice

SNORY DFUNITION OF ONIIS NIGEIED JOR FISOL YINR 19806
(:nllare in Svnmends}

Inspection wrice Tactiocal
and Control and Trade Iatacdict fon Eovestigat lons al
O P S P 2 T . -

Othert Changes :
A. Incressss to

mintaia oxvent levels:
3. Met cost of within grade

salary -] - 1,83 —~] - 0] ] - -l - S‘I -—f - 3. 23]
2. Grade-to-grade promotions - - m} —] - 18] | - -] - n| —f -~ 3
3. Paymet o w

Compensst fon -t - 4 - - 147 -t - -—] - [ —f - L]
4. Paymart to Unsuployeent

Cowgensstion Asd e 193] =1 - [ B -] - o -~ - m
5. Incressed costs of

employes benefite - - i o~ - -l - - - wy -~ - 1.5n
6. Payment to Socisl Sscurity]

Trust Asd -1 - WUp -] - 6 =] - - -~ n ] - “8
7. poy cost

a. Y 1984 pay increase 1,0 S40 7, 2,158

b. FY 1995 pay increase 4,6m 2,3 1,470 1,308 9,634
o transportat lon

cost %50, —_—f - e e B b B m -] - 1,099
9. Perwanent change of

station soves - - s ] - M —~f - —f - —-f -
10. faymart to 2,687 “ 2m
11. Chargeback to MUEIC for

studert. secvices -—f - sof —| — » —p - -_f - 1 -] - 100
12. Coet of PTS and other

wml.lh - - -] uL®} —| - %] ~] -~ - - 2| —~| —| 20N
1.

salntenance -] - @ e B 346 -] - e 152 -] - 1,88
14. Bxtra holidey {Martin

luther King) - - 18] —f — o —| — ®wl -] - ¥ ] -
15. Printing coets - - nj -] — sl —] — o —| ~ 18] —~} - “’Q
16. Costs of oaneids cotracts| —| — B - 193 -] — 18] -} — sl -~ - ™
17. Peldaxreumnt of services

of other Goverymant

agencies - - 82 -1 - 126 -1 - n - - 5] - - S04
18. Cost of mpplies - - ™| -] - 28] -] — nj —-f - ss] -] -~ 00
19. Bquigment procswaent b B 13 e B 1) b B N —J -— .} -t - k]

fbtotal, Haintain

Levels -1 —] 16,53 -t - 6,99 -y - 4,008 —f - ).mol -] —] 0.
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Salaries and Bxp ited States

MR DELARTION OF GRIES RIQUEITID IR FISOM. YR 1966
{oollare in Thousands)

[N

Tnmpect ion ™ciff ‘actioal
and Control ad Trade Interdiction ravestigaticne otal
ras. [Fos. [Amt . Ras. [Fos. [Ast . Fos. [os. tAt. Fos. jioe. . fos.f Fos. | Amt.
| '
Costs, and Savinge:
1. Badctions: ’
a. Pay Beduxction (58) - —] -0.996 -] =~ 4.4 - =] -2.956 -t =] -2.00)] — ==[~17,600,
2. NoweaxTing Crets:
a. Madio Wiocs Kivacy —] - -— -l - - -l - -— -] -] 5,000 — - 5,409
b, Anrcomsted Covamsrclal
Systen - - - -] —| -6.600 -] - -— e B -—f - -] 6,904
c. lUntegrated (ata .
Telecommnicstions
Network -] - 46| -] - -4 - - -~ bl B -8 - - -I.mh
4, Organized Dxug
aforomment (OCTR) -} - -] -] - -] - - =] - -I.lq - -] -1, %00
3,  Managemant 13 L
a. mmm -} - —| -146[-146] 5,618 -1 - -— b B —[-146]-146 5,618
b. Organizatiomsl

Cansolidetion snd L !

hlll?-n 4] 951 -3 614] -2111-211] -8.4M] -28) -3 ~560| -19{ 29| =730{-349|-330 |-13, 78
¢. Cantralised

Aduinistrative Services |-145]-1451 -2,890F -80f -@O] -~1,9%4| -3¥| -5 -697] -20] -0 -36]-200]-200 | -5,579,
4. Opscational Bffiriencies

Derived from

Relebrsable Forts ~lif-l] 4,08 -] - - bt Blad - —] - —]-11-1 -4, 05

Subtotal ,

NonrecsTing Goets, and ‘

Savings . -250[-351] -19,674] -437]|-437] -27,139] -60f -4, 4 =] ~-¥]-10,116]-006] -097|-61.624
Total, Gther Changes -3501-351) ~3,099] -437[-437] -20,200] -60] -60, -@‘*” -»| -7.006|-006] -887]-31,008
TOotal, Increases or Decressss
in PY 1986 Compared wi!

Proposed 7Y 1908 Authorised .
-350]-251 3, 8| 4¥1437] -1). 6] -60] -60 1,207} -»| -39 4,80]-006] -887}-11.%0¢
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nalaries ang Expenses, United States Customs Service

SUMMARY JUSTIPICATION OF PY 1985 DUNGET ESTIMATES

General Statement

nission is multi-faceted and mandates the Service to%

The linited States Customs Service is the primary border enforcement agency and a major revenue
producar., Customs adminlsters and enforces the Tariff Act of 1930 and some 400 other provisions of
laus and requlations of 40 other FPederal agencies governing international traffic and trade. The

control, requlate and facilitate the movement of carriers, persons and commodities between the
United States and other nations.

Protect the American consumer and the environment against the introduction of hazardous and
noxicrs products; and protect American industry and the American worker against unfair
competition from foreign manufacturers.

Assess, collect and protect the revenue accruing to the United States from duties, taxes and
feces luncident to internatinnat traffic and trade.

hetect, interdicet and/or investigate:

Sinuqqling and other illngal practices designed to gafn ‘illicit entry into the tinited States
of nrohibited articles, narcotics, druqs and other contraband.

frandulent activities calculated to avoid the paymant of taxes and fees, or to evade the
leqal requirements of international traffic and trade.

I11leqal transfers of critical technology to foreign nations for the bhuilding of
their military systenm, thus posing a threat to our natinnal security.

M1eqgal international trafficking in arms, wmunitions and currency.
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In FY 1986, requested salaries and expenses appropriations are $639,102,000, a decrease of
$11,5686,000 from the authorized level of FY 1985. Included in FY 1986 are $30,609,000 for '
increases necessary to maintain current levels and non--recurring costs of $14,984,000. Included
are various program reductions and management initiative savings relating to personnel and
administrative staffing, procurement, printing, and publications and audio visuals.

Initiatives of $6.6 million will continue the development of the Automated Commercial System
(ACS), a computerized approach for expediting the procesring of merchandise, while still enforcing
all applicable regulations; $2.8 mitlion for an Integrated Data Telecommunications Network; and
$4.0 million for upgrading the Treasury Enforcement Communications System (TECS) to be used by
Customs enforcement officers. These management initliatives are vital for Customs selectivity
approach in both commercial and enforcement processing and for insuring improved effectiveness of
Customs enforcement.

Consistent with Administration objectives and the necessity to reduce the costs of government,
the Customs Service s planning to implement major management and operational efficiencies
haginning in PY 1985 aﬂg continuing through FY 1986. In meeting the obzoctlvoo of increased
efficiency and productivity, Customs carefully reviewed its administrative, managerial, and
operational activities with the goal of establishing a streamlined organization and reducing costs,
while maintalning service and enforcement. To this end, our plans involve the consolidation,
centralization and elimination of duplicative, inefficient functions and underutilized Customs
operations. The program capitalizes on the more effective use 4f automation, economies of scale,
and reduced duplication in processing and management. Specifically. the proposed program will
centralize administrative functions, consolidate Aministrative éWMPices, as well as their
functions, stroamline Customs laboratory system, and increase the efficiency of Customs port

administration.

While we estimate that substantial savings will accrue in PY 1986 and in future years, an
initial one-time investment is required in order to implement the program. During FY 1985, when
the centralization of administrative functions occurs, there will be initial costs of $8.1 million
for relocation, separation, and for temporary dual operations. However, in FY 1986, the savings
from these proposed actions outweigh the costs. Beyond FY 1986, the program will continue to
provide significant savings gained from the increased productivity, streamlined operations, and the
alimination of duplicative organizations and functions. The gross savings in FY 1986 total
$29,040,000 and 887 average positions and are reflected in this submission. These management
actinne will not impact on Customs law enforcement, facilitation, or processing effectiveness.

Page 6
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Salaries and Exponses, United States Custowms Service

In FY 1586, Customs will continue to build on earlier accomplishments by increasing the use of
antomated approaches in enforcement. During this past year, Customs has continued its highly
successful enforcoment operations. We are continuing the effort to disrupt Plorida based narcotics
smugqling organizations. A coordinated interdiction effort, encompassing all Pederal .and local
agencies, is operating at our border. The National Narcotics Border Interdiction System (NNBIS)
has contributed to the results achicved againat drug smuqggling. 1In PY 1984, Customs seizures were
up 7.0 percent for heroin, 40.3 percent for cocaine, and 19.4 percent for marihuana. Further
support was also gained from Special Operations directed at spocif’. smuqggling modes and at
eritical border locationa. Significant progress also has been achieved in expanding automated
systems for marchandise processing, revenue collections and enforcsment. For each of these
programs, Customs intends to continue and enhance its operations. Further details on these
priority activities, as well as a full description of all major prigrams and selected workload

data, are provided in the following sections.

1. Inspection and Control

The mission of Inspection and Contrnol is the effective enforcement of Customs laws and
requlations and other agency requirements for carriers, cargo and persons entering and departing
the tinited States at ports of entry. This includes the collection of duties, enforcement of quotas
«nd marketing agreements, detection and interception of contratand, merchandise and druqs, and
‘nsuring that importationg meet all necessary requiraments for legal entry into the United States.
Customs qoal is to carry out this mission effliciently, without burdening the pubitic by imposing
nxcessive renqulatory requirements, processing timessand inordinate costs.

Continuation of its enforcement effectiveness when confronted with increasing workload and
incceasing costs is still a major dAifficulty of Customs inspectional program. A ma jor chanqe in
the inspectional area has heen the shift to improved enforcement throuqh intensive selective
inspections which have been made possible Ly the introduction of computer assisted processing and
raduced paperwork. The results have heen improved enforcamant, more efficient use of resources and
lnitter facilitation for passanqgers and carqo. Automatad systems continue to be established hoth to
Jdecrease tha paperwork hurden for the inspector and,to provide the information needed for effective
seleativity.,  In addition, Contraband Enforcemant Teams (CET) are achieving excallent results,
using similar approaches, for inspecting tha enormous amount of cargo arriving at ports nationwide.

txpanded utilization of automated systems, éulactlvity and innovative techniques have cutback
on traditional labor intensive nroceases, improving overall affectiveness while handlinqg increasad

varkloads.  nhancements for facilitating and for effectively enforcing the law are: Red/Green
tyne oraeasing; One-5ton; Veasel Passanqer Claarance Systam (VPACS); Automated Cargo Clearance and

Page 7
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falaries and Fxpenses, Unitad States Customs farvice

I'nforcemant Processing Techninque (ACCFPT); an automated manifest clearance; On-Line In-Rond
Processing; and now x~ray davices. Increased enforcement affectiveness also has resulted from
concentrating rasources in priority areas and the implementation of special enforcement teams.

Fnforcannnt and facilitation are viewad as highly compatible program objectives, and Customs
will continue to balance the expeditious processing of people and goods with atrict enforcement of
lauva aqainst fraud and smugqling. Most people sarviced by Customs are law-ahbiding. Customs,
inspectars will continue ta focus their efforts on tha "high-risk” passengers and carqo while
Allaving the prednminantly law-abiding travelers and goods to receive minimal attantfon.
Increasingly salective and automated inspectional techninques have and will continue to take Customs
clasor to those qoals. In Flscal Year 1906, further progress wil o toward effective, economical
passengar and carqgo facilitation as wall as in combatting fraud, drug trafficking and smuqqling.

PY 195 Strateqless

curing this fiacal year, the Inspectional Program has placed particular emphasis on tmproving
enforceament techniques at the nation®*sa borders as well as selactivity systems at major airports.
Inapectional staff at certain land border stationa have received training in the Border Processing
tmprovemant lan (APIP), ant the Private Alrcraft Reporting Syatem (PARS) has bheen revitalizedA. To
coordinate and support inspactional enforcement efforts, Operational Analysis linits (OAU's) have
heen establiahed in sevaral reqions. Operational enforcement analysts aro identifying {ndividuals
aml trangsactions which posa tha highest risks. These hiqh risk areas than recaeive greater
atention. fielectivity also is enhanced by the cooparative afforts with foreiqgn Customs services
uhieh proviide nra-arrival inforwation on passenqers from hinh risk countries. Customs' jnint
initiativaes with intarnational air and ocean carriars and with sister customs agenciea are desiqnen
1o increasa productivity in hoth anforcemant and facilitation. Amonqg Cuntoms® primary qgoals is
obtaining aldvanes data aboat inbound persons, carriers and sliipments so *hat {nspectors can prepare
o exanine high-risk arrivals whila Jow-clsk tra€fic passes qulckly.

Mher enfarcament and sclectivity efforts include: incceased amphasis an high-risk orivate
abceraft and dnall vessols; new mnde seaport operations in varions. porta; RED/GREEN passenqer
in Linn qyviatems at sevaral major alfrporta; tho inereassed use of roving Inspaectora, citizen
tu-aass ant ona-Atop selactivity at many larqe airports; vastly inproved canine enforcement; the
tanirlization of coamarcial frand initiativas; the {nitiacion of the audit {napection systém and
redneel suparviaion at duty fres atores and foreiqn trade zoaes; and the testing of now
oot ion/eaforconant. svstens for carqo control.
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Salaries and ¥xpeuses, Unlted States Customs Service

puring PY 1904, Custowns expanded ACCEPT to a total of 31 ports. ACCEPT will be fncorporated
intn the multi-functional Automated Commercial System (ACS) in PY 1985. The expansion of ACCEPT
will continue during FY 1985 at 1! mora ports nationwide. During ?Y 1905, Customs will
nuecessfully implement a revised on-line automated in-bond syastem as a module of AC3. Formarly,
Lthe in-bond system was a separate automated system. Enhancemsnts will be directed towards
gathering intalliqonce criteria for risk identification.

In addition, a number of other initiatives are haing pursued to streamline furthor the antire
cargn procesiaing system. These include the implamentation of succassful initiatives daveloped at
aaveral eelactad major ports. Our current approach aims at ipstitutionalizing, at the line
inapector levcl, the concept of selectivity by freeing up ant concentrating inspectional resources
for mora flaxible functional operations. Analytical teams, composed of inspectors and supported by
anlitars, have demongtrated that a post-audit program can he extremely effective. As appropriate,
wnlicable forms of this approach will be implementad at high volume ports. .

I'Y 1916 Stratagies:

In keeping with Custons twin objectives, high apeed passengar and cargo processing and maximum
interdiction of drug traf€ickers and swmugglers, the Inspectional Program will furthar expand the
wir of Atomatad Carqo Claaranca and Faforcament Processing Techniques (ACCEDPT), the automated
tn=bond aystem, NMna-Stop, and the Automated Commercinl System (ACS). The {ncreasning infusion into
the 1.5, of illeqal druqs -- eapacially cocaine -- and fraudulent imports makes it imperative for
fustons to expodite tha ralcase of “low-risk* travelers and cargo so that highly suspicions
travelers andl merchandisa can undarqo intensive examination. Alona these lines, efforts will ha
Jdirectel tovarn) hetter intelliqance nathering for accurate f:denti{€ication.

At sevaral major portsa, inspectors hava hean testing numacoua mathods for achieving eéfective
toeloctivity and post-andit orograms. Results clearly indicate the success of those tests, and
iitons Wil Laeome increaaingly raliant on the team approach. Sueh mathods are crucial to
comorahensive 1ag anforcemant, espacially in this ara af increasing comnarcae, travel and ammuqqling.

Muring tha last two fiaeal yaars, Customs has vaatly improved passanner proceasing. This
teamt i)l continue, especially asince all inapectorn at tha nation's larjest alrpnrts have heen
trainat in abservational profile techniques and stress analysia. The axtremely successful
vt sreen self-aselection modn ancouraqes tha ranid processing of Jaw-abi:ling travelers, and the
Hdeclaration fors ias also hean ravised ta shorten preparation and primary screening time.

Contons
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&

. necause of these and other innovations in passenger facllllh.*on, Customs anticipates speedier
processing, even as the workload grows. Also, with so many approaches to selectivity and passenger
processing tested and proven effective, Customs will be able to better handle varying facility
configurations, flight volumes and smixigling threats. In:-addition, the Treasury Enforcement
Comnunication System (TECS) will Le upgraded ($4.0 Millionj to expand its capabilities and tarminal
network. Undaer the design plan, a more comprehsnsive enforcement data hase with improved
uanagamant systems, and state-of-the-art hardware will be developed.

The Border Processing Improvement Pian (RPIP) has vesulted in improved land horder
processing.  Among the tools used to expedite processing and enhance enforcement effectiveness at
those norts of entry ares 1land horder profiles, detector dnqgs, selectivity, roving inspectors, and
pinlestrian obaservations. These techninues have been fully taested and in PY 1906, all border
incpectors will receive trpining in thes: proven methods.
1

nvar the long term, Custoas secks wmaximum inspactional enforcoment results via appropriate
coabinations of processing and {nteriictory techniques. Innovations will be explored, and methols
likc the inspector-ohserver, walk-through narcotics detector and automated passport readear will
increase inspectors® ahility to process travelars nquickly and detect viclatars just as efficiently.

Passenqer Processing:

Passanqger Processing goala for Piascal Year 1986 will huitd upon the inftiatives bhegun in
I'incal Yearn 19%4 and 1995. Amonqg the major initiatives will be reqgulatory changes tn private
alrcraft and amall hoat raporting procedures. lindar the propcsed rulasmaking, private aircraft
considered as a relatively hiqgh-riask cateqory will underqo satringent reporting and inspection
changen, and more detailed justifications will he required for aircraft operators to ha considared
for overfliqht exeaptions {hypassing nne of Custons desiqnated alrports at our southern horder).
laca atcingant reporting requirauents are also heing reviewved for small bhoats.

Also in FY 1994, the initlatives with alr carriers hequn in FY 1014 will continue to be
caphiasinael 30 that passendars are nrocessed in mare spcure'fnnillttas, tharehy taking advantaqge of
the efforts ant information of carriers at oversa2as lncations., This will anable Customs to bettar
coatrol the passengar proceasio ) envicvonment andl therefore facilitate thae continued ideantification
ar internal econaspiractesn.  Automatic passport ronaders will continua to be atudied so that the
levlingg edage of 1echaologqy will b avatlable an more and more nations haqln to issue machine
toclahle oanaports. Thesa readers will antomatically quary TECS data hasas thus allowing our
toaoectars mnre tine to conduct bateer interviaws for tha snelection of hiqh risk travellars for
VL Cioga) processing,. e nae of walk-thronqh vapor deteclors kayzing on cartain narcotics will he
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expanded from its initial implementation, allowing the screening of large numbers of arriving
passenqers quickly and efficently. In FY 1986, $500,000 will bhe used to deploy the detectors at
major airporta. An additional $300,000 will be allocated to acquire fiber scopes for inspecting
vehicles, qas tanks, tires, aircraft, container walls, vessel compartments, and other currently
inaccessible locations in less time, hut more thoroughly, and with less inconvenience to the
travelling public and business community. All of these techniques will allow the average traveller
faster processing while quickly identifying persons with whom Customs is interested in pursuing a
more intansive inspection. .

Carqo Processing:

Customs is continuing to streamline its efforts in the cargo processing area. These efforts
are aimed at facilitating the flow of legitimate cargo through our air and sea ports while focusing
amphasis on suspect shipments. As the volumo of.trade increases, certain criterion must be
waintained to asaist {nspectional personnel in a quick, yet effective determination of a threat.
Customn inspectors are selecting cargo shipments ‘for intensive examination based on the country of
origiti, the commodity, and the importers of record. This approach has been enhariced by the
Automated Cargo Clearance and Enforcement Processing Technique (ACCEPT) which will be incorporated
into the Automated Cargo Selectivity System. The revision of the basic entry document, CF 3461A,
as well as the developmant and implementation of the Optical Character Reader {OCR) technology will
411 contribute to our ability to facilitate entry of merchandise without deqrading our enforcement
osture. Customs is also working to obtain the assistance of sea carriers in reducing the illeqal
use of vessels in narcotics smuqqling. This approach’ is similar to the initiatives with commercial
air carriers whose routes oriqinate or transit high-risk source countries.

In the in-hond area, Custams has implemented a new automated in-bond system as an inteqgral
aarct of ACS. A number of initiatves are underway concaerning the movement of goods in-bond. The
lo-Further Tnspection proqram in which an entry may be filed at one port for merchandise arriving
in another port, with the direct exchange of in-hond data between the automated systems of in-bond
carciers and ACS, hag heen introduced. Also, Customs is developing automated manifest systems for
hotn sca and air cargo. These systems will speed the notification of the release of merchandise to
the inmporting carriers and eliminate manual reconciliation of inventory records.

In all carqgo matters Customs is striving to achieve the qreatest possible deqgree of
compatibility hetween its antomated systens and those in tha trade community. Customs is
continning to introduce new nrocedures which reduge costly and time consuning paperwork,
consolidate 1ts resources, and maintain and enhance its enforcement capabilities.
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Contrahand Enforcement Teams (CRT):

imile the strategy of using CET to conduct more intensive examinations of high risk passenqgers
and carqn has heen successful, futura efforts will focus on more specific targeting and larger,
more siqnificant seizures. This will ba accomp)ished through the use of Operational Analyses
4l threat assessments, pre-arrival manifest in:ormation, more thorough container and afrcraft
searches, air and vassel carrier agreements, ard international coaperation. This approach is
imtanded to counter the apeed with which smugglers operato, and concentrate on the larger
dquantitias of narcotice to be found in containerized carqo and both commercial and privatae
airerafe., .

Caninao Nnforcement Proqrain:

Cnastoms Canlne Fnforcemant Proqram is inteqgrated in the overall Cuatoms enforcemant strateqy
in two areas: druq detectfon and international cooperation. Canine Enforcement Proqgram resources
ave peimarily aimad at interdicting narcotics; howaver, its training center assists foreiqn
jovarnaents in developling similar proqgrams which contribute not only to international cooperation,
imit also to niqnificant seizuraes of drugs destined for tha Unjited States. (hile the objective of
tha prongram is parcotics juterdiction, the program provides hanefits (interagency/international
cooperation, public education and deterrence) which also contrihbute to the Pederal qoal of
interdicting narcotics at our bordors. ‘ .

Customs afforts to balance tho expaditious processing of people and qoods with effective
Sntorcenant of the laws aqainst frauwl and smuqqling will continue in PY 19A6. Efforts will he
tainlemanted Lo achieve this balance aconomicatly and effactively, at minimum cost to both
govarmaent and fndustry.  Having fully implaunented selectivity -- by concentrating on the minority
of uronplnees whille facilitating the law-abiding majority -- Customs expects siqni€lcant results in

R I R A .

The fallouging tahle presants major workload factors ralated to the Tnspection and Control
activily.,
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Piscal Years (In Thousands)

1982 1983 1984 1985* 1986*
Carriers .
Ground vehicles. 90,704 a8, 907 89,066 - -
vesaelB8..reeaecas 236 238 226 - -
Aircrafte.ceccees $60 537 475 + - -
Total.eevioaene 91, 500 89,682 89,767 . 91,657 93,490
rersons Arriving
land.cececeasess 266,448 251,903 253,284 - -
Vessel PR 3,787 3,402 3,349 - -

AMlecieesonnnans 29,790 28,509 31,168 - -
Total.sesceses 300,025 283,014 287,800 293,556 299, 427

Processing Cargo
lFormal entries.. 4,753 5,314 6,421 6.742 7,079

* Projected Workload.
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2. Tariff and Trade .

The mission of the Tariff and Trade pro?ran arises from the Tariff Act of 1930, which requires
that Customs carry out appralsement, classification and collection of dAuties from imported
merchandise. While carrying out the complex ta of processing international trade transactions
for revernia and complianca with a multitude of laws and regulations, policies and procedures are
developad to: insure uniformity and accuracy in the classification and valuation of merchandise;
enforce laws and requlations that neutralize or eliminate trade practices harmful to the country;
foster growth  in international trade that fs directly linked to U.S. trade policy for the
Nepartmant of Treasury as well as the laws and requlations of over 40 other Federal agencies; and
anforce international codes and agreaments that provide for uniformity of trade procedures.

The major fssue in Tarl€f and Trade continues to he how to facilitate cargo and entry
processing and astill maintain hiqh compliance levals while dealing with an increasingly complex
worklonad. Customs strateqy is to increase productivity and improve selectivity approaches through
increased automation, use nf electronic devices, and enhanced training. wWorkload In the commercial
processing area will continue to increase througqh FY 1986. The FY 1984 number of entries
processed, and the value thereof, increased by 20 percent and 20 percent, respectively, from 19A43.
1n addition, the fines, penaities and forfelt.ures caseloads are expected to increase dua to an
enhanced enforcement posture in Customs. Furthermore, the Tariff and Trade program's major goals
are tn completa the implementation of the Automated Commercial System (ACS) and to increase this
program’s involvement in the Adetection, deterrence, and prosecution of commercial fraud,

To achieve these goals and to deal effectively with this increasing workload, Tariff and Trade
will streamline ope.ations. ‘The implementation of the Automated Commercial System, and the
increase in bypass levels achieved throuqh selectivity proqrams will free lmport specialists from
routine entry review for greater participation in fraud enforcement.

Continued refinement and implementation of the selectivity approach dlirects Customs efforts to
those high risk entries with a potential enforcement and revenue threat as well as those with a
high potential payoff. The remaining entries and transactions are processed with minimal delay.
Post-andit techniques will be instituted for manifest clearance, warehouse control, FPoreinqn Trade
“one operations, drawback and to assure compliance with requlatinns. Customs Nuality Assurance
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Proqram insures the quality of classification and value performed under the Salective Fntry
Processing Syatem. By automating the appraisement system, the large voluue of entry paperwork can
Ny he morae cost-effectivaly and aefficiently processad. The Automated Commercial System (ACS),
vhich intaqrates existing commercial systems under a comprehansive data bank, will {mplement a
comhinad morchandise processing system, thus oliminating duplication while assuring fall management
information. As part of tha ayatem, the Automated Broker Interface (ABI) not only reduces
nanervork, hut also decreanes the coats of Customs and the importers. The revision/elimination of
irtain forms and regulations wil)l reduce overhead costs for hoth Customs and the buainass
cormunity, and replacemant of the current Tariff Schedules of thae United States with the
International !armonized System of tari€f of classification will facilitate international trade.

Currently, Customs is coping with {ncreased entry workloads by increased selectivity supported
by antomated processing. The automated system is designed to select entries for intensive
axamination by inmport specialists. The aystem improves uniformity of processing by increasing
communicationna hatween inspectors and import apecialists, as well as between Customs offices in
li€ferunt sections of the country. Tha selectivity system has reduced the need for examinations,
‘mit wore discrepancies have hean dotected, producing a more efficient use of personnel.

'Y 19105 Strateqies:

In FY 1905, tho Tariff and Trade Proqram will build on previous accompliahments and goals.
LfFforta to automate commercial operations will continue with the conmpletion of Phase I1 of ACS in
1975 which will include bond and morchandise processing, entry selectivity, and billing. Equipment
for Iinking fleld operations to the national computer and an automated interface with importers,
carrid¥s, anl athar anancies will be implementsd. As part of Tariff and Trade Proqram
narticipation in Custons overall enforcement affort, the Einal operatinnal testing of the wind
tunnel narcoticn Jdetector will be completad and tmport spacialists will expand their role in fraud
toevass, npecial analytical teaams anid in assesament of penalty cases. 0f particular interest, the
1iboratory s dupporting the Fraud Program by increased sampling analysaes aacd throuqh the use of
soohisticatad technoloqy, which has increased not only the revanua collected but also the
colleetion of finas and incresse) forfefture actions.
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Automated Commercial System (ACS): N

The Autownated Commercial System (ACS) is now proc&nnlng merchandise entries, revenue
collections, entry liquidations, and an increasing number of hroker transactions. ACS has bean
operational since February 1984. In order to fully execute the commercial side of Customs mission,
ACS will be emgha-lzlnq solaoctivity to more quickly and accurately determine which importations
should he intensively examined by the inspectors and which are wmost likely to require
classi€ication or value changes by the import specialists. With the level of foreign trade rising
dramatically, proper inspection, examination, valuation, and classification are needed to ensure
that Customs ia collacting all Auties required by law. Additional funding in PY 1986 ($6.6
million) will ba used to develop an inteqgrated data base for all commercial information, which will
permit more timely and accurate management information, and increased employee productivity.
Refinements to hardware and software components will be implemented and the following modules will
he developed: manifest processing, Quota, In-bond, Pines, Penalties and Porfeiture, and the Customs

Information Exchange.

Automated Oroker Interface (ARI):

»

L8 an inteqrated part of the Automated Commercial System {ACS), the implementation of the
Automated NDroker Interface (ABI), as well as an integrated data bagse, will eliminate the keying of
redundant data, which is a major step in reducing manual paperwork. Since current procedures
require extensive bhack-up documentatinn for each entry in order to datermine ;roper classification,
the elimination of this requirement for all but the entries selected for intensive review will
re.luce the amount of paperwork both for Customs and importers and speed up processing. It will not
only reduce the volume of paper, hut also Customs processing directly with the importing
comnunity. At this time, about 60O percant of the entry swnmaries presented to Customs are prepared
on computers. The numher is projected to grow to N0 percant by 1986. Under these circumstances,
v have a uniquae onnortunity for both the trade community and Customs to imprcve their respective
processing by applying this available Adata processing capahility to electronically interchange data
entry.  ‘the approach has bean succaessfully pilot ‘tested. AB1 is now operational with an aexpanding
nnml er of bDrokers. Ultimately, this system will save manual €iling of millions of Adocumants, while
assisting in error correction prior to Customs processing and reducing costly rehandling of
transactiens by both Customs and the trade community.

Continued axpansion of ANI vill support strasamlined approaches to automated antry processing,

calgn exwaination, entry selectivity, marchandise release, duty collection and liquidation, and
uota processing.  ART also will expae’dite the development of a “paperless entry” with post audit
ton antry reviaw, '
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other Improvements

In conjunction with new methndologies for processing the increase in workload, Customs intends
to improva the quality of classification and value. To this end a Quality Assurance Program has
been {mplamented for monitoring the quality of entry processing and for capturing regional and
national statiatical information. The program evaluates tha quality of randomly selected antries
praocesseld through the Soelaective Entry Processing System, as well as those processed Airectly by the
imnort specialists. Customs is monitoring and evaluating the integrity of new programs in order to
protect the revenue, dataect frandulent practices and anforce compliance with Customs aqg othar

relatad laws.

Supporting thase afforts are improved cash managemant and debt collection procedures. - Customs
is exploring a variety af systams to enhance cash management and cash flow procedures. As an
adjunct to this effort, cash flow procedures have heen improved hy depositing estimated duties in
approved banks no later than the following day. DBoth procedures are designed to axpedite the flow

of funds.

Currently and in FY 1986, we anticipate that coummercial fraud detection will be a high
priority affort., Cuatoma emphasis on Aeterring fraud and ravenue protection has heen aignificantly
eahanced by tha implementation of a cantralized approach for coordinating and disseminating
information and intelligence to field units. Furthermnre, special fraud teams consisting of import
specialists, special agents, and reaqulatory auditors are now operating in almost all districts.

“hee teams are cesponsibla For developing leala by applying multi-disciplinary expartise of
commgrclal tranadactions to detact potential fraudulent activities. Import spacialists alao will
nse their axpartise to davalan sound information for oriminal and civil violatinona. These special
teams witt increase our succeas in prosecuting major violators.

The folloving tahla presents the workload factnrs related to the Tariff and Trade activity.
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Formal entries filed....
Hafil Packages received..
Informal entrles..... ..
Total collectiona

(t4illions of Nollars)...

1982

4,751
40,997

2,889

$ 9.900

PISCAL YEARS
{Thousands)
1984

6.421
44,176
3,373

$12, 540

1985(Est.)

6,742
35,500
4,104

$13,856

1986(Est.)}
7,079

45,000
4,104

$15,408
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3. Tactical Interdiction

Estahblished to protect the vast horder areas, Customs Tactical Interdiction Program maintains
wmobila air, land and sea interdiction units dedicated to countering a growing narcotics and
contraband smuggling threat. Since drug smuggling increasingly constitutes a majority of this
contraband, our efforts are concentrated on stemming the flow of narcotics into this country.

Customs tactical operational approach aggressively counters today's massive smuggling by
redeploying units to meet a gaographically shifting drug problem and by concentrating resources in
high threat arcas. In short, the first element of Customs border interdiction drug strategy has
heen to maintain a dynamic and flexible mabile force tailored to the current threat. As part of
this strateqy, Customs resources are concentrated in high risk areas with the greatest pctential

for successful interdictions.

For the past 5 years, primary emphasis for the tactical interdiction units has heen the
Southeast border, particularly Florida and the Gulf states where massive drug smuggling is a
continuing problem and whare illegal currency entera and leaves daily. It is this area which is
the financial center for intarnational drug trafficking. The smugqling threat involves private
alrcraft and vessels, as waell as carqo and air passenqers. frivate yachta and “Mother” ships
(essentially ocean-going vassels) sajiling directly from Columbia and other source countries,
reqularly land vast quantitias of wmarihuana alonn the Florida and Gulf coaats. In recent years,
snuqqling of cocalne via private aircraft also has qrown dramatically in this region as well aa
alonqg the Southwest horder.

tle anticipate that the smugqgling threat will continue to increase in FY 19A6, and that the
viery lucrative nature of the narcotice trade will allow an? encourage smuqqlers to employ new
smuigqling and state-of-the-art technology to evadae ar ‘orcement efforts. Customs tactical
interdiction forces must imaet this challenge by placing more emphasis on the development and
anplication of tactical intelliqgence, the use of hiqh technoloqy and the wobiility to place
ruesources at the right place at the i1iqht time.  Tharaefore, &as a major force in the vanguard to
Customs enforcement {nftiativen, Customs has wodified its moden of operation to reflect the
importance of information qgathering and the utilization of tactical intelliqgence in the
interdiction process.

raqge 19
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tiarine Proqram:

oparating in conjunction with the Air Proqram, Customs Marine Program protects the sea
approachas to the nation's borders. The Marine Proqram has hean confronted with similar growth in
tta smuqqling problem. The proqgram oparates 127 .boats, ranqing in size from 15 to 60 feet, and
stationa) at 6N locations. Thase vassels are used for surveillances, waterside raids, intelliqence
natharing, and’ intaordiction. The most common méthods employed by large-scale smuqgglars are
“mntharships,” stashes on off-shore islands and “"air drops.® Recent seizures indicate that
larqu-scala sangqling hy vossel, while still active in the Southeast and Gulf Coast, is increasing
4lony the Pacific, Mid-Atlantic and Hew Pngland coastal areas.

Tactical Pnforcement has developed a two-pronged coordinated marine interdiction program. In
ordar tn counter the threat of narcotics samugqgling by private and fishing vessels, the successfully
tentad fiarina Pnforcement Hodlules will be atationed in as many locations as resources permit. Fach
nodule will conaist of speclally trained personnal and state-of-the-art marine equipment. FRach
team will bo responsihle for devaloping tactical informatfion on smuqgqling f{n (ts local area and for
intardicting marine smugglors. In addition, ln order to cowhat smuggling at major seaports via
unnmurclal\vcunel.. Customs haa dsveloped a strateqic tactical enforcement presence in selected
#eaportas.  Customs officars davalon information tarqeting specific persons, groups and vessels and
conduct intensive vessel searchas to locate and seize concealed narcotics.

Customs astablishod two marine aenforcement modulea in FY 1904 using existing resources and
taking maximua nse of selzod and forfaited vessels to equip tha modules. Exchange/sale provisions
wira used to obtain the high-spoad interceptor hoats neeted. Information, develtoped through the
mulnla, contrilwites to a more raliahle and reaponsive intelliqence Retwork and results in more
arreats anl safzures of ~ontrahanAd. .

e Lnadinuate range of ralin cowmaunications ant voice privacy capability have hampared wmarine
mxdula conrations and othar tactical {nterdiction operations. Customs has taken appropriate ateps
to nalva thin problem by acquiring a tlulted numher of Elxnd and mohile radio communicatlions
vaneatars,  Also, hiqh frequency/afnila sfdae band (I1P/SSR) radios have hean issued to enforcement
alenents, ansuring unlinitod ranie an well as volce privacy foar radio comaunicatinns.
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Alr Prograwm:

In an affort to respond affectively to smuqgling hy private aircraft, Customs air pro?tan is
concentrating on afrcraft interception, tracking and detection in an intagrated contiquration in
high throat areas. This approach was established and proven affective in South Florida. The air
atratagy desiqn is structuraed to be consistent with the overall objectives and mission of the
proqram: (1) to detect and apprehend persons involved in the smuqgling of contraband by private
alrccaft; and (2) to proviila assistance to other interdiction efforts of Customs and other agencies
tn the law enforcement comaunity. Tha air interdiction affort uses strategic and tactical
intnlliqeance to aclect the optimum times and places. for deplnyment of interdiction resources,
monitnrs dotaction systemn to identify auspect aircraft and dirvects apprehension helicopter and
ground support unite to offect arrasts and seizuren.

Ciiatoma Alr Dranchos are locatod at Miaml, .Jacksonville, New Orleana, San Antonio, Fl Pasa,
ouston, Tucaon and San NDingo. lleasources at the branchea consist of high spaed jet interceptors,
wquipped with radar and infrared detaction sensors, long range tracker alrcraft, high performance
helijicontaers and single and multi enqine support aircraft. Tha Alr Program also utilirzes atrhorna
and land hasad vadar to enhance ratoction and tracking capabilities. In addition, Cuatoms is
opurating a P-3A de.ection afrcrafr supplied by the Mavy and modified with an APG-63 radar. The
firat of thesa atrecraft will complamant the in-place detection support and it will he used
cventnally along the entire southern bordar.

Cuntonn heliavas that increased affectiveness has resulted from the implementation of stronqg,
vantralizaed manaqement of the program and the eastablishment nf the Bast and tlest ROCC's (Reqgionnal
onaratjaons Control Centars). Thia naw mauaqemnant con€iquration has resulted in greater control and
faexinflity for responding to tha ahifting sauggling threat. -

Y 1015 /1036 Strataqias _and Accomplishments:

In FY 1004, we anticipata that druqg sagqling will continue to ha a major nationa) problem
despite atrong cloterrents, (due ta the luerativeness of tra€ficking {n Aruga. To countaract
st ing by atr, Customs il axpand jts alr (nterdictinn proqram as additional 1naned military
centfpennl, fuprovad facilftias and othar availably’ support. The module concapt, backed hy '
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Satarios and Fxpenaos,

tncreasnd intelligance and centralirzen management, will make it possihle for Customs to
succassfully tarqget its efforta to counteract a’'shifting smugqgling threat, thereby increasing the
cffactivaness of ite operations. In response to changing threat the ALr Program is planning to
cstablish an air unit in New York. The unit will he located at MacArthur Alrport, Inanqg Teland and
will conaist of 4 pilots, 1 twin enqine fixed wing aircraft and 1 Bell Jet Ranger helicopter. The

alr unit will bho operational by the Spring of 1985.
\Hith reqgard to the antlcipntad increasad druq smuqgling by sea, the marine 1n'tordlctlon
nrogram will continue to expand. Cuatoms anticipates establishing additional marine modunles.

A module will be located in New York and othars are planned for Key West, Miami, Key larqgo, Hest
Patm Beach, Galvaston, and New Orleana. Tha establishment of these marine modules will greatly

improve our anforcement results, significantly increasing selzures and arrests.
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A, Investigqations

As tha investigative law enforcement arm of Customs, this proqr.a has the responsibility for
investigating violations of laws and requlations enforced by Customsa such as currency, fraud,
nautrality, smuqgling, illeqal exports of critical technoloqgy, and cargo theft. These
invastiqgationa suppoart the national priority enforcament efforta combatting narcotics smuggling,

aconomic crimo and national mecurity violations.

currently, four major areas ara emphasized within Customs investiqations program:
invuestigations, fraud investiqationa, axport enforcemant and international enforcement.
activoaly sueka the prosecution of sophisticated criminal anterprisas associated with Yinancinqg irug
smurjgling in violation nf the Currancy Repnrting and Bank flecrecy Acts and the prosecution of major
inporting corporatinne which vinlate Custona fraud atatutes. In addition to this, Cuatoams
continuas to amphastize tho datectinn and praveation of fllegal exports of critical tachnology to
toviat Rloc countries and the reduction of the growing traffic in illegal arme and munitions. The
final arma, international enforcament, emphasizes improved intelligence gathering methods.
“ahanead intornational enfarcemant in tha form of now and expanded Customs foreiqn offices and
incraaged interchange of intelligence with toralqn law enforcement counterparts will provide major
dividanis to Puttoms by providing leads and intelllqanco to support our domestic cases. .

tinancial
Customs

The mnjor nolicy Lasuo .facinqg Customs Investiqations Program is how to affect wajor
discuptions tn large-scale criminal anterprines; develop cases and prosecute violators of financial
anl fraud statutes; and pravent the axport of crltlcal tachnoloqy to hostile nations without
intarfaring vith legitimate huatnoas activities. '*arqating is the princinal technique used to
lnplement a more salactive and affactive syntem that minimizas Afsruption of leqitimate activitios

hila still anforcing the law.

Tarqeting daponds heavily on tha davaelopmant and rnollection of intslligence. To focus and
targat afforts to datact and apprehand violators, Cuatomn will tncreasa {ta use. of covert
onerations; batter utilize informanta; and aliarply Incrnaas the use nf computer asaisted
nfquas.  Sueecassful proaccution of vinlators will alan ha based on targating, throuah
woropriata Jdara gatharing and ADP aunport intelliqance analyain; invastiqgating high potential
ant prasanting aufficiant appropriate avidaence.

Coatis,
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The challenge presented by the availability of resources, mobility and sophistication of the
criminal organizations is being answered In part by Customs expanded capability to tarqget
siqnificant violators, by correlating commercial, financial and economic data using ADP systems,
within selected "high-risk* areas. In addition, operationally, we are using integrated functional
teams in high-activity locations to improve our enforcement effectiveness. Overall, we are
condiucting more complex and high quality investigations, which results in fewer cases, by increased

results.

’nhanced ¥inancial Law Enforcement Proqrami

‘e Fnhanced Financial Law Enforcement Program, formerly known as Operation EL DORADO, is
comprised of multiagency financial task force operations, not counting the Organized Crime Drug
Imforcement Task Forces {OCDETF), located in 30 cities throughout the United States. The first EL
DORADO task forcaes were initiated in New York and Los Angeles in May 1982, Presently, all task
forces are staffed Ly U.S. Customs Service, Drug-Bnforcement Administration and Internal Revenue
tervice special aqgants and analysta. This program focuses on investigations of organizations and
individuals responsible for money laundering schemes involving unreported imported/exported
carrency/monctary instruments in violation of the Bank Secrecy Act {(DSA). During FY 14, the
program produced AN indictments, 70 arrests, 33 convictions, and $17.9 million in U.S. currency
useized. MHany significant conspiracy investigations are in progress.

Te Pinancial Law Enforcemaent Center (FILFEC) is the national clearinghouse for the Financial
1ata Base (FI). The PDR ia conprised of data and information taken from various forms which are
requiced per the 0SA.  FLEC has two primary missfons. The first is release of information
contained on the forms to federal, state, local, and €foreiqn law enforcement agencies for use in
criminal investigations and prosacution. The information may he hard copies for use as evidence;
corputer printouts especially proqrammed for particular aspects of an investigation; or summaries
for particular qgeoqraphic or other definitive araas. The second miasion of FLEC is the production
of analytical rueports focusing on particular profiles whare monay laundering is known or
sisoactad.  Muring FY 84, PLEC produced approximately 170 ceports identifying 1,700 individuals and
YO0 companies who tay be potential money launderers: Tha total cash fiqure was over §$2 billion.
LI also processed approximately 500 requests from all levels of law enforcement entities for PPN

infarmation,
-
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Pruq Enforcement Task Forcess

In FY RA, Customs plans to continue with current commitments of resources to the Presidential
orqanized Criwme hrug Bnforcement Task Porces (OCDETP). These specialized multi-departmental
investiqative task forces focusing on large-scale drug smuqqling organizations, approach each
tarqget simultaneously explaiting the financial, tHe internal conspiracy and the
intordictinn/msauggling olements of each organization. During PY A4, U.8. Custcms resources wero
committed to all task forces, including the 12 core cities. nuring PY A5, the task forces were
expanded to include the addition of a 13th core city in Miami. OCDETP results in PY A4 on those
casas _involving Customs participation included: 727 individuals fndicted; 860 arrests; 277
convictions; $16.2 million in U.S. currency seized; §17.5 million in other property seizures;
47,156 kilograms of marijuana seized; 23A kilograms of cocaine geized; and 12 kilograms of horoin

salzed.

Fraud Croqram:

The shift in recent years of inveatigative resources to significant fraud investigations has
produced excallent results in terms of financial gains to the government as well as the prosecution
of siqnificant criminal cases. Dnomestic industries have been protected from unfair and fllegal
intcernational trade practices and the government has received substantial monetary returns from
criminal fines and civil penslties.

In FY 84, Operation Tripwire accounted for 279 arrests and fndictments with 117 convictions
ohtained in that year. In addition, 412 cases have baen accepted for prosecution and 1,705
selzures wure made with a value of $62,621,056. tHitigated penalties for the year amounted to
G30,260,263,

Currant plans are for Customs to continue concentrating its investigative efforts on fraud
violations involving steel, textile, wearing apparal, drawback, and trademark and copyright
vinlations. Increased prosacutions and penalties resulting from these investigative areas will
1ay a nmajnr role in insuring that lawful ravenuas are collected and the inteqrity of trade
adgroemanta are matntained.

“asedt on accomplishments in FY 1974, task forca oparations will continue on major
invastiqations. Hajor task forces have hoon astablished to intercept iilegal merchandise hofore it
cotars Unitard Statea commsarcs and to investiqate cases arising during intensified inapections. The
tank farces focus on hiqh risk importations at major portn of ontry tn assure continuad high
quality arrasts, asjor revenue racovuries and a highly viaible deterrent to the import businens
commnfty.  in addition, the Frand Inventigationa Cantor will Lo steadily expanded to improve data
acmisiliog, intelltigence analysis tarqating and trend analysia.,
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Operation FXODUS:

Operation FXODUS, a comprehensive program to combat illegal exports of critical technology, is
Customs reasponse to the growing threat posed to our national security by the Soviet Union and other
hostile qovernments; aleo included is the threat of the illegal export of arwms and munitions. 1In
'Y 1984, EXODUS teams located at major ports made 1,459 sefzures. Subsequently, 663 major .
investiqations were accepted for prosecution; and Customs officers were responaible for 354
indictments, 254 arrests and 116 convictions throughout the year. Investigations conducted to date
have rovealed a broad pattern of criminal activity and intelligence reports indicate that the
threat f{s growing.

Customs response to this threat has been to mount a major effort to target sensitive exports
vhite minimizing the impact on legitimate trade. Expanded usc of special targeted enforcement
opaerations which concentrate on highly selective types of critical exports as well as increased
foreign office activity are critical to EXOPUS. Contacts with other enforcement agencies and the
intelligence community also have haen expanded. ADP support has been enhanced ta Increase the
analytical intelligence, and comnunications capabilities supporting our enforcement officers in the
Field., An added benefit derlved from these investigations is intelligence on the illeqal financial
arranqements supporting such smuqggling.

Under EXODUS, Customs both initiates investigations and works with the Commerce Department tn
investiqating alleqations of illeqal oxports of senaitive technology. These investigations are
usually vory complex and time-consuming, and frequently involve other Pederal agencies and law
enforcement. groups of other nations. Hevertheless, Customs considers this investment of effort to
e highly cost-effective in producing future “dividands™ in the form of high quality cases accepted
for prosecation. .

In FY 1996, a wide range of enforcement initiatives will be {mplemented: additional covert
operations; an axpanded munitions conirel program; anhanced liaison with the intelliqence
comnunity; inercased foreign cooperation; and support and assistance to foreiqn governments in
thebr own conduct of covert operations directed agqainst EXODUS violations.

The areas of export enforcement and €inancial investigations hath require effective support
from Customs foraiqgn offices. Nur Attaches and Customs Rapresentatives ovarseas play a vital role
I gathering intelliqence on violations of Ciustoms laws and requlattons as well as laws enforced by
Custons on bhehalf of other aqencies.  Ue have recantly {ncreased staffing at most of our foreiqn
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.
1
-

offices and have secured new offices in Seoul, Korea, and Panama City, Panama, Karachi, Pakistan
~and Nangkok, Thailand. It is vital to Customs enforcement that we maintain our commitments in the
‘foreiqgn offlcos so that preinterdiction information dn financial, frauvd, and critical technology
activities is availahle and appropriate follow up on all investigations of international criminal
activity affecting the welfare and revenue af the .United Statés can be implemented.
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Cases on hands (Currency, Praud, Export,

Neutrality cases only)

9/30/83 9/30/84 S _Change
Clase® T.coeven 2,503 2,630 +5.1
CIIOO'IX...;... 438 , 455 +3.9
Class*IIX...... __445 __A08 -_8_._9_
Total 3,386 3,49) +3.1

¢ 1Indicates priority and importance of cases.
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General and spocial funds:
Salaries and Expenses p

Por neceasary expensas of the United States Customs Service,
IncludIng purchase of two hundred motor vehicles for replace-
ment only, Including one hundred and ninety Zor police-type
use; hire of passenqer vehicles; not to exceed 315,000 for
official reception and representation expensos; and awards of

Ou

urchased w
d _to the general purchase price lI-!tatIon Tor the current
flacal year: Provided ;urtﬁer. gﬁat none of the funds made T
ava!lnh!o by this Act shall he avallable for adminiatrative
expenses to pay any employee overtime T t In

or resgarch: Provide

p pay Y ploy pay in an amoun
excess of $25,000: Providel further, That the Commissioner or

8 dqes waive this mitation in individual cases In

qnes may
ordor to Erevent excessive coats or to meet 0!.(\1.!\{:& require-

ments of the Service urther, notwithstanding any other
ErovIann of the law, Fﬂslogﬂar motor vehlcles for ng!co-txn!
use ma nrchagod without reqar O the qgenera urchase

1 {Inltailon for the current ‘flacal year. (10 U.3.C. AR

Y S, ’
124, 161, 257, 4A2, 1303-0N5, 1431, et aeq. 1445, 1496, 1499
I‘"i, I‘ﬁg, IAGE, iﬁﬂ?a. [‘ig, lbi], 17“;, !"76; k] U:E.C. *
401; 31 11,S.C. 5323; 46 U.S.C. 3, 7, 60O, 150, 161, 251, 277, 278, 292, 319,
127 327, BO0 ”.'l,., “”!, “"jh: LR L

5.0, TH097).

Dy 1y )

Explanation of Appropriatinn fanquaqe.Chanqes for Fiscal Year 1906

o orequest authority to purchase passannar motor vehicles for police-typa use without reqard to tho
quneral pugchase prica limltation far the curraent €iscal year.
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Salarles and Ripenses, United Statee Cuwstoms Service
SELECTED WORKLOAD DATA

(ia thousands)
Ativities and Primcipal Morkload Pactore 1964 1983 Prograa ia 1966
. Actual t 1984 Estimate
1. Processing of arclving persons snd cargo:
a. Formal estries 200epted.......c.. s.an' s, 909 ‘6,742 7,07
b. Carriere of persons sad merchandl
arriving from forelga coumtries...... 09,767 93,31 1,687 #3,6%0
a. Persoas arciving from forefgn .
COWALTLeB.sucersccacssrarcsnrsaransses 307,000 323, 000 29),83%6 299,427
d. Backlog of waliquldated eatrle . L,1Nn 1,206 1,242 1,240
4. MHall packages recefved...... . 44,176 35,500 44,610 45,000
f. Mall packages exaained.. . . 3,07 2,000 3,123 3, 1%
9. Hall entries writtem.cceciscacannssse M4 s20 738 138
h. MNerchandise esasined {other tham mail) 12,57 e,12 12,000 12,008
1. statistical data line Ltems
vaslfiodocsoceccccnsecacncrcsssrcanas 1,3 12,453 13,69 13,6%8
§. BSample analysee..icircttnnincnisinans [} 73 %
2. Investigations of violations of Customs -
and related lave and regulationas
'u. Investigations completed..ccissecesns 4.6 ’.3 S.3 s.)
b. Investigations backiog September 30.. 5.3 4.0 5.0 4.9
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(estoms Ivograme:

Bampechars 4,20 4,m 4,46 -208 - -6

Mgort Specialists 1,061 1,6 %4 204 - -
Tplsts ad .

Secretaries “t [ s d [ - - -0
jther Cleste 47 o 50 -? -— -7
Jontams Alde l'i.: l.l-; .. ': : - :
[1aboratory -—
jCastome m‘ 1,38 L2 1L, 6 -_— - -
jher Ragionsl and Distriot

Exployess 1,9% L 1,38 -3 -— - %)
Josstans agutte "2 1,000 1,000 - - -
jother Swastigations

w 112 % 113 -19 -— -19
ngloysss w (L] jLy)
Segicmal Caswesl Sxloyess » » » - - -
feadgmctars Baployess 1,087 1,087 1,027 -3 -_— -3
Sdtotal 12,082 12,990 12.00 - - -4
fart Lime and Temporacy

Mvecage Fositions 4 4% < -13 - -13

™Al Average Rosltions 13,09 13,40 12,55 -an -— --
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Salaries and Expenses, United States Customs Servica

EXPLANATION OF FY 1986 BUDGET INCREASES, DECREASES, AND PROGRAM CHANGES

PROGRAM CHANGES
A. Implementation of Management Savings.......ccieursscnrrnsceceress § 5,229,000

To implement the management savings in FY 1986 Customs will incur specific one-time costs
realizing its staffing and facilities. These costa include relocations, facility preparation,
3quipment procurementL and transfer, as well as other operational support activities.

8. Management Initiatives:

1. Fiber OptiCs..:tivsireitensncntteicessteacstassecvsoncssnncsccsnech 300,000

To counteract the ever increasing amount of narcotics being smuggled into the United States,
Customs is proposing to acquire technology for more effective contraband detection at ports of
entry. Use of fibar optices inspection devices for examining vehicles, gas tanks, tires, aircrafte,
container walls, vessel compartments and other currently inaccessible locations will allow more
effactive examination in less time with minimal inconvenience to the travelling public and the
business community. In addition, use of the device does not harm the item belng inspected.

Customs plans to deploy fiber optics inspection devices, or Fiberscopes, to Contraband Enforcement
Teams (CET's) at major ports of entry throughout the country. In FY 1986, approximately 57 devices
will be deployed to CET locations in selected areas.

2. Integrated Data Telecommunications Notwork.........[.............§ 2,800,000

An integrated data telecommunications network is necessary to Customs in order to modernize and
consolidate its two independent telacommunications networks. Converting these natworks into one
integrated system would enable Customs to utilize the latest tachnology, thereby improving
enforcement and commercial operations. The ultimate results of this enhancement will be speedier
passenger and cargn facilitation. Currently, the Customs Service has two independent
telecommunications networks. One supports the Treasury Enforcement Communications System (TECS)
and operates on a Burroughs 7700 computer in San Diego, California. The other supports Customs
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comnerctal and administrative systems and runs on an IBM 3081 located in Pranconia, Virginia.

Thase two networks were desiqgned and bullt independently. Some of the equipment §s obsolete and/or
ovartaxed. These independent networks also present design constraints as Customs develops wmore
information systems, resulting in redundancy. Finally, the networks have incompatible circuits,
which can only he joined on an ad hoc hasis. This factor makes it difficult to support the danse
traffic level and wide geoqraphical dispersion characterizing Customs data telecommunications

gaystem,

‘'he propose:dl system will allow Customs to consolidate the ‘TRCS communications network with
camnercial and administrative aystems. "The integrated telecommunications network will reduce
operating costa and staff hours by eliminating the Auplication which the two separate networks have
ereated. Customs v i1l he utilizing its computer resources mora efficiently. Response times will
shiorten and porsonnel will have access to more types of data.

1. Automated Commercial SyAtem.....ccciveeesrecsasssanassssssnsnenessd. 6,600,000

Consistent with the long-range plans for the Automated Commercial System, additional
refinenents to the hardware and software components will be required in FY 1986. Specifically,
aystom development and hardware expanaion for the following modules ls necessary: Manifest
vrocessing; nuota; Account Billing; In-hond; Fines, Penalties and Forfeiture/ACS Inteqration; and
the Customs Infarmation Fxchanre. 1In order to fully execute the commercial side of Customs
nistsion, ACS will he emphasizing selectivity to more quickly and accurately determine which
impaortations should he intensively examined by the {nspector and which are most tiknly to require
classification or value changes hy the impart apécialist. With the level of foreiqn trade rising
dramatically, proper inspection, examination, valuation and classification are needed to ensure
that Castons i3 collecting all dutipes required by law.

The Automataed firoker Intarface (ABI), as wel) as an inteqgrated Aata hase, will eliminate the
tevine: of celuandant data, whitle paving the way for paperless entry. As current procedures requira
evtensive back-up docamentation for each entry in order Lo determine proper classification, the
climination of this requirement for all it the entries selectad for intensive review will reduce
Uer amount of paperwork bath for Customs and lmporters and speal-up procesaing. These enhancemants
sl b ennstitare suhstantial pragraoss tovard Castoms qoal of paperless entry. Fventually, ACH will
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anahle Customs to collect duties and taxes from importers by account, rather than by processing a
single collection at a time, which is the current procedure. Our request will expedite the
conversion to Account Billing, improve productivity, and bring Customs clos:r to achleving an
inteqrated data bhase for storing all commercial data.

d. TECS 1 Nesiqn And DevelopMENt. .uesscrsrorsesassssossssssesnsasansassnsossassassss$ 4,000,000

The law enforcement community has many information requirements that can no longer be met by
the existing hardware confiquration, systems softwaar and data hase design In the current Treasury
imfarcement Communications System (TECS). 7This fifteen-year-old system muat be modernized with
technoloqically-advanced equipment. The plan for this enhancement includes another benefit: an
interface with Customs commcrcial systems. Since its inception as a modest southern horder 1ookout
svsten for Customs in 1969, then known as CADPPIN (Customs Automated Data Processing Intelligence
tietwork) wnd comprised of 18 terminals at the Mexican border croseing of San Ysidro, California,
M'CS has qgrown to hecome a multi-faceted communications and enforcement support EDP system. It
cronsists of over 1,700 terminals and approximately 40 subsystems. The system provides law
enforcement support to 10 agencies in and outside Treasury.

the thrust of TECS II besign and Development is to attain a comprehensive enforcement data base
nustem whinse underpinnings are state-of-the-art hardware, software and data base management
systems.  All current TECS users will contribute their expertise to the desiqgn of TECS IT and will,
thurefore, have firsthand experience with TECS II as it vvolves. This system will provide for the
axpansion and integratinn of the existing automated enforcement efforts, such as Operation EXODIS,
the Treasary Financial law Enforcement System and commercial fraud. This initiative will aéfo:d
Castoms the flexibility; to procaed with 3¢5 II plans in a timely and effective manner. It will
1150 cover thie uxpenses of contractors, data hase desiqns, software, a main frame computer and
Lecwmtnals,

TR L T R G L R R R R R T T T O 500,000
Costoms is conmitted to using technoloqy wherever [t may increase enforcement and inspectinnal
fectiveness, The Uind Tannel witl ant only enhance the inspector's capability of (daetecting the
Wegal entey of drugs into the B.5., it will quickly pay for itself by Ffacilitating passenqger
processing amldl more accurate selectivity.  The Wind ‘funnel is well suited to meet these gnals when
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operated with all inapectional approachesa, including Red/Green. Customs has demonstrated its
cffectivéness in several pllot tests. Alr travellers and Customs inspectors alike will benefit
from the quicker, easier passenger facilitation. .
the Wind Tunnel, a prototype walk-through narcotics detection system, was dsveloped early in
Florida Auring PY 83. Its desiqgn

this decade and tested at alrports in Houaton, Texas, and Miami,
accounts for wide variations in airport facilities and operational constraints. The prototype was
The second round of testing,

then refined to {mprove its effectivenesa and another test conducted.
While 200 Wind Tunnel units would be needed to provide

begqun in July, 1984, continues fin Miami.
coverane at major airports and all preclearance alrports, Customs is currently proposing to

purchase and install 10 Wind Tunnels at major airports.
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OTHER CHANGES
A. Increases Necessary to Maintain Current Levels........cccsevcsarssrsce§30,609,000

1. Net Cost of Within Grade Salary INCreas8S....c.cceeretssstsscinseessss$3,225,000

Based on the experience of turnover savings and promotions, it is estimated that the net
changes (PY 1985 carryover plus FY 1986 cost) ia pay for within-grade inetonaot will require
funding of $3,225,000, which includes related benefits.

2. Grade-to-Grade Promotions.......sseeevcscscsscassesnoserasssrccnsssss.$653,000

Based on the new positions authorized in prior years which qualify for annual trainee-to-
journeyman promotions. The estimate is a comhination of the cost of these increases in PY 1986 and

the carryover portion of PY 1985 promotions.

3. Payment to Employes Compensation Pund...scevesrssescrsssnsestasssseses$588,000

Based on cost of compensation and medical benefits paid during FY 1984 by the Office of Workers
Compensation Program, additional funds of $588,000 are required for PY 1986.

4. Payment to Unemployment Compensation Fund....eieccssrescsscesascnnssss $387,%200

Reflects the amount due the IRS for payments made cn behalf of Customs employees.

5. 1Increased Cost of Employes Benefits..........ceesveuersnanrascrasessss$l,521,000

The umployee health henefits program experienced an increase in 1984 of 12 percent. The
increase of §1,521,000 for FY 1986 reflects the estimate over PY 1984 requirements.

6. Payment to Social Security Trust Fund......eoevssvssecsasrascnasessses$668,000

Employees hired after January 1, 1984, are now contributing to Social Security. In order to
natch this amount, and make rate adjustments for current personnel, we are requesting these funds.
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7. Increased PAYy COBtS...ccreeerrrrvrsvnancassniracsssssasssasosssaseesa$l1,812,000

This request is based on the annualization and carryover of the one half percent increment in
the FY 1984 pay increase ($2,158,000) and annualization and unfunded portion of the PY 1985 pay

increase ($9,654,000).

8. Travel and Transportation COBtB.....veveerrtesesrsencrnsaeesssecssssaes.$§1,099,000

This request is based on two factors: the rising cost of fuel and the increases in alr fares
and other modes of transportation.

9. Permanent Change of Station Moves........covvivrtesesscsanssasssnessssa$§969,000

Based on new regulations, an increase of $969,000 will be required in PY 1906.

10. payment to GSA for Services.........i.ceiiiiiiiniiiniiraeenesiineeness$2,971,000

This reflects payments to GSA for increased cost of services and the annualization of space for
new torder ports (e.g. OTAY MESA, Laredo, etc.)}.

11. Chargeback to PLETC for Student s.rvicon.......;......................§100.000

These funds will cover costs that FLETC previously included in student'charges but they will no
longer do so. ,

12. Cost of PTS and Other Communicatlonl..................................§2.718,000

The increase fo: FTS and other communicatlions costs is based on an estimated increase of 15
percent for lines and equipment and restructuring of the Wide Area Telephone Services rates.

13. Equipment Leasing and Maintenance COBtS.......icreennnnsnscniosserassa$l, 385,000

Reflects inflatlonary increases for leasing and maintaining word processors, coplers and all
other types of equipment.

1. Extra Holiday (Martin Luther King)l.ceseeesionesnssossoranranesossassss$327,000

Adjustment for the newly establishet holiday effective in FY 1986.
Page 6
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15, Printing COBES.ceeuevuueeerienunsrssnreenensasssroesasssonansssseasss.§141,000

M™is request veflects an anticipated increase of €ive percent for printing costs.

16, Costs OFf Outside CONtIrACES ... oviictrssasscarenasnssannassesssssnsnsessd??2,000

Rased on estimates of the rate of inflation as applied to costs for ADP studies, custodial

services, rosearch and development and miscellaneous contracts.

t7. Reimbursement of Services of Other Government Agern-ies................$504,000

This request is based on past historical estimates.

10, Cost of Supplies. vt iietieressnoeroestsnsnoasesasssanssosnsssasenss$503,000

fased on current cost increase estimates in FY 1986, applied against the current year cost for
supplies.

19, Pguipment Procurement COSt....ccstevssesesaassascssnacansscsrasaressas$266,000

This request reflects an anticipated 4.6 percent Inflation rate of equipment procurement

costs.,

. Reductions, Honrecurrinqg Costs, and Savings

b HedUOE ONS .ttt is it ittt tntnneaseonroonsssnanesvastnnssnssssesssanseasesss$~17,600,000

PProjected five percent pay rcduction.

2 HONFECUETiNGg COBLB. .t ittt riisnsasssesnostssosssssscsssssssaseses$=14,904,000

Thuse reductions in the FY 1916 request reflect nonrecurring costs such as equipmeni funding
tar Radio Yoice Privacy ($5,409,000), Automated Commercial System ($6,600,000), Intenrated NData
Telecommnnications (81,875,000) and onc-time costs associated with establishing a 113th City ocprpe

(31, 100,n000) .,
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3. Management Savings......iiiiiiiii it iiittiseti sttt ttessteccasneansases$=-29,040,000

Customs in FY 1986 ls proposing to continue to implement specific management efficiencies;
organizational consolidations and realignments; centralizatlion of its administrative services; and
operational efficiencies related to reimbursing Customs for port services. These management
savings will provide {n FY 1986 gross savings of $29,040,000 and 887 average positions. To achieve
these savings, Customs intends to make more effective use of automation and economies of scale,
while reducing duplication in processing and management. Specifically, the proposed management
savings include: centralizing adminlstrative functions and offices and streamlining the laboratory

system.
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Total nuaber of perman at poeitions
Average pald employment.....enves

Object Classification: (Dollare in Thousande)

Personnel Compensatioas
Permanent POSition®..crceccsnccnarcscnnnnen
Positione other than persanemt.....ccevevees
Other personnel compenrsation.....cccecerane
speclal personal servic

.. cavee

Personnel beneflls.c.ivrrersrentarsnrsestonanas
Benefits for former persoanel...... ..
Travel and transportation of person e
Transportation of tAINg®..cverrerernnnecacrnens
Rent, communication and utilities: .
Standard level uUSer charges.....ceevsrseess
Other rent, communication and
LT3 0 5 3 T
Printing and reproduction..
Other services.
Supplies and mater
rquipsent.........
Lands and etructur erevesranne
Insurance, clailme and indemnlities.......ccv000s

Total obligatlions
Unobligated balance A/

Total Appropriation, Authorized Level, and
Nudqget Eatimste

A/ Unobligated balance Includer §),385,000 of no-year funding.

DEPARTNENT GF THS TREASURY
SALARIES AND EXPENSES, (MITED STATES CUSTOME SERVICE

STANDARD CLASSIPICATION BCHEDWAR

(DIRSCY OBLIGATIONS OWLY)

Appropriation Authorisation
1984 1983

13,370 13, 500
13,319 13,418
348,572 T 362,959
10,123 2,902
40, :.50 41,732
1 1 3,681
BIAR L
55,900 62,208
- 200
13,457 16,098
3,198 3,200
38, 206 44,707
31,0895 3s5.m
2,08 2,834
29,069 27,99
8,358 2, 206
12,398 30,243
120 125
596,042 650,689
3.4 -
599, 481 650,688

Request
1906

12,614
12,5

342,616
9,747
41,648

3,681
W
66,114
sa?r

17,780
T.248

45,99
42.774

639,102

639,102

1986 Iacrease/Decrease
Over 1905 :

-006
-887

-19,743

1,682
1,963

1,262
6,60}

%6
-1e,571

-11,586

~11,586

Page
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nataries and Expenses, United States Customs Service

CONSULTING AND RELATED SERVICES

Fach year, the U.S. Customs Sorvice enters into several small consulting service arrangements
to obtain professional or technical advice which is not already available within the agency. These
nervices allow Customs to obtain objective outside views and expertise. For example, in FY 1904
Custams hired consultants to roeview and assess our mission, pollcies, results, and strateqgies on
several programs and organizations. These analyses assisted Customs management in determining
operational requirements for resources, future budget levols, and appropriate orqganizational

stryuvctures.

1€ such studies and analyses are not conducted, Customs would not benefit from the expertisc
of persons that contribute to the success of Important projects. Technical consultants have
periodically heen used to solve prohlems in the desiqn and development of the Automated Commercial
niystom, without which implementation of the system would bhe “impossible.

Before entering into consulting service arrangements, Customs reviews in-house capabilities
and those within other government aguncies. Customs also considers using temporary or. intermittent
vuployees, but in highly technical areas the restrictive federal compensation system maken it
1mpassihle Lo attract highly specialized technicians.

Page 10

141



salaries and Expenses, United

Stﬁtol Customs Service

CONSULTING AND RELATED SERVICES

(5000) '
Appropriation Authorized Estimate
FY 1984 FY 198% PY 1986
Consulting Services -0- 32 15
lanagement and
Professional Services 60 10 10
Special Studies and .
Analyses 226 200 : 62
tlanagement and Support
Services for Researcu
and Development 22 sn 20
‘'otal Consulting and
Related Services 3n8 300 207?

Page 11
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Average Grade and Salaries

u.s.

Average Ef Salary

Average GS/GM Grade

Avaraqge GS/GM Salary

Average qgrade, grades established
Ly Administrator Agency for
International Development
(75 Stat. 450)

Average Salary {75 Stat. 450)

Averaqge Snlary unqgraded positiona

Customs Service

PY 1984 FY 1985 PY 1986
$63,675 $65,585 $67,552

9.24 9.70 3.00
$24,620 $24,946 $25,694

9.73 9.73 9.73
$40,199 41,404 §42,646
$2,044 $20, 645 $21, 264

Page 12
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117 .

WHTED ETATES CUSTOMN SERVICE
Salaries and Fapensas

1984 1509 - 1906
Actual Tstimate Fatlmate
Blrect Proqraa
r8-6 1 1 ]
) [} 1
18 18 18
? 7 ?
4 4 4
ES=lecercercoacrncsscsronnnnscnsns 13 13 13
Subtotal . L] a“ a“
Ca/GM-1%.... . 178 178 i
GS/GH-14...0 440 440 434
as/Gn-13. 1,140 1,144 1,106
1,606 1,694 1,630
2,147 2,145 1,944
1 n ]
3,478 3,478 3,17
1 L 1]
113 909 859
GS-6.00ne ’ £11 557 $27
GS=S...» 1,695 1,748 1,648
GS-4..00 st2 572 $57
GS=).... 308 ns 30
GS=2.00.0 30 30 30
GS=Yeoncecoercseorcrsnsonssacnnns 3 6 é
BubtOtAY.isereennansescnsanenca 13,200 13,01 12,494
Ungraded.cisaerisesescnssscsnsanne 12) 125 120
Total (Nirect) . 13,370 13,470 12,650
Relmbursable Proqraa:
GA/OM=1% . ceecincrnnsnrsarsassncne 1 1 1
GS/GN-14. L) 9 ’
GS/GN-13... 12 " 12
GS-12..0.00 1? 17 17
52 52 52
s ns 1%
t 1 1
184 184 184
134 134 134
4 4 4
4 4 4
Gfindivenvensearannonnsoccoasoneone , 3 3 b}
SUubtotal v iarnecncessconanes 636 636 636
Ungradad. . ceeeesiansnroassannnane 22 22 22




Datall of Permanant Positions
UHITEN STATES CUSTONS SERVICE
Salarics and Expenses

1904 1985 1966
. Actual Fatinate Catimate
Total (Reimbursahle)eceieciessnes 658 658 658
Grades Hstablished by the Administrator
Agency for International
Navalopsent (75 stat. 450)
FC-12 50,495 - 65,642 .3 3 3
FC-11 42,929 - S5,807 8 o 8
FC-10 16,327 - 47,226 1 1Y 1
¥c-9 30,549 - 39,711 6 6 [
rc-8 25,49% - 133,139 3 3 3
¥C-6 21,066 - 27,1394 2 2 2
Subtolaleiverienrcaorannns 23 23 22
Total permanent positions.. 14,051} 14,151 13,295
Bafilled posftions end of year. -768 =525 -492
Total purmanent employment end
Of Yearl.eeesoevreenannnes 13,203 13,626 12,801

Page. 14
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Netail of Permanent Positions

UHITED STATFES CUSTONS SERVICE
Miscellaneous Permanent Accounts

1984
Actual

19858
Estimate

1986
Patimate

GS/GH-150s0ceesnansasreansvasscasas
GS/GM=0Aecesenossannnssaccasancnnns
GS/OM=13uensanecnestsronesaasannass
GS=12ueeensansonanvecssasanansannan
Gs-11.
Gs-10,

GS=D ¢ entansnrsscsocescsessscscrancssns

GS=fcevesnesenscsnssasssasssssansnn
GS=Tereacansnsensssosasscnnsancnssnsns
G5-6..
G5=%50000e

GS=4.0resccencssosesasesasenesasnan

Gh=deroeresverarnssnnscassssasnsancs

Glim2eentnececccsenssonsnsonasscsnnne

1T ] 31 Y .

HNGraded e vescccsnssnsnonssssnns

Total permancnt positions...
tnfilled positiona end of year.....

Total permanent cnployment
end Of yearl.iooeeseasocans

1
s
11
22
50
2
91
2
10
9
31
10
3
2

249

1
5
1n
22
50
2
921
2
10
9
31
10
3
2

249

1
5
133
22
50
2
91
2
10
92
n
10
3
2

249

16

1 13

16

-16

249

265

262

265

262

Page 15
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Operation and Malstenance, United States Custame Secvices

NILYSIS OF MHORITED LEVEL

(ollare n Thousende)

VOR FISCAL YEAR 1903

1965 Appropriation Dwcted DYy CMgIess.cscsocrcancercossasaactosccssssssce -— - “,45
sesansnne —_ - 0,425

Entlmate,; 3986.ccsccssanssecassrsenciaccstseseocnnsnsnsrescncans

DIGEST OF MDGET ESTIINTES BY ACTIVITIES FIEON. YOAR 1966

iation [asthorised Level % Fotisate Incruase or Decresss {-) for PY 1906
v, . A . A . V. v, - v, .
1. Nt Operations
ad -] WM,252 - 44,425, -] 60,42% 16,000 -} 16,000 -—
Unobligated
Oala oo 21,48
Total agpropriation,
and sthor | sed
level, and budnet
—| s6.000 -] w48 —{ 60,425 u.ooor - u.mof -
Pervanant positions
established - - -— - -—

1. Uncbligated talance inclules $21,204,000 in no-year Arding.

Page 1
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Quwration and Maintenance, United ates Customs Service

SUMARY EXPLANATION OF QPNGES REVUESTED FOR FISCAL YPAR 1966

{rollars in Thousanis)

Air Operation
. and Haintenance TOTAL
) . Av.
fos. [Fos. [Amount Fos. [fos. |Amount
Program Changes s
LY ch and Develor of -
360 Dagres Radar -— -_— 5,000 -— —-— $,000
2. {odification of DOD C-12
Mrcraft — — 5,000, -_— -— 5,000
3. AMitional Flight lburs, P-3As - — 4,600 _— -— 4,600
4. Oparation and Haintenance
for two adiitional .
Blackhavks -— _— 1,400 -— -— 1,400
Total, Program Channes -— —t 16,0600 - —1 16,000

121



m-.rat.lm and Maintenance, United States Customs &wﬁm
SUMARY EXPLANATION OF QANGES REQUESTED I!!R FISCAL YPAR 1966

(Dollars in Thousands)

Alr Opscation
and Maintenance

Pos.

Av.
Ros.

Mosount.

Other Changes s

Incteases necessary to
maintaln current levels:

1. Increased costs

2. Anualization of cxrrent
increases

year approved
Suttotal Other Increases

feductions, nonrecurting costs
and savings:
1. lonrecurring costs

Total, Other Changes

1,475

3,525
5,000

- 5,000

16,000

1,478

3,525
5,000

- 5,000

16,000

(44



amration and slaintanance, Unfted States Customs Sarvice

Air Operation aml ilaintenance

In an affort to respond affectivoly to smuqgling by private aircraft, Customs air program is
concentrating on aireraft interception, tracking and datection in a modular configuration in hiqgh
threat arcas. 7This approach was estahblished and proven effective in South Plorida. The air
strateqgy daaign is struéturad to be conaistent with the overall objectives and mission of thé
program: (1) to Jdetect and apprahend persons involved in the smugqling of contraband hy private
aivaraft; and (2) to provide assistance to other interdiction efforts of Customs and other agencies
in the lav enforcamont community. The air intordiction effort uses strategic and tactical
fut2llijonce to scloct the optimum times and places for deployment of intordiction resources,
.nitars datection systems to identify suspect alrcraft and directs apprehension helicopter and
around support units to effoct arreats and seizures.

Mfistoms Afr Nranchas are located at Miami, Jacksonville, Nei Nrleans, San Antonio, FEl paso,

onston, Tuacsnn, and San Diego. Reaources at the branches consist of high speed jet interceptors,

«minpad with radar and IRDNS, long range tracker aircraft, high performance helicopters and sinqgle
-nl multi-anqine support aircraft. The Air Program aleo utilizes airborne and land bascd radar to
aniiinea detection and tracking canabjitities. In addition, Customs is operating a P-3A detaction
aiveraft aupplted by the Havy and modified with an APG-63 radar. Tho first of theso aircraft will
connlamant tha in-place detnction support and it will be used sventually along the entire southarn
b dler .

taroms holievas that increased effectiveness has resulted from the implementation of stronq,
cratrilized naniagament of the program and the establishment of the East and Hest ROCC's (Reqgional
skrscations Control Centers). This now manaqament confiquration has raesulted in greater controt and
T1eviniltity for raaponding to the ashifting smugqgling threat.

Cucrantly Customs fleet consistas of aircraCt loanad from the military as well as a Customs
crmlar abr flaet. In reannnsa to Conqgressional dasire to incraane the effectivenass of aiv
intardiction, tha aequisition of an Increasing numbar of loaned military aircraft is achedulad,
wastenonting Custoas presont alr float, and making {t posaible to expand the Alr Moidule

Neateee By the and of FY 1974, to make use of these additional military atircraft, Customs will:
n./, acquitred] rolatwst sansor/detector equipaant, complemantacys types of alrcraft, additional
cilities, ansd provida fncreasal nparations and atintenance for thia axpandad fleat. As a result
swant of various «datoection systoma, Customs will heqin to develap a pratotype atr
wuten centored around a 360 Adeqgree radar.

‘.f Choanne
el jon o

rage 4
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Oparation and Maintenance, United States Customs Service

In order to promote and highlight the acquisition, and operation and maintenance of aircraft,
radar and facllities, Congresr has set up a separate appropriation to fund these crucial Customs
law enforcement activities. We expect that with these additional well equipped modules and
factlities, and centraliszed management, significant seizures and arrests will increase, deterring
and disrupting the flow of narcotics into the United States.

Page 5
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aeration and “ilatenanes, iitad States Cuatons Serviee

EYPLAIATTON OF FY 1916 RUDGIT THCREASES, DFCRPASES, AHD PROCPAN CHAISIY
DROGTA T CHANGES

1. vrararcl ARD PEVELOPTIETT O A PROTOTYNE 360 DNGREFR r'\m.u.....J............. seeaeS 5,000 000

in 'Y 1991, 7RI, Intarnational oid a study that assassed the various datection aystems
wailable for the Nir froqram.  The results of this stiudy, and meetings with contractors an)
Alvtary seonrtd, inlicatad that the davelopnent of a nrototyne air Jdatectinn svstan centered
rrowned a0 VAN dagraes el would he the wost of fective option. lith a potential ranqge of 100 miles,
¢ 1. desres radar woull jreatly increase the detection canabilitios bovond that pnasible with the
woeeent farwael=looking ADG 33 radar.  ‘Mheraefore, this fFunling will he usail to Jdasiqn the rvalar
o bace and saftuire neadad to ncovida the lonq-ranqe 340 deqree capahility required for this new
[RERT

' HBITTCT LV O el ATRCRAI D, c s tassesasssesesanstsssssssssssssstansasssescessss™ §,000, 00

M liae vith ther exnansinng of Custoas alr detection capabitities and to hring Custors to a
mighar design tevel at oaeveral hranches, Castoms {4 scheduled to recsive C-12 aircraft on lon
roy AR, Yo anler to utilize these ajireraft to perform the full ranne of tractaer functions,
Al aas st erlife thea with detector cular anl infrared sengort. This anhanc2ment nrovidas
i to eodify thres to fone C=17's, e

3. UETTO L ENTC T HOURS POP P Pe3A R, i isenncarsvirsrrsncssniacronrstassssssesssS 1,500,000

In rawsease ta Sangressioniy) concern abont tha eaffectivenass of afr interdfetion, an increasing
tier o toane ! adilitary aiceraft are schindulael to sunplement Gaatoms afir Fleat making it nassible
ta soand tha Mir Sadalae dtrateqge, thia enhancement anables Customs to utilize to a greater axtoat
e loane ! 2% adrerart Yy fuanting an incraanal numbar of Elight hours. Thias increasel airborne
rat. caverayer alnng nur barlera shoull increasae the aumbar of suspect smugqlers tarqotead for
arcait aa) aoareteanion,

‘ VLT PTG I TR T 9 I AOGNTRINYAL DLACYPALL HFLICAOTTIRS, v sS 1,400,000

it anes i aerforimmnee hnticapters 1o aonrchan?! susneet airceraft after deracted,
tntercest b and tracke s Cuntoas cuareently has 6 Nlackhawk helicapters on 1ean fraa DAN,  As nart
Tt eftart tn far an air o winle at each oxisting atr hranch, two additional mlackhavha will bae
v ], tlarany aravibine eaeh air hraneh uith at leant one Blackhask,  This aahanceaent orovidl g

et o neerating an o agintaining tiedie bya allitional ackhawks,

a0
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operation apd tlatntenanco, United States Customs Service
EXPLAUATION OF FY 1916 DUDGET INCREARES, DRCREASHS, AHDN PROGRAMN CIIANGES

OTII.R _CIIANGLS

A, Increcases nccessary to maintain current levels...ccvieeetiancssnncsssscsescrseaced 5,000,000

1. Annualization of current 1avelS....ccessrecessoenssssossansssnsacssssesssssseesssS 3,525,000
[ ]
funds were orovidad in FY 1935 for oneration and maintenanca of newly acquirad aircraft. This
increase provides the full-ycar cost to onarate and maintain these aircraft during PY 1906.

P Incrrased COBEB. ... it irivscraatsossscasstssaonassnsasssasanasasnsassssssssssesS 1,475,000
Reflects inflationary increases for such items as fuel, equipment and supplies.

He  feductions, (Nonrecurring COSt8) i ieetiseeseonriasssscasasassssonscosssscocsnceal -5,000,000

Resources were acovided in FY 1955 for aircraft modifications and radars and reolated equipment
for loannd militarv aircraft. These costs are non recurring in FY 1916.

Page 2
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DEPARTHENT OF THE TREASURY
OPERATION AND MAINTEMANCE, UNITRD STATES CUSTONS SERVICE

STANDARD CLASSIPICATION SCHENULE

{DIRECT OBLIGATIONS ONLY)

Total nusher of permsaneat poeitions
Average pald employment.cecscevesrscsccsosonanan

Object Classification: (Dollare in Thousande)

Personnel Compensation:
Persanent POsltiOoNB.ccesccrosssnsssrsananes
fosltions other thaa permanent
Other personnel compensation..
Special personal services pa

Total pereonnel coapensation.....

Personnal benefitl..cicvsecesrscns esesssanene
Genefite for formar pereonnsl.. csere
Travel and tranapartation af persons .
Transportation of LhiNgBeeccrecrctcncrcencoense
Rent, communication and utilities:
Standard level user charge®....ccorvcvnessces
Other rent, communicarion and

Printing and
Other service
Supplies and materia
Equipment..ceveuas
tands and structures.... .
insurance, claims and indemnities....c.ccvveese

Total obligations
Unobligated balance A/

Total Apgropriation, Authorized Level, and
Budqet Estimate

A/ Unobligated balance includes $21,204,000 in no-ysar funding.

Appropriation Authorisation Request 1986 Ilsciaase/Decrease
1984 1983 1986 Over 198
681 2,229 2,243 14
1124 200 200 -

[13] 1,050 1,073 23

] [:] [} o
24,014 20,641 39,166 10,525
4,908 9,7% 13,026 3,236
2,866 2,98 4,717 2,201
—_1t
34,252 44,425 60,42% 16,000
2,748 -- - --
56,000 44,428 60,423 16,000

Page 3
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MRYEIS OF AURKIIEED LEVEL FOR TISCAL YIAR 1989
(Pollece ia Wxnmands)

1993 Proposed Spplenantal.ccccecccccsscacacasesse . . . -— —_— 6,000

Page 1
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CQustoms Forfeiture Mnd, United States Customs Sexvice

SIMARY EPLANKTION OF CHANGES WEOUESTED FOR FISCAL YVAR 1966
(Dollars in Thousands) -
Qustams Forfeiture
And TOTAL
AV. V.
PFos. |Fos. [Aesount Fos. [fos. [Amount
Other Changes:
Increased receipts 2,000 2,000
Total L or \
1986 compared with Proposed
Asthorized Leavel - -— -—{ - 2,000 -— —-_ 2,000

Page 2
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Customs Porfeiture Pund

For ary exp of the Customs Forfeiture Fund, not to exceed $8,000,000, as authorized by

Public Law 98-473 and Publlc.uw 98-573; to be derived from deposits im the Pund.

Page 3

o€l



Customs Forfeiture Fund, United States Customs Service

Customs Porfeiture Fund

Prior to PY 1985, the costs of handling each seizure had been deducted from the proceeds if
any, of that seizure. Ibwev@d, in instances wvhere proceeds were not sufficient to cover expenses,
Customs had to cover the expenses out of its regular operating budget. The latter situation
occured frequently -- by the time the seized property was forfeited, ezpenses for storage and other
miscellaneous charges had exceeded the proceeds of the sala. Moreover, the net proceeds' from one
sale could not ba used to offset the losses incurred from another sale.

To remedy this situation, Congreses passed legislation that authorized Customs to establish a
Customs Forfeiture Fund. Seized and forfeited currency and any proceeds beyond the expenses of
seizure and forfeiture of merchandise are deposited into this account. Customs will use these
funds for expenses related to seizure; awards to informants; payment of liens related to seizures;
aquipping forfeited vessels, vehicles and aircraft; payment of claims of "parties of interest to
property disposed”; purchase of evidence; and destruction of drugs.

In PY 1985, Customs requested a supplemental appropriation so that it could spend the money on
this new forfeiture account. '

In FY 1986, as a result of improved management of seized goods, improvement in forfeiture
procedures and the depositing of seized currency into this account, it is expected that there will
be increased activity, costs and receipts.

Page 4
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Customs Porfditure Pund, United States Customs Service

EXPLANATION OF FY 1986 DUDGET INCRPASEL, DFCRPASES AND PROGRAM CHANGES

OTHER CHANGES

Increased recelpts...cccieiicrescccccnnncsacnnsesssnsnsessse$2,000,000

As a result of improved management of selzed goods, and improvement in forfeiture procedures it
is expected that activities and receipts will increase in PY 1986.

Page 1
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DEPARTHENT OF THE TREASURY
CUSTOMS FORFEITURE PUND, UNITED STATES CUSTOMS SZRVICE
STANDARD CLASSIFICATION SCHEDULE
(DIRECT OBLIGATIONS ONLY)

Appropriation Authorization Request 1986 Iacreass/Oecrease
1984 19R3 1986 Over 1983%

Total nusber of permanent positions...ecceccans
Averege paid eaploymeAt e ccsscrsecvacrrcrnrocnn

Object Clsesification:s (Dollarse in Thousands)

Personnel Coapensation: - .
Permanent positiond..cicecsrrscssrsnsacecnne 5
Positions other than permanent.
Other personnel compensation......
Special personal services payments

Total personnel compensation...eecevsene

Personnel benefltB.ccvisrccscarncsrosarscncnnans
Benefites for former personnel.....

Travel and transportation of person .- [ 1] [ J 22
Transportation™of thingd.cocrcrccccncssroncncas - (1] a0 20
Rent, communication snd utiliel
Standard level user charg sesereacaese - 42 56 14
Other rent
Peinting and reproduction... - - -- --
Other servicCe®..ciesssnsse - 3,9%0 5,320 1,330
Supplies and materials.. - 42 Sé
Lquipment - 1,800 2,400 €00
Lands and stru
Insurance, claims and
Total oblligatione -- 6,000 8,000 2,000
Unobliigated balance - - - -
Total Appropriation, Authorized lLevel, and
Budget Estimate 6,000 8,000 2,000
me———— ———

Pape 2
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MOLYEIS OF MMTORITED LEVIR. FOR FISCAL YERR 1985
(Collare in Thousande)

1985 Proposed BEPLemERAl..ccctercrvanreransrasstcssssrccssessnscssncsss -_— 1 @
k]

Potimete, 198, ccosncusassonssncensasssaneassssssssconssnssasesnsnossens — ) 3

Page 1
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User Pees at Certain Small Airports

Such sums as may be ary for exp of the provision of Customs services at certain small

airports designated by the Secretary of the Tresasury, llneludlng sxpenditures for the salaries and

expenses of individuals employed to provide such services, to be derived from fees collected by the

Secretary of the Treasury pursuant to section 236 of Public Law 98-573 for each of these airports,

and to" rmh.\ available until expended.

Page 2 -
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User Fees at Certain Small Afirports, United States Customs Service

User Fees at Certain Small Airporta ~

The Trade and Tariff Act of 1984 (P.L. 98-573) authorizes the U.8. Customg Service to charge
user fees for servicss at certain small airports where the volume or value of ‘business is
insufficient to justify the availability of Customs services. The fee will be equal to the
expenses incurred i{n providing the services. ’

The legislation authorizes Customs to begin charging a fee for services at the airport located
at Lebanon, New Hampshire and four additional locations to be designated by the Secretary of the
Treasury. (The governor of the state in which such airport is located must also approve the

designation).

The fees which are collected at each airport will be deposited into an account within the
Treasury of the United States that is specifically designated for that ajirport. The funds in the
account as provided by appropriation acts, will only be available for expenditures relating to the
provision of Customs services at sach airport including salaries and expenses of personnel employed
to provide such services.

In FY 1985, Customs will provide services for user fees at the airport located in Lebanon, New
llampshire and up to four additional airports as they are designated. In PY 1986, Customs will
continue to provide such services to all the designated ailrports. :

Page 3
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User Fees at Certain Small Airports, United States Custams Service

(mollars in Thousands)

SUMMARY EXPLANATION OF QJIANGES REQUESTED FOR FISCAL YEAR 1966

User Fees at Certain
Small Alrports

TOTAL

AV.
Pos. |Fos. [Amount

AV.

Fos. [PAecamnt

Other Changess

Increased costs for alrports
serviced

33

Page 4
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liIser Fees at Certain Small Afrports, United States Customs Service

EXPLANATION OF FY 1986 DUDGET  INCRFASES, DFCREASES AND PROGRAM CIIANGES

OMIER CIIANGES

Increased costs and user feeS.....ccecevesescrasccccscsesss$33,000

In PY 1915 Customs provided services at the airport located in Lebanon, MHew liampshire and
eventually to four additional airports. FPY 1916 reflects full year operating costs and receipts
for up to five airports.

Page 1
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USER FEES AT CERTAIN SMALL AIRPORTS,
SYANDARD CLASSIPICATION SQUEDULE

Total nuaber of permsanent positions.ccocecscaes
Aversge paild employmeat icccescrrsrcsesssasansone

Object Classi€ications {Dollare in Thousands)

Pereonnel Compensatioca:
Permanent positions
Positions other than permanent.
Other psrsonnel compensation........
Special pereonal services paywants....

Total pereonnel compensation....civsess

senses

Personnel benefita...ovveeeee
Benefite for forser personnsl.
Travel and transpottation of persons.

Rent, communication and ucilitien:s
Standard level user charges..icceesvascscase
Other rent, communication and

Printing and
Other serviced..icecsccnnne
Supplles and asterial
Equipment...cavseans
lands and SLEUCRUTEB.cessccranses

Total obligations
Unobligated balance

Total Appropriastion, Authorized Level, and
HBudget Estimate

ORPARTHENT OF THER TREASURY
UNITED STATES (VSTONS SERVICE

(OIRECT OBLIGATIONS OMLY}

Appropristion Authorisation Request 1986 Increass/Deccease
1984 198% 1986 Over 1%0%

e 1 1 -

10 18 e

16 29 1

26 L} 21

13 b E ] 10

3 H 2

42 75 »

42 73 33

Page 2
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140

Senator LonG. Do you have any idea why I asked you about Flor-
ida first, or Florida specifically compared to the rest of the coun-

?
t'ri‘b-. voN Raas. No, sir.

Senator LoNG. Could it be that you are maki.tgaa freater effort
in Florida than anywhere else? The information tha. I have from a
man in Florida is that he says Leu are making a much greater
effort in Florida than anywhere else. And he estimates you are get-
ting about 20 percent. Now, wait a minute—yes, he said about 20
percent in Florida. Outside of Florida, you have to admit you are
getting less than 10 percent. So, if you ask me, 90 percent is
coming into the United States, aside from Florida. You are making
a lesser effort in the area outside Florida. In Florida, where you
are making your concentrated effort, you are getting 20 percent.
So, his overall estimate would be that you are not intercepting
about 85 percent of it.

Mr. voN Raas. He is wrm{}

Senator LoNG. All right. You say he is wrong, and you would put
the estimate around 20 percent, or is it 25?

Mr. voN RaaB. We have to deal with specific t; of drugs. The
marijuana interdiction factor, due to the good efforts of the Coast
Guard, is quite high. The cocaine interdiction factor is growing. As
a matter of fact, it is over double what it was last year. So, you
can’t really combine all these different types of narcotics. Other-
wise, you come up with a figure that loses its significance. So, I
think we have to deal with marijuana, cocaine, and heroin sepa-
rately. Now, I will admit on the heroin side, we are not doing very
well, as that is the most difficult.

Senator Long. What percent do you estimate there?

Mr. voN Raas. I would say less than § percent in that case.

Senator LONG. Less than five?

Mr. voN Raas. Yes.

Senator LoNG. The point I am getting to is that the highest esti-
mate you can give for your effort is 35 percent in Florida. Now, my
information is that this is about an $80 billion business by the
criminals involved. Is that a fair thing to say?

Mr. voN RaaB. That seems to be a generally used figure and is
probably as good as any.

Senator LonNG. Right. Now, do you have any idea—and I assume
that the answer has got to be yes—but can you give me your esti-
mate of what the human value and the economic damage that is
involved in $80 billion of these harmful drugs being consumed by
the American public?

Mr. von RaAB. It is massive.

Senator LoNG. You say massive. Can you do a little better than
that and give me some indication of how many deaths we think—
premature deaths—are being caused by this and what the econom-
ic damage is to our effort here in this country?

Mr. voN Raas. I couldn’t off the top of my head, except to say
that it is huge.

Senator LoNg. If it touches lives throughout the entire country-—
I don't believe that my little grandchildren are hooked on it. I
lsAx::w ‘my children are not, but this is a threat to every family in

erica.
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Mr. voN Raas. I agree.

Senator LoNng. And so, how much per capita is $80 billion of
value—225 million divided into $80 billion? That is about $400
worth of drugs per capita coming into this country. And the effort
to intercept it, in terms of dollars—just compared to what the com-
mercial value of that stuff is on the street, the dollars that are
being spent to buy drugs—is equal to about onequarter of 1 per-
cent of the value of drugs on the street. Whose idea is it that we
should make that small an effort against something that is that
devastating to our country and our people? Whose estimate is this
that that is about the limit of our effort that we want to make?

Mr. voN RaaB. The number there is a function of the budget
process which is a cooperative effort between the Congress and the
administration.

Senater Lonag. Did you ask for more than that? Did you ask Mr.
Stockmt%n and his people to approve more, to approve a larger
amoun

Mr. voN Raas. I believe our request was slightly in excess of
what we were given.

" Se';xabor Lona. Slightly. About how much? Can you give me some

idea

miI;g.r. voN RaaB. We submitted a budget of approximately $700
ion.

Sen itor Long. $700 million?

Mr. voN RaAB. Yes.

Senator LoNg. For this or for the overall?

Mr. voN RaAB. For the overall budget.

Senator Long. All right. According to this, you say you are put-
ting about half of it—and you estimate $350—that would sound as
though you got almost exactly what you asked for. You estimated
about half of the money beintiemade available to Kgu was for the
fight against narcotics and other harmful . you estimate
that to be $350 million? And now you tell me that your submission
was $700 million.

Mr. voN RaAB. We have a budget for the air program, which is
$60 million, we have the salaries and expenses budget, which is
§639 million. We requested $699 million for salaries and expenses,
of which we got $639 million.

Senator LoNg. Now, I was led to believe somewhere that the
Congress had aﬁmpriated more money for this ﬁght on drugs
than you people have spent. Is that correct? I just don't know.

Mr. voN Raas. We have spent——

Senator LoNG. Someone told me that Congress has appropriated
more money for this fight on drugs than you are spending;‘

Mr. voN RaaB. Since I have been Commissioner we have spent
more or less our budget a; pmﬁriation.

Senator Lonag. The light has been up for some time, so I
won’t ask any more questions at this time. I think I might like to
ask some more later on.

Senator DANFORTH. Senator Bradley?

Senator BrRapLEY. Thank you, Mr. Chairman. Mr. von Raab, let
mﬁﬁgk you: Were you actively involved in the negotiations with

Mr. voN Raas. No, I was not.
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Senator BRADLEY. You were not?

Mr. voN Raas. No.

Senator BRADLEY. You were not actively involved in trying to tgl?t
what the Customs Service itself thought it needed to enforce the
laws of this country?

Mr. voN RaaB. No; the Treasury Department deals with OMB,
not the Customs Service. We are a bureau of the Treasury Depart-
ment,

Senator BRADLEY. And that is why you didn’t know how much
you requested for your own service, is that right?

Mr. voN RaaB. No, our request to the Treasury Department was
approximately $700 million. We submit our request to the Depart-
ment and they then submit a request to OMB. .

Senator BRADLEY. Yes. I just found it curious that you didn't
know that.

Mr. voN RaaB. I knew it. I just didn’t want to give you an inac-
curate figure. It was actually $699,546,000.

Senator BrapLry. All right. Now, if we could get to these 351 po-
sitions. You said this would not in fact affect enforcement because
145 are management centers. Is that right?

Mr. voN Raas. Of the 887—it is actually 887.

Slenator BraDLEY. I am talking about the 351 inspection and con-
trol. .

Mr. voN Raas. That is right.

Senator BRADLEY. 145 were management centers, you said earlier
to the question asked by Senator Bentsen.

Mr. voN Raas. That is right.

Senator BRADLEY. You said then 111 were inspectors reimbursed
by the local municipality, according to this dream.

Mr. voN Raas. Pro to be reimbursed.

Senator Braprey. The proposed dream. Right. The question then
is: What happens if they aren’t reimbursed? Are you proposing to
eliminate the 111 ins rs?

Mr. voN RaAB. As I answered to the House, we will ensure that
they stay on the job, and we will fund those positions from within
the Customs Service budget.

Senator BRADLEY. And then the other 95—who are they? .

Mr. voN RaaB. Those are also people in non-frontline positions.

Senator Bradley, So, of the 851, only 111 are online?

Mr. voN Raas. Yes.

Senator BRADLEY. And regardless of whether you get the ex-
penses reimbursed, you are going to keep them online?

Mr. voN Raas. Yes.

Senator BRADLEY. And what other part of the personnel would
you then eliminate?

Mr. voN Raas. We would probably try to take deeper cuts in the
administrative areas.

_ Senator BrADLEY. Deeper cuts in the administrative area. OK.
Let me express my concern that this is a rather short sighted
policy, particularly if we are in a period when we have some rising
protectionist pressure. The minimum that you have to be able to do
18 enforce the laws that are on the books, and if you are going to
cut personnel, if you are going to cut support personnel that are
important, you are not going to be able to enforce the laws that are



148

on the books. Would you explain what is the bypass procedure that
Customs officers follow?

Mr. vON RaAB. Yes. A number of events are involved with com-
mercial importation. There is a physical inspection and a documen-
tary inspection. The physical inspection is performed by an inspec-
tor. The documentary inspection is performed by an import special-
ist. Under the bypass system documentary review, by what we call
n a;dnlzlstenal group, is speeded up and then it is audited after-
wards.

Senator BRADLEY. Yes. In fact, the bypass procedure is essentially
Customs officers selectively checking only about—what?—40 per-
cent of the imports? Is that correct?

Mr. voN RaaB. Once again, you have got to take the particular
line. For example, we review all textile and steel documents. We
also review documents related to those lines of commodities that
are a risk or serious problem in terms of possible violations. Cer-
tain categories are given only cursory review because no duty is re-
quired. types of documents are submitted for statistical pur-
- poses only. To say 40 grcent is to mix apples and oranges.

Senator BRADLEY. So, you can come before the committee today
and say that you are enforcing the laws, even though you admit
before the committee that in many cases you never check formal
entries. You spot check—40 or 50 percent of the times you spot
check. In 1972 you had about 1,300 import specialists for on-site in-
spection, and this year you have about 875, even though the formal
entries of impo: merchandise have gone from 8 million to 6 mil-
lion. Now, it is just not plausible, to me at least, that you are going
to be able to enforce anything.

Mr. voN Raas. I don't accept your characterization of what we
are.doing. I said that we are doing a full documen inspection of
all of those lines of commodities that require that. There are cer-
tain submissions msade to the Customs Service accompanying im-
portations that do not require a complete 100-percent review. If we
were to do that, I think it would be a waste of our manpower. So, I
cannot agree with the conclusions that you have drawn.

Senator BrRapLEY. Let’s take textiles as an example. And let’s
move from enforcement to information. How do you explain that
the industry asserts that about 50 percent of the textile market is
com of imports and the Commerce Department asserts that it
is 26 percent? Now, that should be information that should be
fairly well determinable through the amount of imports that enter,
if indeed you are checking every one of them. Now, are gou assert-
ini{f;hat you have told the Commerce Department it is 26 percent?

‘Mr. voN Raas. We only provide Commerce with the raw data.
Commerce takes our data and processes it.

Senator BRADLEY. And you are saying there is no entry point in
this country where textiles from another country enter that there
isn’t an ins; r who inspects? Is that what you are asserting?

Mr. voN . That is correct. ,

Senator BrabpLey. That is a very strong statement, and I hope
that you will be able to back it up.

Senator DANFORTH. Mr. von Raab, let me ask you to clarify your
idea of reimbursement. First, it is my understanding that there is
now a reimbursement concept which is in place. As you pointed
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out, there are circumstances where the Customs Service i3 reim-
bursed for overtime. Is that right?

Mr. voN RaAB. Mr. De Angelus will respond to this question?

Mr. D ANcELUS. Senator, if I may, there are a number of activi-
ties for which the Customs Service is reimbursed. The Department
of Agriculture pays over $2 million for airgort inspections. There is
approximately $42 million worth of reimbursable overtime under
the law of 1911 for which our inspectors are paid for services out-
side of normal working hours. We are also proposing 111 inspector
positions be reimbursed at what we call convenience ports, or low
volume ports, where our employees are less productively employed.

Senator DANFORTH. That is your proposal?

Mr. DE ANGeLUs. That is one of our proposals. Yes, sir.

Senator DANFORTH. Yes. Let me ask you this: Didn’t we last year
Flass a bill which provided for reimbursement in certain ports in

ew Hamg‘hire?

Mr. DE ANGeLUS. Yes. Exactly.

Senator DANPORTH. Where the Customs Service would not other-
wise be operating, or handling only a very low volume. Senator
Humphrey was pushing this idea. -

u Mr. DE ANgeLus. That is the prototype, if you will, of the legisla-
ion——

Senator DANFORTH. Right. The idea was that this is not a place
where the Customs Service would ordinarily be, and there was a
special need that was perceived in New Hampshire, and Senator

uné[‘)lgrey therefore took the position that if we pay for it, can we

et toms people in our State. And the answer was provided by
islation, and it was yes.
r. DE ANgeLus. Right. That is correct, and Allentown, PA, is
another example.

Senator DANFORTH. Now, just to give you hypotheticals and not
real-life cases, but just a hypothetical situation, let's suppose that
in Joplin, MO—let's suppose that Ozark Airlines decided that it
wanted to have international flights from Joplin. There are now no
international flights from Joplin, but they thought that once a
week they could get enough people together from southwest Mis-
souri or Kansas or Oklahoma, or wherever, put them in an air-

lane, and send them over to London. There is now no service.

ey want a Customs person or two or three to be in Joplin at
least once a week. They approach you and you say, wait a second,
we have a budget. We only have so many people. We have people
down in San Diego or wherever and we can’t redeploy them. If we
put somebody in Joplin, will you pay for it? They say yes, and what
ou want is authorization to therefore hire somebody on a reim-
ursed basis. Is that right?

Mr. D ANGELUS. That is correct. However, with respect to exist-
ing ports, we require authorizing legislation to be able to have the
same approach.

Senator DANFORTH. Yes. In other words, you want to transform
sox;eejxorts that are now being paid for by the taxpayer into reim-
bu ports.

Mr. voN Raas. That is correct.

Senator DANForRTH. That is, to me, more questionable, and I
think that is the problem that Senator Baucus was raising. Let me

e
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ask you another type of situation: Let's suppose that in, say, Mo-
berly there is a factory which has to import a product from abroad
on a daily basis. It has to get it quickly. It hasto fly it in somehow,
and nobody else would have any use for the Customs Service in
Moberly, but this one factory abseolutely needs it. Your position
would be that it is unreasonable to have the taxpayer pay the cost
of basically operating a factory, and therefore, you would have a
Customs person there f.rovided that the business in question could
reimburse the service. Is that right?

Mr. De ANGELUS. Yes, sir.

Senator DANFORTH. So, it is not just a reimbursement by State
governments that you are after. It i8 reimbursement by an airline.
It is reimbursement by a business. It is reimbursement by a port
authority or an airport authority or whoever wants to make a deal
with the Customs Service. You want to extend your operation pro-
vidgd? that you don't have to take it out of your budget. Is that
right'

Mr. DE AncgELus. That is right.

Senator DANrorTH. All right. Now, with respoct to existing ports
now being funded out of your normal appropriation, what criteria
do you have if you develop them? What criteria would there be for
gew what ports would only remain open if they were reim-

u

Mr. D ANGELUS. Generally speaking, the criteria are those that
would be applied to an application for a new port. More specifical-
ly, I would be happy to provide for the record what they are in
each case. They are rather detailed.

[Mr. De Angelus’ prepared report follows:]

REIMBURSABLE PORTS INITIATIVE

Under a reimbumbl:‘fon concept, those locations not meeting Customs estab-
lished minimal work I criteria of either 2,600 formal entries, 350 cargo vessel
arrivals, 150,000 vehicle arrivals or 2,000 scheduled international aircraft arrivals
r year, would convert to operating on a reimbursable basis. Congreesional action,
owever, would be necessary in order for Customs to operate under this concept and
to collect the cost of providing service. At the present time, there are 121 seaports
40 interior ports, 61 northern border ports, and 5 southern border ports which are
potential reimbursable ports. Attached is a list of these locations for your informe-
tion.
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102.

104,
105,
106.

REEVILLE, VA 107.NEAH BAY, WA
HOPEWELL, VA 108, JUNEAU, AX
109, KETCHIKAN, AK
CITY, SC 110.SKAGRAY, AKX
GRORGETOWN, SC 111.WRANGLE, AX
BRINSWICK, GA 112.DALTON CACHE,
FERNANDINA BEACH, FL AX
GREEN CLOVE SPRINGS,FL 113.VALDEZ, AK
BOCA GRANDE, FL 114.PETERSBURG, AK
PORT CANAVERAL, FL 115.SITRA, AKX
PNUAMA CTTY, FL 116.PELICAN, AK
PENSACOIA, FL 117.SAND POINT,AX
KEY WEST, FL 118.KODIAK, AK
FORT PIERCE, FL 119.HILO, HI
ALEXANDRIA, VA 120.KAHULUT, HX
PORT ST. XE, FL 121 . NAWILIWILI-
GULFFORT, MS ALLEN, HI
PASCAGOULA,
APALACHIOOLA, INTERIOR
CARRARELLE, FL 1. ST.ALBANS,VT
MORGAN CTTY, LA 2. BURLINGTON, VT
PORT SULPHUR, LA 3, SPRINGFTEID, MA
DESTREHAN, LA 4. WORCHESTER, MA
GRFENVILLE, MS 5. LAWRENCE, MA
AVON, MS 6. UTICA, NY
ST. ROSE, LA 7. WILKES-BARRF,PA
GOOD AOPE, 1A 8. HARRISIURG, PA
VICKSBURG, MS 9. GREAT FALLS, MT
LAKE CHARLES, LA 10. BUTTE, MT
TEXAS CITY, TX 11. RACINE,WI
FPREEFORT, TX 12, PFORIA, IL
PORT LAVACA, TX 13. EVANSVILIE, IN
PORT SAN LUIS, CA 14. LAWRENSBURG, IN
EL SBGNDO, CA 15. GWENBORO, KY
VENTURA, CA 16. ST. JOSEPH, MO
POR™ HUENEME, CA 17. SPRINGFTELD, MO
CAPITAN, CA 18. CHARLESTON, WV
MORRO, CA 19. DURHAM, NC
FUREXA, CA 20, REIDSVILLE, NC
MONTEKEY, CA 21. COUUMBIA, S°
ALAMEDA, CA 22, BIRMINGHAM, AL
CROCKETT, CA 23. HUNTSVILIE, AL
MARTINEZ, CA 24. LITTLE ROCK, AK
SEIBY, CA 25, CHATTANOOGA, TN
SAN JOAQUIN RIVER,CA 26. KNOXVILLE, TN
SAN PARIO BAY, CA 27. NARILIO, TX
CARQUINEZ STRAIT, CA 28, LUBBOCK, TX
SUISUN BAY, CA 29. AUSTIN, TX
NEWPORT, OR 30. LAS VEGAS, NV
000S BAY, OR 31. FRESNO, CA
KALAMA, WA 32, STOCKTON, CA
ABERDEEN-HOQUIAM, WA 33. SACRAMENTO, CA
FERRY, WA. 34. REDWOOD CITY,CA

KENMORE AIR HARBOR,WA 35.
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Richford}
18.PDNNACIE RD.,VT
(station under

Richford)

19.W. BERRSHIRE, VT
(station under
Richford)

20, ALBUNG, VT 50, NOONAN, ND
(area port with 51 . SHERWNOOD, ND
Highqate Springs) 52, ANTLER,ND

21.ALBURG SPRINGS,VT 53 . WESTHOPE, ND
(station RHighqate 54, ALGNAC, MI
Springs/Alburg) (station under

22.MORSES LINE,VT Port
( unde 55.ROBERTS LANDING ,MI
Highgate Springs/ (station under
) Port Huron)
23.CANNONS CORNERS ,NY 56.CRANE LANE, MN
(station under (station under
} Duluth)

24 .MOCERS ,NY 57.WILLOW CREFK,MT
(station under S8.NIGHTHANK, WA
Champlain) 59 .DNNVILLE, WA

25 ,CHATEAUGAY , NY 60, BOUNDARY , WA

61 .METALINE FALLS,WA

(station under area SOUTHERN BORDERS

2.10S EBANOS PERRY,TX

{station under area 3.AMISTAD DAM,TX
4 . FALOON DAM,TX
5.MORLEY GATE,AZ

49 .AMBROSE, ND
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Senator DANFORTH. I think that is where you are going to have
the biggest problem. I mean, maybe there should be some grand-
fathering proposal. I don’t know. Senator Bentsen?

Senator BenTseN. Thank you, Mr. Chairman. Commissioner, I
note that you are t¥lking about closing quite a number of districts.
You are talkinga;bout losing the appraisement center for Browns-
ville, Hidalgo, Antonio, Port Arthur, and Houston. Now when

ou are talkmg about those along the Rio Grande or when you are
talking about Port Arthur, you are talking about areas that are in
serious economic trouble. And yet, these are important entries, and
if you make i¢ more difficult for them to expedite the entry of prod-
ucts at those points, you obviously put them at a disadvantage with
other entry ports. It seems to me that you give an advanm?e to an-
other one where a lot of that trade mi(ﬁlslt move. Last year I strong-
lg opposed the consolidation of the districts between Dallas and

ouston. Both Houston and Dallas are major ports. and the Cus-
toms Service finally understood that. But now, you are coming
back from the other direction, and saying let’s consolidate Houston
into Dallas. I don’t think that is practicsl either. I strongly oppose
that kind of a situation. This would mean that Houston, the second
largest port in the country, insofar as foreign products imported
would have no district office or district director. This would create
a serious problem of delay, and create additional costs for local
shippers. I think it would be a most serious mistake. Let me give
you an example of what we are talking about. I think you very
wisely did not consolidate Dallas into the Houston district last
summer. I think that is correct, but here you have a situation with
102,000 entries in Houston; values of commodities of $20.3 billion;
duties collected in Houston at $407 million; and one of the major
ports in the country. Forthermore, imports by sea require more at-
tention by Customs than commodities melé)orted by air. You have
3.5 million tons of steel direci‘tll})}'_idisc by direct conveyance. I
understand it would be very difficult to discharge this steel without
having adequate numbers of import specialists at the Houston port.
I think it would have a tremendous negative economic impact on
that area. It would be a very serious mistake. Now, I would like to
hear your comments.

Mr. DE ANGELUS. Senator, if I may, there are a number of mis-
conceptions in your question. We have consolidated a number of
Eorts in the past where there were import specialists. It does not

ave a negative effect on imports through that port. Earlier this

morning——
Senator BENTSEN. I must tell you that every report that I get
from le that are involved in the business back there tell me

they think it will have a detrimental effect, a very serious one.

Mr. DE ANGELUS. I know that they believe that, Senator, but it is
just not correct. Twenty-six years ago I was what we now call
import specialists, then called Customs examiners. I think I know
something about that side of our business and its impact on the
import community. Earlier you mentioned that we should redo the
Stover Study of 20 years ago. The Stover Study was a very good
study, and it set up a principle in Customs of a four-tier level of
operations—a port of entry, a district which is the last operational
oversight of the port of entry, a regional headquarters to adminis-
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ter Customs in a geographic area, and Customs headquarters to
rovide policy direction and priority direction on a nationwide
gams' . The basic activity where an importer or a passenger is affect-
ed is the port of entry, and except for the 111 positions for which
we propose reimbursement, the port of entries do not . That
is where the goods move freely and the people move freely, irre-
spective of whether or not an old Customs examiner—or what we
call import specialist today—is there. Last week we took the import
specialist out of Sweet Grass, MT, and I believe if you talk to the
mple in Sweet Grass and you talk to the importers, there has
n zero adverse impact on imports through Sweet Grass, MT. We
removed the import specialist from Pittsburgh, PA, and I believe if
you talk to the people in Pittsburgh, you will find there has been
abeolutely zero negative effect——

Senator BENTSEN. I am not talking to you about Sweet Grass,
MT—with all due respect to my friend. t we have here is a
misconception on the part of the Customs Service. We are i
about Deslas and Houston, two of the largest cities in the Uni
States. I have the distinction of representing 3 of the 10 largesi
cities in the United States, gou have previously agreed that we
should not merge Dallas and move it into the Houston District
office. And then you turn around and say, OK, now we will move
the Houston office to Dallas. I don’t think either one of those plans
is right. I think when you are talking about 2 of the IOIﬁeat
cities in the United States that they are certainly justified in
having a district office and having all that goes with it. Let me give
you an example. You have 102,000 entries in Houston as oz%poeed to
61,000 entries in Dallas. Values of the commodities: $20 billion
versus $1.5 billion in Dallas. Duties collected: $407 million in Hous-
ton, $107 million in Dallas. Yet, last year you agreed with us that
we shouldn’t take Dallas and move it into Houston. Now, you say,
0K, let's merge Houston with Dallas, despite those numbers.

Mr. D ANGELUS. Senator, what we have is a staff proposal that
we have not yet acted on. We are getting ready to evaluate it in
the next week because we have to make some decision. What I
tried to explain is that the basic activity is the port of entry. What
we are saying and what the Grace Commission recommended was
only 25 districts for us. They recommended only 6 appraisement
centers in the United States. We are proposing approximately 30.
They saw that these type activities are not necessary to the free
flow of goods and people. What we are propoeing is to reduce our
administrative overhead to an absolute minimum. To put it where
it can be most efficiently and effectively employed on a 100-percent
basis rather than to have the antiquated system of, in effect, a col-
lector in every port.

Senator BENTSEN. A collector in every port. I am not talking
about a collector in every port. I am talﬁﬁmg about the port of
Houston, which has an international airport; five seaports, two free
trade zones—all of them in that area.

Mr. De ANGEeLUS. Senator, those things would not be affected
either way——

Senator BENTseN. That is not the story I get, and that isn’t at all
what I hear from people that are in the business in Texas who will
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be subjected to a change like this. And I strongly resist it; I don't
agree with it.

Mr. De ANGELUS. I understand that, Senator. I just ask you to
respect my professional opinion that, with regard to Customs, you
can administer Customs and they will not be adversely affected.

Senator BENTsEN. Thank you, Mr. Chairman.

Senator DANFORTH. Senator Baucus.

Senator Baucus. Thank you, Mr. Chairman. For a person who
wants to deal with a Customs agent in New York—is it convenient
for him to do so0?

Mr. De ANGELUS. ] am sorry. I don’t understand.

Senator Baucus. The question is: Is it more convenient for some-
body in New York or Los Angeles or San Francisco or Seattle—or
one of the major ports in this country—to deal with the Customs
Service, or is it more convenient for somebody in Sweet Grass or
Butte, or Great Falls, MT to deal with the Customs Service?

Mr. voN Raas. I would guess that it is more convenient in Sweet
Grass because the peo%le in Sweet Grass are probably more agree-
able than they are in the other parts of the country.

Senator BrRADLEY. You just made 19 enemies on this committee.
[Laughter.]

Senator Baucus. The point is that I think your term “ports of
convenience” is a misrepresentation of the purpose behind the pro-
posal because the people in New York City and other States, sure,
they could conveniently use those ports and the Customs agents
are conveniently there use that is why they are doing business.
The same is true of anyone who deals with a Customs agent,
whether traveling from the United States or to the United States.
And it seems to me that what you are doing is you are trying to
use—to use a euphemistic term—*‘convenience” to mask your in-
tention to close poor ports.

Mr.t ?vox Raas. You are speaking here of the reimbursable
as

nator Baucus. That is correct.

Mr. von Raab. I am sorry. I was confusing it with the centraliza-
tion issue.

S:lnator Baucus. I am talking about the reimbursable port pro-
posal.

Mr. voN RaAB. As I said, there is a larger proposal that will be
forwarded which would propose that a user fee concemsbe applied
to a large number of the Customs activities of which this reimburs-
able approach would only be a part. It may actually be subsumed
in the larger package.

Senator BAaucus. But your larger potential package will deal
with large volume ports as well?

Mr. voN Raas. Yes.

Senator BAaucus. Can you give me some idea what that proposal

is g?in%g) be?
h tr. ANGELUS. Senator, if I may, what we are proposing is

a  en— —

Mr. voN Raas. If I can just interject, this has not been forwarded
through the normal ﬁ;ooesses."Our assumption is that it will pass
through OMB, but I have to reserve OMB’s right to say that this is
not approved by them.
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Mr. Dz ANGELUS. We are still formulating the details of the pro-
posal, but OMB has notified the Congress that user fees are
posed to be applied for the Customs Service. The Senate B
Committee, I am told, has indicated that over $473 million out of
Customs appropriations for fiscal year 1986 should come from user
fees. If you look at Customs staffing over the years and the nation-
al financial situation, it is unlikely, even though more assets are
being demanded in Sweet Grass, Seattle, Los Angeles, and Laredo
that funds can be provided. Over the past 4 years people have come
to us and said they would pay for those services. Until Senator
Humphrey passed his bill, we did not have any legal mechanism to
collect money from people who wanted to pay for the services.

Senator Baucus. I can see your applying that principle to new
services. I can understand that. If somebody wants a new Customs
Service along the lines as suggested by the chairman of the sub-
committee, I can see that. That makes sense, but what I can't see is
trying to apply this proposal to existing services which in many
areas will result in no service whatsoever. That is a problem that I
have, particularly when we are trying to encourage trade, not dis-
courage trade. I am sorry, but my time is up.

Mr. voN RAAsB. Msy I make just one comment on that?

Senator Baucus. Very briefly, if you could, please.

Mr. voN RaAB. One of the problems Customs has is reallocating
its resources. Ports increase or decrease as the trading patterns
change. There is often a request for new service. For example,
LAX, Oakland, Seattle, St. Louis——an%lnumber of ports that have
existing services—need more service. We require a mechanism for
relating Customs resources to the traffic or workload of the area.
Today it is very difficult for us to address these needs.

Senator BaAucus. What do you think Canada is going to do if we
impose a user fee on commerce from Canada to the United States?
Do you think Canada will put a user fee on commerce from the
United States to Canada?

Mr. voN RaaB. I don’t know what Canada would do.

q ?enator Baucus. What do you think other countries are going to
o

Mr. voN Raas. There already is a $3 tax, you know.

Senator Baucus. Don’t you think that the more we apply user
fees on commerce the more other countries are gring to do the
same thing? And don’t you think that that, in effect, discourages
commerce?

Mr. voN RaaB. Other countries——

Senator BAaucus. And don’t you think that that, in effect, also
harms the American economy?

Mr. voN Raas. Other countries do this now.

Senator Baucus. I am talking about the direction. You are going
in the direction of more fees, more user fees. I am just telling you
the consequence of that is diminished trade, not more trade.

Mr. voN RAaB. More fees but lower taxes.

Senator Baucus. One other question I have is about your state-
ment that you don’t deal directly with OMB? Are you saying that
you don’t talk to OMB?



1562

Mr. voN Raas. I do talk to OMB, but in terms of the nm
of the budget, that is done by the Assistant Secretary for ini
tration of the Treasury Department.

Senatar Baucts. Did you request a bigger budget or smaller
budget through your process?

r. VON Raas. A%ﬁet budget.

Senator Baucus. t did you request of somebody in Treasury?

Mr. voN RaaB. We requested about $60 million more.

Senator Baucus. How many :nore?

Mr. voN RaasB. About $60 inillion.

Senator Baucus. Six-zero or sixteen?

Mr. voN Raas. Sixty—six-oh—more.

Senator Baucus. more, and somebody in Treasury—who was
it in Treasury that said no? What department is it?

Mr. voN RaAB. The Treasury Depertment.

Senator Baucus. But who in Treasury? What office in Treasury?

Mr. voN RaAB. Most probably the then-Deputy Secretary, Tim
McNamar..

Senator Baucus. Did you talk with this person?

Mr. vON Raas. Yes.

Senator Baucus. So, you know who the person is.

Mr. voN RaAB. Yes. He was the one who made the decision.

Senator BAucus. Who is the person you talked to?

Mr. voN Raas. Tim McNamar.

Senator Baucus. Mr. McNamar?

Mr. voN Raas. Right.

Senator Baucus. And he is the person who disagreed with you
and overruled you and said your submission had to be $60 million
less. Is that correct?

Mr. voN Raas. No, that is not quite correct. Treasury submitted
a budget less than the one we requested, but OMB reduced Treas-
ury’s request, so there was a double reduction that tock place. I
don’t know who made the decision at OMB.

Senator Baucus. Did you try to talk directly with OMB?

Mr. voN RaaB. No, that is not the scheme of things.

Senator Baucus. Did you try to?

Mr. voN RaaB. No, I didn't try to.

Senator Baucus. Were you told not to?

Mr. voN Raas. It is acknowledged that it is not my role to byﬁass
the Treasury Department and deal directly with OMB on thcse
matters.

Senator Baucus. All right. I have no more questions. Thank you.

Senator DANFORTH. Senator Long.

Senator LoNG. I want to just get back to what we were discussing
before. Could you give me your estimate of what percent of man-
juana do you think y¢ ire intercepting? Coming into this country?

Mr. voN RaAB. Around 30 percent.

Senator LoNG. So, you think you are intercepting 30 percent of
marijuana coming in on a nationwide basis?

Mr. von Raas. This is the Customs and the Coast Guard, by the
wag'é It is not just Customs.

nator LONG. And what percent of that do you estimate the
Customs is intercepting?
Mr. voN Raas. I would have to give you that for the record.
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Senator LonG. I would like to know what the overall effort is
doing, and that is the basic question I would like you to give me
the answer to here if you know it.

Mr. von Raas. I will provide that for the record.

(Mr. von Raab’s prepared report follows:)

1984 MARJUANA Smizunes

National.—2,926,192.2 pounds=10 percent of the national threat.

Southeast m-z.sos,m; pounds=10.9 percent of the regionel threat
(21,144,600) 7.5 percent of the national threat. This figure is 78.7 percent of all
national ijjuana seized.

Florida.—1,925,875.6 pounde=9.1 percent of tl:e regional threat and 6.3 t of

themﬁonalthmtuind.'l‘nhﬁ‘unh&.spemntoﬂhomﬁonal marijua-
mnizdmd&.sperantofthengionnltotnlmarm‘mniud.

1985 MARWUANA Szizuaes

(A8 OF APRIL 18, 1985)
National —576,756 pounds =2 percent of the national threat.
Southeast mgion.—gs,m pounds=2.8 percent of the regional threat (19,798,200
1be) 78.7 percent of the national marijuana total seired.
Florida.—196,227=1 percent of regional threat and .64 percent of national threat
34 ils)reent .of the national marijuana seized and 43 percent of regional marijuana
se .

Senator LoNg. All right. Now, what percent of the cocaine do
you estimate you are intercepting?

Mr. voN RaAaB. I estimate we are intercepting around 30 percent.

Senator LoNG. So, you estimate you are intercepting around 30
percent of the cocaine and 30 percent of the marijuana?

Mr. voN RaAAB. I am sorry, 25 percent of the cocaine, nationally.

Senator LoNG. So, nationally you are saying 25 percent?

Mr. voN Raas. Right.

Senator LoNG. OK. Now, you have indicated that you think you
are only intercepiing 5 percent of the heroin?

Mr. voN RaaB. Yes.

Senator LoNa. Could you explain why you estimate such a low
figure on heroin?

Mr. voN RaaB. Because our seizures were about 700 pounds,
which is approximately 5 percent of the threat estimate.

Senator LoNG. You stated hore that in 1984 the value of narcot-
ics and other dangerous drugs was about $1 billion. We believe the
fiscal year 1986 budget rerﬂ\:est will provide Customs—this is what
I am mh;;xl'leaaed wittll:-for the first time with sliufgidenglm‘i‘mthw

challenging the growing air drug smugg problem. For the
first time. Now, that whole thin&qi; such a serious problem to some
of us that I went down to the ite House with a group of other
Senators some time ago, and we urged the President to have a
much stronger fight on crime, and we wanted to do everything we
could to help. These are all Democratic Senators. I am sure an
equal number of Republicans would have gone if asked. And one
matter we dlscumaf was the flow of narcotics into the United
States, and I am amazed to see that here you are, in 1985, asking
for the first time not to stop it, but to challenge it.

Mr. voN RaaB. That is the air smug&lmg

Senator LoNG. Yes, to challenge the air smuggling. Now how
long has the air smuggling been going on?



154

Mr. voN RAAB. Probably as long as people were able to fly. When
I came into the Customs Service, there was virtually no air pro-
Eram. There was no effort of any consequence to prevent smuggli

air. We had a air force consisting of a bunch of beat-up
old one-engine planes. Over the years we have developed and up-
graded that air force, and we believe the fiscal year 1986 budget
will reflect a level of air assets that will very effectively challenge
the air smuggler.

Senator LoNGg. Now, I am just looking at your statement here.
My impression is that this matter was a serious problem when
President Reagan came in, and I am not here to excuse anybody—
him or me or you or anybody else—but let me ask you this: Was it
not a serious problem when President Reagan took the oval office?

Mr. voN RaAB. It was. It is a more serious problem now because
the smugglers are producing more drugs to bring into the United
States. In relative terms cocaine production was much less 3 or 4
years ago. It has increased significantly over the past 3 years, and
18 a much more serious problem today.

Senator LonGg. Now, according to your estimates, 70 percent of
the mari{luana is coming on through, 75 percent of the cocaine is
geotting through, and 95 percent of the heroin is gztting through.

ou feel a sense of urgency to reduce those numbers?
r. VON RaaB. Yes, and we are trying.

Senator LonG. Can you—

Mr. voN RaAB. We have been reducing those numbers.

Senator LoNG. If that is the case, why shouldn’t we be making a
greater effort than you are asking here

Why shouldn’t we be making a greater effort than this budget
requests? I assume that you are not satisfied to have all that
coming in—95 percent of the heroin, 75 percent of the cocaine—
and this is your estimate. I happen to think that Kou are overly
optimistic, but 70 percent of the marijuana? Why shouldn’t we be
making a greater effort against that?

Mr. voN RaaB. We are making greater efforts each month. The
question is how quickly can efou increase your effort and still be
well managed and professional.

Senator LoNG. Would you object if we on this committee take
steps either directly or indirectly to interrogate the people you
have in the field to see, just on a confidential basis, what they
think about this effort?

Mr. voN RaaB. Not at all, confidential or otherwise. However
you would like to do it, I would support that.

Senator LoNG. Because frankly the information I have is that
Eeople express fears that they will be fired for saying what the

onestly believe but that they really feel that this is a very pitiful-
ly inadequate effort. Now, I would like to see if that view is gener-
ally shared, but I don’t like to see giople separated from their jobs
because T;h_éy are doing what they believe is expressing their opin-
ion they think is in the national interest.

Mr. voN RaAB. There has never been-nor will there ever be an
individual separated from his job in the Customs Service for s -
ing to any Member of Congress or any member of the press. We do
not attempt to control our Customs officers, and we respect the
need of the public to know what is going on. The only time we
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would try to control ing is if we had an ongoing investigation,
which is understandable. So, I have no problem with that.

Senator LoNG. Now, some years ago when we discuseed this
matter with the President, I egr:ased the view that the Navy
ought to be required tohelslgn is matter. Can you tell me what
helgryouarege ing out of Navy if any? _

. VON RAAB. Yes; we get a substantial amount of help from
the Navy, primarily through the use of their Hawkeye aircraft,
which is outfitted with radar. They fly missions for us up and down
the east coast, southern coast, southwest. That is the &nmary Navy
help. And then of course the Marines provide us with OV-10 sup-

port.

Senator LonGg. What is OV-10?

Mr. voN RaaB. The OV-10 is an aircraft that has sensors for de-

ing and tracking smuggler aircraft.

Senator LonG. Are those aircraft being used purely for detection
or any of them being used for interception?

Mr. voN Raas. The OV-10’s are more of an interception oper-
ation. The E2-C’s are more of detection.

Senator LonGg. And how about the shipe? Are any of the Navy
ships giving you help out there?
a Mr. voN l&u 0; the Navy ships support primarily the Coast

Senator LoNGg. Now, would you please tell me: Of the reductions
made in your request, can you give me some ifics? How much
of the cut was made by the ury, by Mr. McNamar or whoever
g was who did that, and then what percent of it was made by

Mr. voN RaAB. Of the non-air budget, which ended up as a sub-
miseion of $639 million to this committee, we submitted a $699 mil-
lion budget to Treasury, and Treasury submitted a $674 million
budget to OMB.

Senator Lonag. And then OMB submitted—or reduced ycu to——

Mr. voN Raas. $639 miliion.

Senator Long. Oh, $639 million. How about your air? Did you get
all you asked for on the air?

. VON RaaB. The Department actually increased our
initial request. Customs year 1986 request is $60 million
which is an increase of $15 million over fiscal year 1985.

Senator Lona. All right. Thank you very much.

Senator DANFORTH. Senator Bradley?

Senator Brabrey. Thank you very much, Mr. Chairman. Let me
just, if I could, follow up on one of Senator Long’s questions, just to
be clear. You said that there would be no disciplinary action taken
&ainst any Customs officer who would speak with a Member of

%reas. a Senator or a meinber of the press. Is that correct?

. VON RaAs. That is correct.

Senator Braprxy. All right. One of the issues that I would like to
try to clarify, and maybe it is just that I don’t understand it well
enough, is how fewer import specialists today can do the same job
with double the amount of imports as thg{ were doing in 1980. For
example. ileSOwehad&gstomso cers, import specialists,
around é,OOO. Now it is around 800 to 900, and just speaking in my
area—in the New York Customs area I think—do you have all the
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numbers there? You might just provide it then instead of me. What
are the numbers? )

Mr. DE ANGELUs. Senator, in 1980 we had 1,219 import special-
ists. Now, there are other C&V support personnel which gets into
the discussion later about——

Senator BRADLEY. You said C&V?

Mr. DE ANngELus. Classification of valuable personnel who sug)-
port the import specialist activity. We determine 1,219 and in 1985
we have 1,023, and that is a 233 reduction of import specialists.
Now, over that same time, Customs has in its inspectors
and increased its agents, as well as its auditors, while we have re-
duced our attorneys and a number of administrative personnel a
couple of hundred. In our judgment, in each area we put the re-
sources where they were needed to do the job. Customs is different
from the Internal Revenue Service. Generally, we know the popula-
tion of imports because it is very difficult to bring something into
this country unless you come through a port of entry and it is de-
clared through Customs. And with the tremendous growth in trade,
there is a tremendous growth in the repetitive shipment, and most
of these people are legitimate businessmen.

Consequently, the very, very high percentage of the importers
and people entering the country are credibie people not violating
our laws. And what we have developed and we are developing fur-
ther on an automated system is a system to get to this bgpass,
mentioned earlier, to make judgments about relatively high risk
and relatively low risk. Textiles currently is the high risk. Steel
c.urrentl{l is the high risk. Conseq%lently, we pay a lot more atten-
tion to them. Quota items are high risk, not necessary with regard
to revenue but with regard to protection of the various industries
that are afforded the protection of the é{uota process and the volun-
tary restraint process. It used to be—26 years ago when I started—
that you might see a certain type of chinaware once this year and
you might not see it again for 1 year or 2 years. The same thi
with regard to knitwear or any other article, but as the volums o
trade has increased, competitive shipments have increased. So, if
f'ou look at something today and determine it is no problem, you
ook at it next week and it is no problem, and you look at it 3
months from now and determine it is no problem, then you decide
that is not a problem and I need to concentrate on those areas
which I have perceived to be problems, for which I have found dis-
crepancies either duty wise, quota wise, or some other reason.

, what we have done is try, in preparation for our automated
system which will further refine this where we will have nearly
rfect knowledge about what is happening in the entire United
tates, to perfect that knowledge in regard to a given port. We say
to the import specialist, ockay, say tomorrow you handle 1,000 shi
ments here, and you can only process 100. How would you decide
which ones you would concentrate on and which ones not? Or
would you process thein ali? Oh, no, I have this product and I have
that product, and it is not a problem. Then, I have this product and
it is always a problem. So we ask them—the import specialists
themselves—the professionals handling this—to determine what is
high risk and what is low risk, and the imgort o?ecialists concen-
trate on the high risk products. The low risk products are handled
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by lower level personnel. We think that we are doing a good job,
ag{fgc:ve will do a better job when the automated system is put into
effect.

Senator BRADLEY. What if you had a dramatic increase in a
number of textiles coming into a port?

Mr. voN Raas. In that case, we have actually added import spe-
cialists to the textile business. We added—what was it, 60, Al?

Mr. DE ANGELUS. It was 64.

Mr. vON Raas. Sixtci'-four just last year were assigned to textiles.

Senator BRADLEY. Could I get back again to a specific port? Let’s
take the New York port. Import specialists—do you have the- fig-
ures on New York import specialists?

Mr. D ANGELUs. I don’t have them with me, Senator, but I
know them in general.

Senator BRADLEY. Generally, my information is that the number
of import specialists has dropped from something like 250 to some-
thing close to 80. Is that correct?

Mr. De ANnGEeLus. That is not correct, Senator, but again I think
it is a misperception. What we did in New York was: In New York
we have what we call a national import specialist. They are not
only responsible for what comes in through the ports of New York,
Newark, and JFK, but they are responsible for advising and pro-
viding oversight to all the import specialists in the United States
with regard to a particular commodity. We will have one who
knows automobiles, one who knows shoes, et cetera What we did
was we split those tzﬁart, and we assigned some import specialists
in New York to handle just New York shipments. And we divorced
the national import specialist from day-to-day responsibility for the
lines of merchandise coming from New York, but he oversees the
New York people as well as seeing what happens around the coun-

try.

Senator BRADLEY. But he is not calculated in the import special-
ists for New York. Is that correct?

Mr. De ANgELus. That is correct. He is now a national import
specialist for the whole process, so we have approximately 80
people now who do only this national function, as against 200 and
sYomﬁthing who process the shipments through the port of New

ork.

Senator BRADLEY. I see. So, it was a reclassification.

Mr. D ANGeLus. That is correct. We have reduced some but no-
where near the number you mentioned.

Senator BRADLEY. Let me just say that I understand that, at
some point, you have to move to automation, but this idea of an
importer declaring without inspection is certainly troublesome to
me, and it is impossible for your average citizen concerned about
the threat of imports to his or her job to say, OK, fine, we will
allow importers to declare their own imports. I mean, it is like
going to the supermarket and saying you can declare how much
you : ught. Chances are, the market wouldn’t be in business for
very long.

r. DE ANGELUS. Senator, we are concerned about that, too, but
as I mentioned earlier: One, I think we know the universe, and we
concede that most people are honest. And in effect, it is like you
and me when we file our declaration of tax with the Internal Reve-

48-99" n - B85 - 6
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nue Service, I think that you and I apply full integrity to our decla-
ration to the Internal Revenue Service. Most people in their deal-
ings with Customs apply their full integrity to that.

nator BRADLEY. Are the penalties tough enough for violation of
that declaration?

Mr. D ANGeLUS. We believe we have very tougi: penalties—con-
fiscation of tEoods is a penalty up to eight times the revenue of the
goods, and there are even criminal sanctions against them.

Senator BRADLEY. Can you tell me how many prosecutions were
brought last year under those statutes?

Mr. De ANGeLUS. The criminal prosecution we will suggly for the
record, Senator. I believe it was somewhere between 100 and 200, .
but we can supply that.

Senator BRADLEY. Thank you very much.

Mr. DE ANGELUS. Senator, if I may, I hope that no hostility ap-
peared in my voice. Since 1964, I have g)eat enmity for you
when you gersonally devastated Providence College in the NCAA
plgo . I hope that has not come out in my comments.

nator BRADLEY. You and I are good friends now. [Laughter.)

Senator DANFORTH. Thank fou both very much.

Senator LoNa. I wonder if I could one further question, Mr.
Chairman? Mr. von Raab, can you tell me to what extent the effort
to intercept illegal drugs is bringing in revenue to help compensate
the cost of it?

Mr. voN Raas. Bringing in revenue? Do you mean the seizures
that we make—cars and boats and planes?

lSeex:lator LoNg. I would assume that there is some revenue in-
volved.

Mr. voN Raas. There is revenue that comes from——

Senator LoNG. And then the fines, I guess, that are levied on
these people.

Mr. voN Raas. Right. There are fines, and there are seizures.
E:fsexample, just this week Ke ll;:::e treli)!ed i)ur i‘iﬂndes h:n in&l)ividg

carrying drugs acroes the rs, but I wo ve ge
back to you with an actual number of how much the fines and
what total amounts for boats and planes. We also seize cash, which
is substantial revenue to the Federal Government.

Senator LoNg. Could you provide me with the figures? Now, you
are obviously getting some money out of seizures.

Mr. voN . Yes. I will provide you with the value of our sei-
zures of conveyances, our seizures of cash, our forfeitures of proper-
ty, and the fines that we collect from these individuals.

Senator LoNG. Right.

Senator DANPORTH. It is in your annual report.

Mr. voN Raas. Right. Last year's—

Senator LoNG. I am not sure it is broken down though. I see you
have an item “Violation of Customs Laws’’ and for the latest figure
it is apparently $46 million.

Mr. voN Raas. It is not broken out for narcotics violations, if
that is what you are asking. We will break those figures down and
give you the narcotics component of those.

Senator Lona. All right. Thank you very much.

[Mr. von Raab’s statistical report and additional questions and
answers for the record follow:]
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ANTiICIPATED REVENUE FROM FORFEITURES AND SxIZURES

We anticipate that narcotics related forefeited vehicles and other merchandise, as
weﬂunizedcumncy,wiﬂtotalsixmﬂliondoﬂ:ninﬂl%andei;htmﬂlion
dollars in FY 1986. These funds will be transferred to the Customs Foreiture Fund.

QuzsTIONS SUBMITTED FOR RECORD BY Slrc:\m PACXWOOD ON BEHALF OF SENATOR
GORTON AND SENATOR EVANS .

Question. It is my understanding that Tacoma has 11 full-time Customs Inspectors
angnedtotbepokbutthatnﬂotmenthabomponﬁbleformﬁon fill-in and
o&rd&lﬁngneedsataﬂhget&undpor&mpth&le.&nyouehhmhm

Answer. Because of the large number of ports in the Seattle District, Customs im-
plemented the Area Director concept which provides for one Port Director to

assume management and administrative ibility for a number of other, and
smaller, ports, in order to improve overall i and reduce the burden on the
Dnstnctlgfrech r. Thus, the Port Director, Tacoma, has responsibility for the other

Puget Sound ports, excepting Seattle. Part of this responmbility includes vacation
fill-in, which the concurrent benefit of having one of his immediate employees
assess the operation of the other ports, and otherwise provide information necessary
for proper oversight. Customs has implemented this procedure in a number of loca-
tions where there were numerous Port Directors reporting directly to the District
Director and has found this system to improve mana&:ment effectiveness.

Question. What is the status of the Automated Commercial System in Seattle?
Have you had cooperation from the community in instituting this m? How will
it help you make better use of your personnel in the future? Is there an interim
period of time when additional i rs are needed before we are fully automated?

Answer. The Automated Cargo Clearance and Enforcement ing Technique
(ACCEPT) was iustalled and has been operational since December, 1983 at Seattle
and Tacoma. A series of trade community discussions and orientation sessions were
conducted by regional and district personnel prior to cutover to live operation. In all
cases, the trade community, i.e., importers, brokers, etc., has been cooperative and

supportive.
R pri benefit of the system is to direct physical examination resources awai:
from low g'sk. low volume shipments intensive examinations of a muc

lesser number, identified by various intelligence sources as having high risk poten-
tial. Since that number is low, relative to the total number of arriving shipments,
continuing annual increases in cargo volumes can be absorbed with fewer personnel
increases.

For cargo examination purposes, no additional inspectors are required prior to
full automation implementation.

Question. How many Import Specialist poeitiona were allocated to the Pacific
Region for FY '82-FY '84? t is the FY '85 Import Specialist allocation level for
this Region? How many of thesee positions are filled? Are there plans to fill vacant
ps%s';tiona and increase the number of Import Specialist positions allocated for FY

Answer. The breakdown for Import Specialist 2&osif.ions in the Pacific Region for
FY ’82-FY '84 was as follows: 1982—236; 1983—228; 1984—225.

The FY 85 Import Specialist allocation is as follows: 1985—235.

The number of these tions filled at this time is 202. There are no plans to
increase the allocation. There are also no plans to fill vacant positions for the re-
mainder of FY '85 unless deemed critical based on specific circumstances.

Question. How many staff years did the (Pacific) region dedicate to detecting Com-
mercial Fraud in the last two years? What resources will be allocated to this effort
in the next ﬁwa(l)&ear?

Answer. The ce of Investigations in the Pacific Region expended 25.186 man-

ears of invettsigntive time detecting and investigating fraud in fiscal year 1984. In
%wal year 1983, 12.46 investigative man years were expended. Investigative re-
sources were strained in 1984 due to the additional commitment of man years to the
Presidential candidate protection and the security for the summer Olympics. This
next year more manpower will be available to the enforcement effort in fraud be-
cause of the lack of additional commitments and the resources to be gained from the
realignment of the Office of Enforcement. '

The detection of commercial fraud also involves the efforts of Import Specialists
and Inspectors. The man-years of their respective contributions are not irciuded in
the aforementioned statistics.
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Question. How many staff years did the Region dedicate to Operation EXODUS
duringFY'S&?Whaty rcentage of the volume of outbound total shipments and
computer/electronics shipments was inspected? What was the total number of de-
tentions for FY '84? Of these, how many were later released for i
h“Answe A to'.&el;los {?scwr.n d:S’vchlAgentmﬁ'

r. Approxima an years were S
ed in the Pacific region on EXODUS d ’84; this was approximately 46 per-

Substantially pmen! se-
lected for inspection under Operation EXODUS. During FY '84, there were 2,391 de-
tentions of merchandise around the country. At present, 86 t of all detained
merchandise is subsequently seized for substantive violations, and 14 percent
is immediately released. Of the seized merchandise, majority is exported follow-
ing the nt of a fine established by Commerce and Customs in accordance with
statute. The remainder is held as svidence in accordance with the demands of the
responsible Federal court.

ms is very sensitive to the need to balance this nation’s national security
needs under the EXODUS enforcement program our economic security
needs under a thriving international export program. We have made every effort to
minimize unnecessary detentions and d::f' for legitimate exports—our overall en-
forcement strategy stresses selectivi targeting in order to identify high risk
violators. Qur current 86 percent re-to-detention ratio is tangible evidence of
this strategy. Two factors are largely responsible for this high ratio: (a) an action
taken in June 1984 to refer all decisions as to whether or not merchandise should be
detained back to the EXODUS Command Center in Washington, DC where exten-
sive historical and intelligence data bases can be consulted; and [0) greater reliance
on automated data bases in the regions containing detailed descriptions of high-risk
export commodities and firms.

Question. What is Customs estimate of the increase in dutiable merchandise en-
tries within the Pacific Region during the next five years? What is the estimated
narcotics threat within that same time period? What resource requirements are nec-
egsary to cope with these increases?

Answer. (1) Based on a review of nine years of data in Customs performance
report, Customs estimates that the dutiable merchandise by 1990 will be 50 nt

igher than now. The total entries in the Pacific on in 1984 was 1,411,218. Of
this total, 1,019,892 were dutiable formal entries, or 74.4 percent of the total. The
historical percentage of dutiable formal entries over the past nine years has been 75
percent. Using the same nine fvem' history of formal entries in the Pacific Region,
we estimate the growth rate of 10.7 percent per . (This is a conservative figure
since the growth rate for the years 1980 througgeﬁsl was 11.7 percent per year.)
The estimated entrios are in thousands.

Flscal yoar—
1985 1906 1987 1968 1%  19%0

Total entries . 1562 1729 1914 2119 2346 259
Dutiable entries LI 1206 1435 1589 1759 1947

(2) Customs fraud has increased significantly in recent years as a result of the a0
called trade laws that have been enacted to protect domestic industry end as a con-
sequence of our foreign policy. We see the entry of merchandise into the United
States markets in contravention of quotas and voluntary marketing agreements
more frequently than we do avoidance or minimizing of duty liability. The Office of
Investigations makes threat asseesments based on the enacted trade laws but is in
no position to make a threat assessment on the impact of any future trade laws on
the resource requirements in the area of Customs fraud. The realignment of the
Office of Enforcement will make available more manpower resources to the Office of
Investigations to meet future needs.

(3) This eetimate projects the amount of drugs that will be smuggled into the Pa-
cific Region during the years 1985-1989. These dr-zg estimates are p: ions of
past and present drug smugxlmﬁ trends and include the latest intelligence.

Drug smuggling is a direct reflection of d;{fn:upply and demand and, therefore, is
a constantly changing environment. This ate makes relatively modest predic-
tions about the quantities of drugs destined for the Pacific Region, however, future
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mcant changes that may occur to drug supply and demand have not been pre-

The estimated quantities of drugs destined for the Pacific Region during the
period 1985-1989 are listed below by year and in pounds.

Your Horotn Cocaing Marany Hashish
1985 3,100 6,50 1,713,600 30,000
1986 3,400 6,700 1,848,000 2,300
1987 3,700 7000 1,926,000 21,900
1988 : 3,700 7300 2,004,800 19,700
1989 3,700 1,600 2,083,200 17,700

The U.S. Customs Service is responsible for the interdiction of all types of contra-

band smuggled across our borders. Our primary emphasis however, is on drug smug-

ling and it will take virtually all of our interdiction reeources to cope with the
threat over the next five years.

e have been imi ing our enforcement performance without increasing our re-
sources through suc me:gods as improved intelligence collection, analysis, and dis-
semination; more mobile and selected deployment of resources; and improved coop-
eration with other agencies. We anticipate these improvements will continue and
cause a significant increase in the drug interdiction rate over the next five years.

Question. What was the average amount of time necessary for commercial cargo
tc clear Customs during FY 82? What was the ave amount of time necessary
following the implementation of ACCEPT in FY 83 and FY 84?

Answer. While the primary objective of ACCEPT is to redirect limited manpower
resources toward intensive inspection of selected cargo shipments, the facilitation of
movement of legtimate cargo also results. With minor variation from port to port,
approximately 80 percent of all arriving cargo is returned for release, without p ysi-

examination, in 4-8 hour period. The mmainin&w percent is intensively exam-
ined, the amount of time required depending on the nature of the identified risk,
size of the shipment, physical {Jacking characteristics, etc. Prior to ACCEPT, a mini-
mum of 8 hours was required for clearance of all shipments.

Question. During the past ten years, the volume of automobile and commercial
truck traffic has nearly doubled at the Pacific Region Northern Border :rossings,
and additional Customs facilities have been added. In spite of the increased work-
load and additional locations the staffing level for inspectors has been declining.
This has resulted in long lines at rush hours and holidays or inadequate safegu
:l._gai;ut smuggling and il':gal entity. What action is p! ed to correct this situa-

on

Answer. Although new facilities have been constructed in the Pacific Region
Northern Border ports, there has been no increase in the number of facilities over
the past ten years. It is true, however, that workload has wn significantly in
these ports, while «mfﬁn?l has remained relatively constant. Unfortunately, this sit-
uation is common throughout the Customs Service. In keeping with the Administra-
tions goals 0 reduce the costs of government, Customs is continually developing
new methodologies, such as profiles, selective cargo processing systems supported by
automated data bases and improved intelligence, which will enable us to effectively
process increased workloads with reduced manpower.

The Customs Service will continue to monitor workload, threat assessments and
service to the traveling and importti;? public to ensure the most effective allocation
of manpower within our appropriated resources.

Question. The U.S. Customs Service is currently planning for a major centraliza-
tion of management support functions including personnel work in_each regional
office. Des'}gned as a cost-cutting move, this centralization will result in the transfer
or fi of a significant number of individuals in regional offices, and presumably a
diminishing of service. Has the Customs Service considered the impact of this dimin-
ished management ability in light of the agency's plans to increase its commitment
in personnel and other resources for the drug interdiction ? Is it your judge-
ment that the eventual savings from this centralization of administrative functions
will be subetantial enough to justify the reduced effectiveness in regional offices?

Answer. Centralization of Administration will result in more effective manage-
ment through automation and standardization of current administrative systems.
Implementation of these new automated systems and the economies of scale of cen-
tralization will allow Customs to reduce overhead costs and dedicate an increasing
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share of its resources to enforcement and line operations. Annual savings
of $56.6 million will quickly offset the $8 million cost of implementation. new
centralired operation will provide more efficient and effective service. Management
ability will not be.diminished thmngheantnliutxon.[ndeod.mtralmdrocrm&-
ment should help us attract the best possible staff servicewide.

@amh&auonforthupropaedmmﬁnnonofadminutnhonfunc-
tions, has the Service evaluated the example of the Drug Enforcement Ad-
ministration, which has lemntedaphnwhichulimihrmmpelhavobeen
told that there was a ngm.gennt amount of dissatisfaction EA manag-
: euwhomforcedmg creasing demands on decreased inwhattheyeon-
siderwbeanunwielyutwchne Is there enough attention being directed within
your agency wwardexamplumchuthispdortoxmplemenﬁngmyadminmﬁve

reorganmtlonmthe
Answer. CustomhumminedDEA’lexpenencemtheentrﬂinﬁonuaputof
our plan to centralize administrative functions within Customs. Study groups as-

mgnedtoeachfunctionalamabolookedatthecommem Department’s successful
centralization of administrative functions. In addition, study teams visited central-
ized operations at the FBI, Dept. of Agriculture, and Veterans Administration. The
experiences from all of these agencies have been incorporated into Cnntomc plam
for implementing adminis‘rative centralization.

Question. What is the status of the proposal to move the Seattle district from the
junisdiction of the Pacific Region into the North Central Region? Will you be dis-
cuseing this matter with the affected businesses? How will it affect aervica levels?

Answer. The Customs proposal for realignment of a part of the Seattle District
into the North Central Reglon includeu only those ports of entry along the Canadian
border. All re ports of the current Dmtnct. including the port of Seattle,
would remain in the Pacific Region.

Customs has already conducted several moetl:g with Pacxﬁc shipping xnteresta to
assure that the shi ing industry would not the proposed

Because of the onty of other admmistratwe consoh tions, action on thu issue
will not be taken before Jan

tion. How does the wor r in the Seattle district compare
with other areas of the country? How doea Los Angeles Region’s workload com-
pare with other regions?

Answer. No accurate single workload indicator exists from which a direct compar-
ison among ports, districts or ns can be made. Instead, several key indicators
are used, which, when combined, constitute the large majority of workload driven
resource requirements. These five workload indicators are shown in the following
two tables, which compare the District of Seattle and Los Angeles (Pacific) Region to
other areas, based on percen of workload and to national totals.

Table 1 indicates that Seattle compares favorably with two similar districts, De-
troit and Buffalo, each mth roughly four ofpercent of the inspectors in the country.
The workload indicators are not course, and tend to balance each other
out. The District of San Francisco is also seen to be of the same general size, but
does not have any land border activity.

Table 2 is a similar comparison among the seven Cuxtoms regnons An interesting
note is that while the Pacific Region has the largest share of inspectional resources,
they do not rank first in any of the primary workload indicators; they do, however,
mniseﬁondorthu-dm fi(;lfsthem At;nout;enmpomntindxaﬁt:irmneenb oefmn o
ing each region’s share o pectors e eonespondmg share of work-
load. The Pacnﬁc ion is most balanced in this ere it is seen that with
23.8 percent of th pectors, all indicators are within 18-27 percent, implying an
even distribution of workload with respect to available resources.

TABLE 1.—COMPARISON OF PERCENTAGES OF NATIONAL TOTAL OF PRINCIPAL DISTRICT WORKLOAD
INDICATORS FOR INSPECTORS AND PERCENTAGE OF INSPECTORIAL STAFF FISCAL YEAR 1984

ln parcant)
. Workload indicrior Sestth) Ostat Buffalo  Saa Francisco
Vessel arrivals 121 197 1.2 13
Vehicle arrivals 69 9.1 P J—
Declarations 22 K —— 42
Merchandise releases 44 92 83 49

In-bond transactions 54 5.1 21 33

P e
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TABLE 1.—COMPARISON OF PERCENTAGES O NATIONAL TOTAL OF PRINCIPAL DISTRICT WORKLOAD
INDICATORS FOR INSPECTORS AND PERCENTAGE OF INSPECTORIAL STAFF FISCAL YEAR 1984—
Continved

{ porcent]}
Workloed indicator Sestte Detrekt Buffak San Franciacy

Inspector staff. KR 40 34 35

TABLE 2.—FISCAL YEAR 1984, COMPARISON OF PERCENTAGES TO NATIONAL TOTAL OF PRINCIPAL
REGIONAL WORKLOAD INDICATORS FOR INSPECTORS, AND PERCENTAGE OF INSPECTIONAL STAFF

[ porcent)

Qustoms region
Morth Sovth
Northess!  New Yok oo, Setesst ol Sovth Wet  Pacifc

112 34 23 29 50 156 186
166 116 “us Al
5.6 a2 L0 23 6
203 201 29 16 1.3 .
8e 81 158 110 12 55 195
183 182 117 128 28

Question. During the last five years, international r traffic at Sea-Tac
International Airport has increased 107 percent. The Port of Seattle is the nation’s
third largest container port and the nation’s tenth largest. cargo airport. Since 1979,
the value of Seattle’s marine has increased 51 percent. Air cargo imports have
grown 24 percent. Yet, the number of Customs ins rs are being used for data
entr{yofagst::iéxie‘s’. Are more Customs inspectors n to handle the workload at the
po 3

Answer. The Customs Service recognizes the growth in workload in Seattle, how-
ever our indicators show the following: International air passenger traffic has in-
creased wigrrcent since FY 1980; and number of entries has increased 69.7 per-
cent since 1980.

The national totals reflect an increase from FY 1980 of: 21 percent in internation-
al air passenger traffic; and 18.8 percent in number of entriees.

The number of Customs inspectors in Seattle has decreased 8.6 percent since FY
1980, in comparison to the national increase of .6 tSlemeni;.

Although the figures show a larger h in the workload than the overall Cus-
toms growth, workload is not the sole criteria for allocation of inspectional re-
sources. Allocation is based on numerous factors, including workload, t t assess-
ment and service to the traveling and importing public.

In addition, when compari ttle to the national figures, Seattle has 3.5 per-
cent to the total inspectors while they process 2.2 percent of the arriving persons
and pcrform 4.4 percent of the merchandise examinations. Thus, the port of Seattle
does not appear to be more adversely affected in the allocation of inspectional posi-
tions than other designated Customs ports. The Customs Service has implemented
various selective processing systems such as ACCEPT, Red-Green passenger rroceao-
ing and vessel entry selectivity in order to most effectively utilize available man-
power.

The Customs Service has recognized the diversion of Customs inspectors to data
entry activities and on February 19, 1985 authorized Seattle to hire two clerks for
this function. This will free inspectors from this task and allow them to return to
inspectional duties.

QUESTIONS ON BANNED IMPORTS FOR COMMISSIONERS VON RAAB FROM SENATOR
ONG AND RESPONSES THERETO

Question. In the past, Treasury officials, specifically former Secretary an and
Assistant Secretary Walker, have stated tiramere is not sufficiently specific infor-
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maﬁon?available for the enforcement of section 307 of the 1930 Trade Act. Is that

Answer. That is correct in reference to Soviet products. I have been so advised by
Secretary Regan on January 28, 1985, in response to my recommendations (dated
September 28, 1983, and December 2, 1983), that a finding be published to the effect
that certain classes of merchandise from the Soviet Union are produced by convict,

Question. The regulations Komulgahed for the enforcement of section 807 of the
1930 Tariff Act, specifically Title 19, section 12.42, Paragraph (g), states that “any
merchandiseoftheclauspedﬁedinaﬁndix*. . . shall be considered and treated
as an importation prohibited by section 307, Tariff Act of 1930, unless the importer
establishes by satisfactory evidence that the merchn:fdin was not mined, pthr(;ducod

dise, not specific items, as be: mada'w‘?fomdlaborinodertoinvokcaban.w
do not have to determine that the ific item being imported is, in fact, made with
forced labor. If it fits into the particular class of merchandise, then it should
banned and the burden is on the importer to prove that the specific item was not
made with forced labor if he wants to import it. Is that correct?

Answer. Your statement is a partial description of the requirements of section
12.41, paragraph (g) of the Customs tions. But there is a further requirement
that the class of merchandise be found on the basis of reliable evidence to be made
by forced labor. Currently, with respect to products of the Soviet Union, the Treas-
ury Department is not satisfied that such evidence exists.

Question. Under these reﬁlnatiom, it seems that a legal attack on the ban itself
can only take place if the plaintiff feels the action was arbitrary or capricious. How
can this justify Treasury/&mtoms’ non-action on enforcement of these regulations?

Answer. A ban can only be imposed after an affirmative finding, with the Secre-
tar{"‘s approval, has been published. Then the burden shifts to the importer to ‘“es-
tablish by satisfactory evidence that the merchandise was not produced with the use
of fo labor”. It is true that once a finding has been e, and approved, the
burden is on the importer to disprove it. :

tion. Why isn’t CIA information, publically available, which lists “industries

and products in which forced labor is used extensively,” along with other informa-

tion available to the public, adequate for the enforcement of this law? When would

you determine that this information is sufficient for enforcement of section 307,

iven the regulations cited above? In a court, when would that the burden of proof

on Treasury and Customs, and not on the importer, as long as the action taken
was not arbit, or capricious?

Answer. The CIA information referred to, and the quoted statement by the CIA
characterizing the information, were contained in a May 1983 letter from the Direc-
tor of Central Intelligence to Senator Armstrong. Ths letter was published in the
Congressional Record of September 15, 1983. I was advised by former Secretary
Re&zn on January 28 of this year that he had received another letter from Director
of Central Intelligence Agency in which he advised the Secretary that he had recon-
sidered his earlier views and concluded that there is not a “'solid case’ that any
rahr;icular merchandise received from the Soviet Union is produced with forced

abor

In view of this position on the part of the Director of Central Intelligence Agency,
I believe the legal position of Customs would not be strong.

Question. It 18 my understanding that your preliminary finding still exists. The
way I read the regulations, the Treasury simply has not acted on a final determina-
tion. However, if a preliminary finding is made, based on reasonably conclusive evi-
dence, then Customs must, according to the regulations, withhold the release of
items falling under the specified classes of merchandise until a final determination.
However, if a preliminary finding is made, based on reasonably conclusive evidence,
then Customs must, according to the regulations, withhold the release of items fall-
ing under the specified classes of merchandise until a final determination is made,
and you are not required to receive approval from the Treasury Secretary. If you
still stand behind your preliminary finding, why can’t you withhold the items fall-
ing under the classes cited until ;g‘reasury makes a final determination? I under-
(s’ta_nd tlz’at youa have no discretion but to do so. Is Treasury preventing you from

oing 807

Answer. The Treasury has in fact acted and issued a final determination on my
(Commissioner of Customs) recommendation. Inasmuch as the greliminary finding
has been disapproved Customs may not withhold the items on the hasis of the then
available evidence.
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Question. The Soviet Union is a closed sociéty. In demanding such detailed infor-
mation on the utilization of forced labor in the making of a specific product that is
being imported into the United States, are we not more able to enforce this law in
regard to less closed societies, where there is greater abundance of information on
the prison system? Don’t you believe that one of the reasons that the Soviet Govern-
ment does not release information on its “Phrison system is because they so flagrantly
violate international law in the camps? Why should we willingly import items made
with forced labor just because the Soviet authorities won't cooperate by giving us
information on the Gulag and the use of forced labor? As the Treasury Department
describes thingl, that is what is needed.

Answer. I fully concur with your assessment of the extraordinary difficulties
present in dealing with the Soviet authorities as compared with open societies.
Quite obviously the enforcement of our laws cannot, should not, be made dependent
on the cheerful cooperation of the suspect. Indeed, it need not be so dependent. Nev-
ertheless, it should be recognized that Customs is only one component in the en-
forcement mechanism, and unilateral, unapproved action by this agency alone
would not only be legally suspect and easily defeated, but also contrary to our gov-
ernmental processes.

Question. Is the information available on the utilization of forced labor in making
some products more specific than on others? For example, it is widely known that
forced labor is used to a great extent in the manufacture of goods made with wood,
from cutting down the trees to making the logs into usable lumber to actually
making or carving the specific item from the lumber. If s0, then why have these
items not been banned? you tell us which items have more information avail-
able as to their manufacture with forced labor?

Answer. I'm not in the position to state ls’llae(:i!'xcally the amount and quality of
information which may be available on specific products from the Soviet Union. As
you know, Customs must rely on information gathered and developed by other Gov-
ernment agencies. It may well be that va?'ing degrees and quality of data exists on
different products. The need to protect information sources and intelligence gather-
ing methods woulZ u ske it unwise to release such details.

Question. If the info. nmation available is sufficien. to enforce the law and invoke a
ban, as I believe it is, would the Treasury instruct Customs to take such action? Sec-
tion 307 is the law, and the law must be enforced. Former Secretary Regan stated,
in a letter to another Congressman, that “collateral foreign policy and trade effects
of enforcing section 307 against Soviet imports” must be considered. 1 would say
that such action would fit well into what I consider to be a good foreign policy
toward the U.S.S.R. We should let them know that we find forced labor morally rep-
rehensible. But that is irrelevant to the real issue. The law is the law and it must be
enforced, no matter what our policies are. We should consider the foreign policy ef-
fects of a ban, but those effects should not deter the United States Government from
enforcing its own laws. Do you agree with that? Why did Secretary Regan see as
lneogesary consultation on foreign policy implication before making a decision on the
han

Answer. | hope there is no need for me to emphasize where I stand on the morali-
ty of the usc of forced labor. I would also like to say that the non-imposition of a
ban on Soviet products by Customs pursuant to section 307 in no way implies our
moral indifference and lack of concern with such reprehensible practices. Section
307, however, by its very nature ties in with foreig policy considerations and its
enforcement impinges on a whole range of issues, beyond the mere importation of
some merchandise. It is, therefore, not an ordinary tariff law which is intended for
and susceptible of everyday, routine enforcement. Indeed, your very concern with
the broader issues is itself evidence that the implicetions are well beyond the scope
of a routine Customs matter. That is why the Secretary saw it fit to consider foreign
policy implications before making a decision on the ban.

Question. Do you believe that, if the Customs recommendation were enforced,
thereby banning goods made with forced labor from entering the country, it would
run counter to the current foreign policy of the United States? Would it run counter
to the national interest? If so, does the Treasury Department, or the State or Com-
merce Departments, or anybody supfaort the removal of this law from the books. If
the law has implications detrimental to the United States interests, it should be re-
voked or amended, but certainly not ignored and invoked in an ad hoc fashion.

Answer. We do not support the removal of this law from the books. Whether it
should be amended or refined to provide for a wider range of options, for varying
circumstances, may be worth considering. Until such time, I believe that a case-by-
case, properly coordinated enforcement policy is appropriate.
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QuesTions FroM SkNaTOR HEINZ: CUSTOMS SEavicE

Question. Section 236 of the Trade and Tariff Act of 1984 authorizes the provisions
of Customs services at five airports on a reimbursable basis. Subsection (e) of that
section requires specific appropriation of funds for this pms'gose. .

(a) What is your estimate of the funds needed for FY 1985?

(b) Have you given that estimate to the Appropriations Committees?

(c) Should those funds be appropriated, are you prepared to begin these services
immediately? At all five airports?

(d) Do you believe the provisions of subeection (e) are necessary to the effective
implementation of this provision?

(e) Do( y)gu support S. 741, introduced by Sen. Humphrey and myself, to repeal sub-
section (e)?

Answer. Customs estimates that $154,000 will be needed in FY 1985 and this esti-
mate is being submitted to the Apﬁmpriations Committees. We are &repared to
begin serving those airports for which we have negotiated agreements. Services will
be provided to other designated airports after the Governor has approved the desig-
nation and agreements have been reached. As directed by the statute, only five air-
ports will be provided services on this reimbursable basis.

Customs feels that subsection (e) is not necessary to effective implementation of
the provisions. We believe if subsection (e) was deleted funds would revert directly
back to Customs’ appropriation and delays, such as thoee experienced this year,
would not occur. Therefore, Customs does support S. 741 to re subsection (e) be-
cause we could operate under current user fee statutes more efficiently.

Question. S. 239, which I introduced earlier this year, provides for a change in the
statute of limitations in certain Customs civil cases and for the sharing of grand
jury information with Customs in certain limited situations. This is identical to leg-
islation I introduced last year, which I have previously discussed with you.

(a) What is your position on this bill?

(b) In view of the continuing e of time, is the revision of the statute of limi-
tations still an important issue? Are there cases you reasonably expect to be affect-
ed by this change?

Answer. (a) Last year, we and the Department of the Treasury fully supported S.
2531 (see enclosed letter dated July 19, 1984, from the Deputy General Counsel of
Treasury to Senator Robert Dole, Chairman, Committee on Finance). As is ex-
plained below, because our need for this legislation is as acute as last year, we
would urge the Department to suppert S. 239.

(b) Even in view of the passage of time, the revision of the statute of limitations is
still an extremely important issue. As explained in the above-referenced Treasury
letter (see pp. 2-3), our efforts to aggressively enforce the laws against fraudulent
importations are severely hampered because of the present 5 year (from commission
of the act) limitation period for ly negligent and negligent violations of 19
U.S.C. 1692. Because violations of this nature are often not detected until much
time has passed from the illegal acts, Customs is often placed at a disadvantage
when bringing civil penalty proceedings against the violator.

The Daewoo case also presents a clear reason why the grand jury information pro-
vision in S. 239 is 8o important to Customs. In Daewoo, following conclusion of the
criminal case the Government obtained a disclosure order allowing certain grand
jurg'einformation to be used for the section 1592 case. The information was thought
to be highly relevant to the civil inquiry because Daewoo had pleaded guilty to vari-
ous charges involving fraudulent importations of steel into the U.S.

Subsequent to the granting of the grand jury disclosure order, Daewoo filed legal
papers asking the court to rescind the order because Customs had not allegedly met
the two-pronged disclosure test under U.S. v. Sells Engineering Inc., 103 S. Ct. 3133
(1983) and U.S. v. Baggot, 103 8. Ct. 3164 (1983). In essence, Daewoo argued that Cus-
toms had not shown a “particularized need” for the grand jury material, and had
not shown that the section 1592 proceeding was ‘“preliminary to” a judicial proceed-

ing.
Although the court has not l{vet. ruled on Daewoo’s request, there is a chance that
it will be ted because of the unclear state of the law. Such a result would seem
to be totally inco ovs, given the fact that Customs has already issued approxi-
mately 25 million dollai's in penalty notices against Daewoo for violations of section
1592. S.239 would rectify the problems presented in typical Customs fraud cases
such as Daewoo, by specifying the point at which Customs would be entitled to
obtain grand jury matters for civil purgoaes. This would help ensure that violators
do not benefit from the passage of time by reason of short limitation period.



167

S. 239 would also help eliminate the problem with the present limitation period
:gglicable to section 1592 actions. The Baewoo case also poignantly demonstrates
seriousnees of this difficulty with the civil statute of limitations. In Daewoo, the
criminal case lasted until Janu:é‘y 1985, when it concluded with felony convictions
of the firms and one company officer. Because Customs followed its usual policy of
deferring civil pi i until completion of the related criminal case, we were
forced to wait until last January to aggressively pursue the section 1692 inquiry of
Daewoo. To make matters worse, because information in the indictment against
Daewoo indicated that the firm may have begun unlawful importations in January
1980, the civil statute of limitations regarding grossly negligent or negligent section
1592 violations began to expire at the same time Customs was “free” to begin the
civil case in January 1985.

DZPARTMENT OF THE TREASURY,
Orrice or THE GENERAL COUNSEL,
Washington, DC, July 19, 1984.

Hon. RoBerT DOLE,
Chairman, Committee on Finance,
U.S. Senate, Washington, DC.

DearR MRr. CHAIRMAN: This responds to your request for the Department's views
on S 2531, “To extend the statute of limitations for fraud under the customs laws
and to clarify the extent of Government access to grand jury proceedings.”

For the reasons stated below, the Department supports the enactment of S. 2531.

BACKGROUND

The Customs Service has investigative jurisdiction over two provisions of law on
Customs fraud. One of these statutes, 18 U.S.C. 542 (entry of goods by means of false
statements) is a criminal cprovision with felony sanctions for violations of its terms.
The civil statute, 19 U.S.C. 15692, provides for significant monetary 8enaltiee (and in
certain cases forfeiture of goods) for the entry of goods into the United States by
means of any false act or omission. These two statutes are quite similar and provide
for the punishment of parties who enter articles into the Uriied States by fraudu-
lent or negligent means.

Upon receiving information indicating possible violations of the above statutes,
customs initiates a single investigation to determine whether either of the statutes
was violated. However, because of several important considerations, Customs will
defer the continuation of the civil portion of a fraud investigation until any related
criminsl case is completed. To do otherwise, i.e., to continue with both a civil and
criminal investigation at the same time, would force a suspect to simultaneously re-
spond to civil and criminal inquiries.

From the alleged violator’s vie int, responding to simultaneous inquiries would
be quite disadvantageous becausew};’:aJ might incriminate himself in the criminal case
by responding to the civil inquiry (where greater use of pretrial discovery is al-
lowed). From the Government's viewpoint, an ongoing civil proceeding during a
criminal inquiry might have the effect of producing inconsistent statements, may
allow the violator to use civil discovery to learn the Government's case, and in a
grand jury setting, may give rise to charges of grand jury abuse and/or prosecuto-
rial misconduct. Generally, from the Government’s perspective it is far easier to
bring a successful civil fraud case under section 1592 if the civil case is deferred
until the defendant has been adjudged guilty on a related criminal count.

AMENDMENT OF 19 U.8.C. 1621

Recently, the general policy of deferring civil fraud cases has forced Customs into
increasingly difficult positions. The main reason for this stems from the 1978
amendment to the statute of limitations, 19 U.S.C. 1621, for civil penalties. Prior to
the amendment, Customs could bring a suit to recover a civil penalty if the action
was instituted within 5 years from the time when the alleged offense was discov-
ered. However, the 1978 amendment made the limitation period 5 years from the
date that the alle%ed violation was committed for negligent or negligent viola-
tions of section 1592 (the limitation period for fraudulent violations was left at 5
years from discovery). )

The difficulties caused by the shortened limitation period are illustrated by a de-
scription of a typical fraud case. Information indicating a ible fraudulent impor-
tation is usually not received by Customs for a considerable period of time after the
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alleged offense has occurred. Frequently, a year or more has passed ince the date
of commission of the alleged illegal act. Customs then begins investigation into
the matter, and because fraud cases are often quite complex, the investigation, as a
general rule, takes a year or two to complete. If evidence uncovered by the investi-
gation is sufficient, a criminal prosecution results which takes several months to
complete. Because civil fraud cases are usuall&adeferred pending completion of relat-
ed criminal cases, and because of the time thasalmdyexpires.therearean
increasing number of situations where the criminal case is concluded just prior to
the expiration of the 6-year limitation period with regard to negligent or groes negli-
gent violations of the civil statute.

When Customs has had a very short time frame within which to file a civil case
to toll the statute of limitations, several actions have been followed to preserve the
civil case. One, has been to obtain a waiver of the statute of limitations from the
all violator. However, this alternative often is unavailable because it depends
solely on the violator's consent to a waiver. Another option has been to allow the
time limit for froes negligent or negligent cases to run, and hope that Customs can
establish fraud so that the longer statute of limitations a gga. The problem with
this latter option is that section 15692 requires a showing ud by “clear and con-
vincing evidence”’, as op) to the lesser standard of adl‘g_reponderance of the evi-
dence” for nr?ligent violations. Thus, Customs is in the difficult position of meeting
a higher burden of proof if it allows the negligent claims to become subject to the
limitation period.

Another option that has been used, but which is unattractive is to quickly con-
clude administrative proceedings under section 1592 and file a judicial collection
action based on “‘bare bones” information. Theoretically, section 1592 allows the is-
suance of a pre-penalty notice with a very short response time (e.g., one week), fol-
lowed by the issuance of a pena]tg notice with a similarly short response time. If
the alleged violator does notﬁr\ay the penalty, Customs can quickly refer the case to
the Justice Department for filing of a judicial collection action. However, this course
of action often results in very shallow information to quport the penalty claim,
thereby subjecting the Government’s case to dismissal for lack of specificity. While
the Government may amend a complaint, and may indeed gather further informa-
tion in suprsnt of the penalty claim by way of civil discovery, this approach has sig-
nificant risks and is, therefore, usually not a viable option.

By amending section 1621 to make the limitation period 5 years from the date of
discovery for all Customs civil violations, section 1 of S. 1 would relieve the
unduly burdensome time constraint that develops in most major fraud investiga-
tions. The longer limitation period would have two significant effects. First, it would
allow greater enforcement of section 1592 violations use false entries are often
not discovered until well after they are made. The longer limitation period would
allow Customs the time to investigate cases where a violator manages to effectively
conceal his deceit for a substantial length of time. The longer limitation period
would also allow Customs to follow a policy of generally deferring civil F i
until related criminal cases are completed. This would obviate the need for Customs
to follow the often ineffective approaches it has been forced to develop in order to
protect civil penalty claims.

AMRNDMENT OF 18 U.8.C. 15692

Section 2 of S. 2531 would amend section 1592 b; allowingnl:he Government great-
er access to grand jury information. In essence, the amendment would allow Gov-
ernment use of grand jury information for enforcement of section 1592 once a pre-
penalty notice has been issued under that statute. Although we believe that Govern-
ment access to such information is authorized under present case law, two recent
Supreme Court decisions have raised potential concerns in this area. An explicit
statutory provision such as section 2 would alleviate these concerns.

On June 30, 1983, the Supreme Court decided United States v. Sells Engineeri
Inc., —— US. ——, 103 S. Ct. 3138 (1983), and United States v. Baggot, — U.S.
——, 103 S. Ct. 3164 (1983); buth cases turned upon the interpretation of Rule 6(e) of
the Federal Rules of Criminal Procedure. In Sells, the Court held that Rule
6(eX3XAXi) does not entitle civil attorneys in the Government to automatic disclo-
sure of matters occurring before a grand jury for use in a civil suit. Instead, the
Sugreme Court ruled that such attorneys must obtain a court order pursuant to
Rule (6XeX3XCXi) authorizi&the disclosure of grand jury materials.

In Baégot, the Supreme Court held that Government attorneys could obtain Rule
(6XeX3XCXi) disclosure orders (for grand jury material} only ,ﬁi the primary pur-
pose of the disclosure . . . is to assist in preparation or conduct of a judicial proceed-
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ing”, 103 S. Ct. at 3167. In essence, the decision means that disclosure to the Gov-
ernment is unauthorized simply to determine liability, as in a tax audit, or to ascer-
tain whether a violation of law has occurred.

While the Customs Service, of course, recognizes that grand jury proceedings
should be kept secret, we feel that some courts may use the Sells and Baggot cases
to unduly restrict Government access to ﬁ:and jury information under the explicit
disclosure exception of Rule 6(eXSXCXi). Baggot the Court specifically left open
the question at what point an agency’s action would be preliminary to litigation
(i.e, to obtain a 6(e) disclosure order) if it arose under an administrative scheme
such as that provided in 19 U.S.C. 1592 (i.e, a scheme that requires resort to the
courts to vindicate the agency's action, as opposed to the Internal Revenue audit
procedure at issue in Baggot). In light of this, from a Customs civil penalty stand-
point, ¢t does not establish the Point in time in a section 1692 proceeding that
could definitively be construed as, “preliminary to a judicial proceeding.” Under
Baggot, it is certainly conceivable that some courts may construe the issuance of a
penalty claim as preliminary to a judicial proceeding, use Customs must go to
court to collect the penalty. Even worse, courts might conclude that a section 1592
action is preliminary to a judicial proceeding only after the violator has refused to
pay the penalty claim and the matter has been referred to the Department of Jus-
tice for institution of a judicial collection action.

S. 2531 would remove the uncertainty described by, in effect, making a section
1592 action preliminary to a judicial prooeedir:f (for purposes of Rule 6(e) disclosure)
once a pre-penalty notice has been issued under that statute, and upon a showing
by the Government that the evidence sought ma]{abe relevant to the enforcement of
section 1592. (With regard to this, it appears that the term ‘“prepayment penalty
notice” in the pro new subsection (fX1) to section 1592 was mistakenly used for
“pre-penalty notice”, inasmuch as the latter term is in section 1592(bXi)). According-
ly, Customs would be able to obtain access to matters occurring before a grand jury
at a critical stage of the administrative process.

There are several reasons why Customs access to such information is crucial fol-
lowing issuance of a pre-penalty notice under 19 U.S.C. 1592(bX1). Rather than
detail them all, we have summarized them below:

(1) In our view, the pro| amendment would codify existing case law. Using
the Baggot analysis it is clear that Customs has no way of enfurcing section 159

nalties without resort to the courts. Unless a violator voluntarily pays a penalty,

toms must refer the matter to Justice for institution of judicial collection action.
Thus, once a pre-penalty notice has been issued, thereby initiating formal section
1592 proceedi:xlfs. the matter is preliminary to a judicial proceeding within the
meaning of Rule 6(eX3XCXi). Accordingly, the amendment is not a departure from
the present state of the law.

(2) Once a pre-penalty notice has been issued, violators usuall; explore the possi-
bility of settling the matter with Customs. Under 19 U.S.C. 1617, Customs has the
authority to compromise penalty claims, but this can only be done if Customs is
fully aware of the strengths and weaknesses of a case. Without access to grand jury
materials which are obviously highly relevant in gauging the strength of the related

-civil cases, Customs generally has no choice but to turn down settlement offers
made at this point in time. The amendment would allow access to this highly rele-
vant grand jury information, and Customs’ ability to compromise penalty claims
\;;)uldlthere ore increase with the attendant benefit to the Government and suspect-

violators.

(3) Access to grand jury information would also allow Customs to assess the
proper penalties under section 1592. Under that siatute, Customs must assess a pen-
alty based upon whether the violation occurred as a result of negligence, negli-
gence, or fraud. Presently, when a borderline case exists, Customs generally assesses
a penalty based on the l{ighest supportable degree of culpability, inasmuch as it is
assumed that subsequent access to grand jury information will bolster that finding.
If grand jury information was available at the pre-penalty stage, Customs would be
in a much better position to evaluate questions of culpability. This in turn would
allow Customs to assess penalties at lower than fraud levels, rather than to make
fraud findings because of the anticipated obtainment of disclosure orders.

(4) Earlier access to E:and jury material would also allow Customs res)Fonses to
pre-penalty notices to more fully evaluated. Under 19 U.S.C. 1592(bX1XAXvii),
suspected violators have an opportunity to make representations (oral and written)
as to why a penalty notice should not be issued. Based upon any such representa-
tions and the evidence available, Customs then decides whether to issue a penalty
notice, and, if so, at what degree of culpability. Naturaliy, if grand jury information
from the related criminal case is available to Customs, representations made by the
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violator may be more fully considered and evaluated than would be the case if only
evidence outside the grand jury was available. Presently, without access to grand

jury information, it is ex ingly difficult for Customs to accept violator responses
to a eﬁrg—penalty notice concerning any facet of the case that may have been re-
viewed by a

grand jury.

{6) It would be in the public interest to avoid making Customs and suspected vio-
lators duplicate grand jury investigations in a related civil case. If Customs is not
granted access to grand jury information, it must use its administrative authority to
summons information and otherwise gather evidence as part of the civil inquiry.
Naturally, this entails great expense both to the Government and nding par-
ties. Access to grand jury information at the penalty stage, would allow Customs
to avoid repetition of inquiries and would allow the éovermnent to more quickly
focus on information relevant to the case.

(6) Finally, we stress that disclosure at the pre-penalty stage would not compro-
mise grand jury secrecy. As the Supreme Court emphasized in Sells, disclosure to
Government attorneys poses lees risk of further le or improper use than would
disclosure to private g:srtties or the general public, 103 S. Ct. at 3149. As with all

and jury matters, ms would maintain spuciai safeguards to protect d
Jury secrecy, if access was authorized at the pre-renalty stage of section 1592 pro-

%g‘?r the reasons stated, the Department strongly supports the enactment of S.

The Office of Management and Budget has advised that there is ro objection from
the standpoint of the Administration’s program to the submission of this report to
your Committee.

Sincerely yours,
MARGERY WAXMAN,
Deputy General Council.

Question. The Subcommittee staff has provided you with material indicating that
an additional expenditure of $48 million on commercial fraud compliance would
yield an additional $1.2 billion in revenue.

(a) Do you agree with the analysis in this material?

() If you do not agree, please explain why not.

(c) What is Customs current estimate of the revenue returned for each one dollar
of Customs’ ex&:ditures? -

(d) What is toms current estimate of the marginal return for each additional
dollar spent beyond current levels?

(e) Please indicate the proportion of Customs resources devoted to commercial
fraud in each of the past five fiscal years, including FY 1985.

Answer. At this time there is no “hard” data confirming the conclusions of the
material presented to Customs. Customs attempted to determine whether a ‘“‘reve-
nue gap” exists and its t?otential magnitude in a Customs Compliance Measurement
Program at the Port of Philadelphia several years ago, but the courts and other
groups prevented a continuation of the study. Therefore, there is not verifiable data
on the extent of revenue losses due to fraud or other causes; and as a result there is
no analytic approach to determining the relationshipe between additional staffing or
funding and increased revenues.

The Subcommittee data also, we believe, placed too high a significance on the re-
lationship between “entries processed” and potential “additional revenue”. Simply
increasir;f the number of entries processed (or reviewed) will not produce significant
additional revenue. Customs’ ACCEPT and CET programs have shown that “selec-
tive” carg: processing produces at least equivalent enforcement results at lower
cost. We believe that the combination of improved intelligence and automated proc-
essing produce excellent results. There is no reliable evidence that additional staff-
ing and entry reviews will produce sufficient revenue to offset the additional costs.

toms has not computed estimates of incremental return for each addition-
al dollar spent beyond current levels. To do so involves a complicated analysis in-
volving a multitude of unpredictable factors, including international g‘ricing, the
value of the dollar in foreign markets, supply and demangd, etc., all of which impact
on marginal return. We are not aware of any approach for isolating the impact of
these \éanous intertwined variables to Jderive an accurate estimate of marginal reve-
nue return.

In FY 1984 the actunl rate of return for each ore dollar appropriated was $21.06
and we ex this rate of return to continue in FY 1985, Listed below are the pro-
portions of Customs resources for Operation Tripwire, Cuetoms’ coordinated 88“5,.
gram to combat fraud, from FY 1982, the year the program began, through FY 1985.
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Fiscal year: Percent
1982 coueecicnreennieretsnisnnniessenssssesssssssssssssssssnsssrsssssassens 3.1
1983 ......ccerrriernreeeser st essnissssassrsninsessassnens 4.5
JOBA ...t ses st st s ase st sesseas et Rssensss s sees 6.1
1985 Geressressss e R RSSO S R R R4S RS R se R R ot 5.3

Question. Attached is a letter from the Acting Commissioner of Customs to the

American Iron and Steel Institute. Please provide an update on the status of the
Fraud Alert Program referred to in the letter.

Tue CoMMiIBSIONER OF CUSTOMS,
) Washington, DC, January 18, 1985.
Mr. Davip PHELPS,
Director of International Trade and Economics, American Iron & Steel Institute,
Washington, DC.

Dear MR. PuzLrs: The Customs Service is encouraged by gour interest in devleop-
ing a fraud alert system amon‘f our member firms. The domestic steel trade has
been a source of leads on fraudulent activity on steel imports over the years. This
alert system will enhance this activity giving Customs many new ‘“‘eyes and ears” in
the steel marketplaces across the United States. We concur that this will assist us
in the prompt detection of fraudulent activity among evaders of the bilateral agree-
ments which are an important part of President Reagan’s steel im,ﬁ_tl)rt program.

I have directed the steel program personnel in our Operation 'swu-e Fraud In-
vestitfations Center to work closely with dy;ou in devek;ping the guidelines for your
fraud alert program. Their experience with the types of fraud occurring on steel im-
portations will allow them to develog profiles of the types of indicators which would
alert a domestic steel salesman or sa'es executive to possible import fraud.

We commend your organization for its initiative in this area and look forward to
working with you on your fraud alert program.

ours faithfully,
GeoRGE C. CORCORAN, Jr.,
Acting Commissioner of Customs.

Answer. Pursuant to Customs positive response to the fraud alert system Import
Information Group was formed within AISI. This group is comprised of key market-
ing information officers of the domestic steel producing companies, AISI representa-
tives, an International Trade Administration representative, and two people from
the Customs Fraud Investigation Center. The up meets approximately once a
month at AISI offices in Washington, D.C. The last meeting was held on March 27,
1985. Discussion topics included possible evasion of the Voluntary Restraints Agree-
ments and the typea of intelligence which could assist the toms Service in

rompt detection of the scheme and to interdict the merchandise before release
rom Customs’ custody.

Senator DANFORTH. Thank you, Commissioner. Thank you, Mr.
De Angelus. Next, we have a panel. Mr. Henry Parsons, General
Electric Co., the director of American Association of Exporters and
Importers, Kenneth Kumm, The Joint Industry Group, and
Thomas Teofilo, chairman of the Los Angeles Alliance for Equita-
ble Customs Staffing. Mr. Parsons?

STATEMENT OF W. HENRY PARSONS, CORPORATE MANAGER,
CUSTOMS, GENERAL ELECTRIC CO., BRIDGEPORT, CT, AND DI-
RECTOR, AMERICAN ASSOCIATION OF EXPORTERS AND IM-
PORTERS, NEW YORK, NY

Mr. PArsoNs. Good morning, Mr. Chairman and members of the
subcommittee. My name is W. Henry Parsons. I am the corporate
manager of customs at General Electric Co. I am here today, how-
ever, to present testimony on behalf of the American Association of
Exporters and Importers of which I am a director. I am accompa-
nied this morning by Robert J. Leo, the association’s staff attorney.
The association 1s a national organization comprising some 1,1
U.S. member firms.
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Our members import and export a broad of products and
also include m 1n the service industries, such &s custom house
brokers, freight forwarders, banks, attorneys, and insurance carri-
ers. We are pleased to have this opportunity to comment on the
U.S. Customs Service budget for year 1986. Later in our testi-
mony, we will also talk briefly on the budget for the Office of the
U.S. Trade Representative.

Mr. Chairman, I am sure that you and your committee will ap-
preciate that the efficient operation of the U.S. Customs Service 1s
a matter of the utmost concern to both American importers and to
American exporters alike. Our members interface with the Cus-
toms Service in the field on a daily basis in the transaction of com-
glex ‘importing and exporting operations, in the paying of customs

uties, dealing with quotas, and with ration Exodus. As the
closest observer of the ol;:erations of the U.S. Customs Service, our
association can say with certainty and with confidence that the
U.S. Customs resources are strained to the absolute limit and that
there is no slack to be pulled in.

The proposed cuts in the U.S. Customs Service budget for 1986
will exacerbate dramatically the problems faced by our members.
The delay problem will be compounded. Manpower shortage prob-
lems will proliferate throughout the Customs Service. Qur mem-
bers on the west coast, for instance, complain bitterly of the dearth
of customs manpower and the accompanying problems which are
now manifest particularly in the port of Los eles.

The proposed budget for fiscal year 1986 would necessitate a re-
duction of over 800 full-time personnel when, in fact, more import
specialists and inspectors are needed to ensure the bare minimum
of service to the international trade community. Programs such as
customs automation and the development of a periodic entry
system would help to make the Service more efficient but would
only partially resolve the problem. The primary responsibility of
the U.S. Customs Service should be the administration of the trade
and tariff laws. There is now a trend to view the Customs Service
primarily as a narcotics interdiction agency. While interdiction of
narcotics certainly is our Nation’s most pressing social objective, it
is not the most efficient or appropriate use of the Customs Service's
human and other resources.

At the- preseat, staffing and resource levels, Customs cannot be
expected to continue as the major drug interdiction agency, the
second largest revenue raiser, and at the same time, to enforce the
regulations of some 40 other Federal agencies. If the Service is ex-
pected to continue in each of those roles, then it must be given ade-
quate resources to do those important jobs. Certainly, both its fund-
ing and its organization for drug interdiction should be separated
from its role in international commerce. The public interest de-
mands such a change. Our interest is in the efficient flow of trade,

both export and import. The Customs Service has an important re-:

sponsibility in ensuring the flow of goods in international com-
merce and the enforcement of the country’s trade and tariff laws.
The l{)’ublic interest demands that these be the primary mission of
the U.S. Customs Service. In the association's view, the Customs
Service does not now have the resources to meet other responsibil-
ities.

— o e e om0
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Our trading partners, whilst dealing with the problems of a bur-
geoning international trade through Innovation and by streamlin-
1ng procedures, show no inclination to cut back on the resources of
their customs services. Mr. Chairman, I turn now brieﬂﬁeto the ap-
g_ropriation proposal for the Office of the U.S. Trade Representa-

ive.

The recent hearings on this very same subject before the House
subcommittee indicated that, through error, there is no provision
in the proposed appropriation for the operations of the ce of the
U.S. Trade Representative for bringinﬁ_gsfruition the international
adoption of the Harmonized System. This international system for
the nomenclature and enumeration of goods in international trade
is now in its final es. It is an urgently needed tool for the facili-
tation of international trade.

The United States cannot afford not to be in the forefront of this
drive. The money required for completion of this mission is small,
but dgiven the already small approdgriation for all the work of the
Trade Representative’s office, funds for completion of the Harmo-
nized System could only be found within that budget at the ex-
?ense of other equally pressing activities. Qur association, there-
ore, urges that the appropriations be increased appropriately.
Thank you, sir, for the opportunity to present our views. We shall
be happy to answer any questions.

Senater DANFORTH. Thank you, Mr. Parsons.

[V.r. Parsons’ prepared statement follows:]

TESTIMONY OF THE AMERICAN ASSOCIATION OP EXPORTERS AND IMPORTERS BY
W. HENRY PARsONS, DIRECTOR

SUMMARY

The American Association of E?orbera & Importers (the Association) with ap-
Eroximately 1,100 U.S. importer and exporter members including custom house bro-

ers and other service firms, all interfacing daily with U.S. Customs field locations
and with District, Regional and National HQ’s, is the closest observer of U.S. cus-
toms operations.

The Association finds the Customs Service resources, particularly manpower re-
sources, strained to the absolute limit. There is no slack to pull in.

Propd cuts in appropriations will exacerbate problems of delay and uncertainty
already faced by American importers and exporters. This situation is particularly
critical on the West Coast, especially in Los Angeles.

The prime responsibility and function of the U.S. Customs Service should be the
administration of the international trade laws. The Association sees the interdiction
of narcotics as our nation's most pressing social objective, but considers that this
as of customs inission should be organized and funded se&%_ratel{.

arding the appropriations for the operations of the Office of the U.S. Trade
Representative, the Association points out that hearings before the House subcom-
mittee indicated that funding for completion and international adoption of the Har-
monized System had, due to error, been omitted. The Association urges that this rel-
atively small item be restored to the appropriation.

Good morning Mr. Chairman and members of the subcommittee. My name is W.
Henry Parsons. 1 am the corporate manager of customs at General Electric Compa-
ny. I am here today however, to present testimony on behalf of the American Asso-
ciation of Exporters and Importers (hereinafter the Association), of which I am a
member of the Board of Directors. I am accompanied this morning by Robert J. Leo,
the Association’s staff attorney. The Association is a national organization compris-
ing some 1,100 U.S. member firms.

r members import and export a broad range of products including chemicals,
machinery, electronics, textiles and apparei, footwear, foodstuff, automobiles, wines
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and spirits, and many other articles and commodities. Association members include
many in the service industries serving the international trade community, such as
custom house brokers, freight forw rs, banks, attorneys, and insurance carriers.

We are pleased to have this opportunity to comment on the US Custom Service
Bud%et for fiscal 1986. Later in our testimony we will also talk briefly on the budget
for the Office of the United States Trade Representative.

Mr. Chairman, I am sure that gou and your committee will appreciate that the
efficient operation of the United States Customs Service is a matter of the utmost
concern to both American importers and American exporters alike. Our members
interface with the Customs Service in the field on a daily basis in the transaction of
complex importing and exporting operations, in the paying of customs duties, deal-
ing with quotas, and with operation Exodus.

As an Association our leadership deals with the management of the Customs
Service in a mutually respectful, honest and direct, if not always harmonious,
manner.

This is a long-standing relationship, which often involves resolving various prob-
lems and disagreements, and, often, cooperation in developing new programs and
procedures for the benefit of both sides. Sometimes we fail to reach agreement, but
often we succeed, and the United States is the beneﬁciar{.

As a close observer, in fact as the closest observer of the operations of the United
States Customs Service, our Association can say with certainty and with confidence
that the Customs Service’s resources are strained to the absolute limit, and that
there i8 no slack to be pulled in.

The proposed cuts in the Customs Service budget for 1986 will exacerbate dra-
matically the problems faced by our members. The delay problem will be compound-
ed. Manpower shortage problems will proliferate throufI out the Customs Service.
Our members on the West Coast, complain bitterly of the dearth of Customs man-
powenl’, and the accompanying problems, which are now manifest in the Port of Los

eles.

e Association will hold a one-day conference shortly on this verly problem as it
effects textile importers and retailers who experience continuing delays in clearing
goods. The {)ropoeed budget for Fiscal Year 1986 would necessitate a reduction of
over 800 full-time personnel when in fact, more import specialists and inspectors are
needed to ensure the bare minimum of service to the international trade communi-
ty. Programs such as Customs automation, and the development of a periodic entry
system would help to make the Service more efficient but would only partially re-
solve the problem. The Association believes that the Customs Service urgently needs
more trained personnel at appropriate levels of responsibility; budget cuts would
worsen the current shortages and lack of personnel will-continue to slow down the
flow of trade. .

The primary responsibility of the Custom Service should be the administration of
the trade laws. There is now an unfortunate trend to view the Customs Service pri-
marily as a narcotics interdiction agency. While interdiction of narcotics is our most
pressing social objective, it is not the most efficient or appropriate use of the Cus-
toms Service’s human and other resources. At present staffing and resource levels,
Customs cannot be expected to continue as the major drug interdiction agency, the
second leading revenue raiser, and at the same time to enforce the regulations of
forty-odd other federal agencies. If the Service is expected to continue in each of
these roles, then it must be given adequate resources to do those important jobs.
Certainly both its funding and organization for drug interdiction should be separat-
e;i‘ from its role in international commerce. The public interest demands such a
change.

Our interest is in the efficient flow of trade, both export and import. The Customs
Service has an important responsibility in ensuring the flow of goods in internation-
al commerce, and the enforcement of the country's trade laws. The public interest
demands that these be the primary mission of the Customs Service. In AAEI's view
the C\ll)s%oms Service does not now have the resources necessary to meet other re-
sponsibilities.

The withholding of funds from our Customs Service at a time when international
trade needs to be supported and expanded is a major concern to all trade Associa-
tions. Our trading partners, whilst dealing with the problems of a burgeoning inter-
national trade through innovation and by streamlining procedures, show no inclina-
tion to cut back on the resources of their Customs Services.

Mzr. Chairman, I turn now, briefly, to the a[l)propriation pro 1 for the Office of
the United States Trade Representative. I will not dwell on the importance and di-
versity of the missions assigned to that office, nor on the dedication and achieve-

B
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ments of that Office. All, I am sure are well known to you. Certainly the small

buﬁet allocated to that is a bargain.

. Chairman, the hearir.gs on this very same subject before the House subcom-
mittee indicated that, error, there is no provision in the proposed appro-
priation for the operations of the Office of the US g‘rnde Representative in bringi

to fruition the international adoption of the Harmonized System. This internatio
system for the nomenclature and enumeration of in internstional trade is
now in its final stages. It is an urgently needed tool for the facilitation of interna-
tional trade. ‘the United States cannot afford not to be in the forefront of this drive.
The money required for eolixgletion of this mission is small, but given the already
small appropriation for all the work of the Trade Representatives office, funds for
cempletion of the Harmonized Systems could only be found within that budget at
the expense of other equally preesing activities. Qur Association therefore, urges the
apgx:ﬂiaﬁon be increased appropriately.

half of the members of the American Aseociation of Exporters and Import-
ers, | thank you for the opportunity to present our views. We trust that our com-
ments will prove useful to the Subcommittee and will be happy to answer any ques-
tions you may have.

Senator DaNFOrRTH. Mr. Kumm.

STATEMENT OF KENNETH KUMM, CHAIRMAN, THE JOINT
INDUSTRY GROUP, WASHINGTON, DC

Mr. KumMm. Mr. Chairman, members of the Subcommittee on
International Trade, my name is Kenneth A. Kumm, chairman of
the Joint Industry Group. I am accompanied bodag' by Joe De Rose
and David Elliott. Both are former chairmen of the Joint Industry
Group. The Joint Industry Group is a coalition of over 50 trade as-
sociations, businesses, and law firms which are deeply concerned
with the operation of the Customs Service. We welcome this oppor-
tunity to comment on customs and trade issues relevant to the Fi-
nance Committee’s considerations of the authorization of funds for
the Customs Service. ,

In our written statement we address five issues which are related
to budgetary pressures and the need for more balance in the use of
customs resources. These issues are, No 1, the imbalance caused by
the concentration of too much customs financial and human re-
sources on enforcement; No. 2, the irrationality of imposing user’s
fees on basic customs functions; No. 3, the need for a periodic entry
system; No. 4, actions taken by the Customs Service to change the
country of origin rules without reference to the legislative process;
and the Customs Service attempt to reduce the importance of its
own Office of Regulations and ulmﬁ In my summary statement
this morning, I will address three of these issues: imbalanced use of
customs resources, the need for a periodic entry system, and the
country of origin rules.

Under current budge pressures, achieving a balance in the
use of human and financial resources between enforcement and the
facilitation of commerce becomes difficult, given the growmf immi-
gration and drug interdiction and other border entry problems. It
15 hoped that the Finance Committee will exert its influence on the
Customs Service to assure that there is appropriate balance be-
tween enforcement and trade facilitation. We recognize that the
current budgetary situation will result in attempts to enhance rev-
enues, reduce personnel, or both. Here an assessment should be
made of the requirements placed upon Customs to enforce in excess
of 100 statutes. Perhaps consideration should be given to providing
Customs with the ability to charge other agencies for services ren-
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dered on their behalf. This might be one approach. The Joint In-
dustry Group would emphasize a third alternative of increasing
productivity in order to sustain performance requirements. One
means of increasing the productivity of on-line customs officers is
the periodic entry system.

The Joint Industry Group recommends a new overall system
which we believe would yield sufficient savings to Customs and im-
porters. Major savings would be derived from processing entries
and collecting duties on a consolidated and a periodic basis rather
than on the current individual shipment and individual entry
basis. It would permit an importer or broker to submit a single
entry summalg' to cover all entries of merchandise within the cus-
toms district during the statutory period. Import duties would be
paid once a month.

This would dramatically decrease the number of entry docu-
ments and checks that importers would have to prepare and Cus-
toms would have to process. Further increases in fpr uctivity from
our proposal would result from a centralization of the processing of
entry summary. It would not affect customs inspection and enforce-
ment responsibility or the timely collection of import statistics. We
are convinced that the application of the system can increase pro-
ductivity and improve administration of entry and clearance proce-
dures in a manner that conserves scarce budgetary resources and
faglita}tles commercef. b b ¢

n the country of origin issue, changes in the country of origin
rules have many implications for tradgng operations, both day-to-
day and long-term. On Augusi 3, 1984 the toms Service issued
interim regulation amendments effective September 7, 1984, which
made unprecedented changes in internationally accepted country
of origin principles applying to textiles and apparel products. It is
the position of the Joint Industry Group that the Customs Service
should enforce the traditional and well-recognized principle exten-
sively developed in case law that an article of commerce should be
regarded as having originated in that country where it is fully
grown, produced or manufactured, or in the case of an article not
Whoni in the growth or a product in the manufacture of one coun-
try, the article should be regarded as having originated in that
country where it was last substantially transformed.

The traditional criteria for determining v hiether transformation
has been substantial is that the article must have been trans-
formed to a new article of commerce having a different name, char-
acter, and use. The Joint Industry Group understands that depar-
tures from that fundamental principle may occur when articles
enter the United States under preferential tariff arrangements or
that are subject to quantitative restrictions. The Joint Indust
Group opposes applying such new criteria aimed at meeting suc
things as the special problems of import quotas, export restraints,
or preferential tariffs, to the determination of the country of origin
for the pu of ordinary, most-favored nation trade. Further, it
is the position of the Joint Industry Group that only Congress can
determine if changes should be made in the basic determination of
country of origin. Thank you very much.

Senator DANFORTH. Thank vou, sir.

[Mr. Kumm’s prepared statement follows:)
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SUMMARY OF STATEMENT BY THE JOINT INDUSTRY GROUP ON CUSTOMS AUTHORIZATION
rorR FiscAL YEAR 1986 Brrorz THE SUBCOMMITTEE ON INTERNATIONAL TRADE, CoM-
MITTEE ON FINANCE, APaiL 3, 1985.

The Joint Industry Group is a coalition of over fifty businesses, trade associations
and law firms whigl, being involved in international trade, are deeply concerned
with the operations of the ms Service.

At a time of budgetary pressures the Joint Industry Group is concerned that the
g:l::v;ng iinmigration, drug and other enforcement problems will result in a lack of

ce in the use of the financial and human resources of the Customs Service.
The Joint Industry Group urges the Committee on Finance to use the authorization
process to assure that the Customs Service recognizes the importance of its role and
maintains adequate stawport for the facilitation of trade.

The Joint Industry Group opposes user’s fees on normal customs services provided
in the course of entering goo£. We understand such a user’s fee proposal may soon
be aubmitted to the Congress. In lieu of such a fee we would uz&e the adoption of
more efficient procedures in the entry gn N sgecifically, e periodic entry
system. This system, proposed by the Joint Industry Group in 1982, would permit an
importer or broker to submit a le entry summﬁ to cover all entries of mer-
chandise within a Customs District during a prescri period. This would drastical-
ly reduce the number of entry documents and other financial transactions in a
ma:;tn_er consistent with modern and sound record keeping capabilities and payment
practices.

in Country of Origin rules are being made by the Customs Service with-
out adequate weighing of the economic costs and operational impacts. Departures
from well-established principal and practice of “subetantial transformation” for arti-
cles not wholly the product, growth or manufacture of the country of export may be
necessary for determining preferential or discriminatory access. Such special rules
should be established under statutes authorizinwﬁh privileged or limited access,
and should not be made to apply to ordinary * " trade. Any further changes
should await the ITC report on country of origin practices in other countries.

The Joint Industry Group firmly supports a strong independent Office of Regula-
tions and Rulings in Customs Headquarters to provide uniform and objective inter-
pretations of Customs law for the business community. The authorization bill should
contain language requiring a 90 prior notice to the relevant Co ional Commit-
tees for any changes in the status of the Office of Regulations and Rulings.

StaTEMENT oF KENNETH A. KUMM FPOR THE JOINT INDUSTRY GROUP BEPORE THE SUB-
tlag;sums ON INTERNATIONAL TRADE OF THE COMMITTEE ON FINANCE, APRIL 3,

Mr. Chairman, Members of the Subcommittee on International Trade, my name is
Kenneth A. Kumm, Chairman of the Joint Industry Group and representative of
the 3M Company on the Joint Industry Group. I am accompanied today by Joseph
DeRose, a representative of IBM, and David J. Elliott, a representative of Procter
and Gamble, on the Joint Industry Group. I would add that both are former chair-
men of the Joint Industry Group.

The Joint Industry Group is a coalition of over fifty trade associations, businesses
and law firms which, being involved in internationai trade, are deeply concerned
with operations of the Customs Service.

We welcome this opportunity to comment on customs and trade issues which are
relevant to the Finance Committee’s consideration of the authorization of funds for
the Customs Service, as well as to the Subcommittee's oversight responsibility for
customs and trade legislation and administration.

While the Joint Industry Group has not taken a position with res to the fund-
ing of specific Customs operations in the FY 1986 Budget, we would like to address
five issues which are related to budgetary pressures and the need for balance in the
use of Customs resources. These issues are:

(1) The imbalance caused by concentration of too much of Customs financial and
human resources on enforcement;

(2) The irrationality of imposing user fees on basic Customs functions;

(3) The need for a periodic entry system;

(4) Actions taken ti(:he Customs Service to change the Country of Origin Rules
without reference to the legislative process; and

(5) The Customs Service's attempts to reduce the importance of its own Office of

lations and Rulings.
use most of our concerns involve a balanced use of Customs resources let me
turn to that overall issue first.
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BALANCED USE OF CUSTOMS RESOURCES

With growing immigration and drug interdiction problems and other illegal
border activities these problems entail, enforcement activities of the Customs Serv-
ice, with its attendant press coverage, tends to overshadow the other statutory func-
tions of Customs, including the facilitation of commerce. Under current budgetary

ressures achieving a balance in the utilization of human and financial resources
tween enforcement and facilitation of commerce becomes even more difficult. For
example, the geographic balance among the uses of Customs resources is very im-
portant. The recent growth in the backlog of Customs entries in the Port of Los An-
geles in face of a decline in available resources is a case in point. It is hoped that
the Finance Committee in reporting its authorizing legislation and in conducting its
Customs oversight activities will exert its influence on the Customs Service to
assure the appropriate balance between enforcement and trade facilitation.

USER'S YEES

Despite the fact that Customs revenues vastly exceed the budgetary requirements
of the Customs Service, the budgeted funds have been reduced further. Under these
circumstances there may be an attempt to seek “‘revenue enhancement” in one or
more forms. The Joint Industry Group is informed that the Customs Service is pre-
paring for consideration in the Treasury Department and by OMB, a lefalative
package of user’s fees on customs services. It is understood that this approach would
impose a fee on all entries of goods into the United States. Such “fees” constitute a
charge on importers for following Customs &rocedures and requirements. As such it
could be likened to the Internal Revenue Service attempting to charge citizens for
collecting their income tax. The Joint Industry Committee recommends that the
Subcommittee resist any such “‘user’s fee” recommendation from whatever quarter,
and, if necessﬂ. include such negative recommendation in its budgetary comment.

Budgetary reductions are usually interpreted as requiring a reduction in person-
nel and functions. The Joint Industry Group takes issue with this kind of reaction,
particularly as it applies to the Customs Service. In industry we regard reductions
in budgets as re?uirmg better productivity without sacrifize of functional responsi-
bility. Thus, whilz we recognize that the current budgetary situation will result in
attempts to enhance revenues, reduce personnel, or both, the Joint Industry Group
would emphasize the third alternative of increasing productivity in order to sustain
performance requirements. One means of increasing the productivity of on-line Cus-
toms officers is the periodic entry system.

NEED FOR PEF(ODIC ENTRY SYSTEM

Both the U.S. Customs Service and the U.S. importing community are being inun-
dated by the volume of paperwork required to satisfy the current procedures for
processing imports and paying the duties assessed. The Customs Service is process-
ing four million entries from over 190,000 importers. Each of these entries, I repeat,
each of these entries, whether made by a small broker for a variety of clients or a
large importer entering the same product or group of products again and again, re-
quires the same numerous supporting documents—bills of lading, invoices, packing
lists, entry summaries, various certificates, etc.—with duties, if any, separately as-
sessed and paid on each entry.

The Customs Service has been ob}:ﬁed to process each one of this huge and grow-
ing volume of entries with substentially reduced manpower and financial resources,
a budgetary condition likely to continue indefinitely.

The n to institute changes in procedures to manage this enormous flow of pa-
perwork is recog'mzed':g Customs and importers alike. Customs has responded E{
increasing its automated information processing capability and by establishing al-
ternative agproachea such as the bypass program, Automated Broker Interface and
the Model Ports Program. The Joint Industry Group believes that these are positive
stepe, but they are insufficient to achieve the magnitude of productivity improve-
ments needed to cope effectively with the resource problem.

In early 1982 the Joint Industry Greup recommended to Customs a new overall
system which we believe would yield significant savings to Customs and importers.

he ma{'gr savings would be derived from processing entries and collecting duties on
a consolidated and periodic basis rather than on the current individual shipment
and individual entry basis.

It would permit an importer or broker to submit a single entry summary to cover
all entries of merchandise within a Customs District (ultimately without any geo-
graphic limitation) during the statutory period (initially, ten days, ultimately,
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monthly). Imtmrt duties would be peid once a month on a date (probably the 15th of
the month) that would not disrupt the present level of revenue flow to Customs.
This would dramatically decrease the number of entry documents and checks that
importers would have to prepare and Customs would have to process.
er increases in uctivity from our proposal would result from a central-
ization of processing of entry summaries. Those importers electing to utilize this
procedure would be established as accounts. All processing of entry summaries,
ml::tiona ing classification and appraisement, and liquidations for merchan-
ise impo: the account would be done by an account import specialist or team
of specialists. The account approach would allow Customs to organize its processing
of entry summaries by importer as well as by commodity and not by where an im-
portation happened to be made.

Customs analysis of importations shows that a mere 3.3 percent of all importers
file 62.2 percent of all entries. Thus, we believe that a more rational way of process-
ing the entries of these approximatley 5,000 major importers would produce signifi-
cant productivity improvements and allow Customs to provide smaller or infrequent
importers with more specialized treatment. Also this approach to centralized proc-
essing can be accomplished without redeploying Customs’ personnel as is often the
case in budgetary reductions.

Since our proposal does not change in any way the initial steps in securing the
release of merchandise and the filing of the entry, it does not affect Custom's inspec-
tion and enforcement responsibilities or the timely collection of import statistics.

Our proposal would establish an optional system designed to deal effectivelly'" with
large volumes of entries by major importers. As such, it would impose on the im-
porters that elect to use it a higher standard of performance than for those using
the existing procedure. This higher standard would be validated by Customs
through an expanded and more sophisticated use of audits. As a voluntary and al-
ternative procedure, no importers would be threatened or burdened by it. Moreover,
Customs would be able to deny its use by those imtporters who fail to perform to the
higher standards. On the other hand, nonusers of the periodic entry system would
have nothing to fear since present procedures would remain available, presumably
in the context of better resource balance within the Customs Service.

In response to our proposal, the Customs Service conducted a test of a very limit-
ed applicetion of the account concept. For two volunteer test companies, SM and
Volkswage:: of Ainerica, Customs assigned an account import specialist who served
in an advisory capacity to other Customs officials with regard to classification and
sppraisement of the account companies’ imports. The account import specialists
were the principal contacts with and for the companies but were given no further
responsibilities to procees their entries. The test, which ran from February through
December 19883, was il(rl:iportant as a first step, but it was so modest that it cannot
considered a valid indicator of the potentia! for siﬁniﬁcant productivity improve-
ments which we are confident would be achieved if our overall recommendations
were implemented.

To the extent that these account specialists were added, in an advisory capacity,
to the existing structure this nat y increased processing costs and did not fairly
test the productivity potential of the actual propoeal. Up to now the Customs Serv-
ice has evidenced something less than enthusiasm for the system, as indicated by its
unwi ees to conduct a comprehensive and meaningful test of our total concept.

We will be glad to submit for the record a oo?{ of the periodic merchandise entry
and duty payment proposal which the Joint Industry Group submitted to Customs.
We recommend that the Subcommittee lend its voice toward increasing productivity
in the Customs Service by adopting, after appropriate tests, the periodic merchan-
dise entry and duty payment m pro| by the Joint Industry Group. We are
convinced that application of the system can increase productivity and im})rove the
administration of entry and clearance procedures in a manner which tacilitates
commerce.

COUNTRY OF ORIGIN

in Country of Origin rules have many implications for trading olper-
ations, day to da{‘ and long term. Because of the imgortanee of those implica-
tions, let me discuss the concerns of the Joint Industry Group with the actions of
the Customs Service respecting Country of Origin Rules.

On A 8, 1984, the Customs Service issued “interim’ regulation amendments
(49 Fed. . 81248) effective September 7, 1984 which made unprecedented changes
in internationally accepted country-of-origi é)r'mciples applying to textile and ap-
parel products. Ai at ‘“‘circumvention” of bilateral textile and apparel import
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quotas, there was no attempt to measure the costs of these “regulstory amend-
ments” in terms of immediate business operations or longer term economic impacts.

In an October 5 ruling, Customs announced its intention to apply the, principles in
these textile regulations to all commodities for duty, marking, and all other pur-
goees related to the importation of foreign-manufactured products into the United

tates. Customs officials have reiterated this intention—notwithstanding the fact
that the vast mqiority of over 600 comments submitted in the rulemaking proceed-
ing by U.S. retailers, shippers, importers from a variety of industries, Members of
Congress, and foreign governments have vehemently opposed the regulations.

The Customs Service is seeking to change the rules for determining Country of
Origin in a manner that makes it impossible to examine the economic costs and
operational impacts of those changes.

The Courts have upheld the right of the Customs Service to establish special
origin rules for textile quota merchandise under the authority to enforce bilateral
textile agreements. However, the Customs Service claims these same changes con-
form to Court rulings with respect to the principle of ‘substantial transformation”.
We cannot with this reading of the statute and of the case law.

The Joint Industry Group is prepared to submit a listing case law to demonstrate
that the changes in regulation do not conform to court rulings, made recently or
made in the past. Moreover, the Court Decisions on the right of the Customs Service
to issue Rules for textile quota merchandise did not pass on the substance of those
rules under existing case law.

Because of what has transpired with respect to the regulation on Country of
Origin on imports of textile products and what Customs has indicated will transpire
with respect to the regulation on Country of Origin for all Customs purposes, we
feel there is a need for Congress to determine if a change in the law regarding
Country of Origin is required.

It is the position of the Joint Industry Group that the Customs Service should en-
force the traditional and well-reoognized principle, ¢xtensively developed in case
law, that an article of commerce should be regarded as having originated in that
country where it was wholly grown, produced or manufactured. Or, in the case of an
article not wholly the growth, oroduct of manufacture of one country, the article
should be regarded as having originated in that country where it was last substan-
tially transformed.

The traditional criteria for determining whether transformation has been ‘‘sub-
stantial” is that the article must have been transformed to a new article of com-
merce having a different name, character and use. The Joint Industry Group under-
stands that departures from that fundamental principle may occur when articles
enter the United States under preferential tariuf arrangements or when they are
stbject to quantitative restrictions. It may well be that the special criteria estab-
lished for determining entry may require special rules governing preferential or dis-
criminatory access. The Joint Industry Group opposes applying such new criteria—
aimed at meeting the special problems of import quotas, export restraints or prefer-
ential tariffs—to the determination of country of origin for the purpose of ordinary
“MFN" trade. Further, it is the position of the Joint Industry Group that only Con-
gress can determine if changes should be made in the basic determination of Coun-
try of Origin. Therefore, we urge the Subcommittee to take the necessary steps to
instruct the Customs Servicc ‘o withhold changes in its regulation until the Sub-
committee can make that judgment. This is particularly important in light of the
study of countr{ rules of origin practices in all countries which is not being complet-
ed by the U.S. International Trade Commission.

OFFICE OF REGULATIONS AND RULINGS

The remarks with respect to amendments to the regulation on Country of Origin
determinations should not be interpreted as an attack on the Office of l'R?egulmions
and Rulings. Indeed, the Joint Industrﬁ Group reiterates its support of a strong, in-
dependent Office of Regulations and Rulings in Customs Headquarters to provide
uniform and objective interpretations of Customs laws for the business community.
We do not know what conclusions have been reached, if any, in a study that we
understand is teing conducted within Customs to consider, among other options, the
transfer of the functions of that Office to the Office of Regional Counsel in New
York, in conjunction with a determination of whether Customs Headquarters have
been ‘‘over-lenient” in overruling decisions made in the field offices in the matter of
valuation and classification as well as penalties.

The international trade community is concerned that the atmosphere of enforce-
ment pervading the Customs Service, as evidenced by a number of public statements



e .

181

by Customs officials, could im?inge upon the independence of the Office of Regula-
tions and Rulings in fulfilling its proper quuijudwm' role.

Further, it has been the usual practice of local Customs officials, sanctioned by
Headquarters, to resolve doubts in favor of “protecting the revenue”. On adminis-
trative review, however, Headquarters, at least in theory, has attempted to resolve
classification and value questions in accordance with existing law. In other words a
balanced approach to Customs administration. Any change in policy requiring an
aggressive suppo:t by legal reviewers of a “Customs position” would be
contrary to fairnees and equity, work against good relations with the entire import
community, substantially increase litigation, and result in increased costs for
toms administration and in higher consumer costs for importec rroducts.

In terms of the existing bu situation the ORR ataff has already been re-
duced substantially by size, by budget reductions and by attrition. A &rzposal to dis-
perse these officials from Customs Headquarters to the Regional nsel’s office
would greatly diminish efforts to achieve and maintain uniformity of treatment of
du’f’{. assessments on imports, required by the Constitution.

e Joint Industry Grot‘xigniﬁnﬁnoemed that further budgetary pressures will lead
to further temptation to inish or bring to an end through relocation a strong
and independent Office of Regulations and Rulings. Therefore, we respectfully sug-

t that the 1986 Customs Authorization Bill preclude changes in the status of the
ice of ations and Rulings without 90 days prior notice to and consultation
with the authorizing Committees in both Houses of the Congress.

On behalf of the Joint Industry Group I would like to renew our longstanding
offer to cooperate with the Subcommittee on Trade in terms of both its legislative
and ove{sig t responsibilities in any way that we can be helpful.

Thank you.

Senator DANFORTH. Mr. Teofilo.

STATEMENT OF THOMAS N. TEOFILO, DIRECTOR OF TRADE DE-
VELOPMENT FOR THE PORT OF LONG BEACH, CA, ON BERALF
OF THE LOS ANGELES ALLIANCE FOR EQUITABLE CUSTOMS
STAFFING, LOS ANGELES, CA

Mr. TeoriLo. Mr. Chairman, I am Tom Teofilo, director of trade
development for the Port of Long Beach, and I appear today on
behalf of the Los Angeles Alliance for Equitable Customs S )
a group which represents many parties in the international trade
community. With me is Jane a, an international trade man-
ager for Coopers and Lybrand. She previously had 15 years of expe-
rience with the U.S. Customs Service in Los Angeles, and her com-
ments will be based on her personal observations as a customs
manager.

You will find a list of the members of our alliance on the at-
tached testimony packet. Thank you for allowing me this opportu-
nity to present our views of the alliance to this committee today.
The Ports of Long Beach and Los Angeles in the San Pedro Bay
have been experiencing a phenomenal growth of cargo volume.
Just this last year, we saw a 46-percent increase in containerized
cargo through the Port of Long Beach alone. We are proud of our
capabilitg to service the exporter and importer needs of the Los
Angeles basin, the Western States, and in growing proportions the
Midwest, Gulf, and East Coast through expanding intermodal capa-
bilities. Our growth far exceeds the national average as the Pacific
trade has taken over the lead from the Atlantic trade for the
United States in the last year.

In the past 5 years, the ports in the San Pedro Bay have had an
increased tonnage of 40 percent, while Customs entries have in-
creased 60 percent. This amounted to 643,000 formal entries in
fiscal year 1984. The Pacific rim has our focused attention, yet as
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we plan to continue to keep pace with this growth, we have been
extremely concerned that the U.S. Customs Service has failed to
relecognize or meet the current needs in the San Pedro Harbor com-
plex.

As you know, the U.S. Customs collections for fiscal year 1984
equalled $12.5 billion. Of that, the Los eles Customs District
was responsible for collecting $2.1 billion or 17 percent of the total.
Yet the Los Angeles district presently has a staff of only 554,
equaling just 4 percent of the Service's average positions. In the
last year, we have logged more complaints from the trading com-
munity than ever before. The complaints concern delays in clearing
cargo, both quota and nonquota foods We concur with industry ex-
perts who indicate that these delays are primarily caused by an in-
sufficient number of cargo inspectors and qualified import special-
ists. This statement is not new.

We have for many years noted the U.S. Customs Service has not
remedied this situation. We believe that the Los Angeles district di-
rector of customs has made every effort ible to meet the in-
creasing demand for service. We do not blame the individual cus-
toms inspectors for these delays. The inspectors that we have in
the Los Angeles district are some of the best in the Service. Their
productivity is the highest in the system, but there simply is just
not enough of them to meet the increasing volume challenging
them at this time. We believe that more s is needed in the Los
Angeles district to {s;eed clearance of entries, quota clearances, and
cargo inspections. We believe that 150 additional itions are re-
quired to meet the present traffic demand in the district, and you
will note my attachment.

The increase in our traffic flow, plus the added factor of addition-
al 3uota restrictions this year, will add up to new levels of work-
load demand, and therefore, any use of historic measures of staff-
ing in the customs district must take this into account when the
Customs Service evaluates their staffing levels. Congress has estab-
lished new levels of import quota restrictions, and we expect a 400-
percent increase in the items requiring quota clearance through
the port this year.

The clearance of quota goods through the local district office
takes substantinlly longer than the clearance and release of non-
quota goods. Our present time to clear nonquota items through the
ports of Los Angeles and Long Beach has eroded to 5 to 7 days. On
the quota items, it is anywhere from 7 to 15 days. This is a dramat-
ic increase over the previous years and is a direct result of the re-
duction of customs clearance personnel, which has been document-
ed to have taken place in the Angeles district.

The Los Angeles area is also a leader in high tech exports, and
the Customs Service has increased “‘exodus’’ operation Eg,egonsibil-
ities in this area as well. Qur cargo projections indicate”s doubling
in import and export tonnage in the next 10 years. The Customs
Service is approaching the future properly through the study and
inauguration of computerized programs such as the Automated
Clearance System, the Automated Broker Interface, and the Auto-
mated Manifest System, and the alliance applauds Custo.ns’ pro-
gressive thinking in this area and will certainly support the Cus-
toms Service wherever possible to implement these systems.
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However, the computerized structure of tomorrow is not helping
to meet the current traffic flow demands of today. We do not want
to see our present shippers divert their earﬁg elsewhere and there-
by lose the transportation efficiencies they have developed over the
foa.st years. We urge your subcommittee to increase authorization
evels and thereby increase the number of Customs personnel in all
commercially oriented jobs: inspectors, import specialists, and cleri-
cal functions, to ensure sufficient staff to meet the present volume
of cargo flow through the Los Angeles district.

We also believe it is necessary to establish an annual system of -
review in order to more equitably allocate resources to respond to
the growth of volume in the commercial trade. Finally, please let
me di your attention to my written comments which also incor-
porate specific concerns of three major retailers that utilize the Los

eles and Long Beach gateway. They are Sears, J.C. Penney,
and Montgomery Ward. Thank you.

Senator DANFORTH. Thank you all very much for your testimony.

[Mr. Teofilo’s prepared statement follows:]

STATEMENT BY THOMAS N. TroriLo, REPRESENTING THE L08 ANGELES ALLIANCE FOR
EQurTABLE CUSTOMS STAFFING

Mr. Chairman, I am Tom Teofilo, Director Of Trade Development for the Port of
Long Beach, and I appear today on behalf of The Los Angeles Alliance For Equita-
ble ms S , & group which represents many parties in the international
trade community. With me is Jane Beseda, an International Trade Manager with
Coopers and Lybrand. She previously had 15 years of experience with the U.S. Cus-
toms Service in Los eles and her comments will be based on her personal obser-
vations as a Customs ager. You will find a list of members attached to our testi-
mony Facket. Thank you for allowing me this opportunity to present the views of
this alliance to this committee today.

The Ports of Long Beach and Los Angeles in the San Pedro Bay have been experi-
encing a phenomena}n”gmwth in cargo volume. Just this last year we saw a 46% in-
crease in containerized cargo through the port of Long Beach alone. We are proud
of our capability to service the exporter/importer needs of the Los An%atl‘z in,
Western States and, in growing preportions, the Midwest, Gulf and Coast
through expanding intermodal capabilities.

Our wth far exceeds the national average as Pacific trade has taker. a lead
over Atlantic trade for the United States in the last year. In the past five years in
the Ports of The San Pedro Bay, import tonnage has increased 40%, while Customs
entries have increased 60%. 'l‘gus' amounted to 643,000 formal entries in FY 1984.

The Pacific rim has our focused attention, yet as we plan to continue to keep pace
with this growth we have been extremely concerned that the U.S. Customs Service
has failed to recognize or meet the current needs in the San Pedro Harbor complex.
As you know, total U.S. Customs collections for fiscal 1984 equalled $12.5 billion. Of
that, the Los Ang‘;hs Customs District was responsible for collecting $2.1 billion or
17% of the total. Yet, the Los Angeles District presently has a staff of 554, equalling
just 4% of the service’s average positions. :

In the last year, we have logged more complaints from the trading community
than ever before. The complaints concern delays in clearing cargo, both quota and
non-quota goods. We concur with industry experts who indicate that these delays
are primarily caused by an insufficient number of cargo inspectors and qualified
import specialists. This statement is not new. We have for many years noted that
the U.S. Customs Service has not remedied this situation.

We believe that the Los Angeles District Director of Customs has made every
effort possible to meet the increasing demand for service.

We do not blame the individual customs inspectors for these delays. The in'lgge&
tors we have in the Los Angeles District are some of the best in the service. Their
productivity is the highest in the system. There simply are not enough of them to
meet the increasing volume challenfirgstthem Now.

There appears to be an inequitable distribution of existing customs staff. We note
one comparison of 104 inspectors in the Los Angeles seaport compared to 500 in the
New York/Newark seaport district.
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We believe that more staff is needed in the Los les District to speed clear-
ance of entries, quota cleaances and cargo inspections. We believe that 160 addition-
al positions are required to meet the present traffic demand in the district. (Please
see attachment F).

The increase in our traffic flow, plus the added factor of additional quota restric-
tions this year, will add up to new levels of workload demand and therefore, any use
of historic measures of staffing in the district must take this into account when the
Customs Service evaluates its staffing levels.

Congress has established new levels of import quota restrictions and we expect a
400% increase in items requiring quota clearance through the port this l‘Jear. The
clearance of quota goods through the local district office takes substantially longer
than the clearance and release of non-quota goods, Qur present time to clear non-
quota items through the Ports of Los Angeles and Long h has eroded to five to
seven days, and on the quota items, anywhere from seven to fifteen days. This is a
dramatic increase over previous {nears and a direct result of the reduction of Cus-
toms clearance personnel which has been documented to have taken place in the
Los Angeles district.

The Los Angeles area is also a leader in “high-tech” exports and the Customs
service has increasing “EXODUS” operation responsibilities here as well.

Our cargo projections indicate a doubling in import and export tonnage in the
next 10 years: The U.S. Customs Service is approaching the future properly through

the study and inauguration of computerized p: such as Automated Clearance
System (ACS), Automated Broker Interface (ABI), and the Automated Manifest
System (AMS). The alliance applauds Customs’ p ive thinking in this area

and will support the Customs service wherever possible to implement these systems.
However, the computerized structure of tomorrow is not helping to meet the current
traffic flow demands of today. We do not want to see our present shippers divert
their cargo elsewhere and thereby lose the transportation efficiencies they have de-
veloped over the past years.

We urge your subcommittee to increase authorization levels and thereby increase
the number of customs personne! in all commercially oriented jobs (inspectors,
import specalist and clerical function) to ensure sufficieat staff to meet the present
volume of cargo flow through the Los Angeles district.

We also believe it necessary to establish an annual system of review in order to
mo;e equitably allocate resources to respond to growth in the volume of commercial
trade.

Please let me direct your attention to my written comments which also incorpo-
rate the specific concerns of three major retailers that utilize the Long Beach/Los
Angeles gateway—Sears, J.C. Penney, and Montgomery Ward.

Thank you.

{Attachment A)
SEARS MERCHANDISE GROUP,
Chicago IL, February 12, 1985.
CoMMISSIONER OF CUSTOMS,
U.S. Customs Service,
Washington, DC.

Dear MR. CommissioNEr: We welcome this opportunity to provide some input on
the concerns Sears, along with other affected parties in the community have regard-
iAng tllle efficient and timely movement of cargo at the Porta of Long Beach/Long

ngeles.

We must commend the service in its aggressive commitment of resources to solv-
ing the many ogerational bottlenecks the public and service face day to day, by im-
plementation of the ACCEPT and ABI and myriad of other programs. We
with this approach, as it nut only addresses resource constraints, but also the swift
and prompt movement of cargo within the parameters established by U.S. Customs.

Within this overall scheme we do however find certain inconsistencies in the
timeliness of cargc clearance between various U.S. Customs ports. For example, our
experience indicates that it takes anywhere from 2 to 20 days to clear cargo at Los
Angeles with an average of 7 to 10 working daKs. compared to an avem%tla'l of 1 to 2
working days at the ports of New Orleans, Philadelphia and Boston. The signifi-
cance here is not so much on the numbers but the tremendous disparities between
ports. Specific facts and figures will be supplied ‘:fgon uest.

As importers who work directly with the S of U.S. Customs at Los Angeles,
and also through our brokers, A. J. Fritz & Co., we find a strong level of commit-
ment by U.S. Customs personnel at this port. :
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To understand, therefore, the reasons for such delays, we raise the following ques-

tions:

(1) Is the allocation of Customs resources, Los Angeles versus other ports of simi-
lar volume, equitable?

(2) Is there any significant degree of difference between the mix of cargo, Los An-
geles versus other ports of similar volume?

(3) Is there a logistical problem in moving documents from one point to another to
obtain final release of cargo in a manner consistent with such other ports?

We endorse the facts and figures being provided here today by the officials of the
Port of Long Beach, the brokerage community and others, to shed light on some of
the issues raised above.

It is our fervent hope that the service recognizes this tremendous cost burden on
the importinfacommunity at Los Angeles, and addresses it in a manner consistent
with the levels of operation at other similar United States ports.

We would be more than happy to work with you directly, and through our bro-
kers, to help improve upon this situation.

Sincerely,
SuBasH AGARWAL, Director—Customs.

[Attachment B]

StATEMENT OF LEO F. MCKENNA, L08 ANGELES/LONG BEACH CUSTOMS

I am Leo F. McKenna, director of transportation for Montgomery Ward, the sixth
laxg‘est retail chain, with annual sales of 6.5 billion dollars. I am responsible for
both domestic and international transportation operations. I have been involved in
transportation for 27 years.

Prior to 1983 our company imports were less than 4 percent of our merchandise

urchases. This volume was basically handled through the Ports of Oakland, New

ork and Baltimore. Consolidations and closings of distribution facilities together
with a m?‘,or change in the handling of imports required the relocation of this activ-
ity. In addition to these major changes our import volume increased to a 15 percent
level of purchases.

The decision to move the Far East Port-of-Entry from Oakland to Los Angeles/
Long Beach was based on economics, service, and merchandise consumption of prod-
uct in the Los Angeles market.

1. The combination of international with domestic products provides a reduced
inland cost to move merchandise to our 18 major distribution centers throughout
the United States. (200 million pounds in 1984).

2. Ocean service to Los Angeles from Hong Kong, Korea, Ja and Taiwan is
excellent. Inland frequency to our 18 distribution points is greatly improved by the
domestic-international combination.

3. 15 percent our retail volume is consumed in Los Angeles, San Diego and Phoe-
nix. (36 of the 300 company stores).

All of the systems and operations set to handle 8,000 containers annually, have
worked well. However, our biggest disappointment was the increase in port clear-
ance time—& days for non-quota and 12 days for quota.

The extended port clearance tends not only to cause port congestion (up to 175
containers in Los Angeles/Long Beach terminals), but merchandise delays, and to-
ta![l{l unaccepable pier detention ($550,000 in 1984).

e ocean carriers and ports responded to our needs, but customs clearance
delays continue! With a continued strong dollar our volume of import shipments
will remain high. We need to improve customs clearance times. Although Long
Beach/Los Angeles are still our first choice, we are now conducting a study to deter-
mine the economic feasibility of moving to other port facilities.

We need more customs inspectors or a major ?roductivity improvement.

Listed below are three examples of the type of delays we have encountered.

1. Lexa Maersk, container #XTRU 4914779, entry submitted 2/1/85, DAD Re-
ceived 2/12/85 (Customs requested sample)—11 days.

2. Ever Laurel, container #EISU 103467, entry submitted 1/28/85, DAD received
2/12/85, (Customs requested sample)—14 dz%:

3. Mossel Express, container #TOLU 392, entry submitted 2/4/85, DAD re-
ceived 2/12/85—8 d!:gs

Here are some problems in the Los Angeles Customs District that have been iden-
tified by our international transportation manager: :

1. Quota goods.—Only four (4) clerks on the quota desk. This contributed to clear-
ance delays up to two weeks, as well as an excessive container demurrage.
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h2. Delivery authorizations.—(DAD) a major time lapse between the accept site and
the pier.

3. Errors.—Entries that require resubmission get lost in the system. This happens
frequently. The system is not able to cope with exceptions:

4. Location of inspectors.—Consignee should know when the inspector is available
to allow pick up and release in presence of an inspector, if necessary. Need location
of exam sites.

In conclusion, we believe the root of many problems and delays is a shortage of
qualified staff in the Los Angeles Customs District.

Montgomery Ward has made a commitment to Long Beach/Los Angeles. We sup-
gort an effort to improve port clearance times. These improvements are critical as

0 &ereent of our imports now move through the Los eles Port-of-Entry.

The arl;e anxious to know what steps will be taken to address our concern.

ank you.

[Attachment C]

StATEMENT OF J.C. PENNEY Co.

Congressman Roybat, Co man Anderson and guests, I'm Steve Goldberg, at-
torney for J.C. Penney Co. Wm\ me today are C.T. Lum%vour International Buying
Coordinator and Rick Rocco, who works for our broker F.W. Myers.

J.C. Penney Co., has experienced a good working relationship with U.S. Customs
over many years. We have business with virtually every major port in the U.S. The
custom’s personnel of the port of Los Angeles have made genuine and sincere efforts
to timely process shipments for entry and release from customs custody. Neverthe-
less, there have been major delays in releasing our merchandise from customs.

The great increase in import traffic entering the port of Los Angeles in the last
few years coupled with recent regulatory controls and the loss of many experienced
customs personnel, w/o adequatc replacements, and no actual increases in person:
nel, have created a crises situation ior importers of foreign merchandise.

The standard for U.S. Customs to process a quota entry should be about six hours.

In reality all the other ports throughout the nation—and J.C. Penney transacts
business with virtually all of them—process quota entries within two to three days.

Our greatest concern with the Port of Los Angeles is the massive time delays that
we are experiencing in the processing of quota entries. The average processing for
J.C. Penney quota entries in Los Angeles in January was 9 days. Some of these en-
tries took 12 days from the date of submission to the date of clearance on the deliv-
ery authorization document. Additional delays of 6 to 7 days are experieniced in
quota entries involving an initial reject.

Let me give you an example of a recent problem we encountered. A quota entry
submitted on I%cember 31, 1984 was rejected on January 6, 1985. It was resubmit-
ted on January 7, 1985 and, agparently the entry was lost. A duplicate entry was
submitted on January 15, 1985 and was finally cleared on January 22, 1985—25
da,{::l from the date the merchandise arrived in the port.

ere are two major factors which contribute to the delay problem:
" 1. The shortage of customs personnel to timely and properly process documenta-
ion.

2. The quota procedure involving the processing of the the entry through several
different departments: Quota degk, C.S.T., operations for computer input, cashier,
brokers box, and finally to the A.C.C.E.P.T. site.

What do these delays mean to J.C. Pennefy?

1. Additional outright costs in the form of unnecessary demurrage.

2. Cancellation of orders and loes of sales and unavailability of advertised mer-
chandise. Virtually all of our imported merchandise is seasonal apparel. There are
90 days in each season. If we lose 20 days because of Customs delays, we have lost
over one fifth of the season.

3. Additional costs of freight and warehouse handling on merchandise returned by
:lhcle store to buyer because of untimely receipt as a result of customs clearance

elays.

4. Finally, goods not received in time for the season are heavily marked down and
sent back to the store as closeout merchandise.

We want to continue doing business with the Port of Los Angeles and we realize
that the personnel are doing the best they can under difficult circumstances. We are
asking that this crises situation at this port’s custom’s operations be resolved as
quickly as possible by the federal government so that we can continue to do busi-
ness here in a hetter and more efficient manner.

Thank you.
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(Attachment D]

PORT OF LONG BEACH INBOUND CARGO—1980-90

Tota
Total inbound ¢ el

1979-80 23,781,613 *7,659,562

1980-81 124532815 28,754,955
1981-82 228,484,304 *10,676,996
1982-83 28,034,225 811,018,954
1983-84 333,230,169 215,825,359
Estimate 1984-85 343-355 164-177
Estimate 1985-86 36.6-31.7 18.2-19.5
Estimate 1985-87 388-399 2.1-214
Estimate 1987-88 41.1-422 219-233
Estimate 1328-89 433-444 38-251
Estimate 1989-90 45.5-467 85.7-210

1 Includes brest i buk and ‘containerized cargo.
'ms&muhs—.‘ﬁmamﬂm«vlugi:m.mmmmw&umm

[Attachment E}
U.S. CUSTOMS SERVICE—REGIONAL STAFFING (CURRENT, JANUARY 1985) PACIFIC REGION
Number
et nspactons m, Ot staf Total
Saattle. 162 35 108 305
Portiand by} 10 u 8
San Francisco 15 2 159 351
Los Angeles. 295 U 165 554
San Diego 248 13 59 320
Honokuluy 101 ] 5 166
Total 1,015 202 1,181 2,358
Los Angeles percent of region Staffig ..........c....occoreovmrrressnrres oo 2 46 4 23
{Attachment F]

THE LOS ANGELES ALLIANCE FOR EQUITABLE CUSTOMS STAFFING—ESTIMATE OF ADDITIONAL
PERSONNEL NEEDS—LOS ANGELES/LONG BEACH (COMMERCIAL OPERATIONS) FEB. 14, 1985

y Dowslown Los
Seaport Arport Ngeles

IISDBCRIMS...........coccereeeerescssmaesssensessassssssensassassssesssssesmssssesssssssesessssssssnes siceis 35 25 3
Quota and operations clerks. 16 10 4
Input clerks (accept) 18 0 3
Commodity specialist....... . 25 [ 4
Cashier 0 0 i
Total 94 41 15

Total personnel urgently needed in Los Angeles/long Beach District for commercial
OPBERBIONS ......ccevvovoevvreer s ses esssssessess s s st 8RR 150

Senator DANFORTH. I just want to ask one question, and if you
could give me a succinct answer—we have unfortunately five more
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witnesses, and we hope to wrap up about 12:30. All of you being
experienced with the operation of the Customs Service, do you
think that it is operating as efficiently and as effectively now as it
was, sag, 2 or 3 years ago?

Mr. PArsons. In some respects, yes. In other respects, no. Yes to
the extent that they have made some progress in the streamlining
of some of the procedures and introducing new systems. But cer-
taian no to the extent that they still nevertheless have a backlog
which is the result of further growth in imports and cutbacks in
manﬁower. In other words, they are streamlining their systems,
but have not been able to keep up with the increase in workload
mainly because of the cuts in manpower.

Senator DANFORTH. Mr. Kumm?

Mr. Kumm. I would say Customs is a very efficient, effective or-
ganization as it is trying within the Government constraints to
streamline their procedures to implement techniques similar to
1J.S. business in the use of data processing techniques. I would say
that we have generally supported their activities in centralizing
some of the services that have been decentralized around the coun-
try because of the efficiencies—they now have the use of the com-
puter. There is a problem, however, in some of the adjustments
that they have made in the Offices of Regulations and Rulings,
which adversely affect good business planning.

Senator DANFORTH. Mr. Teofilo?

Mr. TeorFiLo. I will defer to Jane Beseda.

Ms. BesepA. I was a former Customs employee for 15 years, and 1
just left the Service in February. And my personal observation is
that the customs employees themselves think that they are operat-
ingbless efficiently than they were 2 or 3 years ago, mainly because
of budget and staffing cuts. I think they all feel that they just can’t
gg dthe job—there is too much work and there are too few of them

o it. :

Senator DANFORTH. Thank you. Senator Long?

Senator LoNG. Let me just throw this question out for any of you
who might want to respond to it. At least one of the statements
here, and I suppose several of you, recommend that we provide
more money for this Customs activity. Now, in effect, one of the
witnesses said that he would recommend that it be appropriately
increased. Now, let me tell you as a member serving on the com-
mittee, if you want us to increase the amount of money—and I am
one who would be interested in helping you if the case can be
made—1I think that you need to tell us what amount. How much do
- you think ought to be recommended? How much should it be in-
creased? I think you should be more specific because I think you
can see from the questions I have asked of previous witnesses
about the drugs, I think we ought to do more about the drug activi-
ty—about the inspection part. I vould like to help you, but I don't
have th$ specifics. What figure would you recommend that it be in-
creased? -

Mr. TeoriLo. Senator, if I may, as an attachment to my testimo-
ny—Attachment F—I outlined a breakdown of the types of person-
nel and the staff for Customs Service. As I indicated in my testimo-
ny, in the Los Angeles Customs District we seek to get 150 staff,
and we break it down by inspectors, quota operations clerks, etc.

o remem—el N e L
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Senator LoNG. That is nice for Los Angeles, but how about the
rest of them? Do you have a recommendation as to how much you
think should be provided across the entire United States?

Mr. TeoriLo. No, sir.

Senator LoNG. I think you ought to give us that. Who is that who
is speaking for a whole bunch here? There is somebody talking for
the American Association of Exporters and Importers. Mr. Par-
sonss’,Mr. Parsons, can you give us a figure that you would recom-
mend?

Mr. Parsons. I think in (::?v one case did I say that an appropri-
ate amount should be restored, and that was actually in the case of
the budget for the U.S. Trade Representative’s office, who still
have to finalize the international arrangements on the Harmonized
Code, and it appears that for some reason money for that purpose
was left out of their budget, and I think that that has been passive-
ly admitted by the representatives of the Trade Representative’s
office. I am sure theﬁr know how much money was left out in error.
I don’t know what the figure is, but the point I think we made was
that it must be a small amount anyway, but nevertheless very im-
portant and with the small budget which the Trade Representa-
tive's office has, it should not be difficult to determine what that
amount is and give it back to them. ’
¢ Senator LoNg. I want to help you, but I want you to make it easy
or me. .

Mr. Kumm. Senator, I think, aside from the USTR proposal,
which I think is a very important one, I believe that the additional
money needed for the drug enforcement and policing, which I total-
ly support, we feel that through probably a private or a third-party
management study of what the toms Service is doing with their
personnel might be helpful in reallocating some of their resources
80 they can answer the needs of the Port of Los Angeles and the
other port3 where there is indeed an influx of entries. However, an-
other area that is very important, and it seems that it is stuck in
neutral right now, is the need to adogt the periodic entry system
which eliminates a great deal of duplication of effort. These are
things that can be done immediately within the budget, within
those required e;tpenditures and appropriations that would have an
immediate payoff. I think the drug enforcement part of it is a very
serious matter, and possibly almost has to be handled separately.

Senator LoNG. Thank you.

Senator DANFORTH. Gentlemen, thank you all very much, and
Ms. Beseda, thank you.

The next panel is William Methenitis, on behalf of the North
Texas Commission, and James Moorigf, Houston Customshouse
and Freight Forwarders Association. Mr. Methenitis, would you

begin, please?

STATEMENT OF WILLIAM M. METHENITIS, ESQ., STRASBURGER &
PRICE, DALLAS, TX, ON BEHALF OF THE NORTH TEXAS COM-
MISSION .

Mr. MetHENITIS. Mr. Chairman, it is our pleasure to be here

before the subcommittee this morning on behalf of just about ev-
erybody in North Texas who is involved in international trade. The

48-992 0 - 85 = 7
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press release announcing this hearing said that the subcommittee
18 particularly interested in hearing about inspection services and
the Customs automation program, and we will give a few brief
comments on each. First about inspection services. We have a
severe personnel problem in the Dallas/Fort Worth area. Currently
we have 33 ins rs and four aides in the inspection and control
division and 11 import specialists and six entry personnel in the
classification and value division, and we also have assorted supervi-
sory personnel. This year it is anticipated that those ple will be
responsible for over 68,000 formal entries and over 800,000 passen-
gers. That is an increase of 60 percent in cargo and 97 percent in
passen‘er clearance in the last 4 years. During that same 4-year
period, we have had a net staff increase on that level of two people
and a net decrease on the administrative level. These people simpl
cannot handle the load we have. Ever{ da‘y_" between 2 and 3 o’cloc
the Customs cargo office closes down for the rest of the day so that
all the inspectors can be released to handle passengers.

Senator DANFORTH. Would you say that again, please?

Mr. METHENTITIS. Some time between 2 and 3 o'clock every day,
the customs cargo clearance operation at DFW Airport shuts down
entirely—it is customs cargo clearance not only for air cargo but
also for ocean cargo that clears in Dallas/Fort Worth—because
every single ins r on the staff is needed to handle passengers
at the airport. Most of the importers and exporters in our area be-
lieve that we ought to have two shifts of cargo clearance handling
at the airport, where currently we have about two-thirds of a shift.
At the <Bireeent rate of growth, o clearance is anticipated to be
a half-day operation at the world’s fourth busiest airport in the
very near future. As an examrle, during the first 4 months of this
')I"ear alone, DFW Airport will receive all new cargo service from

aipei as well as expanded passenger and cargo service from Paris,
London, Frankfurt, Madrid, Calgary, Eimonton, Toronto, Montre-
al, Japan, Hong Kong, kok, and Malaysia. That is just in the
first 4 months of this year. We simply do not have the personnel to
handle the amount of cargo and the amount of passengers that
clear at the airport. In my prepared statement, I mention several
joint community and Customs projects that are currently going on
in Dallas/Fort Worth to make Customs personnel as efficient as
possible. In fact, we think we have one of the most personnel effi-
cient Customs offices in the country. There just aren’t enough
people to go around, and even with automation and all the changes
that Customs is proposing, we cannot operate efficiently with the
amount of personnel that we have.

Senator BENTSEN. How could {ou say what you just said here:
“In summary, North Texas fully supports Customs’ program to
iat:eafmlinel and modernize’’? They are talking about cutting out a

ot of people.

.Mr. METHENITIS. In the general automation program that they
are talking about, we——

Senator BENTSEN. Is that going to take care of it?

Mr. MeTtHeNITIS. No. We don't think that that will take care of
it. We do support their goals. We think automation is going to help,
and we are fully behind Customs in cutting down the amount of
paperwork through the automated processing. We are very much
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in autiport of that general concept. We are very interested in assist-
ing them to become as efficient as possible, but even with that
automated system, we don't believe that there are going to be
enough people to adequately handle the cargo and personnel clear-
ing in Dallas/Fort Worth.
nator BENTSEN. All right. Mr. Mooring?
[Mr. Methenitis’ prepared statement follows:]

STATEMENT or WiLLIAM M. METHENITIS, ATTORNEY, STRASBURGER & PRICE, DALLAS,
TX, oN BgHALF or THE NORTH TEXAS COMMISSION

I appreciate the opportunity to appear before the Subcommittee and comment on
the experience of Dallas/Fort Worth with Customs’ commercial and passenger entry
services, and express our excitement about the potential of Customs’ Automated
Commercial System (“ACS"”). Our community is strongly supportive of Customs'
goal of increased efficiency through modernization and automation. At the same
time, we believe it is imperative that Customs’ planning and budgeting for the pro-
posed radical changes in commercial processing provide for (1) the input of users of
Customs services in designing the specifics of automated operations, and (2) person-
:lell sufficient to process passengers and cargo as expeditiously as the system would

ow. :

Community Involvement.—International Trade has recently become one of the pri-
mary components of the North Texas economy. Although our experiences with the
Customs Service are of relatively recent origin, the North Texas community has
clearly recognized the importance of the Customs Service to our future economic
growth. Local business and government have made a commitment to enhance Cus-
toms’ ability to operate more efficiently so that cargo and passengers may be proc-
essed as rapidly as possible. The extent of our commitment is demonstrated by the
groups on whose behalf I am appeariug“t’oday: the Cities and Chambers of Com-
merce of Dallas and Fort Worth, the D International Airport Board, the North
Texas Commission, which is comprised of 20 North Texas cities and 22 chambers of
commerce as well as area businesses, the Dsllas Market Center, one of the nation’s
largest trade centers and the nation’s only continuous trade fair, and a host of trade
gro:s involved in international commerce—virtually all of North Texas is repre-
sented.

Dallas/Forth Worth has already been active in working with Customs t¢ reach
3ur mutual goal of an efficient entry system. Currently, five joint projects are un-

erway:

1. Customs Service Center.—~The DEW Customs Service Center, scheduled to be
operational in 1986, consolidates all Customs functions at a single location. The
Service Center will provide for a more efficient use of Customs personnel, particu-
larly by centralizing inspections. The Service Center will also provide a greater
degree of automation than currently exists, including a broker interface which will
be compatible with ACS.

2. Automated Cargo Clearance System.—The Dallas/Fort Worth Airport Board
and a group of potential users is currently evaluating a port of Dallas/Fort Worth
automated commercial clearance system, modeled after the system currently oper-
ational in London. The ultimate goal is to have a user financed system which in-
8:;1;6 ACS, and is able to reduce time and expense for importers, exporters, and

ms.

3. Paired.—Dallas/Fort Worth is currently involved in an experimental Customs
computer release system for goods brought into the Port of Houston called Port of
Arrival Immediate Release and Enforcement Determination ("PAIRED”). Under
PAIRED, computer entries are made in Dallas/Fort Worth for immediate release of
cargo in Houston, eliminating the need for in-bond shipment of those goods.

4. Red Door-Green Door.—Customs and the Dallas/Fort Worth International Air-
port have established a Red Door-Green Door passenger clearance for international
passengers, speeding the clearance of the passengers and reducing the number of
Customs inspectors necessary per flight.

5. FAST.—A locally designed follow-up to Customs’ ACCEPT program, the Facili-
tated All-Cargo Tracking (“FAST"’) system has made more Customs personne} avail-
able for on-line inspections.

Qur community has invested a t amount of time and capital to increase the
efficiency of cargo and passenger clearance. We believe our focus has been compati-
ble with the Customs initiative for increased efficiency through automation, and we
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are excited about the potential for better service through a cooperative effort involv-

ing ACS.
ngleﬁnement of ACS.—Customs has stated that fiscal 1986 will be its year for re-
finement of ACS. As Customs changes ita focus from the general theory to oper-
ational specifics, we believe the involvement of the users of ACS is essential.

To date, we are pleased with the form ACS has taken. The basic design seems
particularly responsive to nonstop air shipments, and generally responsive to ocean
cargo destined for Dallas/Fort Worth. The general release (and ultimately pre-clear-
ance) objective of ACS should allow 85-90% of goods destined for Dallas/Fort Worth
to move directly to importers without delay.

As the general design moves to specific refinements, our support becomes more
cautious. Our community is concerned about whether the system will operationally
address needs peculiar to the Dallas/Fort Worth inland port. Importers in our area,
for example, are concerned with the inspection procedure for goods which do not
arrive by nonstop air shipment and are among those 10-16% of goods which are not
“generally” released without inspection through ACS. At this point, it is apparently
undetermined whether or not there will be a procedure for entering and inspecting
those goods in Dallas/Fort Worth. Without such a procedure, Dallas/Fort Worth im-

rters will be placed in the extremely undesirable d)oaition of being required to

ve personnel available to send to Los Angeles or New York because goods have
been detained there for inspection, and being required to deal with entry and valu-
ation problems at a district office thousands of miles away. This concern is ampli-
fied for air cargo users whose goods do not arrive by nonstop flights. Currently,
oods on direct flights move promptly to DFW under a permit to proceed or an in-
nd entry, never eavir&the plane. Importers with time-critical air shipments are
concerned that under ACS some shipments may have to leave the plane Tor inspec-
tion, and that last minute arranfementa will have to be made to bring the goods to
DFW by another flight, completely unnecessary increase of time and expense.
The transition to ACS similglj' concerns the Dallas/Fort Worth trade communi-
;y. We have already experien some bugs in the PAIRED system. Fortunately,

AIRED is a voluntary system, and when a procedural problem is found the
involved may be moved under the truditional in-bond system rather than deiayed
until the problem is resolved. We believe a flexible ACS transition period which en-
gourage: i:l'e of the new system while not penalizing importers who “discover”’ bugs
is essential.

In response to our particular concerns relative to inland ports, we believe that
some type of permit to proceed program and limited in-bond movement of goods pro-
cedure may be in order. We are not, however, wed to any particular program, and
simply desire the opportunity to present our concerns to a Customs Service that is
committed to designing user responsive refinements to ACS. Customs plans and
budgeting should clearly state a concerted effort to work with users to consider the
potential effects of ACS in the field, to explain tentative plans to users, and receive
comments on those tentative plans.

Personnel.—Our second concern with Customs’ future plans is personnel. There is
a personnel shortage in Dallas/Fort Worth now, and we do not envision tbe system
improving, even with the addition of ACS. Currently at DFW, there are 33 ixll:lpeo
tors and 4 sides in the Inspection and Control Division, and 11 import specialists
and 6 entry personnel in the Classification and Value Division of Customs. This
year, it is anticipated that those personnel will be responsible for processing over
68,000 formal entries, and over ,000 passengers. As a comparison, in 1981, 81 in-
8 rs with 2 aides and 12 import 8gecmlists with 7 entry personnel were reeponsi.
ble for 42,601 formal entries and 406,247 passengers—an increase of 60% in cargo
clearaxwel and 97% in passenger clearance handled by roughly the same number of
personnel.

The current passenger load is already hinderinf the clearance of cargo at DFW.
The Customs cargo processing system must be closed between 2:00 p.m. and 3:00
p.m. every day so that inspectors can procees passengers.

International air service at DFW International Airport is expanding rapidly.
During the first four months of this year, DFW will receive new all-carge service
from Taipei, as well as new and expanded passenger and cargo service from Paris,
London, Frankfurt, Madrid, Calgary, Edmonton, Toronto, Montreal, Japan, Hong-
kong, Bangkok, and Kuala Lumpur. It is likely that DFW will soon be de;'mnawd as
the only nonstop gateway in the Sunbelt for service from Japan, and will receive
new direct service from major South America points. Without additional personnel,
it is likely that cargo clearance at the world’s fourth busiest sirport will be reduced
to a half day operation in the near future. This less-than-full-service cargod

ing continues even with Red Door-Green Door, PAIRED, ACCEPT, an , and
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will continue with a Customs Service Center, and with ACS. There simply must be
personnel to run the system.

Conclusion.—In summary, North Texas fully supports Customs’ program to
streamline and modernize. In planning for modernization, Customs must be cogni-
zant of the ultimate goal, the expeditious processing of cargo and passengers. To
achieve this goal, Customs must commit its resources to obtain user input to insure
a user responsive ACS, and to provide sufficient personnel to maximize the oper-
ational benefits of the system.

STATEMENT OF JAMES MOORING, PRESIDENT, HOUSTON CUS-
TOMHOUSE BROKERS AND FREIGHT FORWARDERS ASSOCIA-
TION, HOUSTON, TX

Mr. MoorING. Thank you, Senator. I am James Mooring, Presi-
dent of the Houston Customhouse Brokers and Freight Forwarders
Association. Each of the people here, whom I would like to intro-
duce, havg(f)repared a statement and respectively request that they
be included in the record. After listening to the gentleman from
Dallas and several of the Senators, there is no need to read most of
my speech because it would be a re%eat of what you have already
covered. Next to me is Mr. Frank Ward, director of facilities and
services for the Houston Chamber of Commerce and the Houston
Economical Development Council.

The next gentleman is Mr. Alex Arroyos, president of Dynamic
Ocean Services International, who is a leading broker in handling
the direct discharge of steel, and I think it would be a good time to
mention that we disagree with Mr. De Angelus’ statement that the
import specialist is not needed prior to entry. The next gentleman
is Mr. Richard Leach. He is executive director of the Port of Hous-
ton Authority. Then, Mr. Ted Thorjussen, who is the president of
the West Gulf Maritime Association. He represents shipowners,

ents, and stevedores in the West Gulf area, which is from Lake
Charles, LA, through Texas.

All of us will be available for any questions. All of us express our
apjreciation for the time you have given us here. One point that I
would like to cover in highlighting some of our statements is we
hear about appraisement centers and that they are not important
to the immediate flow of goods. This is absolutely incorrect. The ap-
praisement center possibly is even a misnomer. v

The principal problem is not in appraisement of goods, which is
determining a value which can occur any time after the importa-
tion, but is one of the admissibility of the goods. This grows more
and more complicated each day. it is not a single function. It is not
a routine process. It is a judgment. It is decision, and it is adminis-
tration and management. The process of admissibility includes the
app'ication of the regulations, policy and precedents on each in-
stance of importation, but the flow of products and volume goods
through the Port of Houston, the administration of this situation
by long distance becomes virtually impossible.

I sometimes think that the people that make up these plans fail
to look at the geography. They are suggesting that the headquar-
ters for the district moved to Dallas. Dallas is further from
Houston and certainly even further from Galveston, which is part
of the District of Houston, than New York is from Washington.
The geographic constraints are tremendous. Another point that we
hear is that Houston is not a growing port. Yes, Houston is a grow-
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ing port. Houston has suffereZ highly due to the international
problems. It is recovering from this. It is the eighth largest airport
in the United States, followed by Dallas and Atlanta.

The additional service coming in, just like at Dallas this yesr.
We have a good, solid business infrastructure that would be greatly
destroyed by moving the district from Houston. What we need is
more help, not less help. At this time, I wouid like to—because of
the constraints of time and the fact that many of the points have
been well covered by the Senators and other speakers—ask Mr.
Leach to summarize for us our statement, if that is permissible.

Mr. WaRrD. Before Mr. Leach speaks, Mr. Chairman, let me cor-
rect one thing for the record. When Mr. Mooring mentioned that
Houston was the eighth largest airport in the United States, he
was referring to international arrival and departing passengers,
followed by No. 9 Atlanta and No. 10 Dallas. That is a very impor-
tant point. Thank you.

Senator DANFORTH. Mr. Leach, we have some time problems. Did
you have in mind a full-length statement?

Mr. LeacH. No, sir. I just wanted to reiterate a few points.

Senator DaNFORTH. All right.

STATEMENT OF RICHARD LEACH, EXECUTIVE DIRECTOR OF THE
PORT OF HOUSTON AUTHORITY, HOUSTON, TX

Mr. LEacH. I wanted to mention that Houston is an international
business center. The Port of Houston is the third largest port in
total tonnage in the United States and the largest port for interna-
tional water-borne trade volume. Houston is the Nation’s fourth
largest city and a major center of international activity. There are
over 600 foreign corporations doing business in Houston, 63 inter-
national banks, and 54 consular offices, which make Houston a
focal point for international business in the Southwest United
States. It is essential that an international business center of this
magnitude have easy access to customs officials to expedite the
gxovement of import merchandise into the commerce of the United

tates. )

Senator DaANrFoRTH. Thank you, Mr. Leach. If you have more in
your statement, we would be happy to include that in the record.

Mr. LeacH. Thank you. I have submitted it for the record.

Senator DANFORTH. All right. Thank you.

[The prepared statements of Messrs. Muvoring, Ward, Arroyos,
Leach, and Thorjussen follow:]

—
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CERTAIN PROPOSALS HAVE BEEN MADE FOR THE REORGANIZATION OF THE U. S.

CUSTOMS SERVICE FIELD ORGANIZATION IN ORDER TO INCREASE EFFICIENCY AND

REDUCE COSTS OF OPERATION. THESE CHANGES INCLUDE CONSOLIDATION OF

SEVERAL DISTRICTS, AND IN SOME CASES, RELOCATION OF DISTRICT HEAD-

QUARTERS LOCATED AT A PLACE OTHER THAN HOUSTON.

WE STRONGLY OBJECT TO THE LOCATION OF THE DISTRICT HEADQUARTERS

OUTSIDE HOUSTON. THE MOST PRACTICAL AND LOGICAL LOCATION OF THE

HEADQUARTERS OFFICE IS HOUSTON. DUE REFLECTION AND LOGICAL CONSIDERATIONS
OF THE FACTS AND FLOW OF GOODS WILL LEAD TO THIS CONCLUSION FOR REASONS
OUTLINED BELOW. ALSO, WE FEEL OTHER PORTS MAY HAVE REASONS THAT JUSTIFY

A DISTRICT IN THEIR PORT.

IN ADDITION, THE UNIQUE SITUATION OF THE PORT OF HOUSTON REQUIRES THAT

THE EXPERTISE, ADMINISTRATIVE FUNCTIONS, AND MANAGERIAL SKILLS PROVIDED

BY THE OFFICE OF THE DISTRICT DIRECTOR BE IMMEDIATELY AVAILABLE IN

HOUSTON. SUCH SERVICES PROVIDED AT LONG~DISTANCE WOULD BE DISASTROUS

TO THE OPERATION OF THE PORT OF HOUSTON. ”

THE VOLUME OF GOODS FLOWING THROUGH THE PORT OF HOUSTON WITH THE CORRESPOND-
ING NUMBER OF ENTRIES, DUTY COLLECTIONS, AND THE INHERENT PROBLEMS ASSOCIATED
WITH THIS MAGNITUDE OF BUSINESS NOT ONLY DICTATE THE NECESSITY AND PRACTICALITY
OF A DISTRICT AT HOUSTON BUT THE DUTY COLLECTIONS MAKE IT MORE THAN SELP

SUPPORTING.

Page 2
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FY84 COLLECTIONS $407.060.075
FY84 ENTRIES (MANUAL COUNT) 102,613

IN THE ADDITION TO THE ABOVE, THERE ARE SEVERAL UNIQUE CHARACTERISTICS
OF THE IMPORT/EXPORT FLOW THROUGH THE PORT OF HOUSTON THAT REQUIRES

THE IMMEDIATE ATTENTION OF IMPORT SPECIALISTS, APPRAISALS, ADMINISTRATIVE
SKILLS AND DECISIONMAKING AUTHORITY THAT WOULD NOT BE AVAILABLE IF

HEADQUARTERS WERE LOCATED IN ANOTHER AREA.

1. APPROXIMATELY 20X OF ALL STEEL IMPORTED INTO THE U.S. FLOWS THROUGH

THE PORT OF HOUSTON. FC!. EXAMPLE, AT THE TIME OF THE LIFTING OF THE EEC
STEEL EMBARGO, OVER 225,000 NET TONS OF EEC STEEL HAD BEEN UNLOADED DURING
THE EMBARGO PERIOD AND WAS STORED IN FREE TRADE ZONE AREAS- OR IN BONDED
WAREHOUSES. THIS PRODUCT IS A HIGH~VOLUME IMPORT HERE AND THE ADMINISTRATION
OF THE CONTROLS IMPOSED BY THE CONGRESS AND THE EXECUTIVE BRANCH MAKE IT
EXTREMELY COMPLICATED. WITHOUT THE EXPERTISE AND ADMINISTRATION PROVIDED

BY A LOCAL DISTRICT HEADQUARTERS, THE SMOOTH FLOW OF THIS PRODUCT WOULD BE
COMPLETELY DISRUPTEli. AT THE PRESENT TIME, NEGOTIATIONS HAVE BEEN COMPLETED
WITH THE 11 B‘EC NATIONS PLUS SIX OTHER NON-EEC NATIONS. 1IN ADDITION,
NEGOTIATIONS ARE IN PROGRESS WITH AT LEAST PIVE OTHERS AND TALKS' LEADING

TO POSSIBLE NEGOTIATIONS WITH AT LEAST TWO MORE ARE IN PROGRESS. WITH THE
REQUIREMENTS, LICENSES AND OTHER COMPLICATED DOCUMENTATION TRAT MUST BE PROVIDED
TO THE DISTRICT DIRECTOR, EVEN BEFORE ENTRY CAN BE FILED, REQUIRES A PRESENCE

AND AUTHORITY THAT COULD NOT BE PROVIDED FROM ANOTHER LOCALITY.

Page 3
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2. THIS LEADS TO AN EVEN MORE UNIQUE SITUATION [N HOUSTON

NOT PRESENT IN ANY OTHER PORT IN THE ENTIRE COUNTRY, AND THAT

IS THE FACT THAT THE HIGH VOLUME OF STEEL FLOWING THROUGH
HOUSTON IS ALMOST COMPLETELY ACCOMPLISHED BY DIRECT-DISCHARGE.
THIS MEANS THAT HQUSTON HAS MORE DIRECT-DISCHARGE OPERATIONS
THAN ALL OTHER PORTS COMBINED IN THE WHOLE COUNTRY. IN ORDER

TO MAKE A DIRECT-DISCHARGE, THE COMPLICATED FROCESS OF ENTRY

AND RELEASE MUST BE ACCOMPLISHED BY THE TIME THE SHIP DISCHARGES
ITS CARGO. THIS ENTIRE PROCEDURE WOULD BE COMPLETELY DISRUPTED
WITHOUT THE IMMEDIATE AND L.OCAL AVAILABILITY OF THE IMPORT
SPECIALISTS. THE COSTS TO THE IMPORTERS AND TO THE PORT
OPERATION WOULD INCREASE PHENOMINALLY AND THE COMMERCIAL
INFRASTRUCTURE OF THE INDUSTRY WOULD BE DESTROYED. THE NECESSITY
TO DISCHARGE THIS VOLUME OF STEEL ONTO THE DOCKS AND RELOAD ONTO
TRUCKS OR RAILCARS FOR REMOVAL WOULD CAUSE A CONGESTION AT THE
PORT NEVER EXPERIENCED BEFORE AND WOULD DISRUPT OTHER MOVEMENTS,
B80TH EXPORT AND IMPORT. AND, AT THIS TIME, THE U.S. CAN ILL
AFFORD ANY ACTIVITY WHICH WOULD ADVERSELY AFFECY ITS FLOW OF
EXPORTS AND FURTHER THREATEN OUR BALANCE OF PAYMENTS. [IN ORDER
TO ACCOMPLISH THIS PRESENTVEFFICIENY A&D COST-REDUCING PROCEDURE,
THE EXPERTISE OF THE IMPORT SPECIALISTS AND OTHER SERVICES OF THE
DISTRICT DIRECTOR'S STAFF IS UTILIZED. |[IF THIS STAFF AND ITS
DIRECTION WERE REMOVED, THE DISRUPTIVE EFFECT WOULD ADVERSELY
EFFECT THE lN?USTRY AS WELL AS OTHER INDUSTRIES DEPENDANT ON
THESE IMPORTATIONS. COSTS WOULD BE GREATLY INCREASED, AFFECTING
EéPLOYHENT, HOUSTON'S COMPETATIVE POSITION, BE INFLATIONARY,

AND ADVERSELY INFLUENCE OUR PRESENT ECONOMIC RECOVERY BY

PAGE 4
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INCREASING PRICES.

i 3. ANOTHER FEATURE THAT MAKES THE PORT OF HOUSTON UNIQUE
IS THE LARGE CONCENTRATION OF THE PETRO-CHEMICAL INDUSTRY
IN THIS AREA. BETWEEN 25-30% OF ALL CHEMICAL IMPORTS INTQ THE
U.S. FLOWS THROUGH THIS PORT, AND AT LEAST 1/3 OF ALL PETRO-
LEUM AND PETROLEUM.PRODUCTS IMPORTED ARRIVES IN THE HOUSTON
DISTRICT AREA. AS CUSTOMS IS CHARGED WITH THE FRONT-LINE,
, HANDS-ON ADMINISTRATION OF THE REGULATIONS OF OTHER AGENCIES,
THE ABSENCE OF THE ADMINISTRATIVE SUPPORT OF A DISTRICT HEAD-
' QUARTERS WOULD BURDEN THIS INDUSTRY WITH DELAYS, COMPLICATIONS,
5 AND COST INCREASES.
4. HOUSTON HAS ONLY RECENTLY INITIATED A COMPLETELY NEW
CONCEPT IN THE OPERATION OF A FREE TRADE ZONE. UNDER THIS
CONCEPT, RATHER THAN DESIGNATE ONE LARGE CONTIGUOUS AREA AS
A FTZ AND HAVE INDUSTRY LOCATE WITHIN THAT ZONE, SEVERAL DIFFERENT
AREAS HAVE BEEN DESIGNATED AS A PART OF THE OVERALL FTZ. IN

OTHER WORDS, THE FTZ WAS TAKEN TO THE INDUSTRY RATHER THAN

e  ——

INDUSTRY BEING BROUGHT TO THE FTZ. THE EFFICIENCY AND COST
REDUCTION FEATURES OF SUCH A PLAN IS EASILY DISCERNABLE. IF

PROVEN SUCCESSFUL, THIS CONCEPT COULD REVOLUTIONIZE ‘FTZ

OPERATIONS NOT ONLY IN THE U.S., BUT WORLD-WIDE. HOWEVER,

THIS CONCEPT 1S STILL IN THE CXPERIMENTAL STAGE AND 1S BEING
DEVELOPPED AND CHANGED AS NEEDS BECOME APPARENT, TO REMOVE THE
ADMINISTRATIVE OVERSIGHT AND DECISION-MAKING FUNCTION OF THE
DISTRICT WOULD JEOPARDIZE THIS EXPERIMENT TOWARD GREATER EFFICIENCY

AND COST-REDUCTION.
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5. ANOTHER FACTOR CONTRIBUTING TO THE UNIQUL NATURE af  THL

PORT OF HOUSTON 1S THE FACT THAT THE INFLUX OF ORIENTAL IMMIGRANTS

INTO THE HOUSTON AREA HAS CONTRIBUTED YO THE FLOW OF PRODUCTS
8Y OCEAN TRAFFIC CULTURAL BACKGROUND DEMANDS FOODS, CLOTHING,
AND OTHER PRODUCTS NOT READILY AVAILABLE IN THIS COUNTRY.
THIS HAS RESULTEDO IN SHIPS DISCHARGING LARGER AND LARGER
VOLUMES OF FOOD PRODUCTS, TEXTILES, AND SIMILAR GOODS. THIS
PLACES HEAVY DEMANDS ON CUSTOMS I[N THE ADMINISTRATION GF THE
REGULATIONS OF OTHER U.S. GOVERNMENT AGENCIES OF LAWS IMPOSED
BY OUR CONGRESS. WITHOUT THE ADVANTAGES AFFORDED BY THE
ADMINISTRATIVE SKILLS PROVIDED BY THE DISTRICT HEADQUARTERS,

THE PRESENT EFFICIENT FLOW OF THESE PRODUCTS WOULD BE HINDERED.
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6. HOUSTON IS A GROWING PORY. IT IS THE LARGEST GULF PORT IMPORTER
OF AUTOMOBILES AND AUTOMOBILE PARTS. VOLKSWAGEN HAS ESTABLISHED A
FTZ AREA HERE FOR AUTOMOBILE ASSEMBLY, AND TOYOTA HAS EXPRESSED
INTEREST IN A SIMILAR ARRANGEMENT. THE VALUE OF OCEAN BORNE ANTIQUES
HAS LEAD THE FISH AND WILDLIFE SERVICE TO DESIGNATE HOUSTON AS AN
AUTHORIZED PORT FOR THE IMPORTATION OF THESE PRODUCTS. AT THE
BEGINNING OF THE DECLINE OF THE PETRO-CHEMICAL ECONOMY, THE °ORT
SUFFERED A DECLINE IN ACTIVITY, BUT ITS DIVEPSITY HAS CONTRIBUTED

TO ITS QUICK RECOVERY. IT MAINTAINS AN ATTRACTIVE ENVIRONMENT FOR
INDUSTRY, 1S5 AGGRESSIVELY SEEKING MORE TRAFFIC THROLGH ITS
ADVERTISING AND TRADE MJSSIONS TO OVERSEAS SHIPPING POINTS, IT IS
EFFICIENT AND THERE 1S FULL SUPPORT FROM THE CIVIC AND BUSINESS
COMMU&ITY. AS EVIDENCE TO SUPPORT THIS CONTENTION, [T IS NOTED

THAT PRESENTLY THERE ARE 97 LICENSED CUSTOMSHOUSE BROKERS IN THE

PORT OF HOUSTON. THIS GROWTH AND DIVERSITY REQUIRES AN INCREASED
ATTENTION TO ITS REQUIREMENTS BY U.S. CUSTOMS, NOT A REDUCTION. NOT
ONLY 'IS THE IMMEDIATE PRESENCE OF THE IMPORY SPECEALISTS REQUIRED,
BUTTALSO THE OTHER FUNCTIONS OF DISTRICT ADMINISTRATION SUCH AS
BONDED WAREHOUSING, IN-BOND MOVEMENTS, ENFORCEMENT AND ENTRY CONTROL.
IN ADDITION, THE INTERNATIOMAL TRADE FAIR SUPERVISION IS AN EVER-
GROWING NEED. THIS LATTER WILL GROW SIGNIFICANTLY WITH THE OPENING
OF THE NEW CONVENTION CENTER IN THE NEAR FUTURE. AT THE PRESENT
TIME, THE PORT OF HOUSTON RANKS THIRD IN THE NATION. 1T 1S5 LUDICROUS
70 CONSIDER THAT THE NATION'S THIRD LARGEST PURT, AND EXPECTED TO
GROW TO RANK SECOND IN THE NEAR FUTURE, WOULD NOT ENJOY THE ADVANTVAGE

OF A CUSTbMS DISTRICT HEADQUARTERS.

PAGE 7
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THE DIVERSITY OF PRODUCTS FLOWING THROUGH THE PORT PLACES A HEAVY
DEMAND ON THE CUSTOMS SERVICE. THE FLOW OF STEEL, PETRO-CHEMICALS,
AUTOMOBILES, FOODS, TEXTILES AND OTHER PRODUCTS REQUIRES CUSTOMS TO
8E EVER ALERT TO, NOT ONLY THEIR REGULATIONS, BUT THE ERFORCEMENT
OF THOSE REGULATIONS OF SUCH AGENCIES AS FOOD AND DRUG; FISH AND
WILDLIFE; AGRICULTURE; E€.P.A.; D.O0.T.; TOBACCO, ALCOHOL AND FIREARMS;
AND OTHERS. AND, AS CONGRESS CONTINUES TO IMPOSE MORE AND MORE
CONTROLS AND RESTRICTIONS, THE PROBLEM INCREASES RATHER THAN

DECREASES.

ADDITIONALLY, WHEN THE VOLUME OF GOODS MOVING THROUGH THE PORT OF
HOUSTON BY OCEAN VESSELS, COMMERCIAL AIRLINES, AIR CHARTER SERVICES ’ -
AND MOTOR FREIGHT AS COMPARED TO OTHER LOCATIONS, THE CONCLUSION MUST i
B8E REACHED THAT HOUSTON 1S THE LOGICAL, MOST NEEDED, AND MOST

ECONOMICAL LOCATION OF A CUSTOMS DISYRICT.

THE NEEDS OF THE IMPORTING PUBLIC, AS WELL AS THE CONSUMING PUBLIC,
OUR ECONOMY AND OVERALL GOOD CAN BE BEST SERVED [N THIS WAY. OTHERWITE,
THERE WILL BE DELAYS IN THE MOVEMENT OF GOODS, INCREASED COSTS, LOSS

OF EFFICIENCY AND EFFECTIVENESS AND ULTIMATELY, LOSS.OF BUSINESS.

IT WILL MEAN A MIGRATION OF INDUSTRY TO OTHER PORTS WHERE THEY CAN

BE BETTER SERVED. THERE WILL BE A LOSS OF CONVENTION BUSINESS DUE TO
INEFFICIENT CUSTOMS SERVICE. THERE WILL BE A DECREASE OF INBOUND
CARGO, RESULTING IN FEWER SHIPS CALLING AT THE PORYT AND A RESULTANT
EFFECT ON OUTBOUND CARGO. IN THE PRESENT STATE OF OUR BALANCL-OF-

PAYMENTS, THIS COULD HAVE ECONOMICALLY DISASTEROUS EFFECTS TO THE

ENTIRE NATION.
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EMPLOYMENT, SPENDABLE INCOME, FURTHER DISRUPTION OF THE LABOR MARKET
AND NECESSITY TO RELOCATE THE LABOR FORCE CAN RESULT FROM A DECLINE

IN PORT ACTIVITIES.

NOT ONLY DOES HOUSTON REQUIRE THE LOCATION OF THE FUNCTIONS OF THE
IMPORT SPECIALISTS AND OF APPRAISEMENT, BUT THE ENTIRE FUNCTIONS OF
A DISTRICT. THIS WOULD INCLUDE NOT ONLY THOSE FUNCT{ONS ALREADY
CITED, BUT THE AREAS OF VISA CONTROLS, LICENSES AND CERTIFICATES,
COUNTRY-OF-ORIGIN MARKINGS AND LABELING, COUNTERVAILING DUTIES, ETC.

IN OTHER WORDS, HOUSTON REQUIRES THE ENTIRE FUNCTION OF A DISTRICT,

NOT JUST ENTRY AND APPRAISEMENT.

THE PRINCIPAL PROBLEM 1S NOT IN THESE AREAS, BUT IN THAT OF
ADMISSIBILITY, WHICH GROWS MORE AND MORE COMPLICATED EACH DAY.
ADMISSIBILITY IS NOT JUST A SINGLE FUNCTION OR ROUTINE PROCESS.

IT IS JUDGEMENT, DECISION AND ADMINISTRATION. THIS IS NOT
ACCOMPLISHED BY A FEW IMPORT SPECIALISTS OR BY INSPECTION. THE
PROCESS OF ADMISSIBLITY INCLUDES APPLICATION CF REGULATION, POLICY
AND PRECEDENCE TO EACH INSTANCE OF IMPORTATION. THE GREATER THE
VOLUME, THE WIDER THE DIVERSIFICATION AND CLASSIFICATION OF PRODUCTS,
THE GREATER THE PROBLEMS BECOME. WITH THE FLOW OF PRODUCTS AND
VOLUME OF GOODS THROUGH THME PORT OF HOUSTON, THE ADMINISTRATION OF

THIS SITUATION BY LONG DISTANCE BECOMES A VIRTUAL IMPOSSIBILITY.
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AUTHORIZATION FOR THE
U.8. CUSTONS SERVICE

Testimony by Frenk Ward, Director, the Houston Chsaber of Commerce
befors the Senate Finsnce Subcosmittes on International Trade
Wednesday, April 3, 1985, 9:30 a.n.

215 Dirksen Senate Office Building, Washingtom, D.C.

Mr. Chairman, distinguished Members, ladies and gentlemen, as a Director
at the Houston Chamber of Commerce, a broad-dased orgsnization comprised of
more than 5,500 business and professional members fa the Houston region, I
thank you for the opportunity to include this testimony. We are joiued by the
Houstoa Econosic Development Council whoee primary purpose is to foster and
expand economic development and opportunity for the Houston region. A key
target of the Council's effort is the expansion of foreign trada, Houston is
an 1nte_rnation11 city . . . attracting foreign businessmeu and investore,
trade and commerce through its internationsl air terminals and the Port of
Houston. What happens to the U.S. Customs Service has impact ou our City and
on our City's ability to handle the immense cargo volume that flows through
our area.

Houston Intercontinental Airport is the major international air cargo
gatewvay in the southern tier of the United States—-oanly exceeded in
interastional air cargo voluse by Miami on the southeast coast and Los Angeles
on the west. Houston Intercontineantal Afrport is served intcmtloﬁally by
Britieh Caledonian Airways, Air Prance, KLM, Royal Dutch Airlines, TACA,
SAHSA, Avianca, Aeromexico, Cargolux, Caribbean Air Cargo, VIASA and soon by
Lufthansa. All of these carry air cargo in their aircraft lower decks and by
combination (combi) sir cargo and passenger aircraft. Additiooally, Afr
Prance and Cargolux provide ALL-CARGO service froam and to Eurupe and the

Middle East using Houston as their collection and consolidation pofat. No
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other city across the southern tier of the United States has service near this
level. Houston is, in fact, synonymous with the movement of international air
cargo.

The Port of Houston is by far the major generator snd rcuh:.u' of cargo
oa the Gulf Coast. The Port of Houston combined with Galveston and Corpus
Christi represent the major sesport access to Texsas and indeed to the
southwestern United States. Clearly, facilities of this magnitude are
sufficient to mandate the full and prime concern of the U.S. Customs in the
conduct of iaternatiocnal business and world trade.

Houston, the second largest port City or poinmt of entry in the United
States, clearly cannot be relegated to an inferior position.

Action presently contemplated by U.S. Customs to consolidate the Port of
Houston with anothar city would impose undue negative impact onm foreign trade
in Houston, the nstion‘'s fourth largest city, and hamper if not negate
Houston's newly created economic development plans. Houston i{s & city on the
Rove in international business and world trade. Fifty-five (55) foreign
governments have consular offices in Houston. Houston has fifty-four (54)
foreign bank representative offices, ranking Houston fourth ia the top 10
cities with the most foreign banks represented. Twenty-five (25) Edge Act
Corporations chartered have Houston operstions. Any action to slow down this

growth and forward momentum would act to the detriment of Houston, Texas and

ultimately the U.S. balance of trade.
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TESTIMONY BEFORE THE SENATE FINANCE COMMITTEE ON INTERNATIONAL TRADE BY
ALEXANDER G. ARROYOS, PRESIDENT DYNAMIC OCEAN SERVICES INTERNATIONAL, INC.

THE PORT OF HOUSTCN WHICH RANKS SECOND IN THE NATION IN THE HANDLING
OF FOREIGN CARGO IS ALSO THE NUMBER ONE PORT IN THE HANDLING OF OIL

RELATED CARGO.

IN 1984 THE HOUSTON CUSTOMS DISTRICT COLLECTED $407,060,075. IN CUSTOMS
DUTILES. OF 46 CUSTOMS DISTRICTS, ONLY EIGET DISTRICTS COLLECTED

MORE DUTIES THAN THE HOUSTON CUSTOMS DISTRICT.

IN 1984 THE HOUSTON CUSTOMS DISTRICT HANDLED 102,613 CONSUMPTION
ENTRIES. ONLY 16 DISTRICTS HANDLED MORE CONSUMPTION ENTRIES

THAN THE HOUSTON CUSTOMS DISTRICT. OF THESE 16 DISTRICIS, FOUR
ARE BORDER CROSSINGS WHERE A CONSUMPTION ENTRY IS REQUIRED FOR EACH
TRUCK OR RAILCAR. OF THE 102,613 CONSUMPTION ENTRIES HANDLED

8Y THE HOUSTON CUSTOMS DISIRICT, MOST COVERED LARGE TONRAGE AND
WITH SEVERAL OCEAN BILLS OF LADING INVOLVED AND CONSISTED OF VARIOUS

ITEMS WITH MULTIPLE CLASSIFICATIONS.

AT THE PORT OF HOUSTON THERE ARE OVER 100 CUSTOMS BROKERS. DURING
A NORMAL DAY WE NEED TO CONSULT WITH VARIOUS PERSONS AT THE HOUSTON
CUSTOMS DISTRICT. IT IS NOT UNCOMMON FOR A CUSTOMS COMMODITY
SPECIALIST TO RECEIVE AS MANY AS TEN TELEPHONE CALLS OR PERSONAL
VISITS BY CUSTOMS BROKERS OR IMFORTERS DURING THE PERIOD OF AN HOUR.'

THE PORT OF HOUSTON RANKS AS THE TOP PORT IN THE NATION IN THE HANDLING
OF IMPORTED STEEL WHICH IS DISCHARGED DIRECT FROM SHIP-TO-TRUCKS.
IMPORTED STEEL FROM THE EUROPEAN ECONOMIC COMMUNITY (EEC COUNTRIES)
REQUIRE AN EXPORT CERTIFICATE FROM THE EXPORTING COUNTRY. AFTER WE
PREPARE THE CUSTOMS ENTRY DOCUMENTS, WE MUST PRESENT THEM TO THE
COMMODITY SFECIALIST AT THE CUSTOMS DISTRICT OFFICE FOR REVIEW AND
VERIFICATION OF THE EXPO\RT CERTIFICATE. AFTER THAT REVIEW, WE
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ot ) . .
PRESENT THE DOCUMENTS AT THE CUSTOMS BARGE OFFICE FOR INPUT INTO
THE COMP'ITER. AFTER RELEASE OF ‘rHe CARGO, THE DOCUMENTS ARE .
AGAIN PRESENTED TO THE CUSTOMS DISTRICT OFFICE FOR FINAL REVIEW BY
THE COMMODITY SPECIALIST. PRESENTLY .THE COMMODITY SPECIALIST IS
HANDLING APPROXIMATELY 150 ENTRIES IN THIS MANNER. ~ MOST RECENTLY
OTHER COUNTRIES HAVE BEEN ADDED TO THE LIST OF LOUNIKIES RZQUIRING
EXPORT CERTIFICATES FOR STEEL TUBULAR GOODS IMPORTED INTO THE UNITED
STATES.  IT IS ANTICIPATED THAT JAPAN AND KOREA WILL BE ARDED TO
THAT LIST. " IT 15 ESTIMATED THAT EVENTUALLY BETWEEN 800 AND 900
CONSUMPTION ENTRIES OF STEEL TUBULAR GOODS WILL REQUIRE THIS TYPE OF
HANDLING. THESE ENTRIES AVERAGE ABOUT 500 TONS PER ENTRY.

DURING 1984 THE PORT OF HOUSTON ALONE mi.n; 3,511,173 TONS OF IM-
PORTED STEEL AND 51,129 TONS OF EXPORTED STEEL. ALMOST 100% OF.THI'S
STEEL WAS DISCHARGED FROM SHIP-TO-TEUCX..MILCAR. OR BARGE. OR IN
THE CASE OF EXPORT, FROM TBUCKOTO-SHI?. THIS TYPB O.F,HANDLING
SAVES THE IMPORTER OR EXPORTBR OVER $18.00 PER TON. MOST IMPORTANT, IT
WOULD BE PARALIZED IF EVEN A S!(AL!. PORTION OF THIS TONNAGE WERE DIS-

CHARGED ONTO m DOCKS . . THERE IS NOT mboca ROOM TO ACCOMMMODATE

EVENASHAILPARTO?THISTOHRAGEONMDOCXS PR

THE QUICK AND EFFECIENT FLOW OF .DOCvU!ENTS THROUGH THE CUSTOMS DISTRICT
OFFICE IS A MUST IN THE HANDLING OF ‘DQORTD STEEL THROUGH THE PORT CF

HOUSTON.

HOUSTON IS ALSO FAST BECOMING AN IMPORTANT POR(¢ IN THE HANDLING OF
FOODSTUFF AND TEXTILES. THESE ITEMS ALSO 'REQUIRE VERY DETAILED
HANDLING WITH THE CUSTOMS DISTRICT OFFICE.

THE PORT OF HOUSTON NOT ONLY DESERVES TO KEEP IT'S CUSTOMS DISTRICT
OFFICE, BUT 1T MUST KEEP IT IN OTDER TO CONTINUE TO OPERATE EFFECIENTLY

AND PROPERLY SERVE IT'S CUSTOMERS. .-
e
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STATEMENT BY RicHARD P. LEACH, ExecuTive DIRECTOR,
Port oF HousTON AUTHORITY

The Customs Services' current plan for restructuring its
district offices is reported to include the cousolidation of the Houston
and Port Arthur districts into Dallas. The Port of Houston is strongly
opposed to this move and feels it would put unnecessary and unreasonable
burdens on the import community and the international business sector of
the Texas Gulf Coast Region.

Houston is an international business center. The Port of
Houston is the .thir'd largest port in total tonnage in the United States
and the largest port :ln international waterborne trade volume.. Houston
is the nation's fourth. largest city and a major center of international
activity. There are over 600 foreign corporations doing business in
Houston: 63 igternational bankl and 54 consular offices make Houston a
focal pojint for international business in the Southwest United States.
It 15 essential that an international business center of this magnitude
have easy access to Customs officials to expedite the movement of import
merchandise into the commerce of the United States.

o
.

Houston is a central point for Customs activities in the Texas
Gulf Coast. The,Customs' port at Houston includes the Port of Houston,
Houston Intercontinental Airport, and the ports of Freeport, Texas City,
and Galveston. In the fiscal year 1984, Houston's entry volume was
twice as large as the volume at Dallas, and its collections wexre four
times as great. It would seem that any consolidstion would logically
move the Dallas and Port Arthur districts into Houston. Houston's central
location would reduce travel for Customs personnel asnd make Customs
personnel available locally to the majority of importers. This necessity
for easy access is more important because of the broad range of
comnodities, including quota merchandise, that enters at the Houston
Customs' port. This is further amplified by the fact that the Houston
area is at the forefront of new technology and may require expeditious
classification of hightech imports in the future.

The Port of Houston has historically worked'very closely with
Customs officials at both the local and national levels. -Houston was the
leader in the implementation of the Model Seaport Program and the ACCEPT
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Program. The Port of Houston continues its leadership in development and
impleswmtation of the Automated Commercisl System, which Customs has
decided to fmplemeht. This leadsrship role in implementing nev programs
iavolving U.S. Customs has required, and will poptimc to require, close
cooperation and close proximity with Customs officials in order to
achieve the ‘oal- of U.8. tustoms.

The Port of Houston Anthozity 18 the grantee of U.S. Yoreign
'l‘udc Zone No. 84. This inaovat:lvc foreign ttade zome is the largest
multi-site zone in ‘the United States co'-priging over thirty separate
sites located throughout Harris County. The zone is exprcted to double
in size in 1985, and have three times as many. sites by the emnd of 1987.
The Federal Statutes state "the District Director of Customs 1in whose
district the zone is located shall, fn addition to his duties ae District
Director of Customs, be {n local clnrgo of .the zone as the Resident
Representative of the Poreign Trade Zone Board." The conplcity and size
of this multi-site zone makes 1: euentill thlt t:a-unic‘tiou with the
District Director be as e“y as poniblc to facﬂitate conplunce with
Customs ptoccduru.

In addition to the Houston Poreigxf Trdde Zone, there are over
eighty bonded nrehouul located 1n the’ Bogctgm metropolitan area.
Further, there are many bonded warehcuses”in Galveston, Freeport .and Corpus
Christi that are nonitor'u! by the District Customs Office. In contrast,
the Dallas-Ft. Worth metroplex has & single Foreign Trade Zone Warehouse
at DFW International Afirport and eight bonded vgrehoqléa.

In conclusion, 1: seems 1nconcelvtbu to me that the U.S. Custous

Service would propose to comudate oue of’ their 1ugeet. most complex,and
most active district offices ioto a substantially smaller location. The
needs of international coomerce and the U.S. Customs Service vould seem
to dictate that Houston rmin the di-crict office by virtue of 1:0 size
and complexity as a port of entry. It s difficult to rationuze this
proposal by U.S. Customs to consolidate & very large and ‘active district
office into a much n.allar offic"{ This is particularly trud when Customs
is reputed to be planning to nin:\{n district.offices '1? such places as
Cleveland, Philadelphia and S;vnnnah The Port of Bouston Authority vould
urge the Subcommittee on In:ctnatioul Trade to diroct the U.S. Customs
Service to reconsider thait planned couoliduion in view of the fore~
golug\. . o ‘

I would -1ike to thank the Chairman and Members of the Sub-
committee on I\itcmtiou_l Trdde for the opportunt:y to present this
statement. T _ .

BEST AVAILABLE COPY
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CoMMENTS BY TED THORJUSSEN, PRESIDENT, WEST GULF MARITME ASSOCIATION

1 am Tep THORJUSSEN, PRESIDENT OF THE WEST GuLF MARITIME
ASSOCIATION. THE WEST GULF MARITIME ASSOCIATION 1S COMPRISED OF

-“SEVENTY‘TWO (72) MEMBER COMPANIES ACTIVELY ENGAGED [N THE MARITIME

INDUSTRY IM ALL THE TEXAS PORTS AND THE PORT oF LAKE CHARLES,
LouisIANA. (UR MEMBERS ARE SHIP OWNERS, SHIP AGENTS AND STEVEDORES
WHICH REPRESENT MORE THAN FIVE HUNDRED (500) DOMESTIC AND FOREIGN
PRINCIPALS ACTING FOR THOUSANDS OF VESSELS CALLING AT OUR PORTS EVERY

YEAR.

We UNDERSTAND THAT THE U. S. CusToMs SeErRvICE, IN T™HEIR FY 86
APPROPRIATIONS REQUEST, HAS PROPOSED TO CONSOLIDATE THE HOUSTON AND THE
PorT ARTHUR CusToMs DISTRICTS INTO THE DALLAS NSTRICT. WE FURTHER

UNDERSTAND THIS WOULD ALSO MOVE THE APPRAISAL CENTER (IMPORT

SPECIALISTS) Fron HousToN To DALLAS.

THE WesT GULF MARITIME ASSOCIATION OPPOSES THIS CONSOLIDATION [N
THE STRONGEST POSSIBLE WAY SINCE IT WILL HAVE A DEFINITE AND DIST(NCT
DETRIMENTAL IMPACT ON THE MARITIME INDUSTRY AND THE IMPORTING
COMMINITY, AND WE FRANKLY DO NOT BELIEVE CONSOLIDATION PER SE WILL
RESULT IN ANY WORTHWHILE SAVINGS TO THE CusToMs SERVICE. |F THERE ARE
POSITJONS . IN BOTH DISTRICTS THAT ARE EITHER OVERLAPPING, OR NOT FULLY

.

UTILIZED, CONSOLIDATION SHOULD BE DOME WITHIN THE DISTRICTS. CERTAINLY

T e (tumen e

et s
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BOTH DISTRICTS ARE LARGE ENOUGH TO KEEP TOP LEVEL MANAGEMENT FULLY
OCCUPIED IF STRUCTURED EFFICIENTLY INTERNALLY.

IHE PORT OF HOUSTON 1S THE MAJOR SEAPORT IN THE STATE OF TEXAS,
AND HAS FOR SEVERAL OF THE I[MMEDIATE PAST YEARS BEEN THE LEADING, OR
ONE OF THE LEADING, SEAPORTS IN THE NATION IN INTERNATIONAL WATERBORNE
COMMERCE. ANY ACTION THAT WILL REMUICE THE EFFECTIVENESS OF THE CuSTOMS
SERVICE FROM THE PRESENT LEVEL CANNOT BE TOLERATED. CONSOLIDATION
WOULD, IN EFFECT, REMOVE THE MANAGEMENT TEAM FROM THE SEAPORTS. THE
AFFECT WOIRD BE A SLOW DOWN IN THE HANDLING AND OPERATION OF VESSELS
AND A SLOW DOWN IN THE MOVEMENT OF CARGO- SINCE msensm' Is
GENERALLY RESPONSIBLE FOR m\s EFFICENCY AND PRODUCTIVITY OF AN
OPERATION, THERE IS NO DOUBT A SLOW DOWN WILL OCCUR WHEN FACED WITH
OTHER THAN ROUTINE TRANSACTIONS. THOSE OF US THAT ARE PART OF
MANAGEMENT CERTAINLY LIKE TO THINK WE CONTRIBUTE TO A SMOOTH
OPERATION.

DUE TO THE UNQUESTIONED [MPORTANCE OF THE PORT OF HOUSTON, TO THE
City oF HousToNn, To HARRIS COUNTY, AND THE COMMUNITY [N GENERAL, WE
WANT TO VOICE OUR CONCERN AND LODGE OUR PROTEST (N THE STRONGEST

POSSIBLE TERMS.
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WE ARE, HOWEVER, NOT ONLY COMCERNED WITH THE PORT OF HOUSTON IN
THIS RESPECT. As PROPOSED By THE CusToMs SERVICE, \THE CONSOLIDATION
WOULD INCLUDE THE PORT ARTHUR DISTRICT WHICH CONSIST OF THE PORTS OF
BeauMonT, PORT ARTHUR AND ORANGE. FURTHER, THE HousTon CusToms
DISTRICT ENCOMPASSES THE PORTS OF GALVESTON, Texas CITy, FREEPORT AND
Corpus CHRISTI. THESE PORTS COMBINED COULD MATCH IN IMPORTANCE ANY
PORT, ANY WHERE AT ANY TIME, AND THEY MUST NOT BE ALLOWED TO BE LEFT

WITHOUT PROPER MANAGEMENT AND ATTENTION BY THE CustoMs SERVICE.

THE ARGUMENT, SHOULD IT BE PUT FORTH BY THE (USTOMS SERVICE, THAT
SERVICE TO THE COMMUNITY WILL NOT BE AFFECTED, REDUCED OR DIMINISHED
AFTER SUCH CONSOLIDATION, IS NOT ACCEPTABLE AND NOT FACTUAL. THERE IS
NO SUBSTITUTE FOR PERSOMAL CONTACT AND CONSULTATION WHEN PROBLEMS
ARISE. FOR THE MARITIME INDUSTRY AND THE TRADE COMMUNITY IN THE Texas
PORTS, WHICH 1S THE LEADING STATE IN THE NATION [N WATERBORNE COMMERCE,
HAVING TO GO TO DALLAS, SOME 2U0 MILES INLAND, TO DISCUSS AND RESOLVE

THEIR PROBLEMS IS NOTHING SHORT OF ABSURD-.

IN 1984, 102,430 eNTRIES WERE FILED IN HousToN vs 61,723 IN
NALLAS. THE VALUE OF THE IMPORT MERCHANDISE, HOWEVER, WAS 20.3 BILLION

IN HousToN vs 1.5 BILLION IN NALLAS, AND DUTY COLLECTED BY THE CusToM
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SERVICE wAS 407 .1 miLL1oN [N HousTon vs 107.3 1N DaLLAS. HOUSTON HAS
116 INSPECTORS AND 29 IMPORT SPECIALISTS, WHILE NALLAS HAS U3
INSPECTORS AND 11 IMPORT SPECIALISTS: THE DOLLAR VOLUME BOTH IN VALUE

AND [N COLLECTIONS LEAVES NO DOUBT AS TO THE IMPORTANCE OF COMMERCE AND

THE VOLUME OF CARGO THAT FLOWS THROUGH HOUSTON. [T SHOILD BE POINTED
OUT THAT THE MERCHANDISE WHICH REQUIRES TIME CONSUMING ATTENTION BY THE
IMPORT SPECIALISTS, SUCH AS STEEL PRODUCTS, AUTGS AND ORIENTAL FOOD
STUFFS, ARE NOT ONLY COMMON COMMODITIES IN HousTon BuT COMMODITIES THAT
MOVE IN HEAVY VOLUME. THESE COMMODITIES, DUE TO THE FACT THAT THEY ARE
COMPLICATED AND TIME CONSIIMING TO PROCESS BY THE [MPORYT SPECIALISTS,
EXPLAIN IN PART WHAT MAY APPEAR TO BE A DISPARITY [N THE NUMBER OF
ENTRIES HANDLED- "

THF FLOW OF COMMERCE IS EXTREMELY SENSITIVE TO ANY AND ALL
{MFLI'ENCES. ANY DETERIORATION [N HANDLING AND CLEARANCE PROCEDURES CAN
NOT (NLY CHANGE DIRECTIONS OUT OF STATE BUT EVEN TO ANOTHER COAST. IHE
CusToMs SERVICE IS NOT INTENDED TO BE INFLUENTIAL IN DIRECTING COMMERCE

IN THIS MANNER.

THE FACT THAT DALLAS IS, FOR ALL PRACTICAL PURPOSES, STRICTLY AN

\
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AIRPORT OPERATION, AND THAT HOUSYOM 1S PREDOMINANTLY A SEAPORT
OPERATION, SHOULD IN ITSELF BE THE STRONGEST ARGUMENT FOR KEEPING THE
APPRAISAL CENTERS [N THEIR RESPECTIVE CITIES WHERE THEIR SERVICES ARE
PERFORMED AND NEEDED. THE EXPERTISE REQUIRED IN HANDLING AND
EVALUATING THE COMMODITIES ROUTINELY PROCESSED AT AN AIRPORT OPERATION
VS A SEAPORT OPERATION ARE TOTALLY DIFFERENT.

FURTHER, THE HousTON CusTomMs DISTRICT HAS OVER THE YEARS BEEN A
FURTILE BREEDING GROUND FOR NEW IDEAS AND CONCEPTS. MANY TEST PROGRAMS
WERE STARTED AND DEVELOPED [N HOUSTON THAT HAVE LATER BEEN IMPLEMENTED
NATIONWIDE. AS AN EXAMPLE, WE CAN MENTIOM THE ACCEPT PROGRAM AND THE
MoDEL SEAPORT PROGRAM. BOTH THESE PILOT PROGRAMS WERE INITIALLY TESTED
AND IMPLEMENTED IN THE HOUSTON DISTRICT AND ARE NOW BEING USED
NATIOMWIDE AS PART OF THE CuSTOMS SERVICE’S EFFORT TO MODERNIZE THEIR
_OPERATION AND DEVELOP THE AUTOMATED COMMERCIAL SYSTEM. THE DEVELOPMENT
OF SUCH PROGRAMS HAS BEEN MADE POSSIBLE DUE TO THE GOOD WORKING
RELATIONSHIP BETWEEN CUSTOMS MANAGEMENT ON THE LOCAL LEVEL AND THE
INDUSTRY WHICH THEY SERVE. WE NEED THIS RELATIONSHIP TO CONTIMIE AND
WE NEED ACCESS TO LOCAL CUSTOMS ‘MANAGEMENT, NOT ONLY FOR OUR OWN
BENEFIT, BUT FOR THE BENEFIT OF ALL INVOLVED IN INTERNATIONAL TRADE-

.
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THE LOSS TO HOUSTON, AND THE OTHER TEXAS PORT CITIES, AND THE
COMAUNITIES THEY SERVE, IF EITHER THE DISTRICT DIRECTOR, THE APPRAISAL
CENTER, OR THE MANAGEMENT TEAM WAS REMOVED FROM THE SEAPORT LOCATIONS
WHICH THEY SERVE, WOULD BE REAL, AND DEVASTING CONSEQUENCES CAN BE
EXPECTED TO THE INTERMATIONAL TRADE COMMUNITY WITH RIPPLE EFFECTS
SPREADING THROUGHOUT THE STATE.

WE SUBMIT THE PROPOSAL TO MERGE THE HOUSTON AND PORT ARTHUR
CusTons DISTRICTS INTO THE DALLAS DISTRICT IS MOT IN THE BEST INTEREST
OF THE UNITED STATES, AND CERTAIMLY NOT IN THE REST INTERESTS OF THE
STATE OF TEXAS. WE FURTHER SUBMIT THAT ANY SAVINGS EXPERIENCED BY THE
CusTomMs SERVICE FROM CONSOLIDATING TWO LARGE DISTRICTS WILL BE NOMINAL,
IF ANY AT ALL. [HE ADDED COST, AND AT BEST INCONVENIENCE TO BUSINESS
AND COMMERCE WOULD BE SUBSTANTIAL. SUCH CONSOLIDATION WOULD [MPEDE THE
FLOW OF COMMERCE THROUGH THE MAJOR PORTS IN TEXAS, WHICH ARE ALSO AMONG
THE TOP 10 PORTS [N THE NATION, AND BE DETRIMENTAL TO THE MARITIME
INDUSTRY AND THE INTERNATIONAL TRADE COMMUNITY.

WE URGE YOU TO MAKE SURE THIS DOES NOT HAPPEN.
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Senator DANFORTH. Senator Bentsen?

Senator BenTsEN. Thank you very much, Mr. Chairman. What
functions does a district director perform? What will Houston lose
if the district director moved to Dallas?

Mr. MooriNG. The first thing we lose is the management team
that makes the wheels turn.

Senator BENTSEN. All right, but he says that doesn’t make any
difference, that you can have it done just as well from Dallas.

Mr. MooriNG. I don't think it can be done from Dallas, when you
consider that you have port directors now at the Houston airport,
the Houston seaport, I think Port Arthur may be included here,
Shreveport, Galveston—who is managing these people? The same
person who is managing all of Dallas?

Senator BENTSEN. I will tell you what is incredible to me. I
strongly opposed moving the Dallas district office to Houston. I
thought that was wrong, and yet I look at the reverse situation of
merging an even larger port in Houston than you have in Dallas. If
it didn’t make any sense to move Dallas to Houston, I don’t under-
stand the reverse. You are certainly right about the distances that
are involved.

Mr. Warp. Senator Bentsen, let me say something. You know
and I am sure that the rest of the members of your subcommittee
know that Houston and Dallas are two separate markets. They
have their needs; we have our needs. We are not fighting against
their needs. You can’t do business by long-distance telephone. Busi-
ness is conducted on a one-to-one basis, eyeball-to-eyeball. Houston
is a much larger port. We need a district there, and we need the
instant communication. It is just that simple.

Senator BENTSEN. You know, just because you have more district
offices in one State—here two of the largest cities in the United
States, two of the most major ports in the United States, you are
trying to treat Texas like Delaware.

Mr. Warp. Well, Delaware being the smallest State in the union,
and Texas being the largest—but a fine State, sir, a fine State, but
not as big as we are in industry. We are going through a period of
economic development right now. It is critical to us that the dis-
trict remain where it is rather than take this tool away from us.
Thank you.

Senator DANFORTH. I am telling you the way Senator Bentsen
has been attacking Montana and Delaware. [Laughter.)

Stget:sator BENTSEN. I am not attacking them. They are great

Mr. LEacH. Senator, if you need three district directors in the
New York City area, it is obvious that there is a function for them.
And we think that that same argument applies to Houston. It
would be the largest port in the United States without a district
director if this went through.

Senator BENTSEN. And when you say the largest one, it is—how
would it rate?—give me those numbers again. Tonnage and foreign
products moved in by ship.

Mr. LeacH. Houston is the third largest port in the United States
and the first in foreign tonnage.

Senator BENTSEN. It just doesn’t make any sense to me. Talking
about a consolidation of two major ports like that. Now, tell me
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again about the appraisal officer, the i r there, and what the
problems are if you curtail the numbdt. You have a real reduction
1n service when you do that, don't you?

Mr. MooriNG. Yes, sir. The appraisal officer, the import special-
ist—whatever he might be called—is a specialist, or a team of spe-
cialists that concentrate on a smaller number of different products
than an i r, which is a generalist having to have some
knowledge of thousands of items. Also, he is trained in valuation.
He is trained in trademark, copyright, the special laws and regula-
tions that Congrees and the executive dﬁpartment have put on the
textiles, the steels. A steel shipment does not move across the
docks of Houston until the import specialist personally okays it.

Senator BenTseN. So, what do the?y do then? Pack it up on the
dock and finally immobilize the dock

Mr. MoORING. It won’t be finally—it will be instantaneously.

Mr. Arrovos. Jim, let me answer that if you don’t mind.
Through Houston we have over 3.5 million tons of steel that moves
and ut 52,600 tons that move out. We have a tremendous
amount of steel that moves in and out through Houston. The prob-
lem that we would encounter if we didn’t have efficient processing
of documents would be that the ship when it arrived would either
have to wait for the documents to be processed and then we could
load the o direct to conveyance—truck, rail, or barge. If we
didn’t have the documents processed and the vessel did not want to
wait, the cargo would have to be discharged onto the pier, and I
can assure you within a few hours the Port of Houston would be
paralyzed. The pier would be completely covered up.

Senator B: . I fought hard last year against the idea of
moving Dallas to Houston, and I am going to fight just as hard

inst this ridiculous idea of merging Houston with Dallas. You
ready have problems, as you tell me, in the lack of personnel
there, and I well understand that. And I think this kind of a reduc-
tion that they are talking about in personnel is actually velga{lool-
ish, with the incredible escalation of trade going through as.
Thank you very much, Mr. Chairman.

Senator DANFORTH. Gentlemen, thank you. Did you have a com-
ment, Mr. Arroyos?

Mr. Arrovos. I wanted to make one last point. Assistant Com-
missioner De Angelus pointed out that the commaodity specialists
now are concentrating on trouble items of import. Through Hous-
ton, steel is one of those, textiles, foods. We are big in all of them.
We need two commodity specialists there to tackle the problems. In
the case of steel, as you may be aware, the Department of Com-
merce now is re%‘mng export certificates on imported steel from
many countries. The only way that the documentation or the entry
documents can be processed through the computer is prior review
by the commodities specialist. Many times the documents get in
our hands the day before the vessel arrives, and we must immedi-
ately act and get to the commodities specialist, get them reviewed,

et them to the computer, get them processed and down to the pier
fore the vessel starts unloading. If we have to deal with someone
away from Houston, we would have chaos. We could not operate.

Senator DANFORTH. Gentlemen, thank you all very much. This
has been a very informative panel.
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Mr. Arrovos. Thank you, Senator. .

Senator DANFORTH. Next we have Mr. Robert Tobias, president
of the National Treasury Employees Union, Mr. Peter Mulloney,
chairman of the American Iron and Steel Institute, and Mr. Wil-
liam Pendleton, director of corporate affairs for Carpenter Technol-
ogy Corporation and chairman of the operating committee, Special-
ty Steel Industry of the United States, and chairman of the Stain-
less Steel Wire Industry of the United States. Mr. Tobias, thank
you very much, and all of you, thank you for your patience in wait-
ing for some 2% hours in this hearing room. We appreciate your
patience. Mr. Tobias, would you begin, please?

STATEMENT OF ROBERT M. TOBIAS, PRESIDENT, THE NATIONAL
TREASURY EMPLOYEES UNION, WASHINGTON, DC

Mr. ToBias. Thank you very much, Mr. Chairman. I am Robert
Tobias, president of the National Treasury Employees Union. With
me is Paul Suplizio. I very much appreciate the interest of this
committee in the U.S. Customs Service. As we believe, a crisis of
enforcement, very, very long in the making, confronts Customs
today. We have sharply rising narcotics traffic and a trade compli-
anﬁe gasﬁ) that we believe is about $40 billion.

Yy

ics interdiction efforts. Although dru%seizures are larger than
ever, which is a credit to the Customs, DEA, Coast Guard, and law
enforcement agencies, we believe that there is much more drug
traffic getting into this country. In answer to a question that Sena-
tor Long earlier raised, we believe based on statistics that were
supplied by DEA, which is part of our testimony on table 2, that
cocaine supplies have been increasing at the rate of 30 percent a
year and marijuana at a 7-percent rate. No more than 10 percent
of the cocaine and heroin and 16 percent of the marijuana supply
is being interdicted.

Now, those statistics that are being prepared by DEA are judged
by the House Select Committee on Narcotics as seriously low and,
based on their statistics, we are only interdicting about 4 percent of
the supply of heroin, 11 percent of cocaine and 3 percent of the
marijuana that is coming into this country. There is certainly a
great deal of evidence of the social cost of the traffic in drugs—in-
:_reased crime rate, increased costs of schools and treatment facili-

ies.

Our problem also is that this confrontation with narcotics traf-

fickers has exploded into open warfare. You heard this morning

that the Commissioner was testifying about customs inspectors
being the subject of shots on the Texas border, and this is increas-
ing more and more and more. An idea of the kind of drug threats
that are faced by this country can be seen by the raid that was
made in Mexico last November when 9,000 tons of marijuana—an
amount equal to the annual output of Colombia, the world’s largest
producer—was seized. .

That is an incredible amount of marijuana. The casualty of the
resurgent drug trade has been the national narcotics border inter-
diction system headed by Vice President Bush. The system consist-
ed of coordinating groups set up in six major cities to better direct

indicators, 1984 was a disastrous year for Federal narcot- .
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the Federzl interdiction effort. The difficulty is, as the General Ac-
counting Office has pointed out, a coordinating agency is useless
without sufficient assets. The resources are in no way adequate to
the task it faces. Customs inspectors and patrol officers continue to
account for a large percentage of total drug interdiction.

According to the Select Committee on Narcotics Abuse and Con-
trol, customs inspectors are responsible for making 57 percent of
heroin seizures, 59 percent of cocaine seizures, 70 percent of hash-
ish seizures, and 80 percent of marijuana seizures. Now, in spite of
all of this, of ¢ourse, we find that Customs is saying it can do more
with less. In the face of this crisis, the administration has request-
ed a reduction of 411 8poeitions in Customs drug interdiction func-
tions for fiscal year 1986.

And there was much discussion this niorning about the reduction
of the 411 positions, and I noted that Commissioner von Raab said
that 111 of those positions would be reduced because they would be
paid for by reimbursements by counties and States who wanted
their efforts. Of course, I would have to question what happens if
Congress doesn’t enact that legislation. t happens to those 111
inspectors under those circumstances? And I think that Commis-
soner von Raab either misspoke or misrepresented the fact that
there were customs inspectors classified as customs inspectors of

" the headquarters office. That is just wrong. That is dead wrong.

This is the fifth consecutive year in which Congress has had to deal
with totally unrealistic budget requests from this administration.

Customs drug interdiction resources have remained static since
1975, and again in response to a question that was raised earlier
this morning, Customs’ original budget submission to the Treasury
was $699 million and 13,292 average positions, which was $50 mil-
lion over the 1985 budget but zero request for an increase in staff—
a zero request for an increase in staff.

Treasury’s submission to OMB requested $674 million, about $20
million less, and an increase of about 60 average positions. OMB
approved $699 million, which was the request that Customs made,
but 12,5631 positions, or 887 positions less than Customs requested.
And so, even though there was this interplay between Customs and
OMB and Treasury and so forth, originally Customs was—the re-
quest that Customs made was unrealistic and what OMB approved
was unrealistic. I see my time is up, Mr. Chairman. I do want to
reque;t that the testimony that we prepared be submitted for the
record.

Senator DANFORTH. It will be automatically. That is our general
procedure.

Mr. ToBiAs. Because it points out in great detail and with a great
deal of analysis how to justify and how it would be in the best in-
terests of certainly the public and the taxpaying public that, rather
than being reduced by 887 positions, that we embark on a program
over the next 3 years of increasing by 2,100 the number of customs
eu:‘iloyees. We think it is economically sound. We think we can
make money by doing it, and we think that it would be a down
payment on increasing the drug interdiction effort. Thank you.

r. Tobias’ prepared statement follows:]
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Mr. Chaixman and Members of the Subocommittse:

Ianmbextu.mb‘zs,i’residmtofunmdmlmwloym
Union. With me are Paul Newton, Director of Legislation and Paul Suplizio,
Legislative Consultant to NIEU. As the exclusive representative of over 120,000
Federal workers, including virtually all employees of the U.S. Custams Sexvice
worldwide, we are pleased to appeal before the subcormittee on International
Trade to present our views on the authorization of appropriations for the
U.S. Custams Sexvice for Fiscal Year 1986.

A crisis of enforcement, long in the making, confronts Customs today.

In 1984, sharply rising narootics traffic made supplies of illicit drugs more
abundant than ever, and a huge trade carpliance gap brought $40 billion in illegal
imports to oux shores.

By all indicators, 1984 was a disasterous year for Federal narcotics
intexrdiction efforts. Heroin purityandmilabﬁity rose. Cocaine supply
increased and its street price fell, encouraging its growing abuse by all inoame
groups. While marijuana use has levelled off and actually declined among youny
people, over 20 million persons are using marijuana regularly.

Drug seizures are larger than ever, which is a credit to Custams, DEA,
Coast Guard, and local law enforcament agencies. But larger seizures are also
indicators of greater trafficker activity, which means that detarrence is not
working. Cocaine supplies have been increasing at the rate of 30 percent a year,
and marijuana at a 78 rate. No more than 10 percent of the cocaine and heroin,
and 16 percent of the marijuana eupply is being interdicted.

There is abundant evidence of the social costs of this traffic in the
crime rate, in the job market, in shools and treatment facilities. When a fim
muaswmmum@muedfoxnow,ummmuumu
failed a test for marijuana use. Here at hame, we learn that Montgomery County
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high sctool seniors have a rate of cocaine abuse twice the national average.
City Councilman John Ray recently pleaded with D.C. residents to eliminate drug
abuse which is, in his words, "a form of genocide in the black camunity."
Last month, the U.S. Supreme Court (in New Jersey v. T.L.O.) gave school
officials broad power to search stidents because, said the Court, drug use and
violence in the scliools are major social problems.

The confrontation with narootico traffickers has exploded into open warfare.
DEA agent Enrique Camarena was ahducted recently in Guadalajara, Mexico. We
strongly condamn this outrage, and urge the Federal government to make every
effort to ensure his abductors are brought to justice. The Minister of Justice
of Colurbia was assassinated by the drug mafia and the Stats Department has warned
Anericans traveling to that country of possible violence. The drug lords in
Colurbia, Bolivia, and Peru are growing record crops and boldly challenging the
central goverrment. Mexico's Narcotics Control Directocrats lost soven agents
last month in clashes with the estimated eighteen major drug trafficking gangs
active there. A United Nations panel reported that drug trafficking organizations
now threaten the security of scme countries.
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They and the international terrorists attsmpting to cross
our  borders require constant vigilance by Customs
Inspectors.

An  idea of the dimensions of the drug threat s
provided by the Mexican goveranment's raid on a Chihuahua
province marijuana depot last November. It resulted 1in
seizure af 9,000 tons of marijuana -—— an amount equal to the
annual output of Columbia, the world's largest producer.
Police confiscated dozens of truck trailers and -freight
containers and arrested more than 11,000 marijuana pickers,
packers, and warehcuse workers.

A casualty of the cesurgent drug trade has been the
National Narcotics Border 1Interdiction System, headed by
Vice President Bush. The systen consisted of coordinating
groups set up in six major cities to better direct the
Pederal interdiction effort. The difficutly 1is, as thg
General Accounting Qffice has pointed out, a coordinating
agency is useless without sufficient assets. The resoucces
of NNBIS are in no way adequate to the task it faces.

Customs Inspectors and Patrol Officers continue ko
account for & large percentage of total drug interdiction.
According to the Select Committee on Narcotics Abuse and
Control, Customs -Inspectors are responsible for making 37
percent of hercin seizures, 359 percent of cocaine seizures,
70 percent of hashish seizures, and 80 percent of marijuana
seizures. Air and Marine Patrols account for lacrge cocaine
and marijuana selzuzes. However, &up!.to cecent improve-
ments in the air program, the Government Operations
Committee has reportad that Customs lacks the operational
capability to detect, intercept, and seize drug intruder
aizdzaft on other than a sporadic basis.
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In —the face of this crisis, the Administration has
cequested 2 reduction of 411 positicns in Customs drug
interdiction functions for PFY 1986. Of these, 206 are
Inspector positions. This is the fifth consecutive year in
which Congress has had to deal with a totally unrealistic
budget request from this Administration. Customs drug
interdiction resources have remained static since 1975, and

" what i{s aneeded is a significant increase to deal with the

threat as it exists today.

If we are to make headway against traffickers ‘who have
demonstiated enormous versatility in shifting theiz
operations from point to point along our 26,000 mile
frontier to avoid detection, there is a critical need for
additional mlp,ceo:s to deter traffickers from smuggling
drugs by means of couriers and cargo shipments. This would
leave direct air and sea movement as the scle means of
border penetration, and traffickers would be vulnerable to
our -defenses in these areas provided we ensure adequate
interdiction capability. At present, trafficking (s so
extensive and we are so lacking in Inspectors, and in air
and marine capapility, that the five Gulf Coast governors
have called for turning the drug interdiction mission over
to the Departzent of Defense. :

We believe that a single agency should have charge of
the nation's borders, and that agency should be Customs. We
assuze the Cabinet Council on Management and Administration
will renew  its proposal for consolidation of primacy
inspection responsibility at air and sea ports in Customs
and "at land border ports in INS. We strongly object to the
fragnentation of narcotics enforcament by assigning primary
inspection responsibility - at land border ports to
INXS. Customs already f£ills a majority of the positions at

'

1

those ports, and we believe INS lacks the ability to perform .

the drug enforcement aission. We urge the Subcopaitgu to
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move for immediate consolidation under Customs at air and
sea ports, while maintaining the status quo at land borders
until the air/sea consolidation <can be evaluated. We
believe the merit of having a single enforcement communi-
cations system applicable to all persons regardless of mode
of arrival will clearly demonstrate the effectiveness of
consolidation within Customs at land border ports.

A second aspect of the enforcement crisis we face is
the commercial trade compliance gap, representing nearly $40
bfllion, in unreported and counterfeit goods incqany
qn:.riné the country, including goods such as steel and
textiles entering in violation of specific trade agreements.
This compliance gap posaes an enormous burden of i{llegal and
unfair competition upon Aamezican producers, . costing an
estimated one million jobs and $3 billion in lost revenue
from duties. S

The largest part of the compliance gap, $25 billion or
65 percent of the total, consists of unreported goods that
go undetectad due to insufficlent cargo processing staff,
Vehicles, vessels, and containers of all types are capable
of carrying unceported goods. Another $12 billien or 31
percent consists of counterfeit products. 1In hearings last
year, the Bouse Energy and Commerce Committee exposed the
grave danger, both to the economy and to the health and
safety of our citizens, of phony drugs, alrccaft parts, and
other goods of inferior quality parading under an accepted
braad name.

With merchandise entries socaring twenty percent last
year as the nation recorded the largest trade daficit {n its
history, Customs (with resources that have remained static
tl.uéa 197%) elected to by-pass 60 percent of the entries,
meaning aentry documents wers not subject to Import
Specialist review to ensure proper valuation, tariff
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classification, and compliance with trade law
cequizements. In addition, Customs allowed 99 percent of
containerized shipments (which comprise 70 percent of
seaborne cargo) to enter without inspection. This sharply
reduced enforcement placed importers on a virtual honor
system, and is one of the principal causes of the trade
compliance gap. ) ’

) Yurther contributing to the compliance gap were the
misguided judgements of Custons management. Unrable to cope
with the rising volume of entries, Customs has sought to
make the honor system its basic principle of commercial
Clearance. Entries are accepted and duties collected as
submitted by brokers, with audits used later to verify
compliance. The principle vehicle for accomplishiang this is
the automated broker {interface (ABI), by which brokers'
computers transmit entry data to Custom's conéﬁtoz’l' without
Import Speclalist creview.

We believe this is giviag away the store. Customs has
documented a long history of significant broker errors:
undervaluations 'and misclassifications that reduce duty and
circumvent gquota restrictions. This (s not surprcising
because brokers, by tradition and instinct, wish to keep
duties as low as possible and there has long been a ganme of
cat and mouse between Customs and brokers. With over
10,000 tariff code classifications, and the possibility of
classifying a product in more than one way, the opportunity
for self-serving judgements -~ unrestrained by any Custons
ceview except post-audit -~ would not adequately protect the
tevenue. Moreover, many taciff classifications can only be
properly determined by laboratory analysis, and this cannot
be accomplished with integrity after a shipment has entered
the strean of commerzce.
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' Last year, correction of broker errors through change
liquidations alone resulted i{n collection of $180 million in
additional revenue. Corraction of erzvors through pre-entry
review of sntry document. generates another $§50 mnillion.
Brokar errozs are obvicusly not insignificant.

If a shipment is classified to get around a quota, the
danage to the domestic market will have occurred by the time
an after-the-fact audit takes place. Import Specilalists
need to wmake admissability determinations and sanmple the
shlpnong before goods enter the stream of coumerce. They
can detéct quota errors and keep out harmful products, such
as chemicals and medicines, that could endanger the public
if allowed to enter freely. The i{dea of allowing the
importer to be 'the judge of admissability is an abdication
of responsibility by Customs.

It should be clear from the experience with by-pass to
date that an honor system won't work. Since by-pass was
instituted in PY 1983 the country has been deluged with
unreported goods - and counterfeits. The signal that
something was wrong came .from the affected industry, which
had to hire its own {nvestigators to convince Customs that
it was losing business and jobs. A post-audit system, can't
undo the damage from allowing illegal goods to enter the
stream of commerce.

Under an honor system there is a reduced need for
Irport Specialists to review-entry documents. Hence Customs
has been trying to eliminate the corps of Import Specialists
who are the very backbone of coamercial trade law
enforcement. As a result, Import Specialists are demor~
alized. Their expertise, acquired from specializing in a
stn&lo commodity 1line, enables them to make proper
classification, valuation, and admissabilicy
decisions. Without such expertise, the <Customs Service
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would not be on a par with brokers and others in the trada.
But because Customs lacks a clear concept for use of the
Import Speciallst, they are now being assigned to more than
one commedity line, to "account specialist®” roles handling a
single importar's diverse array of products, and to
commercial fraud roles helping to make commercial fraud
cases. Everything, in other words, but the duty of
reviawing entries which would ensure proper enforcement of
the nation's trade lavs. :

In addition, Customns wishes to Qentralize and reduce
the number of duty assessment locations, an action which
would eliminate the Import Specialist's services at many
ports and cut him off from the trade from which he derives
his expertise.:

We belleve that Customs management has iibafkod on a
misguided and ruinous course in commercial trade- lav enforce-
-ment, with the by-pass system, automated broker ianterzfaces,
and the new Import Speclalist policies. We urge this
Subcommittee to intervene to re-establish enforcement on the
basis of Import Specialist review of entries, and to require
that any new systsm be fully tested, evaluated, and approved
by this Subcommittee prior to implementation.

We make the same recommendation with respect to the
ACCEPT aystem for designating shipments to be iaspected.
ACCEPT is a by-pass system vwhich allows shipments to be
released without any inspection whatever. Theoretically, ‘a
ccnbun: is supposed to designate which shipments are "high
cisk® and which are '*low cisk®. But in reality, Custons is
in the dark about which shipments to inspect, and the
decision {s best left to the Inspector/Import Epecialist
team. The Subcommittee should require Customs to suspend
{mplementation of ACCEPT until it has developed far nmore
knowledge of the criteria for identifying “high risk®
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shipments, and has tested and evaluated an alternative
systaa.

The Administration's FY 1986 budget requast is totally
{nadequate to the crisis in trade law enforcment that exists
today. The Administration requests a reduction of 437
positions in Tariff and Trade functions, including 244
Import Specialists. In the face of a $40 billion compliance
gap, we cannot continue to by-pass 60 percent of entries and
inspect less than 1 percent of containerized shipments. The
urgent need 1is to add Custoas cargo processing poiitions.
This would not only protect U.S. manufacturers from illegal
competition, it would also collect a large amount of
additional revenue that would help reduce the Federal
deficit. ’

Since 70 percent of entzies are dﬁtiablo”and‘only 40
percent are now being reviewed by Import Specialists, a
lazrge amount of ravenue is potentially escapidg attention.
NTEU has computed that by adding 1,200 more commercial cazgo
processing positions (consisting of 900 Inspectors, 260
Iaport Specialists, and 40 Special Agents) to process
975,000 additional entries, $l.1 billion could be collectaed.
The cost of the additional personnel would be $48.4 million.
The Inspectors would, of —course, perform nazcotics
interdiction as well ss trade enforcement functions.

We recomaend that the goal of adding 1,200 positions be
achieved over a two-year period. Por FY 1986, we recommend
the addition of 650 positions over the PFY 1985 lavel,
ineluding 400 Inspectors, 150 Import Specialists, 350 Customs
Patrol Officers, and 50 Special Agents.

* Appended to our testimony are tables that susmarize
what I bhave presented today., Tables 1 and 2 provide
estimates of the commercial fraud and {illicit. narcotics
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threats to this country. Table 3 summarizes our budget
tecommendations for FY 1986. Pirst, we recommend restor-
ation of the 887 positions cut by the Administration at a
cost of $46.6 million. Second, we recommend 650 additional
positions at a cost of $30.4 million. The total amount of
$77 aillion and 1,337 positions are added to the President's
budget request, ylelding our recommended figure of $716
xillion and 14,068 positions. ’

The cemainder of our statement discusses policy i{ssues
in the areas of primary inspection -cousoliddtlc&. cargo
p:ocosalnq, overtima, centralization of entry processing
locations, and other areas on which the Subcommittee wishes
to be kept informed. A summary of NTEU's recommendations is
included at the end.

INSPECTION AND CONTROL

Customs/INS Consolidation

The Reagan Adainistration has announced a major policy
decision to consolidate responsibility for primary
inspection of incoming persons in the U.S. Customs Service
at air and sea ports, and in the Immigration and Na‘ural-
ization Service at land ports of entry. We know this
Subcomzittee will play a 1leading role 1in giving this
proposal careful ic:utiny, bacause of the vital interests
affected and the Reagan Administration's apparent inability
to referee the competing claims of the Treasury and Justice

Departzents.

>

There are nany vital interests at stake in the design
of an effective primary iaspectict system. Custom's
Inspection and Control mission includes interdicting traffic
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in drugs, curbing illegal immigration, serving a growing
domestic tourisa industry, safegquarding American
agriculture, controlling the export of critical technology,
and enforcing currency controls, endangered species and
environmental laws, and many other laws and regulations.
Any streamlining of federal inspectional responsibilities
must enkance our ability to accomplish these missions to
protect cur vital interests.

Speaking on behalf of the onpioy«c of the U.S. Customs
Service, I have no doubt that assignment of ." primary
inspectional responsibility to Customs at air and sea ports
is sound and should be approved. A natural evolution ia
this direction has been undervay for some time. The
one-stop inspectional system in effect at many ports has
required Customs Inspectors to carry out INS functions in
processing travelers from abroad. To back up these dyties,
Customs has expanded its automated Treasury Enforcement
Communications System (TECS). It is also experimenting with
passport optical scanning equipment.

A

Customs Inspectors now outnumber INS Inspectors at all
land border ports by 1,100 to 800, and are processing 38
percent of the traffic.

In the Southwest and California, Customs Inspectors and
patzol Officers play a vital rcole in curbing illegal
immigration. Most of the foreign tourist and business
traffic, and socme of the 1illegal immigrant traffic flows
through cities and land ports of entry. At land ports, all
inspectors are one-stop, that is, the requirements of both
agencies are enforced by a single Inspector., Customs
Inspectors are inspecting wmillions of pedestrians. and
vehicles at border crossings each year, performing both
Customs and Immigration functions.

11
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We are dismayed at the Adainistration's failure ¢to
assign primary inspection responsibility at land border
ports to Customs. We have no doubt that Customs Inspectors
can carry out this responsibility, backed up by an INS
secondary, as effectively at land border ports as at air and
sea ports.

A way the Border Patrol could be provided the increaded
gesources it requires would be for Customs to assume primazy
inspectional cresponsibilities at land border ports. The

Border Patrol could then concentrate on its primary mission
of agg:ibcnding fllegal aliens between ports of entry, while
Customs conducted primary inspection of travelers at the
ports themselves.

Indications arce that INS is apread too thin to be
charged with carrying out the Custons primacy - inspection
mission at land ports. The difficulty the agency has
experienced in automating its files, ,' cendering timely
services, and coping with foreign atudone; and professionals
who come £{n legally and then overstay their permits, is
well-known. According to John Crewdson, who won a Pulitzer
prize for his stories on immigration in the New York Times,
INS is stretched thin to transparency and stuck {n its past.
Pairly or wunfairly, he calls it "the most Kafka-esque
labyrinth thus far devised by govecnaent®.

It is frequently noted that Customs, as the natioa's
primary border management agency, has had delegated to it by
40 other government agencies the responsibility for carrying
ont the laws and regulations of those agencies at the
bocder. Customs has a broad and diverse nission as
‘contrasted to the single mission of INS. We believe Lt
would be far easler to train Customs Inspectors to absord
INS responsibilities at the border, than the revarse.

12
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Transfer of primary inspection responsibilities to INS
at land ports would be highly disruptive of major programs
such as narcotics interdiction, Exodus, and currency
control. It would require 40 different agencies to deal
with INS concerning their enforcement tequiremants,
vintieily- doubling the amount of coordination required since
they would have to deal with two agencies rather than one.
Such fraguentation of responsibility ia border enforcement
would not aake sense. ’

Consider the plight of the importing community at all
but the largest land ports on our Northern and Southern
borders. Responsibility for {inspecting commercial cargo
transiting these ports would of necessity fall to the local
INS 'port director, who would be required to process
merchandise trade now handled by an experienced Custonms
Inspector - Import Specialist team. Since inspections would
be made by INS, and entry documents would go to Customs, the
fragmentation ot responsibility in processing this trade is
appazent. .

Customs responds to the requirements of other law
enforcement agencies by apprshending méiuvu from justice.
Bach year Customs apprehends more wanted felons than any
other law enforcement arm ia the country. This 1is made
possible by the training Inspectors receive, and by the
mddern Treasury Rnforcement Communications Systems (T2CS),
which accesses the wanted persons, stolen vehicles, and
other intelligence of the National Criminal Information
Center. TECS permits rapid automatic search of over a
million £iles. By contrast, the INS Lookout Book contains
60,000 mancal entries, all of which are in the TECS data
base. By traizing, number of in-place staff, and
enforcement support systems, Customs is far better prepazed
to assume the primary ianspection mission at land ports.

13
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It should be remembered, toco, that inspection of
travelers for Iimmigration purposes (s a straightforward
procedurs, Of the 130 million aliens who present themselves
for entry each year, no more than .3 percent are danied
peraission as a result of border i{nspection. The dinensions
of the ".nlcqu. imaigration problem require much wmore
enforcement capability between ports of entry than at those
ports. .

Only 12 perceant of persons entering the country acrive
at air and sea ports, the remaining 88 'percent enter through
land po":ts. If real progress is to be made i{n protecting
the vital interests we have outlined, a single agency should
have primary cresponsibility for all ports of entry.
Customs' missions is exclusively border management. It {s
prepazed to assume primary responsibility at our land ports,
where it is already doing the bulk of the job. =

There wodld be far-reaching. benefits to moving to 'a
single border management agency. These benefits would stem
fzrom the ability to standardize forms and procedures, and to
apply modern technology to border clearance. The passport,
visa, I-94 form, and baggage declaration presently used by
the two agencies in the inspection process could be
consolidated and automated to provide vast gains in facili-
tation, enforcement, and cost savings.

Combining.the I=94 form with the Customs baggage declar-
ation would eliminate millions of forms each year. Airlines
could be provided with optical scanning passport terminals
which would eliminate the need for their collecting the
second copy of the I-34 on the allen's exit from the
country. This would be a feasible way of gaining a
zu;ouablc degree of control over aliens entering and over-
staying their visas or violating the terms of those visas.

14
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In addition, with development of a amachine-ceadable
passport the primary Inspector would no longer have to enter
a TECS query and prinary inspections could be completed moras
smoothly and efficiently.

The 'consequence cof not consolidating border management
in a single agency nationwide is not merely the continuation
of costly and redundant systems and paperwork. It means
that government, industry, and ‘the public will not realize
the benefits and efficiencies that could be achieved'through
full copnsolidation. ’

Let me outline the Administration's specific plan, so
you can better grasp its full dimensions.

At the present time, Customs has 900 positions
committed to inspection at air and sea ports, and 1,064
positions at land ports. INS has 719 positions committed to
inspection at air and sea ports, and 800 positions at land
ports. 1If the Administration's plan {s approved, Custonms
will absorb all but 214 positions of the INS positions at
air and sea ports (including pre-clearance). The 214
positions would be for INS secondary inspections. At land
ports, INS would absorb all but 426 Customs positions, which
would be used for secondary inspections.

INS would thus gain 638 positions from Customs at land
ports. The workload would not change. Por the most parce,
the people doing the work would not change. Essentially,
there would be a swap of uniforms.

Customs would similacly qain 442 positions at air and
sea ports. Overall, there would be a net loss of 200
pon'itions froa Customs to INS, reflecting the fact that
Customs has a greater commitment at land ports. This {afor-
mation is shown in Table 6, appended to our statement.
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What budgetary savings are claized for these transfeca?
Customs would lose 638 positions and $2¢ million; however,
these cesources would be transferred to INS. 8y the same
token, INS resources at air and sea ports would be
tzansferred to Customs. The net effect: 0. The government
claims not a dollar of uv!.nq_- for its proposall

The reason is that the propcsal before us is a compro-
aise, and was deliberately labeled as such by OMB when
Treasury and Justice could not agree. By conen_le,' the
senlor working group that developed options for the Cabinet
Councilts consideration produced five options, all but ocne
of which entailed budgetary savings.

These options were: 1) consolidate primary {aspections
in Customs; 2) consolidate primary inspections .in INS;
3) ccnsolidate primary ianspections at al:po:ti' ln'.Custona,
status quo at all other ports; 4) consolidate primary
{nspections at land ports in INS, status quo at all other
ports; and S5) consolidate full responsibility for paisongo'z '
inspections {n 1INS and retain responsibility for cargo
inspection in Custous.

Of these options, it {s significant that the one with
the greatest savings, and therefore the a0st cost affective,
wvas the first, consolidation of primary inspections ({n
Customs. According to Customs, Option 1 would save 973
" staff-years and $27 million. INS disputed these figures by
maintalning that if Customs took over primary inspectioas,
INS would require additional positions for secondary
inspections. However, this view was contrary to the working
group's assumption that, thrnugh proper trainiang, no
additional rescurces for secondary would be required.

Customs performed a detailed study of the additional
resources ‘' required at each port of entry for full

16
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consolidation within Customs. It concluded that with 518
additional positions and no additional overhead it could
assume primary inspection mission at all ports. These 518
positions aze less than half the amount presently expended
by INS on primary inspections, so there would be substantial
savings ‘from full consolidation within Customs. After
subtracting $10 aillion required to fund these 3518
positions, the Working Group estimated annual savings of $27
million from this option. ‘

Later, Customs stated that it could assume the entire
priua:yzlnlptctional mission with no increase in resources.
This would make the annual savings a minimum of $37 nmillion,
not counting future gains from streamlined procedures and
consolidation of support systems and other overhead.

In_its study, Customs found _that with only _286

—

additional _positions _it _could _take _over _the _entire
inspactional mission at land ports. There would ™ be no
requirement for additional overhead or support systems,
which were already in place. Customs would simply abscxb
iamigration inspections at considerable productivity
savings, in the same manner that {(t has taken on
responsibilities for 40 other agencies at the border.

By contrast, {f the Administration's proposal s
adopted, savings would be zero and the nation would end up
with two Dborder management agencies. As the dratt
Memorandum of Ohderstanding between Customs and INS makes
clear, INS would not only have rcesponsibility for primary
inspection of persons at land borders, but it would also
have primary responsibility for all i{nspections, other than
cargo inspections at the largest ports. At small ports,
there will be no Customs presence and INS will inspect and
process documentation for commercial merchandise. INS will
perform both primary and secondary Iinspections to meet

17
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Customs' requirements with respect to commercial cargo.

At lacger ports, there will be a Customs secondary to
inspact and process cargo. But the INS port director will
have sole responsibility for primary inspection of all
traffic go Customs will lack on=-the=spot authority to insure
control over cargo so that its requirements and those of

other agencies are met. This situation would be highly

diszuptive of narcotics, covxerciai fraud, Exodus and other
programs Customs is charged with enforeing.

on.Iy at the largest ports (Detroit, Port Huron,
Buffalo, lewiston, and Champlain) would Customs continue to
inspect commercial trucks entering designated commercial
vehicle primary lanes, and process all carcgo.

The Memorandum of Understanding makes INS'&ho'ixclustvc
authority in dealing with the independent governing bodies
that contzrol the flow of traffic across the U.S. border with
respect to the primary processing of private passenger
vehicles, taxis, buses, pedestrians and passenger trains.
It makes Customs the exclusive authority in dealing with the
independent bodies that control the flow of commercial
tzucks across the U.S. border iato the primary or otherwise
designated lanes. Without doubt, the Administration's
proposal would continue to divide responsibility for
enforcement at our land borders, and do so in a manner that
is highly disruptive of existing Customs prograns.

The Administration's proposal also perpetuates wasteful
duplication between Customs and INS. Under the Memorandum
of Understanding, each agency nmaintains responsibility for
fts existing enforcement support system (TECS for Custoas
and Service Lookout Book/Central Index for INS), and each
agency is authorized to continue to develop systems that
will enhance primary inspection. This duplication would be
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avoided if primary inspection at all ports were consolidated
in a single agency. Horeover, INS presently lacks an
aytomated system except at one alrport, so making Treasury
the single manager for enforcement support systems is an
obvious solution.

st e uov_geeapitulacn the arguments for congolidation
of primary inspections entirely within Customs.

rirst, Customs is the nation's principal.’ border
ranagement agency. It carries out responsibilites for
40 ‘other agencies, and can do so for INS. There should
be a single agency charged with border inspections.

Second, Cuitoms (s better p:cpazid than INS to do the
job. It has more Inspectors than INS at all ports of
entry. It {is now performing 60 po:coné of all
immigration primary inspections.

Third, bdorder management is Customs' sole business,
whereas INS has other responsibilities. INS devotes
minimal resources to border inspection because only .3
percent of those inspected are denied entry, and the
principal threats it must counter are aliens crossing
boé@ocn ports of entry and overstaying their entry
visas.

Pourth, consolidation within Customs s the most
cost-effective of the options available, vith azinimum
savings of $27-37 =illiocn annually, according to data
developed by a senior working group chaired by OMB.

Pifeh, there is a large potential for future savings
through streamlining forns and procadures, new
tocbuoioqy, and naev enforcement and facilitation
techniques. The potential saving is less ig
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consolidation -c";t"oh_dl ‘to aiz and sea ports alone, which
handle 12 pexcent of traffie,. or {f consolidation is
divided Letwedn " Customs and INS as in the

Administration's proposal,

.
[}

Sixth, consolidation w'ighin Customs will, during
ott-s'nak. hours, provide additional staff for cargo
iaspection, thereby strengthening naccotics and
commercial fraud enforcement programs. INS clains that
this is off-set by its loss of capability to process
aliens' «clains and other adjudications which are
pr&cessed by Inspectors during downtime, but {ts own
studies have shown that distributing adjudication
workload t'b.'por:tl, to fully utilize Inspector downtime
is an efficient means of procassing such workload.

Seventh, .Customs has automated enforcement' support
.systems, including TECS and intelligence support, {n
place and a" long track record of developing such
systens, whereas INS has little or no such experience.

Eighth,. consolidation withia <Customs is the least
disruptive and easiest to implement because it
nmaintains continuity with 40 other Paderal agencias
wvhose border interests Customs represents, and it doas
not require carriers, port operators, and the business
community to deal with two agencies instead of one.

Ninth, overtime costs to the government would be
ceduced by an estimated $1.5 million per year through
carrier relmbursement of inspectional overtime.

Tenth, immigration inspection is a straightforwarcd
process which Customs ., Inspectors aze already
performing; they can more readily take on immigzation
.l.n'lmtion than having 1INS Dbecome iavolved in

20
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merchandise inspection, narcotics enforceaent, Exodus,
and the cequizements of 40 other agencies.

The obverse of these points (s that consolidation in
INS would be an unrealistic solution. It would fragment
total bot'_doz inspection responsibilities to an ever greater
degree, double the need for coordination for the 40 agencies
requizing border support, give IN8 extensive new
cesponsibilities which it is ill-prepared to absorb, and
reduces narcotics enforcement at the worst possidle time.
It wou:l.d " reduce efficiency by weaintaining tedundant
enforcement support systems, requiring the public to deal
with two large border agencies whose interests may often
conflict, and reducing the ability ¢to shift resocurces
between passenger and carge inspection. When one considers
the nassive illegal immigration problem between pocts of
entry, and the major nev tasks INS will sonfront if Simpson-
Mazz0li (s enacted, it becomes clear that consolidation in
INS would be unwise. The nation needs a single bozder
management agency, not two.

Nevertheless, INS has opposed consolidation within
Custons. INS has argued that this option would: 1) fragment
immigration procedures between two agencies and thus veaken
immigration control at s time vwhen document fraud s
pecvasive; 2) give Customs primazy coatrol of 61 percent of
tzavelears who are aliens and should be under INS control;
3) require increased staff for INS secondary inspections
resulting from more secondary referrals vwhen Customs
Inspectors perform primary Iinspections; wmd 4) requirce
incressed staff to process adjudications if primary
inspectors cannot be utilized duriang downtiame.

* These arguments do not hold water. The major
immigration threat is between, not at, ports of entry.
while INS has an interest in 61 percent of the travelers who

21



. .
. LA .
“ 242
: .
.. . .

arce alioni, Customs has an interest .in 100 perceant of thenm
from the stpndpoint of narcotics, agriculture, public health
and other - enforcement requirements. Glven that in excess of
S00 experienced !Ns'mlpoctpn ‘would voluntarily transfer to
Customs, and Customs -Inspectors would receive additional
immigration training, there is.little basis for presuming a
sharp incresse in secondacy creferral. PFinally, since
consolidation coul.d take place with little or no shift of.
funded poslti.onn fzom N8 to Cultou. INS would be left with
sufficient posiuon: _to discharge its adjudications
wo:k_lo.dt. '

The times, demand a single U.S. border Iianspection
agency. This will permit INS to concentrate on the crux of
the 'ufogu immigration problem, bhorder crossing betwveen
ports of entry. This Subcommittee can strike .a ,.b'low for
both ‘stronger enforcement of the narcotics and trade laws,
and stronger uul.gntioﬁ control, by adopting our proposal.

Adsquacy of tnagccto:s at Ports of Entry

" According to the U.S. Travel Data Center, visitors from
abroad contribute more than $12 billion annually to the
Unlted States econcmy, genezating over $1 billien in
Pedezal, -§tate, and 1local tax revenues and supporting
320,000 jobs. We have a national policy of encouraging
foreign viaitors to this country. Foreign visitocs are now
coming to the U.S. at the cate of 20 million a year, about 8
million from overseas and the remainder from Canada and
Mexico.

This country bhas too =much to lose by iaposing
coadblocks to the expansion of our tourisam industry. TYet,
as an{v visitor to our internaticnal air terminals and aany
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other ports knows, even during peak hours many Customs
processing lanes are closed for lack of staff,

The U.S. macrket share of international tourism has been
falling in recent years. According to the Travel and
Turism Gbvernment Affairs R licy Council, the nited States
nov gets only 8 perceat of 'zontgn tourists. A principal
deterrent, according to the Congressional Turisa Caucus, is
the long Customs lines that greet foreign visitors. The Air
Transport Association, after a thorough survey, found that a
aialnu-_ot 236 additional Inspectors was needed at ‘airports
alone.

In addition, many land ©border ports are still
experiencing long lines during peak hours. Each year on the
floor of the House, the Congressional delegation from Texas
had demanded additional Inspectocrs for the ports of that
State. Weze {t not for the economic crisis afflicting
Maxico at the present time, and drying up nuch Oof the
tourist traffic, the dituation in the Southwest would be
much worse than it is at present.

Red/Green Passenger Clearance System

At several international airports, Customs has
introduced a nevw passenger dcleazance system, knovn as
Red/Green. The theory behind this system, which Cuatoms
seens to be touting as the wave of the future, is thac by
giving passengers the opportunity to self-select either the
green lane (no Customs items to declare) or the red lane,
passenger facilitation is isproved without reducing
enforcement. The system is augmented by roving Inspectors
who monitor passengers both in primary lanes and bagyage
areas, and vho may designate individuals for immediate

a3
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by-pass or for detailed secondary inspection.

This system, like nmany Customs has introduced i{n the
past, might work if sufficient numbers of Inspectors wers
available. For any system to work, there must be adequately
staffed primary lanes and an adequately staffed secondary.
In the Red/Green system, there nust be sufficient numbers of
Inspectors to conduct primary inspection of passengers
selecting green lanes as well as red lanes. .

T start with an insufficient number of mlpcc'ton, an
Lnadcqua"tc secondary, a few rovers, and a handful of green
lanes where passengers are whisked through with only cursory
examination because to do otherwise would create a log-jam
or & :foe. is sioply non-enforcement disguised as
“selectivity”. Customs management is insisting thae putting
passengers on the honor system, with 1nadcquato p:iu:y and

.seacondary inspection, and general supervision by a few

roving Inspectors i{s the answer to cleariag the terminal
before the next wide-body jet comes in.

The'gain in passenger facilitation is much approved by
the afrport operators and carriers. It is only our country
thet suffers from lack of an effective deterrent against
drug smugglers, terrorists, and criminals of all types. The
only answer -to adequate facilitation and enforcement is to
provide an adequate staff,

Our mMspectors are doing a splendid, couragecus job.

" The trouble is there:are not enough of them. Customs touts

their seizures of. narcotics and other contraband as proof
that ou!o:cmnt kas not. flagged. This praise is merited.
ln: Customs - maqmnt taonld come clean and tell the full
stozy, vhat {s not. boing intercepted, what s getting
thzough.

24
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I'd lixe to read a brief passage from a letter our Maw
York Chapter wvrote to Customs managment officals:

*tn Tuesday, Qctober 25, 1983, tvelve Inspectors faced
1, 447 passengers on one side of the Pan Am terainal.
The - passengers Aall arrived within 25 ainutes. Onos
again, Inspectors refused to risk generating a riot and
succeeded by ignoring their jobs.*

Only adequata stagf will allow a proper test of
Red/Gteen. We trust the Subcommittee will approve our
cecommenidations for additional Cuctoms Inspector positions.

ICCEPT

The vast amount of commercial fraud designed to evade
tariffs or quotas, to aveid mei-dutping' or countervailing
duty penalties, or to procure eatry of counterfeit products
has been anply documented by the Oversight and
Investigations Subcommittee of the B use Energy and Commerce
Committee., The loss to 0.3, firms from counterfeit products
alone has been estimated by the Internaticnal Trade
Commission as $6-8 billion annually. Muck of this loss
could be prevented if adequate numbers of Inspectors were
available to iaspect commercial cargo at cur ports of encry.

One of the best indicators available of the adequacy of
cargo {nspection is the rate of inspection of containerized
shipments. Large containers nov account for aore than 70
percent of U.S. seaborne ccmmerce, and are a growing
proportion of air and surface shipments. In FY 1980 Customs
performed a total of 81,234 inspecticns on a total of
2, 800,000 arriving containers, for an inspection rate of 2.9
percent .
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Since that time, the ipspection rate has fallen as
Customs introduced "selectivity®” in cargo inspection through
the ACCERPT prograa. ACCEPT, vwhich stands for Automated
Cargo Clearance and Enforcenment Processing Test, is an area
wheare Customs is moving headlong toward adoption of a new
inspection system without proper evaluation of the {mpact on
enforcement. The idea behind ACCEPT is that since Custonms
can maka only a limited number of inspections, these should
be concentrated on "high risk® shipments where the pay-off
is potentially greater for the cesouzces expended.

Thé problem is how to determine which are the "high
risk" shipments. It is not possible ¢to set up a
computerized system for fingering the shipments to be
checkad, as ACCEPT attempts to do, without a great deal of
data collection and construction of profiles of the
characteristica of "high risk" shipments and“""b'féh' cisk"”
importers. There is no evidence that Customs has collected
. this data and constzucted the profiles, let alone tested
them., What we can expect from this system is "garbage out”.
The system will do a less than adequate job in guiding
Inspectors to the shipments that need checking.

Since there are tco faw Inspectors, ACCEPT is a ration~
alization for performing fewer and fewer inspections while
commercial fraud mocunts. Customs contends that eanfcorcement
has not suffered, pointing to the results obtained from the
efforts of Inspectors and Contraband Enforcement Teams.  Rut
the EBHouse Commerce Committee's hearings on the volume of
commercial fraud have reduced this claim to tatters. :

The fact is that a cectain mininum level of i{nspections
ace requized to provide a sufficiently high probability of
lnéo:ctpuon of illegal shipments. When staff (s insuf-

ficient the limited number of inspections may jndeed produce

tesults, hut when those czesults are extended over the enticae
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population of shipments, they demonstrate that a massive
amount of i{llegality is not being caught. Customs' use of
"selectivity® is slaply a rationalization of the
circunstances in which it finds itself lacking an adequate
staff to do an effective job.

ACCEPT {s supposed to be a computerized system, with a
central computer designating to the Inspector which
shipments are to be inspected. In many ports, however, a
computer hook-up 4is not available, or may .not be
tunctioping, so a *manual® ACCEPT has been instituted. This
means a° headquarters supervisor designates ‘he inspections
to be made. From the standpoint of ¢ .lorcement, both
computerized and manual ACCEPT are utterly untested systens.
Thelr principle effect s to 1limit the number of
inspections, thereby speeding the flow of merchandise from
docks to warehouses without {nspection, g:nel’jr multiplying
the opportunity for Fouozch]. fraud. .

In order to {mplement ACCEPT, Customs has had ¢to
zewrite the Tariff Act of 1930. Section 499 of the Act
requires inspection of not less than one package of every
invoice and not less than one of every ten packages of
imported merchandise. The law authorizes the Secretacy of
the Treasury to provide, by regulation, that a lesser number
of packages =may be examined vwhen, in bie opianion, the
examination of a lesser proportion will amply protect the
tevenue. This provision allows the Treasury Secretary to
reducs the number of inspections rcequired, but not ¢to
totally abrogate the :tqu!.:uint for minimum inspection
contained in the law. BHowever, on September 10, 1981,
Customs {ssued a regulation which allows the .elease of

.uzghandino with no inspection at all.

Last year, ve called for public hearings on ACCEPT and
the related Customs regulation of September 10, 198l. W¥e

a7
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4130 urged this Subcommittee to bar any funds for implemen=-
tation of ACCEPT until this panel 1is satisfied that the
public interest ls protected by adequate physical inspection
of incoming cargo.

We igain strongly urgs the Subcommittse to act on this
important matter. %e also urge approval of additional
Inspectors for cargo inapection and commercial fraud
enforcement, as contained in MNTEU's alternative budget
{(Table 13). We wish to note that the Bouse Energy and
Comaerce Committee likewise recommends .additional Inspectors
for this task.

Operation Exodus

Operation Exodus was init{ated by Customs in late 1981
to step-up enforcenent of the export control laws. The ¥YBI
nad discovered a pervasive pattern of activity by Soviet
agents to obtain American technological secrets by neans of
bribes and other inducements. Their targets were lasers,
fiber optics, coazputers, and telecommunications equipment.

The Senate Permanent Investigations Subcommittee after
a two-year {nquiry has confirmed that the Soviets are
engaged in a massive effort to acquire Western technology by
any means, and have been able to use such technolegy to
modernize ‘and speed the development of their weapons
systams. Such advances crequire —responses by our own
military establishment, and this i{ncreases the size of our
defense budget.

As a CIA report on this subject explains:

A d

"It is cleaz chat the Western military
expenditures needed to overcome or defend against the
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military capabilities derived by the acquisition of
Western technology far outweigh the West's earnings
from the legal sale to the Soviets of its equipment aad
technology.®

Examples continue to appear whichk demonstrate the need
for this program. On Februacy 4th 1983 it was reported that
17 Eughes helicopters, which can readily be converied to
silitary ase, wvere illegally diverted to North Korea by the
West German distributor for Bughes. In addition, another 70
houcopgou the same distributor purchased from Hughes arze
not accounted for and may also have been sold to North
Korea. .

Operation Exodus has scored some notable successes, but
i{s handicapped by understaffing and lack of  cooperation
betwesn Customs and Commezce. Only 292 ctiu-:uu are
allocated to the program, and Commerce refuses to allow
Customs access to its files on licensors. At the same tine,
Commerce has stepped up {ts enforcement efforts in the hope
of becoming the border enforcement agency for exports. The
export enforcement mission is further ' coamplicated: by
Custons' enforcement of the Munitions Control Act for the
State Depacrtment. We urge this Subcommittee to take a
strong stance in favor of a single agency - Customs - being
in chazge at our borders, and to communicate this position -
to the committees pesponsible for re-authorisation of the
Export Administration Bill.

In ional Overtime:

Iaspectional overtime kas become a critical resouzce
for meeting Custom's growing demands for clearance of
passengers and cargo. For nearly a decads, a virtually

L3
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static inspectional force has had to process a growing
number of air travelers z:nd cargo shipments. With its
woz{tzo:co limited by OMB personnel ceilings, Customs
inspectional overtime expanded to £{ll1 the gap betwveen
workload }nd zesources.

An Inspector with overtime earnings of $15,000-$20,000
4 year works an average of 62 hours a week, 32 weeks a year.
A 1981 Customs study of overtime showed that, {n addition to
& normal 40-hour week, the average Inspector is required to
work three of every four Sundays, one Saturday per month,
and seven veek-day overtime assignments per =month. The
requirement for this overtime is driven by the demand of
carriers for Custons inspectional services during other than
normal duty hours of the port. Because of the growing

—~workload and limited staff, it {s evideat that an qxtensive

commitaent to inspectional overtime is essential ft Custons
is to accomplish its mission.

) Por Inspectors to make themselves available such long
hours, particularly on Sundays and holidays when other
citizens are vacationing, adequate monetary iacentive aust
be provided. The most rcecent data collected by Custoss
shows that Inspectors are earning, on the average, 2.1 times
the regulaz rate of pay on Sundays and 2.4 times the regular
rate on the othec days of the week. The Customs' study
attributes the 2.4 rate of pay to the call-back of
Inspectors who have left the worksite. Such call-backs
frequently occur at night and at irregular hours, taking a
physical toll on the Inspector. The study also confirms
that the average Inspector works 7 hours on each Sunday
assigament, and an average of 8 hours if holidays are
iac‘lud-d in this figure. T

We are convinced that the frequent call-backs, the
late-night hours spent away from home, and the physically
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demanding nature of {nspectional duties justifies the
present rate of overtiaze pay. Moreover, these rates of pay
confora with the prevailing overtime rates ia the private
sactor which normally establishes double time premiums for
call=back and night work, and vhere the typical practice ls
triple time for Sunday overtime and double time and one-half
for holiday work.

Neveztheless, the Adainistration has recommended a
joint Customs/INS inspectional overtime bill which would
establish the cate of pay for inspectional overtime
essentidlly at time and one-half. We believe such provision
would not only be unfair to Inspectors, but would creduce the
incentive to continue to work long hours at a time when the .
Service is stretched thin and already lacks adequate staftf.
Such proposals only go to show how tnsgnsiein_. and callous
this Adaministration can be. We would like to offer those
vho helped prepare this proposal the opportunity to work
vwith a Customs Inspector for just one day at one of our
alrports. We believe they would begin to question the
desicability of  perpetuating this outrage. We urge the.
Subcommittee not tc be deceived by their specious claias,
and to firmly reject any attempt to modify the rates of pay
specified in the Act of 1911.

We also urge the Subcommittse to remove the $25,000 cap
on Customs Inspector overtime earaings. The overtime cap
has long outlived its usefulness.

Proponents of the cap claim to be acting ia the
employee's interest by 1limiting the amount of overtime
Inspectors could be compelled to work. However, the
overtime cap had exactly the opposite effect and completely
eliminated the voluntary aspect of overtime. This (s
because Inspectors are required to cotate ovectime
assignments so that the earnings of all can bde equalized.

k13
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Prior to imposition of the cap, Iaspectors were able to
work out an allocation of overtime duty which took into
account thelir personal needs. Inspectors who wanted to earn
more money and were willing to sacrilZice their free time or
work late at night volunteered for overtime, while
Inspectors who had family obligations or other commitments
did not. And although this system lead to an imbalance in
earnings, morale,  efficiency, and productivity were greatly
enhanced.

We strongly believe that employees willing and able to
work overtime without foregoing faaily obligations should be
pernitted to do so, and that the burden of forced overtime
should be minimized. Morale at the workplace is fostered by
allowing individual preferances to play a grua*sr role {n
the assignment of overtime, not by a :tgid poucy o! equali-
zation of earniags.

Customs itself hags urged Congress to czemove the
overtime cap. honu:f Depaztaent officials have testified
that, 1in addition to costing $1 wmillion a year t¢o
administer, the cap is preventing Customs from properly
allocating its limited resouzces among ports experiencing
different rcates of growth., It should also be noted that
about 60 percent of all overtime is relabursed to the
government by the carrier which requests clearance aftez
normal port hours.

Delegation of authority to waive the cap has been
granted to Customs by Congress. We submit that the time has
come to remove the cap completely, in favor of Customs
iaternal controls. We strongly urge the Subcommittee to
adopt this course of action.

2
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Adequacy of Inspectors for Commercial Fraud Znforcement

.Last year, NTZU conducted an analysis to deternine the
number of Inspectors czequized in containerized cargo
processing essential to commercial fraud enforcement. Our
analysis- showed that in order to caise the number of
inspections to 105,000 per year, 483 esdditional 1Inspectors
would be cequized.

This year, NTEU perfo.zed a further analysis of
Inspector crequirzements for cargo ‘'processing based on
historic data showing a fairly constant ratio of entries to
, cargo  processing based positions. This analysis is
‘pnnnud in Tables 7-12 appended to our testimony. It
shows that an additional 900 Inspectors would be required to
process about a wmillion additional entries now being
by-passed, with a net revenue gain of $1 billion.

Many containers proceed in-bond to Customs bonded
wvarehouses. Customs has removed its physical presence from
bonded warehouses, in effect placing the wvarehouse
proprieters on the honor system. We have urged the
Subcommittee to halt this ©yprogram, arguing that the
potential for fraud, abuse, and scandal is huge. Our fears )
have now been amply bozne out by the findings of the
Oversight and Investigations Subcommittee of the House
Energy and Commerce Committee. That Subcommittee has’ urged
re-establighment of the Customs warehouse program, with a
permanent Customs presence at the warehouses. We fully
support this move, and urge you to authorize the required
resources, estimated to be 300 average positions.
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Radio Preliminar tr

Ne would like to bring to this Subcommittee's attention
a new wrinkle in Customs management's atteampt to obfuscate
the woefully inadequate enfolcement cresources by instituting
a new entry procedure touted as a °“modernistic approach to
an antiquated system”. Called the "Radio Pcaliminary Entry*
(RPE) it would allow =masters of vessels ¢to receive
prelininazy entry by radio-telecommunications or other
elecironic transaissions of =manifest dJdata obviating the
physicel boarding of the vessel by Customs otﬁ.c'cu. The
p:ocodu'h allows vessels to enter a port without the
mandatory physical boarding in order to -grant preliainary
entzry. PFormal entry of the vessel must be made within 48
hours of arrival. 1It's but another example of opeaning our

borders without physical inspection and {s fraught .with the.

potfneul of increasing the flood of naccotics and
conterfeit goods into this country.

TARIFF AND TRADE

3y-Pass

NTEU has brought the growing shortage nf Impore
Specialists relative to rcising entzry workload, and the
disasterous policy of °"by-pass® by which Iaport 3Specialists
do not review 60 percent of entries, to the atiention of
this Subcommittee for the past four years. The diménsions
of the problem have now become painfully obvious. Relative
to Hitachi's attempt to acquire design {nformation and
component parts of IBM's latest generation of business
co-’pun:s, Chairman Dingell wrote Chairman Royal last week:
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"As recorded on tape, the FBI undercover agent
asked senior Hitachi engineers how they planned to get
past Customs, what they believed to be stolen I3X
cocaponent parts, which were the size of a pool table.
Anidst laughter, the Hitachi officials stated that U.S.
Customs is no praoblem.®

Just recently, the U.S. Intecnational Trade Commission
.and the Bouse Oversight and Investigations Subcommittee both
released reports on the flood of counterfeit .'products
entering the U.S. mnarket. The ITC said that counterfeit
goods cost U.S. conmpanies $6-8 billion a year and the loss
of 131,000 American jobs. The Bouse Subcommittee said that
the U.8. auto parts {ndustry estimates that it loses $3
billion in. sales each year because of counterfeit products
and that “dangerously substandard parts” for helicoptacs
have been faked. Saild Chairman Dingelli

"Any ‘American who drives a car, flies in an
aircragt or depends upon a wide range of medical
devices, pharmaceuticals, or personal care products is
placed in jeopardy because of substandard and dangerzous
foreign counterfeit products.”

Calling funding for the Customs Service “"woefully
inadequate®, Mr. Dingell sald that “the decline in this
country's international competitiveness is dve, at least in
part, to inadequate policing of our laws against illegal and
unfair trade practices." The Reagan Administration's budget
plan to cut the aumber of Customs employees is “a form of
fraud against the American worker and consumer.” Last year,
the Chairman recommended a $29 million increase above full
cestoration of the cuts.

Shocked into action by Customs' inabllity to deal with
a torrent of fraudulent ({mitations, many companies have

3s



hized their own ianvestigators. Undercover witnesses at the
Dingell hearings told how U.8. electronics technology s
stolen, copied and exported back to this . country. Apple
Computer Iavestigators {ndentified one plant ia Taiwan
capable of producing 3,000 fake Apple computers each
month. When fake Apple computers appeared recently in
philadelphia, the company's agents tipped off Customs and a
large quantity whick had been shipped coucealed as machinery
wvas seized. The U.S. manufactuzer of °Cabbage Patch dolls®
led Customs to the importer of counterfeits which were
unsafe by U.S. standards for flammability. Such efforts are
a meastre of the cost to U.S. industry of dealing with a
problem that Customs lacks the resources to cope with.

Steel fraud {s pervasive. The Chairman of the Steel
Caucus, Senator John Beinz, told the Dingell committee that
there are currently 40 active cases of steel ‘import fraud
under investigations. Describing the lack of physical
facilities at U.8. ports for detecting  fraud, and lax
enforcement resulting in only =minor slaps on the wrist,
Senator Heinz concluded that:

. "Investigations proceed at a snail pace, fines are
inconsequential, convictions race, resources shrinking

and the deterrent nill. Our government has unwittingly .

issued an invitation to ‘fraud without fear'®.

Senator Beinz pointed out that Commerce Secretacy
Baldzidge had stated that aggressive enforcement of our
trade laws could limit steel imports to 13 percent of the
U.S. sarket. Customs' resources ace inadequate to thc'u_sk,

ands

4 *Custons has compounded the problea by p:opolinq a
program to drastically ceduce the nanpower levels of
Import Specialists at the same time it has proclaimed
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izport fraud as an area of reneved emphasis. Import
Speclalists are essential to fraud detection and they
need additional support, not 1lip service. And they
certainly do not need cutbacks.'

This view was echoed by the Dingell committee which
said:

*When faced vwith the problem of unfair trade
practices which result {n a substantial loss of revenue
tq the govunune.' the agency has apparently chosen to
ceduce entry document scrutiny rather than increase
pecsonnel.”

The Dingell committac also faulted mis-utilization of
Iaport Specialists vhich led to loss of expertise. .

Certain ports, notadbly Chicago, bhave adopted a
system of cotating the Import Specialists' commodity
assignments, thus reducing vhatever expertise may
renain.....In one port with a very lazge textile and
apparel fraud problem, the number of Dmport Specialists
has been reduced to three. In addition, one was given
the 'uugmnnt of monitoring apparel imports for most
of the world after orly one week's training. In
another port which handles a large volume of steel, an
Import Specialist with only a fev months of experience
and virtually no expertise in steel was given that
commodity- 1ine.....Part of this system is the ‘'by-pass'
program, under which the entry documents are not
revieved at all. There s great pressure on district
dizectors to {increase the number of entries on
‘hy-pass'. “"BSy-pass' guidelines are bduilt into the
perforsance evaluation cequirements for mport
Specialists {n some ports. Zven wvhere they are not,
the ‘'by-pass' goals often exceed 70 percent of all
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entries of non-restricted nzchuﬁdiu. T =me, this

would appear to be a license to steal.”

We Dbelieve that Mz, Dingell is dead right. Customs
management seens deterained to destroy the priccless
expertise of the small corps of Inport Specialists who are
the nation's principal defence in these difficult times. By
falling to £ill Iaport Specialist vacancies, cutting off
Import Specialists from the trade community by ceatralizing
ther at only a fewv ports, downgrading their role- through
by-pass systeas, and introducing "import generalists® and
'indust"ty import specialists®, Custons is gradually
destroying the talent and expertise upon which the nation
must depend to deter and prevent commercial fraud.

Centralization of Entry Processing

Import Specialists _ail the technical and commodity
experts who are the backbone of the Customs' trade
operations. Import Specialists rceview entry summaries,
ensure proper classification of merchandise {n accordance
with the Tariff Schedules, ensure that shipaments are valued

properly, scrutinize importations of sensitive commodities a

to enforce applicable quota or anti-dumping and counter-
vailing duty requizements, make deterzinations that products
are admissable under U.S. lawv, and enforce the requirements
of nmany other agencies, such as the Agriculture Department
and Pood and Drug Adainistration, to ensure that imports are
safe for consumption.

Import Specialists ensure that dJduties are correctly
calculated and timely deposited with the Treasury. They are
responsible . for collecting over 810 billion {a annual
cevenue., It i3 well recognized by Customs that the more
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Iaport Specialists there are assigned, the greater the
cevenue collection will be.

Import Specialists are in daily contact with the
business. communities they serve. They hold office
conferences with manufacturers and {mporters to explaia U.S.
trade laws and apply thier intimate Kknowledge of’ legal
precadents and rulings to complicated questions relating to
proposed importations. They make over 8,000 visits.a year
to the premises of importers to view product samplas, verify
fnvoices, inspect product markings, and explain Customs
tequirements. These contacts with the business community
are an invaluable contribution to the economic health of the
cegion they serve. Noreover, they benefit Customs by
assuring fewer errors in entry documents and fewver c’ango
liquidations (a “"change liquidation® of an entzy zeguires an
upward or downward adjustment of the duty deposited when the
entry docunents wvere presented).

It goes without saying that the presence of one or more
Import Specialists at a port of eantry is of {nestimable
value to the business community, serves as a stimulus to
foreign trade, and may even cause Importers, brokers,

distributors and warehouses to locate in the vicinity. The ..

closure of Import Specialist offices would constitute a
visible downgzading of the statuze of the community as a
port of entry, and raise justifiable fear of the loss of
business to other regions. Por example, in arguing against
the transfer of two IDmport Specialists from Milwaukee, the
port director told Customs:

"If we don't have a full customs service here we are
+ deeply concerned that they (importers) might go ¢to
Chicago." .
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A city official stated that many industries located in
Milvaukee because of the port, and:

"1 you're saving pesnuts by moving these people down
tho:_o {Chicago) I can't see the reason for {t. This
could be very, very devastating to us.”

An official of General Rlectric Company added that GR needed
Import Specialists in Milwvaukee because of the complex
nature of the product line imported by the company.

*Pace-to-face contact, undecstanding and education is
critical to our business,*

he told Customs. GE estimated that elimination of the
Import Specialists would cost the company. $200,.000 a year in
addltional broker fees, duties, communications, personnel
and training.

We believe that 1loss of service to the business
community i{s the paramount reason why the Subcommittee
should reject Customs' plan to close .down full-service entry
processing offices at aany locations. Custons has not taken
adequately {nto consideration the effect upon the econoaic
health of these communities, nor has it provided the
economic. impact statement requized by executive order.

There are geveral other cogent reasons why central-
{zation of entry processing is & bad idea. We would like to
briefly touch on the most important of these. ’

rirst, Import Specialists' physical presence at ports
is ‘nun,tinl to ensuring that correct data is submitted on
entries. One of the most important services of the Import
Specialist is pre-acceptance rceview of entry dJdocuments.
During these revievs, numerous errors ace corrected that
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increase the number of “no change" liquidations and result
in the collection of $353 million a year in added revenue ==
acre than the cost of the entire Import Specilalist work
force,

A Ciuto-a survey of rejected entries conducted in
May 1980 found that 16 percent of all entries reviewed by
Inport Specialists were rejected due to errors. . Classif-
{cation and valuation errors are the most auserous, and $49
entries of quota metchandise vere erroneously preseinted as
not subject to quota. In commenting on this last finding,
the direstor of Custons' Office of Trade Operations stated:

"The wunlawful entzy of 549 shipments of quota
merchandise would have had aatutroﬂ:lc repercussions.”

AS a result of pre-entry review of documents by Iaport
Specialists, Customs saves large sums of money by not having
to process change liquidation. Each change liquidation
costs Customs approximately 320 to make. At preseant, about
70 percent of total entries are liquidated with no change.
If pre-eatry review is no longer performed for many
importers and brokers because of the relocation of Iaport
Specialists, the number of change entries i{s bound to rise
sigaificantly. A total of 7 million formal entries are:
uﬁtcium by Customs ian rY 1986. If just 10 percent fewer
entries ware liquidated with no change, the additional
change liquidations would cost Customs $14 =nillion to
process. This is equal to the entire amount of the budgetary
savings claised for the centralization plan.

Second, one of the =most important functions of Import
Specialists is to make on-the-spot deterainations of
admissability. Under normal procedures, most imported goods

.can be released upon inspection by a Customs Inspector.

Sowever, there i{s a wide range of products for which
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immediate delivery cannot be allowed because of possible
danger to the public health and safety, or economic loss, if
the goods enter the stream of commerce. Such goods arae
quota-class nerchandise, mnmanufactures tht mnmight infriage
upon U.S. patents or copyrights, medicines and chemicals
that rcequire proper marking, foodstuffs that require
Agriculture or PDA certifications to protect consunmers,
importations that might be {n violation of endangered
species lawva, and shipments that require a country-of-origin
determination before entry can oe permitted. The .presence
of Import Specialists at the port, where they can physically
inspect shipments and take samples for laboratcry testing if
required, s essential for proper admissability detecmin-
ations., This function cannot be delegated to Inspectors
because technical knowledge of commodities, and of
applicable Customs rulings and 1legal precedents, is
cequized.

Third, Import Specialists' personal knowledge of the
importer and broker community, together with their ability
to verify invoices by visiting premises to inspect purchase
orders, vouchers, and records of payment, are important for
the detsction of commercial fraud and effective enforcenment
of our trade laws. Most commercial fraud cases start with a
refarral from an Import Specialist. This may trigger a
follow-up cegulatory audit or investigation by other
components of Customs. These activities are uniquely
dependent on the crucial role the Import Specialist plays in
fraud detection through document verification and ability to
note when something “isn't right®" about an {aportation. It
Inport Specialists are moved hundreds of ailes avay from the
importing community at a port, trade lav enforcemeat ls
bound to suffer and instances of undetected conmzercial fraud
will asultiply to the detriment of Amercian workers and
American industry.
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Fourth, raelocation of Ianport Specialists would break up
the Inport Specialist-Inspector team that {s vital to the
smooth operation of our ports of entry. The range of
commodities that an Inspector must examine {s toco great to
permit him the expertise naeeded for a proper inspection and
detarxination of admissability. Consequently, the Inspector
depends upon the ‘Import Specialist to provide him with
expert !niomation, and the Import Specialist may often join
In the inspection. Such teamwork is the Ddedrock of the
entite system. It has, for example, prevented botulism=-
contaminated foodstuffs from entering the stream of
commerce. By removing the Import Specialist from close
contact with Inspectors, there is a greater likelihood of a
shipment being released Dbefors {ts admissability (s
discovered. Import Splcialists can best perform their
duties on the line == close to the trade community and the
Inspectors -— and not at some location far removed from the
ports of entry.

Pifth, Customs experimented with a similar system of
centralized entry processing several years ago. Under this
systen, Iaport Specialists at different ports were assigned
commodities for which they would have responsibility for
classification and appraisement. Merchandise {mported at
one port night have (ts entry processed at another port.
This experiment proved a complete fallure. Not only did it
take longer to process the entry, but it became virtually
impossible to contact the Import Specialist who was actually
cesponsible for —reviewing it. As one Customs Broker
recalled the experiaence:

*This method proved to be very costly and cumbersome to
the U.S. Custons Service; therefore, this plan or
progras was discontinued. Alzost Iimmediately, thece
was a remarkable improvement in the appraisement of
1ecrchandise..”
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‘ia believe Customs is now heading {n the direction of
repeating this unfortuante failure.

Customs asserts that its olan will achieve budgetary
savings through reduced overhead, and facilitate automation
by peramitting larger numbers of entries to be processed at
one central location. But automation will be of 1little
benefit to Customs Lf much of the broker data submitted is
incorrect. It is the presence of the Import Specialist (n
the trade community that permits a relatively bhigh
percentage of correct entries. The {increase in the number
of cbad@o liquidations cesulting from centralization voul&
alone wipe out the purported budgetary 'savlngs of $1l0
aillion. Moreover, Customs  has falled to adequately
consider the substantial economic {mpact on the communities
that would 1lose Import Specialists, and the inpact on
industry of a reduced capability to detect commercial fraud.

We therefore call upon the Subcommittee to insist that
Customs cease at once all current and planned relocations of
Import Specialists, to 1lift the hiring freaze on Import
Specialists {n districts where such a freeze exists, and to
promptly £ill vacant Import Speclalist positions at ports
where such positons are authorized. 1In its authorization
bill, the Subcommittee should require Customs not to
{mplement any plan for the «centralization of entry
processing locations. )

Autcmated Broker Interfacs

The automated broker {nterface (ABI) allows Customs
hou;c/-b:okc:s, cepresenting importers, to electronically
ccansmit data to Customs. The system is in use, or planned
for use, at New Orleans, Suffalo, Houston, Philadelphia, and
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3altimore, with plans for expansion nationwide. Import
Specialists have always strongly suppotted sensible
automaticn efforts in the past, but {n view of Servicawide
ty -pass requirements and continued high rates of broker
arrors on entry documents, most of which faver the iaporter,
they fear that this new system will not provide adequate
scope * or judgement in processing entry documents. The
result would be inadequate control over quota and restricted
merchandise, loss of revenue, and reduced accuracy of trade
statistics,

To' f{llustrate, if a broker doesn't enter the right
tariff classification, and the merchandise s of a type that
requires sampling to determine admissability, samples wvon't
be take® and the product will enter. On by-pass, the Iamport
Specialist might not even see the entry. In this way, the
system loses control. ’ '

Candy can be classified into 20 different categories
under the tariff schedules, ranging from 0-17.5 peccent
duty. If the broker's clerk makes an error, and a Custonms
aide reviews the entry under by-pass, the scope for aerror is
obvious. In the past, scissors have been invoiced as hand
tools. Sugar has been invoiced as cookies; the entry for
cookies is by-passed, but sugar is under quota.

Customs management objects to pre-entry review by
Import Speclalists of brokers' documentation. But this
practice gives the Import Specialist the ability to correct
errors in classification and value, and ensure accurate
tzade statistics are reported to the Census Bureau.

There have been many studies and tests by Customs which
bave documented various broker error cates, normally
averaging about 30 percent. Nevertheless, Customs does not
seen to have developed ABI with quality control {in mind.
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The problem {s compounded by the by-pass systeam. The
Dingell «committee drew attention to this problem by
recounting a test made by Customs last year.

“Last spring, an experiment with 100 percant
by-pass was carried out in the Chicago district. For

30 days, all entries of non-restricted merchandise were

accepted as submitted. The Import Specialists then had

30 days to review these entries. Under the prassure of

a doubled workload, the error rate uncovered was 21

percent. Even more {important, Customs brokers and

laége {mporters had been officially notified of the
test, thus skewing the cresults toward fewer srrors.

Moreover, 35 percent of all entries were on by-pass,

and these wvere excluded from the test. The government

collected §1,500,000 in duties that would have been
lost under 100 percent by-pass.” '

The solution to these difficulties lies In 1) ensuring
an adequate number of Import Speclialists, 2) upgrading their
tole and malntaining their expertise, 13) distributing then
more widely among the business community rather thun
centralizing them i{n fewer locations, 4) reducing the
by ~pass rate to an acceptable level, S) ensuring that Import
Specialists review all entries to determine whether by-pass
should be made, §6) allocation of sufficient Ilaport
Specialist staff-years for pre-entry rzeview and adequate
quality assurance, and 7) consulting with Iaport Specialists
before planning further development of the Automated
Commercial System {which includes ABI) so their collective
expeztise can be brought to bear in shaping this new system.
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Adeguacy of Mumber of laport Scecialists

NTEU has ccmpleted three studies of the adequacy of the
number of Iaport Specialists to process the growing entry
workload and to deter commercial fraud. The first analysis
{3 presented in Table S, It shows that while the number of
merchandise entries will more than double from three million
to saven million between 1975 and 1986, the number of Import
Specialists will decrease from 1,262 to 1,023 at present
funding levels. Assuming an average annual rate of: produc-
tiviey growth of 4.3 percent per year, the number of entzies
each Iﬁpo:t Specialist would be capable of processing in
1986 would be 4,000 entriaes. Dividing this into the entry
workload yields 1,762 Import Specialists rcequired as a
ainimum adequate staff, which is 740 positions above the
present level.

At the request of the Bouse Energy and Commerce
Committee, NTEU last year developed estimates of t'ha number
of Import Specialists, <Customs Inspectors, and Special
Agents required for adequate enforcement and deterrence of
commercial fraud at three different enforcement levels. For
20 percent by=-pass, 1,400 Import Specialists would De
required, or 358 above the current level. For details sae
our FY 1985 testizony.

A further study prasented in Tables 7-12 appended to
our testizony shows that 260 additional Import Specialists
would permit processing of 975,000 additional entries,
cteducing the by -pass rate from 60 to 45 percent tad yielding
$1 billion 1in additional revenue. This assumes that
zarginal revenue is $1,200 per entry compared to an historic
average of $2,000 per entry, and that the Dmport Speclalists
az; part of a total package of 1,200 additional cargo
processing personnel.
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NTEU believes that Congress should establish as a goal
an additicnal 500 Iaport Scecialists, to be attained over a
three-year sericd. Last year, 150 additicnal Iaport
Specialist were authorized, btut funds were not appropriated.
We again strongly urge the Subcommittee, in the face of the
massive trade law enforcement problems facing the nation, to
allow an additional 150 Import Specialists above the current
lavel for Piscal Year 1986.

TACTICAL INTERDICTION

The dedicated men and women of the Customs Patrol are
responsible for the interdiction of narcotics and contraband
entering the United States by air and sea or across our land
borders. Patrol functions tnglude air and marine
{ntercepticns, covert operations, pacticipation with
contraband enforcement teans in cargo enforcament
operations, participation in Exodus and commercial fraud
task forces, and use of mobile strike teams to cespond to
snmuggling activities.

Special action units of the Customs Patrol are designed
to ferret out activities which evade normal Customs
processing. Thesa special action units possess unique know=-
ledge of cargo movement and documentation, vessel search and
surveillance procedures, snuggling and other criminal
techniques, and ability to operate from aircraft, ship, and
surface vehicles. They work hand in glove with other
elements of Cuatoms, spanning the gap between {inspections
and investigations.

As ve have previously stressed, Customs Patrol Officers
at land ports of entry are specially trained to support the
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Customs aission. The Administration's proposal to transfer
155 of these positions to INS would gravely weaxen
narcotics, =xodus, and commercial fraud enforcement efforts.
These specialized resources should be lef:t withia Custonms,
and we stronqgly urge the Subcommittee to bar their transfer.

In testifying before the Select Committee on Narcotics
Abuse and Control on the seriocus threat of naccotics
smuggling by ship, the Commiss{oner of Customs stated, "The
threat we face in the marine area is again tremendaus, it's
one pagticular area where we are going to try and beef-up
our resources.”

This year's budget provides some nodest resources for
the Marine Patrol, to {include an experimental sea module.
The task is huge and Customs' present fleet is antiquated,
but the start (s welcome.

This Customs Air Patrol must continue to be strongly
supported, and we commend the Subcommittae for its efforts
in developing a second Customs air module as well as
procurement of aircraft, cradar, and other assets from the
Department of CDsfense.

We have earlier described the vast dimensions of the
commercial fraud threat to this country. Countering this
threat will require strengthened enforcement of Customs
patrol at air, land, and sea ports of entry. We need
stronger patrol of our docks' and harbors, and better survell-
lance of bonded warehouses and foreign trade =zones. The
0i ngell Subcomaittee has stated:

*That serious ©probleas existed with Dbonded
warehouses should be no surprise. lax enforcement i{n
previous years had led to several scandals {avolving
goods disappearing from bonded warehouses."

-
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"Custons officials experience even more problems
with foreign trade zone warehouses. These are intended
to house aerchandise £for re-export. It is Customs'
solicy not to inspect the goods as they enter or leave
the =zcnes. In one part of the country, counterfeit
jeans were being sold in foreign trade zones. Shirts
reportedly scheduled for trans-shipment to South
America were on their way to New Jersey when
discovered. Perfume was nagically tranaformed into
baby shampoo and sand {n, another warehouse. .Stories
abound of containers full of goods onte:inq'. foreign
trade zones and exiting empty or filled with other
goods. Falsification of paperwork aprpears to be a
sinple natter.”

Customs will not get a handle on this problem without
more special enforcment operations, strengthened contraband
enforcement teams, and invastigations i{n which Custons
Patrol Officers participate. We believe there should be a
long~-range plan for strengthening this arm of the Sarvice,
and we ask the Subcommittee tc approve SO0 additional
positions {n Fiscal ‘vYear 1986. The funds for these
positions are contained in the alternative budget we have

prasented.

SOUMM\RY OF NTEU 'S RECOMMENDATIONS

NTEU cecozmmendss

Approval of $716,192,000 and 14,068 average positions
for Custoas for PY 1988, This is an increase of $77
aillion and 1,527 average positions above the
Administration's budget request. The lncrease includes
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$46.6 million and 877 average positions to restore cuts
made by the Administration and maintain current
operating levels. t also includes an additional $130.4
million and 650 average positions for 400 Inspectors,
150 Import Specialists, 50 Customs Patrol Officers, and
sa épccial Agents to strengthen Customs enforcesment.

Congress should set as & goal achievement -of the
following incresses in Customs over the next three
years:

a. 1,500 Inspectors as follows:

(1) 350 positions for airports (based on the Alr
Tranaport Assoclation's recommendation of 236,
plus 114 additional positions for passenger and
cargo growth, staffing of new gateways, and
assumption of INS primary inspections);

(2) 300 positions for land border ports (based
upon Custons' study that 286 ©positions ace
required for assumption of INS primacy
inspections);

(3) 450 positions for commercial fraud
enforcement based upon NTEU's study of the number
required to raise the Inspection rate for
containerized shipments to 3.5 percent))

(4) 100 positions for export control (based upon:

the minimum required number Af Inspectors for the
Exodus prograsa);
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(s) 300 positions for I{nspection of wazehouses
and foreign trade =zones (based upon nuaber of
gositions in former Customs warehouse program).

b. S00 Import Specialists (based upon NTEU's studies).

c. 200 Customs PRatrol Officers (for narcotics and
commercial fraud enforcement).

d. 100 Special Agents (primarily for commercial fraud
enforcement) .

As the nation's principal border =management agency,
Custons should be assigned primacy inspection
responsibility at all ports of entry. The plan ¢to
consolidate primary inspections within Customs at air
and sea ports should be approved and iaplemented, but
the plan to transfer primary inspection responsibility
and Customs HRatrol positions at land ports to INS
should be —rejected. Custoas should be assig-ad
tesponsibility for primary lnspection at land ports of
entry, thereby freeing cesources for the Border 2atrol,
which could connentrate on its nission of apprehending
i{llegal aliens betwveen ports of entry.
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The Subcommittee should initiate a full inquiry 1into
the ACCEPT program, and not auythorize Customs to
prcceed with this program except in accordance with an
approved plan, including phasing in of additional
inspectional cresources, to deter and minimize narcotics
smuggling and commercial fraud.

-

The Customs warehouse program should be re-~instituted,
an§ there should be a greater Customs presence {n
forelgn trade zones, as a deterrent to commercial
fraud.

The Subcommittee should direct that Customs immediately
establish criteria, and allocate sufficient Import
Speacialists, to ensure no more than 45 perceat by-pass
of merchandise entries in PY 1986. Import Specialists
should review most entries to determine whether by-pass
is appropriate. If the number of Iaport Specialists is
{nsufficient to achieve this goal, Customs should so
notify the Subcormittee so that it wmay =make an
appropriate recommendation in Congressional
consideration of Treasury's supplemental appropriation
cequest for rY 1986. Customs should be required to
evaluate the results of 45 percent by-pass, lacluding
ispact on revence and commercial fraud prevention, in
order to permit Congress to deteraine whether this cate
should be adjusted.

The Subcommittee should direct Customs to upgrade and
strengthen the Import Specialist's role as the backbone
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of commercial operations, including measures to enhance
profassinal development and improve aexgertise in the
various comzodity lines.

The Subcommittee should permanently bar the
centralization of Customs' appraisement locations, and
require Customs to give six-months notice of any
planned port or office closuras.

The Subconmittee should mandate allocation of a
sufficient nunber of Import Specialists for pre-entry
review of brokers' documentation, in order to miniaize
broker arrors; provide for review and correction of
data entered under the automated broker {nterface
program; and consult with Import Specialists to design
a quality assurance progranm for the Automated
Commercial System (which includes ABI) to maintain the
integrity of classification and valuation requirements,
tarifs and quota controls, data required for
anti-dumping and countervailing duty determiuations,
and accuracy of foreign trade statistics.

Customs fatrol should be strengthened by a ainimum of
$0 positions at all ports of entry, proposed
‘augmentation for the air support program should be
provided, and the amount requested ian the budget for
integrated data telecommunications network and
upgrading of TECS should he approved.
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In view of the grave drug threat of the past decade,
and the rise of international terzorism as well as
greater law aenforcement cooperation in the appreshension
of criminals, the Subcommjittee should recommend to the
Congress and to the Committee on Ryst Office and Civil
Service that Customs Inspectors be eligible for special
early retizement as law enforcement officers.

The Subcommittee should recommend' to the Congress that
the uniform allowance of uniformed employees of the
Customs Service be established at any amount up to $428%
annually.

The Subcozmittee shcould bar the expenditure of funds
for implamentation by Customs of =radio prelizminary
entry of vessels, {n vievw of the drug and commeccial
fraud thzaats and potantial for abuse.

Mr. Chairman, this concludes our testimony. My staft
and I will be happy to answer any questions.
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COMYEAC (AL FRAUD THAEAT TO TIE UNLTED STATES, FY 1986

ESTIMATID ESTIMATRY

ANMUAL YALUR REVEMR 108
Goods lmported but Unreported 423 Milton
Counterfeit Goods 412 Billion
St T
1. Steel $400 ¥illlon
2. Textiles ) $300 Millgon
3.  Other $500 Rilliod
Grend Total $35.6 Btllton $3.0 Billton!

1. The average rate of duty on dutiable Llmporte 1s 833. AY"P“' this vate to $38.6 billion ylelde & consetvative
nu-:n of the vevenus loss, as flnes, penslties snd forfeitures, in additlioa to duties, would be Involved In
actusl canes,
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TANE 2

ILLICIT DRUC THREAT TO THE UNITED STAYTXS
SUPPLY (Matrfic Tons)

- 1978 1979 1980 pLi]} 1002 j}.1}]
neR0IN 3748 3.4-40.0 3.6-4.3 .00 .0
cocALeE 19-25 25-31 1040 T} 43-54

MARTJUAKA 6,800-11,900  10,000-13,600 198,200-15,000 9,600-1),900 12,000-15,000
TOTAL ABTAIL VYALUR (BLllifoms of
1980 Dcllary)
36-704 70-90 3 s

ADOVAL (Queutity sefzed (n metric tons)

HEROIN .3 .19 .23 .18 .27 (21 of supply)
Cocalme 1.4 3.4 3.3 2.0 5.64 (121 of supply)
MARTJUANA 191 (24} (21} ” 1336 (101 of supply)

sources MNarcotics Intelligence Ratimates
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TABLE 3
U.8. CUSTOMS SERYICEZ FY 36 BUOGET REQUEST AND NTEU RECOMMENDATION

ADO-ON REQUIRLD R aTTY my
FOR AESTORAYIOM BASELINE FOR BECOMCENTATION ALCOMHENDED
FY 86 BUDGET REQUNST TO FY 33 LEVIL TY 86 APPROPRIATIONS AUTUORTZATION
(000) Avg. - (000) Avg. (000) Avg. 1000) Avg. (000) Avg.
Amounp  Positions Amouat Positions Amoun Posjtlons  Amount Positfons Amount Posjtione
lnspection and
Controt 293,303 6,225 +19,20% 4351 32,810 8,576 #17,480 +40¢ 334,990 6.97¢
Toclff snd Trade 142,170 3,088 420,070 [13}4 167,000 3,522 47,965 4150 173,403 3,672
Teculcal
Interdiction 101,547 1,806 "n,2n +ho 105,203 1,066 42,110 +30 107,88) 1,916
lavestigations .00 1,403 $),1)9 [3}] 95,019 1,454 2 1) 97,914 1304
SUB-TOTAL 639,102 12,30 446,640 1134 45,702 13,018 430,450 +430 116,192 14,068
Operation §
Maintenance, Alr
Interdlction
Program 60,413 -0- -0- 60,429 -0- -0- -8 60,423

TOTAL 699,527 12,91 446,600 (1134 146,167 13,418 #30,450 +630 776,617 16,048

8.2



2719

TABLE ¢

U.8. CUSYTOMS SERVICE
Average Positions
b{ Category
ry

972 - 1986
r}_:_:_:_x Inspectors lmnfgﬁln . gﬁfg}u Agents 5“653..
1972 R RY 1,02 {11 1] 11,116
1973 3,472 1,304 736 986 11,1712
1974 3,693 1,208 m 532 11,878
1978 3,803 1,262 1,182 s82 13,076
1976 3,873 1,256 1,191 - 614 13,380
1977 3,943 - 1,204 1,368 603 13,228
1978 4,077 1,207 1,251 600 13,854
1979 4174 1,236 1,211 (23] 14,062
1980 4,168 1,219 1,231 60¢ 13,820
1981 4,379 1,168 1,332 597 13,316
1982 3,987 1,081 12,924
1983 4,122 1,027 1,134 701 12,898
1984 4,289 1,042 1,246 932 13,319
1988 4,372 1,023 1,246 1,009 13,418

1986 (ADMIN) 4,166 766 1,246 1,009 12,831
1986 (NTEU) 4,772 1,173 1,296 1,089 14,068

Source: U.S. Customs Service Budgets
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U.8. CUSTOMS SERVILR .
Formal Entries of Nerchandise and Bumber of laport Speclaliste
Fiscal Years 1972-1986

Nusber of Busber of Workload Entries Productivity

3;;: : .n zorul l:;;ln , Por I:Yot: c::{;::‘m;! Rar mrc Requited la'du of
1902 1. 2,066 2,443 .am

17 1,304 3,00

1924 1,208 3,206 2,650 1956-1974 2,650 1,200
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Senator DANPORTH. Thank you, sir. Mr. Mulloney.

STATEMENT OF PETER B. MULLONEY, CHAIRMAN, COMMITTEE
ON INTERNATIONAL TRADE OF THE AMERICAN IRON AND
STEEL INSTITUTE, WASHINGTON, DC

Mr. MuLioNey. Thank you, Mr. Chairman. My name is Peter
Mulloney. The witness list promoted me somewhat. I am chairman
of the Committee on International Trade of the American Iron and
Steel Institute. I am also vice president and assistant to the chair-
man of the United States Steel Corp.

My comments today are made on behalf of the American Iron
and Steel Institute and its domestic member companies. The AISI
has, at the invitation of the U.S. Customs Service, during the last
decade participated in national training seminars for import spe-
cialists, laboratory personnel, and dockside inspectors, who process
steel imports. This participation by AISI personnel and technical
products experts from our member companies has had as its pur-
pose improving the Customs Service employees’ ability to properly
classify imported steel products.

Re(‘:wsts by the Customs Service for technical training of this
type have substantially increased in the last few years, and the
AISI and its member companies have been pl to cooperate.
The AISI and its member com&a:ies have also been involved in
other endeavors to assist the toms Service in performing its
functions. For example, during the last year, AISI member compa- -
nies which have had plant closings, many caused by imports I
might add, have offered excess metallographic equipment to the
Customs Service Laboratory System.

In addition, the AISI is in the process of establishing a customs
fraud alert network which will provide Customs fraud leads to the
Customs Service’s Steel Tripwire Program officials. We are particu-
larly concerned that the Customs Service is becoming increasingly
incapable of performing its functions with regard to steel imports
despite a highly motivated and exceptional work force. ile on
the one hand, the number of inspectors, import specialists, and lab-
oratory personnel has declined sharply over the last few years,
steel imports have increased substantially.

Moreover, because of the increased number of unfair trade cases
and subsequent antidumping and countervailing duty findings and
other acticns taken under U.S. trade laws, the workload of the Cus-
toms Service has increased substantially. In its %roposed fiscal year
1986 budget, the Customs Service has stated that it would elimi-
nate 206 inspectors, 244 import ;l)ecialists, 50 lab technicians, and
19 agents. These employees are all frontline personnel who inspect
and classify imports and build evidence against potentially fraudu-
lent imports. We believe that these are precisely the areas that the
Customs Service needs to beef up.

We fully support the Custom Service’s Automation Program.
Port shopping, for example, would be greatly reduced as a problem.
If a fraudulent importer knew that a scheme, once detected at one
port, could not be attempted at another port because the computer
would have notified all ports of entry of the scheme and the name
of the importer. Unfortunately, these computer systems are either
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still on the drawing boards, are incomplete, or have not reached
their potential, and many of the dedicated and highly trained Cus-
{oms employees are gone.

Further, we take strong issue with the Customs Service on the
question of staffing reductions, that is, more computers and fewer
people. It takes an import specialist to process a steel entry—not a
computer. Computers are a tool, not a substitute for skilled people.
That Customs fraud is a serious problem impacting on the U.S.
steel market, evident by the Customs Service’s establishment of the
Steel Tripwire Program in 1984 and the now increasing list of
major trading companies and steel producers which have been suc-
cessfully prosecuted.

We understand that the Customs Service’s Steel Tripwire Pro-
gram has 75 significant customs fraud cases in process today. In
hearings held last year by Congressman Dingell’'s Oversight Sub-
committee, it was estimated by Customs import specialists who tes-
tified that 30 to 50 percent of all entry documents are in error in
some way. While not all of these involve customs fraud, it is clear
that attempts at evasion of U.S. duty, including fraud, are included
in some substantial percentage of these errors.

The import specialists testified that nearly all of the errors were
in the importers’ favor. The shortage of key Customs Service em-
ployees—import specialists, dockside inspectors, and laboratory per-
sonnel—has resulted in the Customs Service becoming unable to
properly process import documents on a timely basis. The effective
enforcement of U.S. trade laws becomes completely impossible as
document processing lags by months the release of goods into U.S. .
commerce. If the staff problems already evidenced in the Customs
Service continue, in the long run—and the long run is almost
here—the Customs Service will become unable to enforce findings
made under U.S. trade laws. The President’s Steel Program involv-
{?ngl)‘ilateral arrangements is currently being established by the

This program requires full and timely monitoring of imports by
country of origin and by precise product identification. It is hard to
imagine that this process can be successful if the Customs Service
is unable to monitor imports in a prompt and accurate manner.

One final direct comment, Mr. Chairman. We believe that the
Congress should increase substantially the U.S Customs Service's
budget for fiscal year 1986 in order that the trend of the last few
years is reversed. Specifically, we believe that the Customs Service
budget should include sufficient funds to fill the reported 500 va-
cancies which it had prior to the passage of the Trade and Tariff
Act of 1984.

In addition, import-sensitive product lines such as steel should
have substantially more manpower attached to them in order that
the Customs Service will be able to give more time to these critical
imports. Thank you very much, Mr. Chairman.

Senator Danroi.TH. Thank you, sir. Mr. Pendleton?

(Mr. Mulloney’s prepared statement follows:]
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StaTEMENT OF PrTER B. MULLONEY, CHAIRMAN, COMMITTEE ON INTERNATIONAL
TRADE OF THE AMERICAN IRON AND StEL INSTITUTE

My name is Peter Black Mulloney. I am Chairman of the Committee on Interna-
tional Trade of the American Iron and Steel Institute. I am also Vice President and
Assistant to the Chairman of U.S. Steel Corporation. My comments today are made
on behalf of the American Iron and Steel Institute and its domestic member compa-
nies.

The American Iron and Steel Institute has, at the invitation of the U.S. Customs
Service, during the last decade farhcn ted in national training seminars for import
's&ecialiata, laboratory personnel and dockside inspectors, who procees steel imports.

is participation by AISI personnel and technical products ex from our
member companies has had as its purpose im) ing the Customs Service employ-
ees’ ability to properly classify imported steel products. Requests by the Customs
Service for technical training of this type have substantially increased in the last
few years and the AISI and its member companies have been pleased to participate
in these seminars.

The AISI and its member companies have also been involved in other endeavors
to assist the Customs Service in performing its functions. For example, during the
last year, AISI member companies which have had plant closings have offered

. excess metallographic equipment to the Customs Service laboratory system. In addi-

tion, the AISI is in the process of establishing a customs fraud alert network which
wf:lfl.l .gi-:vide customs fraud leads to the Customs Service's Steel Tripwire Program
officials.

We are particularly concerned that the Customs Service is becoming increasing}y
incapable of performing its functions with regard to steel imports despite a highly
motivated and exceptional workforce. While on the one hand, the number of i -
tors, impert specialists and laboratory personnel has declined sharply over the
few years, steel imports have inc substantially. Moreover, because of the in-
creased number of unfair trade cases and subsequent antidumping and countervail-
ing duty findings and other actions taken under U.S. trade laws, the work load of
the Customs Service has increased substantially.

In its prztzﬁosed FY 1986 budget, the Customs Service has stated that it would
eliminate inspectors, 244 import specialists, 50 laboratory technicians and 19
agents. These employees are all front line personnel who inspect and classify im-
ports and build evidence against potentially fraudulent imports. We beliave that
these are precisely the areas that the Customs Service needs to “beef up.”

We fully support the Customs Service’s automation program. Port shopping, for
example, would be greatly reduced as a problem if a fraudulent importer knew that
a scheme—once detected at one port—could not be attempted at another port be-
cause the computer would have “notified” all ports of entry of the scheme and the
name of the importer. Unfortunately, these computer systems are either still on the
drawing boards, are incomplete or have not reached their potential, and many of
the dedicated and highly trained Customs employees are gone.

Further, we take strong issue with the Customs Service on the question of staffing
reductions, i.e. more computers and fewer people. It takes an import specialist to
phrpcessued a stleel entry—not a computer. Computers are a tool, not a substitute for
8 people.

That customs fraud is a serious problem impacting on the U.S. steel market is
evident by the Customs Service’s etablishment of the Steel Tripwire Program in
1984 and the now increasing list of major trading companies and steel producers
which have been successfully prosecuted. We understand that the Customs Service’s
Steel Tripwire P has 76 significant customs fraud cases in procees.

In hearings held last year by Congressman Dingell’s Oversight Subcommittee, it
was estimated by Customs import specialists who testified that 30 to 50 percent of
all entry documents are in error in some way. While not'all of these involve cus-
toms fraud, it is clear that attempts at evasion of U.S. duty—including fraud—are
included in some substantial percentage of these errors. The import specialists testi-
fied that nearly all of the errors were in the importers’ favor.

The shortage of key Customs Service employees—import specialists, dockside in-
spectors and laboratory personnel—has resulted in the Customs Service becoming
unable to properly process import documents on a timely basis. The effective en-
forcement of U.S. trade laws becomes completely impossible as document processinf
lags by months the release of goods into U.S. commerce. If the staff problems al-
ready evidenced in the Customs Service continue, in the long run—and the long run
is almost here—the Customs Service will become unable to enforce findings made
under U.S. trade laws.
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The President’s Steel Program involving bilateral Arrangements is currently_
being established by the USTR. This program requires full and timely monitoring of
imports by country of origin and by precise product identification. It is hard to
imagine that this process can be successful if the Customs Service is unable to moni-
tor imports in a prompt and accurate manner.

It is our understanding that the U.S. Customs Service presently examines less
than 2 percent of all g which enter the U.S. We believe that such a figure in no
way is sufficient to deter customs fraud. In addition, we understand that no U.S.
port of entry routinely checks the weight of steel imports. We hope that the Con-
gress will ensure that the Customs Service hires sufficient numbers of inspectors to
enable it to carry out its important responsibflities.

We believe that the Congress should increase substantially the U.S. Customs Serv-
ice's budget for fiscal year 1986 in order that the trend of the last few years is re-
versed. Specifically, we believe that the Customs Service budget should include suffi-
cient funds to fill the reported 500 vacancies which it had prior to the passage of the
Trade and Tariff Act of 1984. In addition, import-sensitive groduct lines such as
stzsl should have substantially more manpower attached to them in order that the
Customs Service will be able to give more time to these critical imports.

Thank you very much for your attention. I will now answer any questions that
you might have.

STATEMENT OF WILLIAM J. PENDLETON, DIRECTOR OF CORPO-
RATE AFFAIRS FOR CARPENTER TECHNOLOGY CORP. AND
CHAIRMAN OF THE OPERATING COMMITTEE, SPECIALTY
STEEL INDUSTRY OF THE UNITED STATES, CHAIRMAN OF THE
STAINLESS STEEL WIRE INDUSTRY OF THE UNITED STATES,
AND MEMBER OF THE SPECIALTY TUBING INDUSTRY GROUP,
WASHINGTON, DC

Mr. PenpLETON. Thank you, Mr. Chairman. My name is William
J. Pendleton. I am with Carpenter Technology Corp. I am pleased
to testify this morning on behalf of three specialty steel industry
groups. | am chairman of the operating board of the Specialty Steel
Industry of the United States and I am also chairman of the Stain-
less Wire Industry and a member of the Stainless Pipe and Tubing
Industry group. These three industry groups represent virtually all
the domestic manufacturers of stainless and alloyed tool steel prod-
ucts. I would like to summarize the key points that are contained
in my written statement, in the interest of time.

No. 1, the specialty steel industry is a moderr, competitive, and
high technology sector of the U.S. steel industry and is essential to
the economﬁ and critical to the national defense.

Second, the industry has devoted substantial time and resources
to its import problem, and these efforts have resulted in the estab-
lishment of a variety of import relief programs, including anti-
dumping and countervailing duty orders, quantitative restrictions,
higher tariffs, and voluntary restraint agreements. These programs
cover a wide range of specialty steel groducts.

Third, the U.S. Customs Service does not currently possess the
size of staff to effectively administer and enforce all of these pro-
grams. Further cuts, as contemplated in the administration’s fiscal
year 1986 budget, may seriously erode these programs as foreign
producers exploit the absence of an effective enforcement mecha-
nism.

Fourth, there is already increased evidence of efforts by foreign
producers to circumvent these programs, either through shifting
the product mix or product mix misclassification.
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g‘ifth, while the industry has notified Customs of instances where
circumvention of these programs has taken place, Customs has
been unable to act on these complaints vigorously and completely
due to manpower shortages. )

Sixth, specialty steels are complex alloys, and the manpower
problem is especially serious since gkilled personnel are required at
all major ports to analyze chemical composition and product form.
Unfortunately, it is with respect to these skilled personnel that the
administration is proposing some of its most substantial cuts.

Seventh, if the proposed cuts are implemented, the enforcement
of these programs will be further weakened and it will signal to
our trading partners that they can circumvent our import relief
program with impunity. Our basic recommendation of these indus-
try groups is very simple: Customs’ budget and personnel for fiscal
year 1986 should not be reduced. Thank you, Mr. i .

Senator DANFORTH. Gentlemen, thank you all very much.

[Mr. Pendleton’s prepared statement follows:]
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SUMMARY OF THE TESTIMONY OF WILLIAM J. PENDLETON,

Willilam J, Pendleton is Director of Corporate Affairs for Carpenter
Technology Corporation, He is testifying on behalf of the Specialty Steel Industry of the
United States, of which he is Chalrman of the Operating Board, the Stainless Steel Wire
Industry of the United States, of which he is also Chairman, end the Speciaity Tubing
Industry Group. His testimony will address the role of the U.S. Customs Service in the

administration and enforcement of the specialty steel import relief programs,

The specialty steel industry is a modern, competitive and
high-technology sector of the U.S. steel industry and is
essential to the economy and critical to the national defense.

The industry has devoted substantial time and resources to its
import problem, and these efforts have resulted in the
establishment of a veriety of import relief programs including
antfdumping and countervailing duty orders, quantitative
restrictions, higher tariffs and voluntary restraint
agreements. These programs cover a wide range of specialty
steel procucts.

The U.S. Customs Service does not currently possess the size
of staff to effectively administrater and enforce all of these
programs. Further cuts, as contemplated in the
Administration's FY 1986 budget, may seriously erode these
programs as foreign producers exploit the absence of an
effective enforcement mechanism.

There is .lready increased evidence of efforts by foreign
producers to circumvent these programs either through shifting
the product mix away from products covered by the import
relief programs; by classifying certain finished products as
semi-finished; or by misclassifying imports into tariff
categories that are exempted from the import relief programs.

While the industry has notificd Customs of instances where
circumvention of these programs iias taken place, Customs has
been unable to act on these complaints vigorously and
completely due to manpower shortages.

Specialty steels are complex alloys and  therefore the
manpower problem at Customs is ecpecially’ serious since
skilled personnel are required at all rnajor ports to ansalyze
chemical composition and product form. Unfortunately, it s
with respect to these skilled personnel that the Administration
is proposing some of its most substantial cuts.

If the proposed cuts are implemented, the enforcement of
these programs will be further weakened and it will signal to
our trading partriers that they cen eircumvent sur import relief
programs with impunity.



TesTIMONY OF MR. WiLL1AM J. PENDLETON, CARPENTER TECHNO1.0GY CORPORATION

Mr. Chairman and Members of the Subcommittee: My name is
William J. Pendleton. 1 am with Carpenter rechnoiogy Cor-
poration and am pleased to testify this morning as Chairman of
the Operating Board of the Specialty Steel Industry of the
United States. I am also Chairman of the Stainless Steel Wire
Industry of the United States and a member of the Specialty
Tubing Industry Group. These three industry groups represent
virtually all domestic manufacturers of stainless and alloy
tool steel products. The names and locations of the firms
represented by these groups are contained in Exhibit 1 to my
written testimony.

You are, of course, familiar with the basic fact that the
specialty steel industry is a modern, cost-competitive and
high-technology sector of the U.S. steel industry. Our prod-
ucts are essential to America's highly industrialized economy
and are critical to the national defense. Examples of some of
the industries that are dependent on specialty steels include
areospace and aircraft, electronics, food processing, trans-
portation, marine equipment, petroleum, electric power and
chemical processing. Tool and high-speed steels are the tools
which make everything else in our industrialized economy.

I am here today to discuss the role of the U.S. Customs
Service in the administration and enforcement of the various
import relief programs currently affecting the U.S. specialty

. steel industry. This Subcommittee is painfully aware of the

substantial time and resources this industry has devoted in

L e ——
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recent years to the problem of specialty steel imports. This
Committee is also aware of the various import zc¢lief- measures
that have been implemented by the U.S. Governmert to deal with
this problem. These programs include:

(1) various uﬁtlduﬁping and countervailing du:y orders
on tool steel and stainless steel imports from the
United Kingdom, Brazil, Spain, the Pedzral Republic
of Germany and France.

(2) Quantitativerestraintsonstainlesssteelbar, stain-
less steel rod, and alloy tool steel, as well as
various Orderly Marketing Agreements allocating
those restraints.

{3) 1Increased tariffs on the flat-rolled products,
stainless steel sheet, strip and plate; and most
recently

(4) Voluntary Restraint Agreements under the President's
steel import relief program that cover stainless
steel wire, stainless steel flat-rolled products,
stainless pipe and tubing products and electrical
steels.

A common element in each of these programs is that the
responsibility for their ;dministration and if need be, theif
ultimate enforcement, lies with the United Stases Customs
Service. Notwithstanding this responsibility, it is our ex-
perience that the U.S. Customs Service does not currently
possess the size of staff to effectively administer and enforce

all of these programs. Accordingly, if the proposed cuts in
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Customs personnel contained in the Adninlitration'; FY 1986
budget are put into effect, the existing import relief programs
may become seriously eroded since foreign producers will un-
doubtedly try to exploit the absence of an effective en-
forcement mechanism.

There is already increasing evidence that significant
efforts have been made to circumvent the import relief programs
established for the benefit of the domestic specialty steel
industry. This evidence has been especially pronounced with
respect to the quantitative restraints and increased tariffs
established in July 1983 pursuant to the President's import
relief program for specialty steel under section 201 of the
Trade Act of 19;3. For example, recent import data reveal a
disturbing shift in import product mix away from the various
tool steel products covered by the President's import relief
program towards high speed tool steel products that are not a
part of the President's program. Whether or not an actual shift
has occurred or whether there has been misclassification re-
mains an open question. In any event, it is a question which
should be investigated.

Industry sales representatives have also learned, as a
result of conversations with their customers, of specific
instances where stainless and tool steel products covered by
the President's import relief program have been {improperly
entered into U.S. commerce under tariff classifications for
products which aré exempted from the program. Such instances

include the entry of certain finished stainless steel products



as semi-finished items not covered by the quantitative re-
strictions, and the entry of certain grades of tool steel under
alloy steel product classifications that have been specif-
ically exempted from the President's program a; the request of
foreign producers.

We have repeatedly notified the Customs Service of in-
stances where we believe circumvention of the President's
import relief programs have occurred. While we have found the
staff receptive to our complaints, they are simply too over-
worked and understaffed to conduct the vigorous port-by-port
oversight that is necessary to investigate these allegations,
and thereby to make éhese,programs work completely. The problem
is particularly acute with respect to specialty steel since the
products in question are difficult to identify on the basis of
random observation, and thus theyware easily susceptible to
misclassification.

The products comprising the specialty steel industry
include hundreds of different alloys. My own company, Car-
penter Technology, produces about 450 grades of specialty steel
alone. It requires skilled import specialists and laboratory
personnel ét all major ports to evaluate--through the use of.a
sophisticated metal analyzer--an entry of a specialty steel
product to determine first, its chemical composition; and
second, its product form, in order to ascertain whether it was
properly classified. It is therefore unfortunate that it is
with respect to these skilled personnel that the Administration

is recommending some of its most substantial cuts.
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The official position of the Administration is tﬁat the
U.S. Customs Service can "do more with less.” We are at lose
to understand the logic of this position. The U.S. Customs
Service, uhder current personnel levels, has been unable to
vigoroﬁsly eqfo:ce the President's import relief programs.
Further reductions in those personnel levels will further
weaken those'programs and will signa{ to our trading partners
that.they cantéircumvent these and qther import relief prograﬁs
with virtval impunity. ‘ .

In closlhgl }et me ask this Subcommittee to carefully
consider the illogic of gut;ing back on the effectiveness of one
of‘tﬂe few revenue generating agencies pf éhe U.S. Government,
paftiéularl& at a time when the burden imposed on that agency
to protect thé U.S. market from cqmmercial fraud and other
injurious trade practices has never been‘greaterl

I thank you for the opportunity to present our views on

this important subject.
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EXHIBIT 1

SPECIALTY STEEL INDUSTRY OF THE UNITED STATES

Allegheny Ludlum Steel Corporation

2000 Oliver Building
Pittsbuigh, Pennsylvania 15222

AL Tech Specialty Steel COrporatidn

Post Office Box 152
Dunkirk, New York 14048

Armco Inc.
Post Office Box 1697
Baltimore, Maryland 21203

Braeburn Alloy Steel Division
CCX, Inc.

Lower Burrell, Pennsylvania 15301

Carpenter Technology Corporation
Post Office Box 662
Reading, Pennsylvania 19603

Columbia Tool Steel Company
Lincoln Highway & State Street
Chicago Heights, Illinois 60411

Coshocton Stainless Steel
Post Office Box 548
Coshocton, Ohio 43812

Crucible Specialty Metals Division

Colt Industries Inc.
Post Office Box 977
Syracuse, New York 13201

Cytemp Specialty Steel Division
Post Office Box 606
Titusville, Pennsylvania 16354

Cyclops Corporation

Cyclops Building

650 washington Road

Pittsburgh, Pennsylvania 15228

Jessop : Steel Company
Jessop Place

Washington, Pennsylvania 15301

Latrobe. Steel éompany
Latrobe,. Pennsylvania -15650
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LTV Steel Company
1600 West Carson Street
Pittsburgh, Pennsylvania 15263

Slater Steel Corporation
Post Office Box 630
Fort Wayne, Indiana 46801

Teledyne Vasco
Post Office Box 151
Latrove, Pennsylvania 15650

Washington Steel Corporation
Washington, Pennsylvania 15301
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STAINLESS STEEL WIRE INDUSTRY OF THE UNITED STATES

AL Tech Specialty Steel Corporation
Post Office Box 152
Dunkirk, New York 14048

Armco, Inc.
pPost Office Box 1697
Baltimore, Maryland 21203

Branford Wire & Manufacturing Company
Post Office Box 5933
Asheville, North Carolina 28815

Brookfield wWire Company, Inc.
Post Office Box 248
Brookfield, Massachusetts 01506

Carpenter Technology Corporation
Post Office Box 662
Reading, Pennsylvania 19603

Crucible Specjialty Metals Division
Colt Industries, Inc.

Post Office Box 997

Syracuse, New York 13201

Industrial Alloys, Inc.
Post Office Box 1710
Pomona, California 91769-1710

Mapes Piano String Company
Post Office Box 112
Elizabethton, Tennessee 37643

National Standard Company
601 North 8th Street
Niles, Missouri 49120

Northampton Manufacturing Company
122 Federal! Street
Northampton, Massachusetts 01060
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SPECIALTY TUBING INDUSTRY GROUP

Allegheny Ludlum Steel Corporation
2000 Oliver Building
Pittsburgh, Pennsylvania 15222

AL Tech Specialty Steel Corporation
Post Office Box 91
wWatervliet, New York 12180

Armco Inc.
Route 2, Box 1A
Wildwood, Florida 32785

Bristol Metals Inc.
Post Office Box 1589
Bristol, Tennessae 37621

Carpenter Technology Corporation
Post Office Box 662
Reading, Pennsylvania 19603

Colt Industries, Inc.

‘2188 Church Street

East Troy, Wisconsin 53120

" Cyclops Corporation

650 washington Road
Pittsburgh, Pennsylvania 15228

Damascus Tubular Products
175 Reynolds Industrial Park Road
Greenville, Pennsylvania 16125

LTV Steel Company
226 E. 131st Street
Cleveland, Ohio 44108
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Senator DANFORTH. Just let me ask you one general question.
The reimbursement concept—is that worth pursuing, do you think?
Should we look at that and maybe use that method as a supple-
ment for the Customs Service authorization?

Mr. MuLLoNEY. Mr. Chairman, let me comment for the iron and
steel industry. I don’t know at this point. We have considered that
and we will consider that.

[The following letter was subsequently submitted for the record.]

AMERICAN IRON & STREL INSTITUTE,

. Washington, DC, April 26, 1985.
Hon. Bos PAckwooD,

Chai%n, %g Senate Committee on Finance, Senate Russell Office Building, Wash-
i n,

DeAr SgNATOR: During my testimony on April 8, 1985, before the Subcommittee
on International Trade on the Customs Service’s FY 1986 budget, Senator Danforth
asked me whether the “reimbursement concept” should be used as a method of sup-

lementing the Customs Service’s budget authorization. We understand the reim-

ursement concept is a suggestion that the states or local governments pay for Cus-
toms Service offices in ports of entry which the Customs Service has determined
should be closed. During the question and answer session I indicated that the steel
industry would consider that approach and would report back to the Subcommittee.
The fo! owmgnane our thoughts and observations on this s ion.

(i) As you know, we believe that the Customs Service should increase its efficiency
and revenue to the government by beefing up its staff at ports of entry by hiring

- more inspectors, agents, and import specialists

(ii) The Customs Service aufestion to move toward a ‘‘reimbursement” concept
for small ports of entry is troublesome to us because we believe that implicit in this
suggestion is a policy which would result in the closing of a substantial number of
ports of entry currently in operation. We think that many of these ports of ent?'—if
not all—should be kept open because they facilitate movement of goods into and out
of U.S. commerce, create jobs, and generally support the U.S. industrial base.

(iii) We are deeply troubled with the Customs Service's suggestion that the states
either financially or with state employees run federal Customs offices. We believe
that Customs and all work related to ms is a federal responsibility. The reim-
bursement concept puzzles us because it seems that such a system would result in a
dual Customs Service—i.e., federally run Customs Service offices and state and lo-
cally run Customs Service offices.

To take this point to the extreme, it is possible under a reimbursement concept
that an individual exporter or importer could petition state or local government to
locate a Customs office near his facility. This Customs facility would then have as
its sole purpose the facilitation of the import or export trade of this company. Obvi-
ously, such a scenario could result in potential conflicts of interest because the
““Customs employee” would be more an employee of the importer/exporter than of
the federal government.

(iv) Generically we believe that it is the responsibility of the U.S. Customs Serv-
ice, as an agent of the federal government to police U.S. borders and facilitate
import and export trade.

ile we would not reject categorically the reimbursement concept as discussed
during the hearing on April 3, we see few merits to the proposal at this time. As
noted above, we believe the solution to the problem is the proper funding and staff-
ing of Customs offices presently in existence—and the opening of new offices fi-
nanced and run by the federal government when and where appropriate.

Sincerely,
PetEr B. MULLONEY,
Chairman, AISI Committee on International Trade.

Mr. Tosias. I think that the point that Senator Baucus made is
maybe relevant, and that is to distinguish between the places
where we already have inspectors and those places that want new
inspectors and may or may not be cost efficient. But the concept of
reimbursement does not address the core issue and the core prob-
lem, and that is we need more people at the larger ports of entry,
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more people on the border. We need more import specialists. So, I
think that that is sort of a peripheral issue and not the main issue.

Senator DANFORTH. That is why they say they are not asking for
a large increase in manpower, I am sure—the budgetary con-
straints. It is well known that we have budget problems, and I am
sure that thought permeates the administration. On the other
hand, the administration has generally supported the idea of user
fees. So, I guess the thought is that if they are not going to get just
a blank check ‘on their authorization or their appropriation or the
amount of manpower they can have, would it be a good idea to ex-
plore user fees or the reimbursement concept as a way of supple-
menting that.

Mr. PENDLETON. Mr. Chairman, I think the idea has some merit,
but I think the fundamental point that we are stressing here is
that in the basic industries, in view of all the effort that has been
made to put import relief programs in place, to reduce the person--
nel level by over 800 people, particularly the import specialists who
are very familiar with the details and the intricacies of very com-
plex commodities, it is pennywise and pound foolish. And it is just
fundamental that we have to return the fiscal year 1986 budget to
the level which would permit the personnel level of last year—and
that is still undersized. Now, if they want:to go on then beyond
that in terms of a reimbursement program, that is fine to consider,
but I think the fundamental point that we have to stress here is
the need to return to the proper manpower level.

Senator DANFORTH. You want the people, regardless of how you
get them?

Mr. PENDLETON. Absolutely. It is essential.

Mr. MuLLoNEY. Mr. Chairman, I would subscribe to that totally,
and I think the point that was made by you and others earlier that
this is a service that returns far greater revenues than it expends.
It is vital to the whole issue. It just seems to be philosophically
wrong to be doing what is being done. We also feel very strongly
that if we return to a proper level of staffing, that that 20 to 1
ratio could go considerably higher, considering what we believe
today is an increasing amount of fraud.

Senator DANFORTH. Gentlemen, thank you all very much.

Mr. Tosias. Thank you.

Mr. MuLLoNEY. Thank you, Senator.

[Whereupon, at 12:38 p.m., the hearing was adjourned.]

[The following communications were submitted and made a part
of the hearing record:]



807

QUESTION FROM SENATOR HEINZ FOR THE INTERNATIONAL TRADE COMMISSION

Do you believe it is either appropriate or consistent with the law and
Congressional ir.~ent for the Commission to establish a specific import
penetration ratio, below which injury would not be found?

Response

The majority of the sitting Commissioners have not, in decided title VII cases
relating to "material injury” determinations, established a specific import
penetration ratio, below which material injury could not be found.

The antidumping and countervailing duty statute directs the Commission, in its
determinations of material injury by reason of dumped or subsidized imports,
to consider a number of economic factors bearing on the state of a U.S.
industry. Congress has specifically directed the Commission to consider the
level of import penetration, as well as changes in that level, in its
determinations. The statute, in defining material injury, also lists many
other factors that the Commission should consider and directs the Commission
to consider any other factors, not specifically listed, if deemed relevant by
the Commission, 19 U.S.C. § 1677(C), (D). Further, subsection (E) (:i)
provides that “"[t]he presence or absence of any factor which the Commission is
required to evaluate under subparagraph (C) or (D) shall not necessarily give
decisive guidance with respect to the determination by the Commission of
material injury." 19 U.S.C. § 1677(€)(ii).

In its material injury determinations the Commission has relied upon and cited
to the House and Senata Reports accompanying the Trade Agreements fAct of
i979. The Commission, in recent investigations, has cited to legislative
history directing it to consider all relevant factors in ite determinations of
material injury, while not allowing the "presence or absence of any factor" to
“necessarily give decis’'ve guidance." E.g., Certain Carbon Stcel Products
from Spain, lnv. Nos. 701-TA-155, 157-160, 162 (Final) USITC Publication 1331;
Certain Automated Fare Collection Equipment and Parts Thereof from France,
Inv. No. 701-TA-200 (Preliminary) USIIC Publication 1323; Fish, Fresh,
Chilled, or Frozen, whethaer or not whole, but otherwise prepared or preserved,
from Canada, Inv. No. 701-TAH-40 (Final) USITC Publication 106¢; Sodium
Hydroxide, In Solution (liquid caustic soda), from the Federal Republic of
Germany, Ffrance, Italy, and the United Kingdom, Inv. No. 731-TA-8-11
(Preliminary) USLTC Publication 1040, Moreover, the Commission has focused,
in each particular investigation, on the conditicns of trade, competition, and
development regarding the industry concerned, Thus “[flor one industry, an
apparently small volume of imports may have & significant impact on the
market; for another, Lhe same volume might not be significant." Certain
Hot-Rolled Carbon Stecl Plate from the Republic of Korea, Inv. No. 731-TA-151
(Final) USITC Publication 1561; Birch Three-Ply Door Skins from Japan, Inv.
No: 751-TA-6, USIIC Publication 1271; Spun Acrylic Yarn from Japan and Italy,
-Inv, No. 731-TA-1-2 (Final) USITC Publication 1046.
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The Commission has not held that there is a specific level of market
penetration, below which material injury could not be found for all
investigations of all industries. Rather, the Commission has made its
determinations on a case-by- case basis after a thorough consideration of
factors affecting the performance of the particular industry that seeks
relief. The Comnission determines “the significance to be assigned to a
particular factor" after a consideration of the various factors affe ting an
industry in & _particular case. E.g., Certain Carbon Steel Products from
Austria, Czechoslovkia, East Germany, Hungary, Norway, Poland, Romania, Sweden
and Venezuela, Inv. Nos. 701-TA-225-234 (Preliminary) US1TC Publication 1642;
Callular Mobile Telephones and Subassemblies Thereof from Japan, Inv. No.
731-TA-207 (Preliminary) USITC Publication 1629; Cell-Site Transceivers and
Subassemblies Thereof from Japan, Inv. No. 731-TA-163 (Final) USITC
Publication 1618; Certain Commuter Airplanes from Brazil, Inv. No. 701-TA-188
(Preliminary) USITC Publication 1291; Certain Amplifier Assemblies and Parts
Thereof from Japan, Inv. No. 731-TA-48 (Final) USITC Publication 1266; Welded
Carbon Steel Pipes and Tubes from Brazil, France, Italy, The Republic of
Korea, and West Germany, 1Inv. No. 701-TA-165-169 (Preliminary) USITC
Publication 1262; Frozen French fried Potatoes from Canada, Inv. No. 731-TA-93
(Preliminary) USITC Publication 1259; Chlorine from Canada, Inv. No. 731-TA-90
(Preliminary) USITC Publication 1249. Therefore, in particular cases, the
Commission has determined, based on all the factors considered, that the level
of market penetration was so low that imports were not a cause of material
injury, notwithstanding the presence of other factors supportive of an injury

determination.

[
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STATEMENT OF PAULA STERN, CHAIRWOMAN
UNITED STATES INTERNATIONAL TRADE COMMISSION
BEFORE THE SUBCOMMITTEE ON INTERNATIONAL TRADE,
COMMITTEE ON FINANCE, U.S. SENATE, APRIL 3, 1985
Mr. Chairman and members of the Subcommittee, thank you for inviting me to
presant the Commission's budget request for fiscal year 1986. Accompanying me
today ara Commissionars Eckes, Lodwick and Rohr, and Rick Arnold, Director of

fFinance and Budget.

GNP statistics revealed that 1984 was the most robust year for economic growth*
in the United States in over three decades. This report confirmed the view

held by many that the aconomy is coasting into the third year of recovery.

Unfortunately, there has been no recovery at the ITC, or in the 1ndustflﬂ
with which we deal. In 1984 the U.S. chalked up a trade deficit of $123.3
billion, the largaest in history. This was the third consecutive year in which
a record trade deficit was set. The 1984 current account, a broad measure of
our financial and trade relationships with the world, posted a deficit of
$101.6 billion. This was more than double the 1983 deficit of $41.6 billion.
Because the work at the Commission closely parallels the activity in the

international arena, we have been busier than ever.

The ‘budgot raques\t approved by the Commission totals $28,901,000 and 482
full;tim permanent positions. This represents an increase of $3,522,000 over
our fiscal year 1985 }npproprlntion, assuming that we receive a supplemental
appropriation for the January 1985 cost-of-living pay increase. This is
essentially a request to fund operations at the same level as authorized for
£Y 1985. This amount is necessary to fund fully our authorized positions
during FY 1986. There are no program increases to be funded by this request.
This contrasts with the Commerce Department, which shares our workload in
inforcing our antidumping and countervailing duty laws. It has responded to
the same increasing trade pressures by requesting 37 aqditional positions for

its International Trade Administration.
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Let me briefly axplain the reasons for the increase over FY 1985. Over
one-half of the increase, or $1.8 million, i{s devoted to paying salarias to an
increasingly profassional staff. One-third, or $1.2 million, pays for various
non-parsonnal costs, such as equipment rental, printing and other services,
and supplies and materials. The remainder of the increase, or $500,000 is due
to several othar factors, including the incraased rental for our current space
and annualization of the costs of the positions authorized by Congress for

FY 19R5,

Mr. Chairman, I believe this amount represents the bare minimum necessary to
meet our obligations for what we expect will be an extremely busy year. I
should strass that most of our workload — tha nuabar of investigations -- {s
bayond our control; we are usually responding to statutory requirements.

Furthermorae, much of our workload is subject to tight statutory deadlines.

I would like to take a few moments to review the increasing demands on our
resources. Of course, the part of our workload raeceiving the greatest
attaention is the decisions we make in import relief cases. We face an
avalanche of requests for import relief. In FY 1984, we instituted 42 more
cases than in tha prior year, an increase of 26%. 1In the Ffirst quarter of FY
19685, we instituted 17 more cases than in the corresponding period in FY 1984,
an additional increase of 32%. Indced, our caseload so far this year is

exceading the projections on which our budget request was based.

Our caseload has bcen growing not just in size but also in the diversity and
complexity of the cases brought before us. The antidumping and countervailing
duty statutes continua to be our most active areas. DOuring FY 1984 tha

Commistion had 151 active cases in this area. Although steal and other
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manufactured products are the most froqu.n.i: subjects of these investigations,
cases involving other industries, such as agriculture, chemicals and high tech
products are on the rise, reflecting the increased import sensitivity of the
- U.8. economy across-the-board. Also, post-decision litigation on these cases
continued to increase as more of our decisions undergo judicial review. This
substantually increases tha workload of our legal staff which must defend the

Commigsion {n these actions.

A rapidly growing part of our caseload involves unfair trade practice cases
filed under section 337 of the Tariff Act oé 1930, The protection of U.S.
1nt¢llac'tua1 property rights has been given a high priority, as evidenced by
several provisions in tha Trade and Tariff Act of 1984. The Commission worked
on 74 unfair trade practice cases in FY 1984, a 25% increase over the prlol:'
year. We are increasingly drawn into complex issues in these cases. For
example, during FY 1984 six cases were declared '"more complicated” and
extanded to 18 months as compared to 5 cases being extendad during the prior

eight years.

Many of our most celebrated cases are filed under section 20%, also known as
the "escape clause”. As you may know, 1984 was a big year for us in section
201, as we completed five escape ciluso cases, Although conventional wisdom
holds that these cases are reserved for election years, we already have two
section 201 cases before us this year, and :pract a continuad high level of

interast.

We see little prospect that the forces that are producing so many requests for
import relief will be reversed any time in the near future. Part of the surge
in our caseload can be traced to the strong dollar, which although recently

experiencing declines 1;\ its value, will continue to influence future trade

transactions. L
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}ho steep appraciation of the dollar in the last four years has priced !
goeds out of foreign markets and has drawn foreign products fnto |
markets. All types of industries and agricultural programs that praevio
faced little or no serious threats from foreign competition suddenly

themselves turning to us for relief.

Underlying the high value of the dollar are fundamental shifts in
comparative advantage of many U.S. manufacturers. Firms in m
industrializing countries, particularly in Asia, are posing new challenge:
many established, basic industries in the U.S. Thus, many indicators poin

further increases in our caseload.

I would like to make saveral points about our caseload forecasts. First,
recent history has taught us anything it is that we have consister
underestimated the demands placed on our resources. Already, our Lst qua:

FY 1985 estimates have proven to be understated substantially. Second,
projections were made before the Trade and Tarii’f Act of 1994 was enacted
any increases resulting from this legislation were not included in
projections. As an example of this, the Trade and Tariff Act of 1984 raquires
the President to conduct an extensive review of the Generalized Systam of
Praferences (GSP) by January 1987. As part of this review the Commission will
be required to conduct an investigation with respect to all articles in
GSP. This will bae the largest and most detailed "probable economic effec
type of investigation the Commission has conducted since 1975 when such ad:
was prepared for the Multilateral Trade Negotiations. Also, assistance
providing advice 1in negotiations will increase significantly if the me
trading nations decida to ombark on the naw round of trade negotiations ca
for by the Presidaent in his State of the Union address. The Euro;

Community has already formally endorsed such nagotiations.
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Of course, our work consists of more than just import relief investigations.
Another important responsibility we have is to prepare fact-finding reports
and analyses for use by Congress and the President in the development of U.S.
trade policy. Much of this work is conducted under section 332 of tho. Tariff
Act of 1930. Studies under section 332 are usually requested by our ovarsight
committees or by the President. In addition we try to anticipats the needs of
trade policymakers by self-initiating 332 studies; for exampla, we have
urderway an assassment of the U.S8. commuter and business aircraft industries.
Due to the current work being performed on a self-initiated study of the
Internationalization of the Automobile Industry and Its Effects on the U.S.
Automobile Industry, the Commission had the basis for a quick and meaningful
response to congressional inquiries on voluntary restraint agreements.
Because our research is so closely tied to the policy process, we view this as

one of our most important functions.

We are increasingly involved in preparing background studies on sensitive and
controversial issues. For example, at the request of the Ways and Means
Committea, we recently completed a thrae-phase study on foreign industrial
targeting which has been used by U.S. negotiators in trade talks with Japan,
and we have underway a study on the effects of certain foreign natural
resources pricing policies on U.S. industries. We have also conducted studies
on convict labor imports to the U.S., world agricultural trade flows, foreign
trade zones, and product counterfeiting by foreign producers. During FY 1984
the Commission had 48 active studies. Through the 1st quarter of FY 1985 the
Commission instituted nine new studies, compared to four last year. Seven of
the new studies are direct requests of the President or the Committees on Ways

and Means and Finance.
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Section 332 also’ keeps us very Involved in studying emerging issues and
industries. As the service sector nsun'os a higher profile in trade debates,
we axpect mora requests like the one we recently received from the U.S. Trade
Representative's Office, in which we were asked to study competition between
the air cargo and surface transportation industries in Japan and the U.S.
This report will be used to assist tha U.S. fn current negotiations with the
Japanese on this subject. Also, we have self-inftiated a study on current
developments in barter and countertrade. A numbar of emerging industries have
been the subject of racent studies, including the biotechnology, robotics and
telacommunications industries. The Commission is often called upon to provide
assassments of the probable economic effects of possible trade agreements.
For example, last year we studied the U.S.-Israeli free trade proposal and the
proposed duty elimination of semiconductor tariffs, and we have recently
completed an investigation on the probable economic effaects of sectoral free
trade with Canada. In addition, the Multifiber Arrangement, which governs
world textile and apparel trade, expires in 1986. We have two studies
underway, one on emarging textile-exporting countries and one on tha MFA
itself, which also should be useful in consideration of what to do in 1986.
Parenthetically, this deadline could possibly generate more textila cases at

the Commission.

Many of the section 332 studies focus on the competitive conditions of a
specific industry that may need haelp in devising a strategy to meaet foriign
compatition. Recently completed studies have covered industries that produce
fabricated . structural steel, household Purniture, industrial molds, sheet
vinyl flooring, filberts, and hand tools. Recent statements by Adainistration
officials involved in the international trade arena cause me to beliove that
our resources in the 332 area, in data gathering responsibilities, and general
technical support will be stratched to the lilit.by requasts for asaistance

from other trade-related government agencies.
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To round out a du'crlptlon of the 0)‘ull range of the ITC's activities requires
mentioning the conttnulng. role the Cosmission i¢ playing in the conversion to
the Harmonized System, uand the 1listing of perfodic reports on several
commodities, including motor vehicles, footwear, steel, rum, and mushrooms.
The ITC recently received a USTR request under 332 to nor;ttor the performance
of the steel industry as part of the Administration's program to limit steel
imports. We will monitor and report annually on competitive conditions in the
steel industry and the industry's afforts to adjust and wmodernize.
Information on employment, profitability, capital investment, and other items
would be collected on 21 different steel product categories. 1In addition, we
provide our oversight committees numerous reports on proposed legislation to
be used as background material for committee consideration of these bills,

During FY 1584 we provided assistance on over 120 pieces of legislation.

Our {ndependence, analytical expertise, and data-gathering ability will
continue to attract requests for timely reports on current. trade issues. This
creates a contiruing need to create and maintain expertise in new areas in
order to keep up with developments in international trade. Congrass also gave
us a new function last year. In conformance with the Trade and Tariff Act of
1984, we recently established the Trade Remedy Assistance Center. This Center
will provide one central location in the Ffederal govarnment for obtaining
information on the major trade remedy statutes. In addition it will provide
technical assistance to those small businesses that would like to file cases
at the ITC but cannot afford to do so. The workload implications of this

function must still be measured.
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Please nota that the Commission's budget request includes no funda for the
relocation of our asctivities to a single location in downtown Washington.
Last year Congress passed and the President signed legislation that transfars
our current building, where most of the staff works, to the Smithsonian

Institution when a suitable location for us has been found.

Internally the Commission -has taken several measures to prepare for our move,
but little more can be done until a site is selected. I have been' working
with the General Saervices Administration to prepare an advertisement for our
space needs. I expect the solicitation to take place this Spring, and
hopefully a site can be selected this Summer. At the time the budget was
prepared there was much uncertainty regarding our mGve, so a request for
relocation funds would have bcetr premature. Once a firmer schedule for our
move has baeen set, the Commission will ba in a better position to predict our
costs. At that time, the Commission will likely come back to you with a

request for additional funding.

I would like to conclude on a personal note. I have been a Commissioner for
six and a half yoars. I have parsonally witnessed the impact of the Trade Act
of 1974, the Trade Agreements Act of 1979 and the advent of the Trade and
Tariff Act of 1984 on the ITC's operations as well as the enormous growth of
our workload to its current crescendo. My position at the Commission has
allowed ma to obsarve first-hand the internationalization of the U.S. economy
and to appreciate the heightened importance of our work. I credit the
Commission's staff for wmaintaining, in the face of these changes, the iigh

standards of quality and objectivity that Congress eaxpects us to meet.
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few agencies are experlaencing such disproportionate growth in responsibilities
ralative to thelr size. Our work increases whaen American industry and
agriculture are feeling injured. In effect, we provide a safety net for
American business when times are tough in trade, much as unemployment
compensation helps tide over workers buffeted by economic vicissitudes. Tha
current trade problams are exerting tremendous pressure on all of us but we
are confident that, with the support of Congress, the Commission can meet the

challenge.

In submitting the Commission's budget requast for fiscal year 1986, I firmly

believe we'll need every penny of it if we are to serve ocur objectives as

defined by Congress.

Mr. Arnold and I will ba pleased to answer any questions you may have.

Thank you.

48-992 0 -~ 85 - 11
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BY THE US. GENERAL ACCOUNTING OFFICE.

Report To The Chairman .
Subcomrnittee On International Trade
Committee On Finance

United States Senate

U.S. Customs Service: Import Specialists’
Duties And Reviews Of Entry Documentation

The U.S. Customs Service import specialists
are responsible for assessing duties on
goods being imported into the United States
and for snforcing import quotas and other
merchandise restrictions.

At the request of the Subcommittee, GAQ
discusses (1) the import specialists’ duties
in processing entry documentation, (2) Cus-
toms’ efforts to streamline the review pro-
cess, (3) the number and types of errors
found as & result of thae import specialists’
reviews, and (4) Customs’ efforts 1o meas-
ure the quality of its entry processing func-
tion.

GAO/GGD-88-48
MARCH 29, 1938
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UNITED STATES GENERAL ACCOUNTING OFFICE
WASHINGTON, D.C. 26340

GENERAL SOVERNMENT
CIVIBNON

B-216217

The Honorable John C. Danforth

Chairman, Subcommittee on
International Trade

Committee on Finance

United States Senate

Dear Mr, Chairman:

Your letter of December 7, 1984, and prior correspondence
noted several key questions facing your Subcommittee in its
oversight of Customs Service operations. Essentially, the ques-
tions concerned whether Customs is deemphasizing its commercial
operations of collecting import duties and permitting only
admissible products to enter the country. The questicns have
arisen because the volume of imports has been increasing while
the number of import specialists has remained about the same.

Import specialists play a major role in determining whether
importers and/or their brokers have properly classified and
valued imported products, correctly calculated duties owed, and
provided all data and documents reqguired to admit merchandise
into the country. Classification of imported goods determines
the tar{ff rate for duty assessment purposes and is the basis
for enforcing gquota and other merchandise restrictions. The
clasgsification process provides the means to accumulate statis-
tics on imported products, such as dollar value, quantity, and
country of origin.

.The formal entry‘ workload has increased about 40 percent
from fiscal year 1981 to fiscal year 1984--from 4.6 million
encries to 6.4 million. In September 1984, Customs had 990
import specialists to process the workload or about 141 fewer
than in September 1981.

Customs commercial operations and budget officials told us
that, although there have been personnel reductions because of

1as used in this report a formal entry consists of Custons
forms, commercial invoices, and other documents requived for
determining the admissibility of merchandise valued over $250.
(As of December 1984, the value was increased to $1,000)}. For-
mal entries account for about 99 percent of the duties col-
lected by Custons.
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budget restraints, the agency has not been deemphasizing commer-
cial operations but has been working to make the entry review
process more efficient, Customs, since 1967, has been working
on a system (refercred to as the "bypass system®™) to reduce
import specialists reviews of low-risk entries on the basis of
criteria developed at each field location. Low-risk entries are
those determined to be simple, routine, and not likely to vio-
late import vequirements. As of Pebruary 1985, Customs was
developing criceria to be applied nationally, which would com-
plement that developed at field locations. Thé national cri-~
teria will indicate those entry documents which must be
reviewed. All other entries will be bypassed except those which
import specialists at field locations determine to be in need of
a veview,

Having import specialists review selected entries does not
necessarily indicate that Customs is deemphasizing the functions
of collecting duty and assuring the admissibility of imports.
How well those commercial operations functions are performed
depends to a large extent on the implementation of a sound
bypass system. However, until Customs fully develops and imple-
ments criteria for its bypass system, we cannot evaluate the
effectiveness of the system,

To provide the Subcommittee with an overview of commercial
operations, we arranged with your office to provide information
on

~~-the import specialists®' duties in processing entry
documentation,

--Customs' efforts to streamline the import specialists’
review process,

~-the results of the import specialists' reviews from the
standpoint of the number and types of errors found in the
entry documentation, and

~-Customs' efforts to measure the guality of the entry pro-
cessing function.

Per digscussion with your office, we conducted our review of
{import specialists activities at two of the largest Customs
districts-~-the New York Seaport Area Office and the Los Angeles
District. These two locations accounted for about 1.1 million,
or 18 percent, of the total 6.5 million formal entries received
by all 45 Customs distcicts and about $3.9 billion, or 31 per-
cent, of the $12.5 billion total duty and tax asgessments in
fiscal year 1984, Further, about 20 percent of the import spe-
cialists who review entries are located at these two sites.

2
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(See app. V for a more complete discussion of our scope and
methodology.)

At the two locations selected, we found that most of the
import documentation submitted to Customs was determined to be
ercvor free by import specialists. 1In fiscal year 1984, the New
York Seaport and the Los Angeles District processed 501,313 and
652,612 entries, respectively. Import specialists reviewed
about 90 percent of the entries and found errors in 7 and 4 per-
cent of the entries reviewed at New York and Los Angeles,
regpectively.

For fiscal year 1983, the errors affecting duties and taxes
resulted in $26 million in additicnal assessments to i{mporters
and $22 million in refunds to importers. The dollar impact of
entry errors affecting duties for fiscal year 1984 was not
available as of March 198S5.

Customs' quality assurance program results showed that,
nationwide, about 3 percent of the entries that had gone through
the entry review pcocess and had been liquidated (the final com-
putation of an importec's liability) in fiscal year 1983 had
errors, According to Customs officials, the program has yet to
generate all the information necessary to adequately assess the
entry review process. The officials told us, however, that
Customs is expanding the program to provide more detailed infor-
mation. Specifically, Customs recently began providing
computed-generated management reports chat show the types of
errors, but not the percentage of entries with errors, found in
quality assurance reviews by region and districts fcr fiscal
year 1983. It plans to issue additional reports by 1986 that
will further identify problem areas in the entry processing
operations and assess the criteria used in bypassing entries.

More detailed information on cthe results of our work is
presented in the appendixes. We trust the informatiun provided
will be usgeful to your continuing oversight efforts. As
requested by your office, we did not obtain agency comments on
this report, However, we have discussed the information con-
tained in this report with Customs officials who manage the
entry review process. They agreed with the data,

As arranged with your office, unless you publicly announce
the contents of the report earlier, we plan no further distribu-~
tion until 10 days from the date of the report. At that time we
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will send copies to interested parties and make copies available
to others upon request.

Sincerely yours,
0 57 Quesanasn

William J. Anderson
Director
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IMPORT SPECIALISTS' DUTIES

Import specialists are vesponsible for assessing the cor-
rect duty on imported articles and for determining their admis-
gibility. They also

-~determine whether special trade programs such as quotas,
countervaili?q duties, and antidumping statutes apply to
the imports;

--verify statistical information on imports for use in
monitoring foreign competition and negotiating trade
agreements; and

--enforce certain legal and regulatory requirements of
other agencies, such as those pertaining to trademark and
patent rights.

Import specialists carry out these responsibilities mainly
by reviewing importers/brokers' entry documents, Such as in-
voices, contracts, and purchase orders. Import specialists rely
heavily on their familiarity with and knowledge of the particu-
lar merchandise and the record of the importers. Import spe~
cialists also utilize an extensive body of legal principles,
court decisions, and Customs rulings which have evolved over the
years.

Verifying that the importers/brokers have assigned mer-
chandise to its proper category in the Tariff Schedules of the
United States Annotated i{s performed by the import specialists.
The tariff schedules list the merchandise's dutiable status and
duty rate, aid in enforcing quotas and other trade programs, and
provide the means to accumulate trade statistics.

The Tariff Schedules of the United States (TSUS)} list about
6,000 articles and products by specific name; type; kind; physi-
cal characteristics such as material composition, size, and
weight; use; or a combination of the foregoing. The five-digit
TSUS numbers are further subdivided by the addition of two-digit
suffixes at which point the TSUS become the Tariff Schedules of

a countervailing duty is an additional duty assessed on im-
ported merchandise determined to have been subsidized by a
foreign government and to have materially injured or threatened
with material injury a competing U.S. industry. Antidumping
statutes provide for an additional duty to be imposed when im-
ported merchandise is sold in the United States at prices lower
than the prices at which comparable goods are sold in the coun-
try of origin and the sales cause or threaten material injury
to a competing U.S. industry.
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the United States Annotated. There are more than 10,000 seven-
digit item classifications which provide more specific product
descriptions for compiling import statistics used by the Depart-
ment of Commerce and the International Trade Commission for
determining injury to domestic industry.

At the two locations we reviewed, the import specialists'
review of import documentation was carried out in two phases., A
pre-entry review was made prior to accepting the entry documents
in order to ensure that all substantive entry requirements,
including classification, value, rate of duty, and other entry
requirements were complied with and all required documents were
submitted. If the entry documents were not acceptable, they
were held pending receipt of further information or returned to
importers/brokers for correction. On some entries, the import
specialists would also advise importers/brokers on the entry
requirements and examine samples of merchandise before the entry

documents are submitted.

Once entry documents were formally submitted by importecrs/
brokers or the requested information was received and accepted
by import specialists, the documents were subjected to a post-
entry review. Entries found to have the correct documentation
at any stage of the review process were liquidated, which means
that a fina) computation of duty was made,
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APPENDIX II APPENDIX II

CUSTOMS EFPORTS TO STREAMLINE

ENTRY REVIEW PROCESS

Customs has, since 1967, sought to eliminate import spe-
cialists' reviews of routine, low-risk entries. Achieving this
goal would allow the specialists to concentrate on entries
requiring intensive reviews and provide a way of handling
increasing workloads.

Customs' 1967 system established agencywide guidelines for
eliminating some of the entries reviewed by import specialists.
Under this system the import specialists were to identify the
low-risk entries, and such entries were to be processed by
clerical staff. The low-risk criteria was based on entries
being free of duty or subject to a low amount of duty because of
low rate, low value, or both, The criteria was also based on
whether the merchandise was imported regularly and the accom-
panying entry documents were consistently error-free. Accord-
ing to a Customs headquarters report, this attempt at a bypass
system was not successful because some import specialists were
reluctant to place entries on the bypass list,

In 1974, Customs attempted to implement another bypass
system. An automated system was envisioned to facilitate the
selection of entries to bypass review, After 5 years of devel-
oping and testing, the effort was terminated because it produced
liarge backlogs of unprocessed entries. The backlogs were attri-
buted, in part, to the difficulty in developing and maintaining
suitable bypass criteria, computer malfunctions, and the inabil-
ity to hire and retain an adequate number »f clerks to input
entry information.

In June 1981, Customs instructed its regions to bypass 35
percent of their entries, The criteria for determining which
entries could be bypassed were to be developed by import spe-
cialists at the field level, The specialists were allowed to
make a cursory review of the bypassed entries. Two years after
implementing this policy, all Customs regions were meeting the
bypass cate.

In August 1983, Customs increased the bypass rate to 50
percent for all entries received in each district office (except
the districts within the Northeast Region which were excluded
from the directive), As in the June 1981 instructions, the
import specialists were to develop the criteria for bypassing
entries. This new policy, however, precluded the import spe~
cialists from making a cursory review of the bypassed entries,
As of September 1984, Customs statistics showed that 23 of 35
districts (excluding districts in the Northeast Region and 1
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district for which statistics were not available) met the 50~
percent bypass rate. The New York Seaport Area Office and the
Los Angeles District were not meeting this bypass rate.

In November 1984, the bypass policy was modified to permit
import specialists to perform a cursory review of not more than
one-half of the bypassed entries. A Customs official told us
that the modification was made because of the lack of clerical
staff to process bypass entries and because some entries can be
processed more expediently with a brief import specialist

review,

As of February 1985, Customs was developing criteria to be
applied nationally for selecting entries to be reviewed, All
other entries are to be bypassed except those which import spe-
cialists at field locations determine to be in need of review.
According to Customs, national criteria would help ensure uni-
formity throughout Customs in selecting entry documents for
review, A Customs official told us that the target date for
having the criteria developed is July 1985,

e
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APPENDIX IT1 APPENDIX III

RESULTS OF IMPORT SPECIALIST

REVIEW OF ENTRY DOCUMENTATION

Customs statistics for New York and Los Angeles indicate
that the import documentation for most entries submitted to
Customs was error-free. In fiscal year 1984:

--The New York Seaport processed 501,313 entries., Of
these, £41,369, or about 88 percent, were reviewed by
import specialists and about 7 perceut of those reviewed
contained errors.

--The Los Angeles District proceised 652,612 entries., We
were unable to determine the disposition of about 3 per-
cent Of the entries. Por the remaining 631,024 entries,
import specialists reviewed 574,942 , or about 90 per~
cent, and found that about 4 percent contained errora.

Of $12.5 billion in duties collected by Customs in fiscal

year 1984, $185 million, or about 1.5 percent of the total, was
assessed as a result of post-entry review by import special-
ists. About $155 million was refunded to importers because they
overestimated duties, Customs does not maintain information on
the amounts of additional duty billings or refunds resulting
from pre~entry review,

At the two locations we selected, about $3 billion in
duties and taxes vas assessed in fiscal year 1983, Of this
total, about $26 million, or about 1 percent, was assessed as a
result of post-entry review. About $22 million was refunded.

To determine the nature of the errors detected by import
specialists in the entry documentation, w2 randomly sampled pre-
and post-entry changes at each location we selected. We
selected July 1984 as our test period for changes made during
pre-entry review, To analyze errors detected in post-entry
review we used the universe of entries changed in fiscal year
1983 which was the most recent fiscal year for which such data
could be obtained. (See pp. 9 to 10).

Of the 90,187 entries given a pre-entry review in July.
1984, at the locations we visited, an estimated 1,810 or about 2
percent, reguired a change. There were 2,186 changes of which
1,836 related to classification, value, or duty. The other 350
changes related to errors not involving classification, value,
or duty, (See table on p. 10.) On the basis of our sample, we
estimate that 77 percent of the changes relating to duty
involved classification issues, 5 percent involved value deter-
minations, and 18 percent involved other duty-related factors,

In fiscal year 1983 in the two locations we visited, 46,727
entries were found to contain an estimated 51,607 errors in

5
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post-entry review. (See table on p, 10.) We estimate that 55 __
percent of the changes involved classification issues, 15 per-
cent involved value determinations, and 30 percent involved

other duty related factors.

Classification changes occur when an import specifalist
places the article in a TSUS classification other than the one
selected by the importer/broker because of factors such as the
size, weight, composition, physical characteristics, or use of
the article being imported. For example:

A broker classified women's sweaters with ruffles as
unornamented apparel. The import specialist con-

__+—sidered the ruffles ornamentation and classified the
sweaters as ornamented apparel. As a result, the duty
increased from $1,850 to $2,065.

vValuation changes usually involve adjusting the value of
the merchandise. 1Import specialists appraise imported merchan-
dise using one of six methods. The transaction value method,
according to Customs, is used for over %0 percent of all
entries, Under this method, the transaction value of the mer-
chandise is the price of the merchandise sold for exportation to
the United States., Ascertaining the correct transaction value
requires that the import specialist have knowledge of such fac-
tors as methods of payment, costs or charges relating to the
transaction, the appropriateness of selling commissions and
royalties, construction or assembly costs, and the relationship
between the buyer and seller. The following is an example of an
import specialist's adjustment to transaction value,

For an entry of stainless steel hollow-handle knives,
an import specialist added a charge for the master
mold because it was used to construct the knives. As
a result the duty was increased from $560 to $815,

Duty-related changes involving errors other than classification
and value include adjustments to countervailing duty, erroneous
exchange rates, clerical errors, or quantity or weight figure
errors. .

Errors not related to duty involve issues of admissibility,

violations of legal or regulatory requirements, and violations
of trade programs, These types of errors include those in which

importers

--did not obtain or erroneously obtained a license or per-
mit from another agency;

--failed to file the entry documents in the time required;
and

-~did not indicate the merchandise was subjéct to a quota,
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QUALITY ASSURANCE

To provide Customs management with information on the
quality of entry processing operations on a nationwide basis,
Customs implemented a quality assurance program in 1982, Pro-
gras results indicate that over 95 percent of entries ave being
liquidated correctly. However, several regions have encountered
problems in implementing the program, and some regional and dis-
trict personnel have rajised questions concerning the appropri-
ateness of the quality measures employed,

Under this program, Customs selects a sample of liquidated
entries quarterly in each region to determine whether the impor-
ters' entry errors were detected and corrected. The selected
entries include those reviewed by import specialists and those
which had bypassed the review.

The veviewing official evaluates the classification of the
entry, its appraisement, the revenue collected, and whether the
admisaibility requireaents were met, such as compliance with
Customs and other agency iaws and programs. The program results
indicate to Customs that most regions' performance in processing
_ entries has been of high quality.

The quality assurance program vesults for 1983 showed that
3.4 percent of the entries which had gone through the entry
review process and had been .liquidated had errors. Also, error
rates for bypassed entries (3.5 percent) and import specialist
reviewed entries (3.4 pecrcent) were not significantly different,
The overall error rates for the New York and Pacific Regions
(which includes the New York Seaport Area Office and the Los
Angeles District) were 3,5 and 7.4 percent, respectively.

Headquarters, regional, and district officials generally
support the concept of quality assurance although they have
pointed out problems with the program., This assessment was made
when, in May 1984, the Assistant Commissioner for Commercial
Operations solicited the views of regional commissioners, dis-
trict managers, and supervisors on the effectiveness of the pro-
gram and how it could be improved.

Eighteen of the 29 officials that commented on the accuracy
of the quality assurance program stated that the reviews con-
ducted up until that time accurately reflected the quality of
entry processing operations. However, two officials said that
error rates were artificially low because some import special-
ists did not provide adequate documentation or maintain complete
€iles, thus precluding a thorough review of all entries. Two
other officials said that the error rates were distorted because
no differentiation is made between major and minor ecrors. 1In
ad’ition, four offticials suggested that in order to give a more
valid picture of entry processing quality, entries should be
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sampled by district rather than region because processing takes
place at the district level.

Twenty-one of 24 district and regional officials who
addressed the qualificaticns of reviewers in their comments
stated that reviewers were capable of performing effective qual-
ity assurance reviews, However, half of the six regional com-
missioners responding stated that the number of reviewers in
their reglions was insufficient. Pour regional commissioners
suggested that not enough travel funds were available for
reviewers to make all the onsite visits necessary to conduct
complete reviews., Two regicns did not complete all the reviews
required, which according to Customs, was due at least in part
to a lack of resoucrces.

Headguarters has stated that regional and district concerns
with the program are justified and steps are being taken to rec-
tify the program's problems, Accordingly, Customs is encourag-
ing import specialists to improve their entry processing docu-
mentation and has begun collecting entry samples by districet.

In addition, headquarters has emphasized to the regions that the
quality assurance program is of sufficient priority to justify
assigninj the resources necessary to complete all reviews.

The quality assurance program in the past identified only
the number of reviewed entries in each region that had errors,
but it did not provide any information on the nature of these
errors. However, Customs recently issued computet—generated
management reports that show the type of errors, but not the
percentage of entries in error, found in quality assurance re-
views by region and district for fiscal year 1983. The agency
plans to issue additional reports by 1986 that will indicate,
among other things, the percentage of reviewed entries with
errors in each district and the effegt of review errors on
revenue. These reports, according to Customs, will give it the
ability to pinpoint problem areas in its entry processing
operations.
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APPENDIX V. APPENDIX V

OBJECTIVES, SCOPE, AND METHODOLOGY

As arranged with your office, we gathered information on
(1) the import specialists' duties in processing entry documen-
tation, (2) Customs efforts to streamline the import special-
ists’' review process, (3) the results of the import specialists'
reviews from the standpoint of the number and types of errors
found in the entry documentation, and (4) Customs®’ efforts to
measure the quality of .the entry processing function.

The information contained in this report was developed at
Customs headquarters in washington, D.C., at the New York and
Pacific Regional offices, and two of Customs districts--New York
Seaport Area Office and the Los Angeles District., Of the 45
district offices, these two offices were selected because they
are two of the largest districts in Customs and handle a broad
range of merchandise. In fiscal year 1984, the two districts
received about 1.t million, or 18 percent, of the 6.5 million
total entries received by Customs. They accounted for about
$3.9 billion of the $12.5 bfllion in total duties and taxes
assessed by Customs in that year. Purther, about 20 percent of
all import specialists are located at these sites.

To gather information on the activities of import special-
ists in reviewing entry documents, we reviewed Customs policies
and operating guidelines, Customs studies, and documents the
specialists work with, W¥We also interviewed import specialists
as well as other Customs officlals at headguarters, the New York
and Pacific regions, the New York Seaport Area Office, and the
Los Angeles District.

To provide information on Customs efforts to streamline the
import specialists review process, we interviewed Customs' Duty
Assessment officials and reviewed the selective entry processing
systems Customs has implemented to address the increasing work-
load. We also analyzed the bypass reports submitted to Customs
headquarters by its regions.

To identify the results of the import speclalists reviews,
we selected and analyzed a randoa sample of 1,313 changed
entries with 1,509 changes in the New York Seaport Area Office
and the Los Angeles District. Our work focused on formal
entries which, in fiscal years 1983 and 1984, accounted for 99
percent of all Customs duties acsessed.

Two samples were taken in each location--one for changes
made in post-entry review and one for changes made in pre-entry
review., The pcat-entry review sample was drawn at random from
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the universe of liquidated entries changed in fiscal year
1983.1 At the time of our review, this was the most recent
fiscal year for which a complete year's list of liquidated
entries was available.

Because Customs does not maintain historical data on
entries which are changed during pre-entry review, we selected
entries at the completion of the pre-entry review process by
working with the import specialists as they reviewed the entry
documents and before they returned them to importers/brokers for
correction. The sample was drawn at random from the universe of
pre-entry review changes made during the month of July 1984,

The table below shows the universes of changed entries in each
district and the number of sample cases we reviewed.

Fiscal Year 1983 Post-entry Review Changed Entrles
Nusber

Nusber of

changes estimeted of changes

Universe in universe Sampte In semple
New York Seaport 23,873 26,091 380 428
Los Angeles District 22,852 24,16 . 380 an
Totai 46,727 1,607 - 760 839
assssas sevasss saas csan
July 1984 Prmnfr; Review Changed Entrles

Estimated changes estimsted of changes

Universe In unlverse Sanple (n sawple
New York Sesport 878 L1116 21 353
Los Angeles District 932 1,070 26 1
Total 1,810 2,186 953 670

We are 95-percent confident that our sample findings are
within 5 percentage points of what would have been found had we
examined all pre-entry and post-entry cases in our universe.

IThe universe does not include entries ligquidated in minor
ports in the two districts (about 0.3 percent of total entries
liquidated) or vessel repair entries, appraisement entries,
and drawbacks (1.9 percent of total entries liquidated). We
also eliminated from the universe entries which were presented
to Customs prior to fiscal year 1979, Aadditionally, rany of
these cases were initially reviewed by import specialists who
were no longer available for interview.

10
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wWe interviewed headquarters officials tnvolved in oversee-~
ing and conducting the quality assurance program. We also
examined memorandums assessing the accuracy and usefulness of
the program prepared by regional and district officials at the
request of headquarters. In addition, we analyzed the vresults of
the 1983 quality assurance reviews in the seven regions and
reviewed Customs plans for future detailed management reports to
be prepared from information obtained through quality assurance
reviews,

Our work was conducted in accordance with generally
accepted government auditing standards. We performed our audit
work from January 1984 to Januvary 1985.

(264060)
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JOINT STATEMENT
OF
C..A. SHEA AND COMPANY, INC. AND THE KEMPER GROUP
REGARDING
DEPARTMENT OF THE TREASURY
u. s. CUSTOA.&S SERVICE -
APRIL 3, 1985
SENATE FINANCE SUBCOMMITTEE ON INTERNATIONAL TRADE
renes eass ranen crurn ) Cevanw sanna

This statement is submitted on behalf of C. A, Shea and Company, Inc., an insurance
brokerage firm headquartered in New York City which séecializes in writing U. S.
Customs surety bonds co. .rywide, and the Kemper Group, a diversified financial
organization which is a major underwriter of these surety instruments.

C. A. Shea and Kemper appreciate having this opportunity to set forth our views on
the operations and management of the Customs Service. This statement is intended to
be an extension of what we have viewed as a very constructive dialogue with the agency
and the relevant Congressional committees with jurisdiction over Customs. While we
have not been hesitant in the past to criticize the agency when we felt that its
initiatives were either unjustified or unworkable, we have always done so in a civilized
fashion and have the highest respect for the political appointees and senjor civil servants
charged with the responsibility for managing this agency.

In this statement we would like to comment on three different subject areas: }) the
) agency's practice of cntering into debt payment agreements with delinquent entities
which are unfavorable to the government; 2) the agency's contiruing desire to reduce or
eliminate totally - certain current surety bonding requirements; and 3) the agency's
comnputerization efforts. We would like to conclude our statement by wnaking some
suggestions for a follow-up financial management study to be performed by the U. S.

General Accounting Office,



UNFAVORABLE DEBT PAYMENT AGREEMENTS

We have been distressed to note that jn recent years the Customs Service has
decided to enter the banking and surety bonding fields by serving as a iender to those
individuals and corporations delinquent in meeting their obligations to the agency. The
_Customs Service has made it a practice in recent ye.ars to enter into payment
agreements which adversely impact the U. S. taxpayer at times when a surety bond was
in place which would have guaranteed full payment to tr‘me government in a timely
fashion. éy ‘entering into such arrangements Customs has voided a three party agreement
under which it could have received payment for amounts owed. One particular situation
in which both Kemper and C. A. Shea were involved is 'illustrative of this (yp; of
agreement. In December of 1982 the Customs Service signed an agreement with LIBCO
Incorporated ( a shoe importer licensed under the laws of the state of New Jersey) under
which that corporation would pay Customs some $661.114.00 in twenty-four monthly
payments at an interest of 7%. The amount owed the federal government in this
situation was covered by surety bonds written by American Motorists Insurance Company,
a Kemper Group subsidiary. For the Customs Service to pass up this surety bt;nd
' coverage and opt instead for a schedule of delayed payments over a two year period at a
rate of interest considerably below market rates strikes us as incredible, Attached to
this statement is a photocopy of the payment agreements to which we refer. This is not
an isolated situation. There are several other instances with which we are familiar in
which the Customs Service has entered into similar agreemients.

ELIMINATION OF CURRENT RONDING REQUIREMENTS

We were pleased to note that in response to questions pcsed to the Customs Service
by the House Ways and Means Trade Subcommittee the agency indicated that they had
abandoned the idea of totally eliminating surety bonds. While this may be the case the
agency seems intent on pursuing two of the six options outlined in its October 1933

advance notice of proposed rulemaking. In its response 1o the House Trade Subcommittee



the agency indicated that i1 would like 10 eliminate current bonding requirements for
importations up to a $2,500 threshold and to eliminate entirely the bonding requirement
for certain importers and brokers with good credit records. These were two of the six
options outlined in the October 1983 notice. Clearly the agency has not entirely
abandoned their proposed agenda. i

By proposing that the bonding requirement be =liminated for importations up to a
value of $2,500 Customs would appear to be asserting thai coverage of these ampunts is
unnecessary or can be provided efficiently by the agency. It is our view that neither of
these assertions is accurate. As a major surety bond underwriter with considerable
experjence over the past decade we kr.low that claim !requefrc.);-on small amounts owed
the government is much higher than with larger amounts. To contemplate that the
govern’mcnl could provide these surety services as effectively as the private sector is in
our judgment indefensible for the following reasons:

1) Customs lacks the financial accounting systems 1o monitor and track efficiently
small amounts owed the government. This fact has been documented in studies
done by the U. S. General Accounting Office and in responses provided by the
agéncy to inquiries filed by Kemper and C. A. Shea under the Freedom of
Information Act.

2} Customs lacks the enforcement powers needed to pursue persons delinquent with

~

respect to amounts owed the federal government.

Customs lacks the manpower to pursue individuals delinquent with respect to

<

3
government obligations. .

4) 1f Customs intends to refer small amounts owed the government to the Justice
Department for collection, there will have to be a significant increase in the
manpower of that department or there will be absolutely no incentive for
individuals owing small amounts to the governinent 10 meet their obligations. It
should be noted in this regard that current Justice Department regulations

preclude that agency from pursuing individuals who owe the government less than

$600.

R
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I strikes us as unwise to increase the value of importations not covered by a surety bond
from $1,000 to $2,500 until such time as the agency can demonstrate factually that it is
adequately dealing with claims and protecting the revenue better than was the case when
private bonds were in force,

The second part of the agency's current agenda is to eliminate entirely the bonding
requirement for certain importers and brokers based upon an assessment of their credit,
performance, etcetera. This part of its plan strikes us as frightening. As a study
performed by the U. S. General Accounting Office released in [975 demonstrated,
government agencies generally lack experience in performing surety type services. We
cannot understand wh); the agency would want to- undertake to provide such services when
they are currently provided to the government at no risk by the private sector.

We doubt that the agency will have in its possession the ty|;e of information
necessary to accurately assess an individual's or company's credit worthiness. Certainly
its own records are insufficient to provide this information as was demonstrated by the
agency's responses to inquiries {filed by our organizations under the Freedom of
Information Act. In 1983 we sought from the agency under the FOIA lists of all accounts
receivable ‘not covered by a surety bond in the past five fiscal years as \;/ell as lists of
all accounts receivable where no legal collection action has been taken within the past
two years. The response 1o this inquiry from Customs was clear and unequivocal: The
Customs Service does not maintain lists in the formats or breakdowns requested. Thus,
the Customns Service does not have the accounting managernent information to document
its contention that it can succeed on its own in collecting zmounts due the government.
Further, it has no idea what its own track record has been in collecting debts 1o the
governrnent not guaranteed by a surety. In short, Custioms has no idea where it stands in

managing accounts receivable for which there is no surety proiection.
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Some {final comments seem appropriate with respect 1o the problems which the
Customs Service has indicated exist with respect to collecting amounts due from certain
surety companjes. It cppears clear to us that if the Customs Service currently is
experiencing difficulty in collecting amounts due from the handful of surety companies
active in this market, its collection problems “would be magnified enormously if it
ultimately intends to pursue delinquent individuals and corporations indeﬁendently.

COMPUTERIZATION

It is difficult to criticize the Customs Service for its efforts in recent years to fully
computerize its operations. We do, however, have two observations to make with respect
10 these efforts which we fee} are pertinent. a

First, the agency should not implement new computerized systems until it has more
thoroughly tested such systems. Time and agair we have seen the agency implement a
new computerized data system without adequate testing. Such premature system
activations have only served to further complicate operations for those of us in the
private sector.

Second, we seriously doubt that there will be any meaningful improvement in agency
operations : until a more comprehensive financial management control system is

implemented. Computerization itself is not the answer!

As this subcommittee is no doubt aware, the U. S. General Accounting Office in May

of last year released a report entitled Interna) Control Weaknesses at the U. S. Customs

Service. This report documents the recent history of weak internal accounting and audit
controls which give rise to our belief that the agency is ill prepared to accept the
responsibility for tracking and collecting amounts due the government. Two of GAO's
principal findings were:
-- Collection controls needed improvement at mest Jocations. Collections were not
properly logged, correctly accounted for or adequately safeguarded; duties of
employees handling collections were not adequately divided, and in a few

instances, collections were not promptly deposited.
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-- Accounts receivable were not sufficiently administered at most accounting
stations. The receivables were not promptly and accurately recorded in the
accounting records, and efforts to collect outstanding receivables were neither
prompt nor aggressive.

Recent events su‘rrounding the implementation of the new universal Customs Bond
form serve as an excellent example of the failure of this agency to adequately plan for
new computer systems. On October® 19, 1984, the .Customs Service issued a final rule
implementing a new surety bond form designed to simplify transactions between Customs
and the importing public and to facilitate the establishment of an efficient computerized
bond control system. This system was fully implemented on February 18, 1985.

This new bond form and system were described 1o the House Trade Subcommitiee in
testimony provided by Commissioner von Raab last year. The Commissioner said:

"The new bond system when fully implementied will be a fully automated on-life

system. The record retrieval capabilities and speed inherent in such a modern day

system will expedite entry documentation flow and thus facilitate the movement of
cargo. Additionally, the record and information storage capabilities of the system
when  linked with bond limits will enhance our revenue protection efforts. The
system will automatically check for bond suificiency and immediately notify the
cognizant Customs officer if the bond amount is adequate, approaching its limit or is

exceeded. The immediate availability of this information will permit the officer 1o

review the facts and make a determination if an increased bond amount is required.

The ability to respond 10 such situations will greatly enhance our revenue protection

and enforcement capabilities."

All that we can say with respect to this siaternent by the comrnissioner is 1that we wish
it were so. Unfortunately, we must report to you that thc_-vnew bond form was fully
implemented last month, but the sgency's computer system is not yet in place 1o support

this new bond structure. Implementing this new form prematurely has resulted in a
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thoroughly predictable amount of confusion. While we have tried diligently 10 work with
the agency in recent weeks to obtain clarification with respect 10 a number of technical
matters insufficiently addresse¢ ir the final rule, we have found that considerable :Soqbl
remains with respect to the implementation of this new form in dozens of this nations
ports. In addition the predictiéns made byv Commissioner von Raab that this new form
A
will save the importing public some $11 million per year seem unlikely to materialize
since some of the major surety companies have raised their premium rates substantially,
in one case some 300%.
CONCLUSION -
It would be our recommendation that this subcommittee ask the U. S. General
Accounting Office to expand upon its past management control studies of the Cutoms
Service and specifically examine the following m;uers:
-- the cost/benefit of consclidating all agency financial management operations in
Indianapolis, Indiana. Plans for such consolidation are now in the early stages of
implei entation. Y

-- the wisdom of the zgency's entering into debt payment arrangements at rates of
interest unfavorable to the government in si.tuations where a surety is available
10 make full payment to the government,

-~ the paperwork and financial cost/savings associated with the new universal
Customs Bond form.

-- the feasibility of a totally paperless commercial entry which Customs has as one

of its mzjor long term goal. .

— e e e ——
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AGREEMENT

This ﬁgtee-ent is made this :Zéfday of December, 1982,'by
and between LIBCO INCORPORATED, a corporation organized under the
laws of the State of New Jersey (hereinafter referred to as
“LIBCO") on the one hand, and, on the other hand, the UNITED
STATES CUSTOMS SERVICE (hereinafter referred to as the "UNITED
STATES"). .

The UNITED STATES has assessed additional duties pursuaﬁt to
Title 19, United States Code, section 1402(g) on ADIDAS brand
footwear classified uvnder item 700;60 of the Tariff Schedules of
the United States, Title 19, United States Code, section 1202,
and imported on entries filed between November 10, 1977, and
Octover 2, 1979, by LIBCO. The UNITED STATES has liquidated said
entries and bjlled LIBCO for such additional duties in the amount
of Nine Hundred Two Thousand Two Hundred Ninety Nine and Twenty
Hundredths Dollars (§902,299.20). '

S Lieco disputes its liability for such additional duties.
The UNITED STATES and LIBCO agree to settie this dispute ase
follows: ' '

1. This agreement is! for settlement purposes only, and is
not an admlss%on that LIBCO is to any extent liable for addi-
tional duties on its importations of ADIDAS brand footwear during
the aforesaid period. This agreement is not an admission by'the
UNITED STATES that the assessment of the additional duties on the
importations of ADIDAS brand footwear during the aforesaid period
is erronecous,

2. LIBCO shall pay to the UNITED STATE3S the sum of Six
Hundred ?iﬁEX_QQf Thousand One Hundred Fourteen Dollars
($661,114) in consideration for actions taken by the UNITED
STATES set forth in paragraph 3. Payment shall be made by LIBCO

in not more than twenty-four (24) monthly payments of not less
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than Twenty Seven Thousand Five Hundred Forty Six and Forty Two
Hundredths Dollars ($27,546.42) beginning January 1, 1983, plus
interest at the rate of seven percent (7%) per annum from the
date of such first payment. LIBCO shall have the right to
prepay, in whole or in part, any amount hereunder, without dyy
penalty, charge or assessment. If default i{s made in the pgynen*
when due of any. installment, then the entire amount of prinéipal
and interest shall become immediately due and payable at the
" option of the UNITED STATES, upon demand. LIBCO hefeby
authorizes any attorney of the UNITED STATES to appear {n a;;
UNITED STATES district court, on default in any payment required
by this paragraph, and waive the issuance and service of process,
and confess a judgment against LIBCO in favor of the UNITED
STATss,tég the entire balance of the Six Hundred Sixty One
Thousand One Hundred Fourteen Dollars (§6§1,114) together with
interest aTd costs of suit, and to release all et;ors agd waive
all right of appeal.
3. With respect to the entries of ADIDAS brand footwear By

LIBCO during the aforesaid period: ‘

(a) The UNITED STATES shall cancel all bills for

additional duty on liquidated entries during the

aforesaid period;

(b) Within ten {10) days of the date of this agree-'

ment, the UNITED STATES shall issue instructions to

cancel such bills {n accordance with subparagraph (a)

of this paragraph;

(c) L1BCO waives any £Qrther procedural or

admini{strative steps with respeci'to such gntrii.:

(4) LIBCO waives all rights to seek admin}stratlve or

‘533333T§f31"23v15w'3? Gthervise chailenge or contest the
valié!ty of this agreemeni 6: the‘liqu§da;iona except {r---

case of breach of this agreement by the UNITED éTATLS.
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4. The UNITED STATES hereby releases, waives, remises and
discharges in full all claims for additional duties assessed on
the aforesaid ADIDAS footwear.

S. This agreement shall be binding upon the UNITED ST?TES
and LIBCO and shall inure to the benefits of the UNITED STATES
and LIBCO and thelr respective subsidiaries, affiliates, parents,
officers, directors, employees, representatives, agents,
successors and assigns. .

6. This agreement may be executed in one or more counter-
parts, each of which shall be deemed an original, and all of
which, toggther, shall constitute one and the same instrument.

7. This agreement includes the accompanying promissory note
and represents the entire understanding and agreement between the
UNITED STATES and LIBCO and their respective subsidiaries,
affilfates, parents, cofficers, directors, employees,
zeptesentJtives, agents and assigns,” with respect to the :
liability for the aforesaid duty assessments, supersedes aﬁy
prior negotiations, lettecs or understandings relating thereto.

In witness whereof, the parties, intending to be legally
bound hereby, have executed this agreement on the date first

above written,

LIBCO, INCORPORATED

f;:;;zaéz?f— Gf?/<2£27q~L—, A(’zé3;4. .

THAE UNITED STATES CUSTOMS SE&VICE
,A%Jf ﬁ’,MZ

THE DEPARIMENT OF THE TREASYRY

AQ%MOD/QL

\/-4i4\ LA.ﬂ\fllgx_», g
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PROMISSORY NOTE

washington, D.C.
December 28, 1982

For value received, I, the undersigned, being the duly authorized
agent of LIBCO, INCORPORATED promise on behalf of L1BCO,
INCORPORATED that LIBCO, INCORPORATED will pay to the order of
the United States Customs Service, 1301 Constitution Avenue,
N.W., Washington, D.C. 20229, or its assignee, with interest
payable from January 1, 1983, on the outs{andlng balance, at the
rate.of seven percent {7%) per annum, the sum of Si{x Hundred
Sixty One Thousand One Hundred Fourteen Dollars ($661,114)
payable in no more than twenty-four (24) installments of at least
Twenty Seven Thousand Five Hundred Forty Six and Forty Two
Hundredths Ddllars ($27,546.42); the first payment to be made on
January 1, 1983 and no less than that amount every month there-
after unt}l the full amount has been paid. Advance payments or
other additional payments may be made on this note at any time.
Each payment shall be applied first to the payment of accrued
interest and second to the payment of principal.

1f default is made in the payment when due of any installment,
then the entire amount of principal and interest shall beconme
immediately due and payable at the option of the United States,
upon demand. The undersigned hereby authorizes any attorney of
the Unfited States to appear in any United States district court,
on default {n the payment of this note, and waive the issuance
and service of process, and confess a judgrment against the under-
signed in favor of the U.S. Government for the entire balanc; of
the note together with costs of sult and to release all errors
and waive all right of appeal. i

The undersigned walves ptesentment for payment, demsnd, protclt,
and notice of protest, and dishonor of the sanme.

6‘-5/449 fﬂ&u—,fﬁ,{suu
One s;lver Court

springfield, New Jersey 07081

witnesss i
///@/W)@
XEEE?YEG‘TBT”YE"UETE?E'EYIT?‘"tU?fEK?’S?‘“TE% by
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Statement of The Air Transport Association of America
Before the Subcommittee on International Trade

Committee on Finance

United States Senate

On the PY 1986 Authorization
for the U.8. Customs Service
April 3, 1985

The Air Transport Association of America, which represents
most of the scheduled airlines of the United States appreciates
this opportunity to offer several observations for the
consideration of the subcommittee with respect to the PY 1986
authorization for the U.8. Customs Service.

Before turning to thcse specifics, however, we wish to

register three genoral comments regarding current Cugtoms

operations.

First, the airlines coamend the U.S8. Customs Service for
implementing the dual passenger channel inspection system,
comsonly referred to as the red/green door procedure, at a number
of U.8. gateway al:poitt last year. The airlines now ask that
this tried and proven proceduce be extended to all other U.S.
gateway airports.

8econd, in order to cope with the international passenger
traffic at the Miami and Kennedy International Airports, Eastern
Alr Lines should be permitted to construct Customs inspection
facilities in its terminals at those two airports. These

multi-million dollar Customs facitities will be built by Bastern
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at no cost to the government and in accordance with the exact
specifications and dictates of the Customs Service. Northwest
Airlines should also be permitted to construct similar Customs
facilities in its satellite terminal at New York's Kennedy
International Airport. Because of environmental impact and
related considerations, and the huge costs involved, new
commercial airports are no longer being built. 1In order to
include a federal inspection agency area, the only option
remaining to accommodate international air services is for an
airline to remodel existing facilities. This is exactly what
Eastsrn and Northwest have requested authority to do, but they
have been frustrated by lack of approval from the U.S. Customs
Service, apparently because of the additional inspector staffing
required.

Third, the airlines continue to be concerned over the
requirement to reimburse the Customs Service for services
performed outside of regular tours of duti during weekdays,
including saturdays, and between 5:00 p.m. and 9:00 a.m. on
Sundays and holidays. This practice compels airlines to pay
Customs employees over $10 million each year to perform duties and
functions which are entirely the responsibility of the government
itself. We believe holding private parties responsible for the
performance of purely governmental functions is wrong to begin
with. But when the government is conducting its business in the
interest of the general public, not in the interest of just a few
private parties, such reimbursement practices are indefensible.
The airlines urge that this matter be addressed through

appropriate revisions to the Customs overtime laws.
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In a related hearing, the Alr Transport Assocliation testified
before the Washington State Congressional delegation in Seattle,
washington. This informel hearing was held on February 15, 1985,
to investigate the current and future operating procedures of the
Customs Service. Por the most part, the hearing focused on
problems as they relate to Customs at the Seattle-Tacoma
International Airport. However, the problems experienced and
those discussed at the hearing are ones shared on a national
level. The remaindet of this statement focuses on three areas of
ajrline interest and proposes several ideas to resolve existing

problems.

I Informal Eatgy Precleagance

In the previous Congress., legislation containing an informal
entry provision was enacted, in large part dus to the efforts of
this subcommittee. The provision perajits an increase in the
informal entry limit for most commodities to $1,250 up from $250,
although the limit will be held for the time being to $1,000 by
administrative ruling.

80 that U.S. Customs inspectors at preclearance locations in
Canada, Bermuda and the Bahamas may retain and further enhance
their cargo processing skills, as well as to facilitate pre-
clearance of low value shipments, the airlines urge implementation
of a procedure at these locations uhich will permit preclearance
of all duty-icee informal merchandise. No monies would be
involved under this approach and, therefore, problems of foreign

currency transactions abroad would not arise. With the support of
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the subcommittee, we urge a test of this concept at a selected

preclearance location as soon as possible.

I1 Customs Cargo Computerjzation

Computer processing of air cargo inventory and associated data
necessary for Customs entry is under intensive study at New York
and Miami, where automated systems for import and export
processing are being developed. The Miami Airport Authority has
announced plans for a Miaml International Cargo System, while the
New York Port Authority has developed functional requirements for
its Fast Plow System. We anticipate other U.S. gateway airports
will develop their own systems in the not too distant future.

The airlines are concerned that the multiple ap;toaches to
automatation at various gateways will lead to conflicts,
duplication of efforts, and added costs. Variations among airport
systems will generate problems for the users and the Customs
Service. Unlike most other countries, the United States has many
gateway alrports, to and between which airlines transport imported
and in-bond merchandise. Thus, the computer system at each
gateway must be compatible with all others as well as with any
national 2ir cargo computer system which may be developed by the
U.S. Customs Service.

There is a need, accordingly, for a common discipline among
these sytems and the aizlines therefore request the formulation of
guidelines by Customs which address standards for communications
intecconnections among the several port computer systems. We ask

that these guidelines cover the design parameters for a large
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scale Customs computer based information and tele-processing
system for the balance of this decads. These guidelines are in
order to assure a uniform national Customs automated air cargo
system, a system which deals adequately with the interaction of
local port authorities, forwarders, brokers, shippers and airlines
in the processing of exports as well as imports.

' Perhaps the subcommittes could request the General Accounting
Office to undertake a study of this important matter by detailing
the costs involved, enforcement and facilitation criteria,
interfacing needs with the air cargo community, and the iater-
alrport computer compatibility considerations previously noted.

In examining Custoas needs and requirements for air cargo
computerization during the rest of this decade, the General
heccounting Office could also examine air cargo computerized
systems operations in other countries, for example, in England,
France and Japan. Knowledge of how these and other countries were
able to resolve some of the problems now facing the U.S. Customs
Service would be of help in the formulation of any guidelines.
Finally, attention could also be given to the possibility in the

future of later-country Customs computer interfacing systems.

1Ir y.8.-Cansda Customs Associstion

In order to provide inspection efficiencies and eventually
reduce the aumber of Iamigration inspectors along the
U.8.-Canadian border, the airlines recommend implemsntation of a
Customs and Immigration association for transborder travel. In

view of the similacity of United States and Canadiasn Customs,
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Immigration, Agriculture and Public Health missions, problems,
needs and requirements, such an association appears ripe for
consideration by this subcommittee.

Under such a plan, for example, visitors admitted to one
country would be admissable, in most cases, to the other country
and could otherwise t:eely'tpavel across the common border without
further immigration inspection. This plan would allow goods
accompanying travelers crossing the U.S.-Canada border to be,
within reason, duty exempt. Such a Customs association concept
could be considered firet in terms of U.S. and Canadian citizens.
with eventual application to overseas visitors.

Companion implementation of U.S.-Canada Customs and
Immigration associations for trans-border travel would eliminate
the need for Customs and Immigration inspectors along the common

border and at airports for trans-border air travel.

Conclusion

In conclusion, we are concerned by Customs' intention to
eliminate 206 inspector positions which are currently unfilled.
Rathezr than contemplating such a cut, more inspector positions
should be added in the FY 1986 budget to address continuing
passenger and cargo processing delays at our gateway airports. 1In
any event, Customs will need to streamline its inspectional
operations further and otherwise improve the efficiency of their
management systems. The measures which we have outlined, namely,
implementation of informal entry preclearance, formulation of

Customs cargo computerization guidelines., construction of

CE ey e w0
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inspection facilities by the airlines at no cost to Customs at
terminals at the Kennedy and Miami airports, and development of a
joint U.8.-Canada Customs and Immigration association will
streamline and tacilitate passenger and cargo inspection

processing and will substantially reduce costs to the Government.
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Marylend Dspartment of Transportation iy K Hetimann

- W. Gregory Halpin
i Port Administrator

Maryland Porl Administration who o5 T

March 27, 1985

Honorable John C. Danforth
497 Russell - S.0.B.
Washington, D.C. 20510

Dear Senator Danforth:

I am writing in regard to the hearing which will be
held April 3, 1985 on the U.S. Customs Service before the
Senate Finance Committee.

On behalf of the Maryland Port Administration, we
wanted to bring to your attention several concerns of the
Baltimore maritime community on Customs issues, which have
also been directly raised to Commissioner William von Raab
by Senator Paul S. Sarbanes and the Maryland Congressional
Delegation.

First, there is severe understaffing at the port,
which has witnessed inspector reduction from 78 in 1982 to
just 44 today. These inspectors are being pressed into ser-
vice at both the Port and Airport, thus not serving the needs
of expeditious cargo flow.

Next, the Baltimore maritime community is experiencing
difficulty in fashioning a devanning program which was applied
to the U.S. port industry without proper notice and preparation
by the Customs Service.

Finally, like oth»r major U.S. Ports,Baltimore is con-
sidering what automated cargo clearance systems to utilize as
we mave forward with computer technology. We have a very active
public-private Port Committee studying this issue, however, they
are in receipt of contradictcry and non-specific quidance from
the federal level. The cost for this system will be borne totally
by the State of Maryland and customers of our facilities and move-
ment by the State toward computerization should not be used as
an excuse to further reduce needed personnel.

My Telephone Number 18 (301)~__659=-4500 Teletypewnter for hearing or speech impared:
Baltimore Metro. 383-7568

. D C. Metro (1ol free): 5850451
The World Trade Center Balimore, Baltimore, Maryland 21202 Statewide toll free’ 1-800-492-5082



Honorable John C. Danforth
Page -2-
March 27, 1985

In closing, 1 request that this letter, as well as
my attachments, be made part of the record of your hearings,
and we stand ready to.work with you and your staff as we
attempt to reach solutions to this serious problem.

!
Sincerely,
BN Ll
S RS
W. Gregory Halpin
Port Administrator
WGH/dha
Attachments

cc: Secretary Wm. K. Hellmann
Maryland Delegation
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March 8, 1985

Mr. Richard A, Lidinsky, Jr.
Maryland Port Administration

The World Trade Center Baltimore
Baltimore, Maryland 21202

Dear Rick:

Knowing of your concern about the cperation of the Port
of Baltimore, I vanted to make sure you had a copy of the
enclosed letter to the Commissioner of the U.S. Customs
Service asking for a reviev of a nuaber of Customs Service
policies affecting the Port. 1n my viev, it is essential that
the Custoas Service maintain adequate resources to handle both
meritime traffic at the Port and passsenger traffic at BWI., In
this regard, I am fltlled that the entire Maryland Con-
gressional Delegation joined me in signing the attached letter
and you can be certsin that I will continue to do all I can to
csll attention to the need for efficient and effective Customs
processing at the Port.

If you have any questions or comments about these issues
or other matters affecting the Port, please do not hesitate to
contact my office. It is alvays helpful to have the benefit
of your observations.

With best regards,
Sincerely,

Paul S. Sarbanes o
United States Senator
ey

PSS/ipt = L
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PAUL 8. SARBANES -
MARY| M

LAND

NAnifed Diafes Denatle

WASHINGTON. D.C. 20310

March &4, 1985

William von Raad
Commissioner of Customs
Onited States Customs Service
1301 Constitution Avenue, NW
Washington, DC 20229

Dear Conmissioner von Raab:

We are writing as memders of Maryland's Congressional
delegation to express our concern about & number of issues
affecting the availability of prompt and efficient Customs
processing in the Port of Baltimore.

First, the Baltimore office appears now to be simply
understaffed. As you are well aware, the number of inspectors
serving the Port has bdeen reduced from 78 in 1982 to 44 today.

We raised questions about cutbacks at the time Baltimore lost its
regional office. It appears that our fears have been realized.
Agents already hard-pressed to serve maritime traffic are bdeing
diverted to process passengers at the growing Baltismore-
Washington International Airport. It 1s important to maintain
adequate coverage of both air traffic and maritime commerce, and
the current staff 1is not sufficient.

Second, the Customs Service 18 not working closely enough
with the Maryland Port Authority and other port officials in
developing policies that may have a sudbstantial local impact.
Without much consultation, regulations have been issued requiring
ports to establish, at their own expense, common facilities for
devanning - the process of opening and inspecting containerized
cargo. Other proposals have been made to require ports to
implement, again &t their own expense, systems for computerized
customs processing. The State of Maryland is attempting to
prepare for such & systeam but is receiving very little firm
guidance froam the Customs Service.

. It 1s clear from these proposals that you are attempting to
move in the direction of shifting the bdburden for customs
processing onto ports and local users, leading ultimately to
further cutbacks in personnel at the Federal level. It is riot
clear to what extent this approach will be endorsed dy Congress.
We are concerned that no action be taken prematurely 1in
anticipation of these policles deing implemented.



We askx that you thoroughly review the level of resources
allocated to the Baltimdre area and outline for us what steps you
can take to improve the situation in the port. We would also ask
that you describe for us the status of your proposals regarding
devanning and computerization and your strategy for working with

local authorities on these iscues.

With best regards,

— -
/7 2 €. S

Lo e L1 (.

Sincerely,

.i . ;_ . . P
. e S ’° 7¢4Am——~- / ;!‘!é;? 5;2:!2~u&_
Charles McC. Hathias, Jro / au . Sarbanes

United States Senator

Michae
Member

Y RS
Helen D. Bentley
Member of Congress

United States Senator

% [y }é: /72/ bt e/
acren J. tche /{

Member of Congress

Fatbara A. ;1\(0;5\(1

Member of Congress

y ¥
Member of Congdress

Steny H.
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U.S. Council for an Open World Economy

INCORPORATSED

7216 stafford Road, Alexandria, Virginia 22307
{202) 785-3772

Statement submitted by David J. Steinberg, President, U.S. Council
for an Open World Economy, to the Senate Committee on Finance in
a hearing on Piscal 1986 budget authorizations for internatjonal-
trade functions. April 3, 1985

(The U.S. Council for an Open World Economy is a private, non-
profit organization engaged in research and public education on
the merits and problems of develcping an open international econ-
omic system in the overall national inteorest. The Council does
not act on behalf of any “special intereat”.)

This statement is limited to the International Trade Commis-
sion, specifically the structure of the Commission and the adequacy
of ITC investigation and analysis in import-relief cases.

Commission Structure

We question the need for six commissioners (the statutory
complement). Although, after inexcusable Presidential delays in
filling commissioner vacancies, the Commission again has its full
statutory complement, this return to full strength in quantitative
terms is not the sars as being strong. There is reason to believe
that the Commission would operate more efficiently and productively
with. fewer than six cosmissioners. Moreover, each seat terminated
would save the taxpayers more than $100,000 a year when the total
costs of each commissioner's office are considered. The Commission
got along well with four or five commissioners at various times in
its long history.

We also question the wisdom of the statutorily required rota-
tion of the ITC chairmanship (and vice chairmanship) every two
years. Each commissionsr is not ipso facto qualified to be chair-
man, to mention only one of the flaws in the rotation routine. 1In
addition, we question the authorization of a personal professional
staff (particularly a legal advisor) for each commissioner., not-
withstanding the legal and economic staffs of the Commission per
se. We understand that each commissioner is authorized to have
four persons, of whom no more than one can be higher than GS-15
and no more than one additional person can be higher than GS-14.
We suggest Congressional inquiry into the extent to which the
existence of these private staffs has led to undesirable rivalries
between the respective staffs, adversarial relations between com-
missioner staffs on the one hand and the Cammission staff on the
other, and other developments affecting adversely the quality and
utility of commissioner opinions in import-relief and other cases.
The budget savings from reducing or eliminating thess personal
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professional staffs may be of little consequence but, even if
this be the case, it is no justification for neglecting inquiry
into the desirability of such reform. The money saved in re-
ducing or removing these private staffs might be spent more
productivol.! in strengthening the econamic and legal staffs of
the Commission per se.

Commigsion Performance in Import-Relief Cases

The Commission is not fulfilling its explicit and implicit
obligations under the Trade Act of 1974 in import~relief inves-
tigations. It is neglecting the full implications of Section
201(b)5 of that legislation by not fully assessing the adequacy
of steps the petitioning industry has taken toward becoming more
competitive with imports, and not assessing the extent to which
government statutes and regulations may be impairing the industry's
adjustment capability. Also neglected is asseasment of the dif-
ferential impacts which import restriction may have on different
sectors of the industry. Windfall gains for sectors not needing
government help may cause additional problems for those that do.

Not all these analytical factors may materially affect the
Commission's decision in every case, but all are important for
the President to take into consideration if he wishes to develop
a coherent industry-adjustment policy with respect to and in
cooperation with the petitioning industry, whether or not the
Commission finds serious injury or the threat thereof, but par-
ticularly if it does. Such an adjustment strategy should be the
framework for any resort to import control, and the trade legi--
lation should so require. However, the President is free to pxo-
ceed along these lines even without a legislative mandate, and
the ITC should want to help him in this regard in every way it
can. Nothing in the trade law prevents the Commission from doing
so. In this regard, the Commission is less imaginative and inno-
vative than it can and ought to be.

Appended to this statement is a copy of the letter I sent
President Reagan on July 9, 1984, urging the President to initiate
the reform outlined above in his handling of the import-injury
findings in steel and copper which the Commission had just annocunced.

Congluding Comment

In short, the International Trade Coomission itself is as
much in need of overhaul as its rickety old building. The need
for reform in Commission structure and performance is not ¢etting
the attention it deserves from both ends of "the Avenue™.
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U.S. Council for an Open World Economy

INCORPORATED

7216 sStafford Road, Alexandria, Virginia 22307
{202) 78%5-3772

July 9, 1984

The President
The white House
Washington, D.C. 20500

Dear Mr. President:

I am writing to propose an innovative initiative on your
part concerning how best to respond to the International Trade
Commission's recent findings of seriocus injury in the steel and
copper cases, and to the expectation that the Commission will
recommend import restrictions of some kind for the affected
stesl products as it has now done for copper. I virtually
pioneered this kind of initiative in the 1960°'s.

Very briefly, I urge that, if you accept the 1ITC findings
of serious injury and consequently proceed with some form of
import restraint, you should cast these import restrictions in
the framework of a coherent steel-industry adjustment strategy
(and, in the case of copper, a coherent copper-industry adjust-
ment strategy), targeting the real problems and needs of these
industries in the context of the total national interest. Any
import restrictions you decide upon are supposed to buy time for
the particular industry to strengthen its competitive position.
But passive expectation that the industry will do what needs to
be done is not a sufficient basis on which to predicate such a
government subsidy. Instead of such a pig-in-a-poke approach
to import restraints (long in need of reform), a coherent re-
development strategy (possibly including some restructuring of
the particular industry) should be formulated in close associa-~
tion with the industry's corporations and labor representatives.
Business and labor commitments toward building a viable industry
should be a condition for any help the government might provide.
The trade legislation says nothing about your proceeding in this
fashion, but nor does it prohibit you from doing so -- that is,
at least attempting to mold a strategy comprising measures by
business and labor as well as government.

The nation has never had such strategies with respect to
industries for which import controls (in other words, subsidies)
have beer provided. Such a strategy should include reassessment
of all statutes and regulations materially affecting the indus-
try's ability to adjust to current economic realities, and cor-~
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rection of any inequities that may be found in these statutes
and regulations. If you decide that import restrictions are
necessary and cannot be delayed until the related adjustment
strategies are in place, you could estadblish the import re-
straints you deem necessary and declare that the related ad-
justment strategies will be torthcouung as quickly as possible.
Incidentally, such strategies could help accelerate termination
of any import restraints you may decide to establish. If you feel
that import restriction is not an advisable remedy but that
government assistance of some kind is necessary and proper, a
coherent, comprehensive program of government help not including
import restraint, and in concert with measures by business and
labor, should be the framework for the assistance provided. Such
aid should include, but not be limited to, possibilities of "ad-
justment assistance” the trade legislation authorizes for indi-
vidual firms, workers and communities.

Unfortunately, I have serious doubts as to whether the material
now available to you from either the International Trade Commission
or the appropriate executive agencies includes the kind of docu-
mentation you would need for the kind of assessment and policy
framework 1 have advocated. In this connection, it is unfortu-
nate that the footwear case, in which the ITC rejected the foot-
wear industry's petition for import relief, did not for this
reason reach you at all so that you might determine what if any
government assistance the footwear industry might merit even
though there was no finding of ssrious injury (or threat thereof)
from imports. You may neverthelass wish to look into the posaible
need for, and the advisability of, assistance to the footwear in-
dustry along the lines I have outlined.

If, as I suspect, the record before you in the steel and
copper cases does not jnclude the kind of documentation to which
I have referred, I recommead that you send these cases back to
the Commission for such irformation, and that you concurrently
ask the appropriate executive agencies to prepare for you the
kind of material ycu will need for the kind of attention I be-
lieve you should give these cases.

In short, Mr. President: no steel import controls (or other
government aid) without a coherent steel policy, and no copper
import controls (or other government aid) without a coherent

copper policy.

Please let me know if I may be of any assistance on these
{issues. Our Council does not act on behalf of any “"special in-
terest”. Our sole concern is the total national interest.

Best wishes.

Sincerely yours.,

4

David J. Steinberg
President
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STATEMENT OF THE E1 PAso CusTOMHOUSE BROKERS ASSOCIATION

The El Paso Customs Brokers Association wishes to take this
opportunity to express our concern over the possible xeduction in
service and personnel at the El Paso U.S. Customs District
office.

While the U.S. Customs Sexvice will indicate that the
downgrading of the local office from a full service duty
assessment center to that of merely a port will not result in a
reduction in service to the local community involved, just
considering the title of the designated Full Service Centers
gives answer to their claim.

Realize that as Customhouse brokers, we would probably
benefit from the downgrading of the El Paso operation, since the
Importers would in effect be forced to use our services since
there would be no one available to advise or assist them in
clearing their shipments. We must however in honesty admit that
the city of El Paso, the importing community, and major Fortune
Five Hundred firms throughout the country would be adversely
affected by such a drastic action.

The E1 Paso metropolitan area of over one million people has
one of the highest unemployment rates in the southwestern part of
the country. The recent Peso devaluation almost destroyed the
retail and department store business of the city. This business
loss also extended into all types of commercial and consumer
trade involving businees, farming and manufacturing. Sales of
equipment as well as automobiles and farm implements were
affected. The area has yet to recover and has already requested

and received some federal assistance.



363

The Peso devaluation did however cause many major U.S.
manufacturing giants to begin bringing back from the far east
their labor intensive ussembly operations. Along with the return
of these labor intensive sub-assembly operations to the North
American continent came unexpected benefits to U.S. workers.

More basic waterials are now being purchased in the United
States, more component parts are being purchased from U.S.
manufacturers and after the labor intensive sub-assemblies are
produced in Mexico, they are being brought back into the United
States for the final assembly operations.

These majors firms need to know just how their importations
will be assessed duty by U.S. Customs since their profitability
may hinge on a swing of several cents per item. At present these
firms can learn this information right here in El Paso, right
vhere they are locating their administrative offices.

The El Paso Juarez area has the largest number of assembly
operations (often called 807 operations ) of any location in the
United States. This did not happen by accident. A great number
of organizations have worked very hard to bring it about,
realizing that the economic future of El Paso depended upon its
cultivation.

- The city through its support of the Chamber of Commerce
and the Industrial Development Corporation. - the business
community through its involvement in both of the above
organizations. = Individuals through their volunteer service in
oréanizations like the Inter-City Group, - even the Univeristy of
Texas at El Paso through its support and furnishing of assistance

from its department of business management.
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To break up this winning operation by removing the most
essential ingredient - the complete U.S. Customs Service now
present in El Paso and moving to an almost inaccessible location
like laredo would seriously damage this community.

While the Commissioner of Customs had publically stated he
wants to take the "Service®" out of the U.S Customs Service, I
fear that the reduction of such service would result in further
economic decline of the area.

Why would the withdrawal of the Import Specialist and the
other support functions of the El Paso Customs office cause such
a disruption? - Because the El Paso Classification and Value
office is the most knowledgeable, competent office in the U. §.
Customs service in administering and processing importations
involving 807 assembly operations. This is borne out by the fact
that numerous multi-national firms not even importing through El
Paso have sought advice on their operations through other ports
from the El Paso Customs community. Also the low number of fraud
or undervaluation cases in El Paso points out that the informed
importers want to do right, or fear to do wrong when such a
strong office scrutinizes their operations.

Even the U.S. Customs service recognizes that El Paso is the
center of 807 assembly appraisement operations, since a
nationwide seminar on 807 appraisement actions is scheduled to be
held here in El Paso later this spring. It will consist of
National Import Specialists from New York, representatives from
the Customs Washington offices of Rulings and Regulations, top
management people from the Houston Regional Office along with
personnel of all U.S./Mexican border U.S. Customs appraisement

offices.

B N
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The presence of Import Specialists to advise importers, both
present and prospective does not cost the government, it save the
government money. The Tariff Act of 1930, as amended requires
that when a susidiary of a U.S. firm forwards goods to the United
States that a complete disclosure of the cost of assembling the
goods, called the Computed value, be submitted to U.S. Customs.
Unless the Import Specialist discusses with the Importer just how
this reporting should be done, he will have to spend much more
time understanding and analyzing the various different reports
that while meeting the legal requirements still are put together
in different manhers.

While we in the Customhouse Brokerage business have made
every effort available to us to stay current on U.S. Customs
determinations, we are always at least six months to a year
behind Customs decisions, because it takes that long for them to
be published in the Customs Bulletin. We therefore must rely on
the E1 Paso Import Specialists to advise us and those importers
not using our services, of the latest rulings. If they are not
here in El Paso the 807 assembly importers will not know the
latest decisions that may impact negatively on them.

Another very important reason for maintaining the El Paso
Distict Office in its present status is that unlike the rest of
the Customs operations in the country, the Import Specialist here
actually examine the merchandise that they subseguently
appraise. They touch and feel and twist and turn #nd then really
understand the imported merchandise. This means chat fewer El
Paso importers will be told several years after their goods has
been imported and sold, that U.S. Custcoms discovered that the
rate of duty on which the importer was paying was wrong and they

now owe large additional amounts of duty.
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Why not keep the El Paso office in its present mode to
compare the other "improved" operations against?

We believe that the reduction of U.S. Customs at El Paso
from that of a full service duty assessment center to merely that
of a port would curtail the economic recovery of the community,
cost U.S. Customs more money, and actually céuse wmore U.5. jobs

to be exported to the far east.



April 3, 1985

Comments of the Natfgzzﬁcﬁm;:tgﬁozgrz12apge~arders Assoctation
on the U.S. Customs Service FY86 Budget

Mr. Chajrman: Thank you for this opportunity to testify before the
Committee and comment on Customs' budget for fiscal year 1986. The
National Customs Brokers & Forwarders Association of America, Inc.
(NCBFAA) was founded in 1897 and i{s the trade association representing this
fndustry in the U.S. The customs brokers members of NCBFAA and its twenty-
nine affilfated assocfations located at major ports throughout America
handle approxi.mtely 85% of the natfon's commercial ﬁnportations.
Forwarders on the other hand expedite the processing of our nation's
exports and, together with the customs‘brokers, perform the day-to-day, at-
the-port operatfons that lies at the heart of our trading system.

Members of our associatifon have been part of the evolution of the U.S.
Customs Service since our founding. We have seen the growth and the deve-
topment of its functions and responsibilitfes. We have witnessed the swing
of the pendulum from the active promotion of trade after WWII to the era of
the import surcharge of 1971: 1{ts concern for the orderly flow of imports
shift to th.e intensive involvement with narcotics interdiction. We have
been through the decentralizatfon of the 1960's and the certralization of
the 1980's. At times the deja vu is overwhelming, as we see the same ideas
recirculate again and again. We, as an industry whose clients include the
majority of the importing and exporting trading community, are extremely
concerned the Customs has lost sight of {ts mission. This time, the pen-

dulum has swung too far.
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It {s a time when the narcotics problem in the U.S. has reached crisis pro-
portions and the need for drug interdictfon resources at the borders and
ports is acute. We are witnessing concurrently a flow of imports in record
volume and have inadequate resources for detecting {import fraud and
collecting revenues. NWe are automating Customs and have 1ittle of the
staffing necessary to input data and service the system. We are witnessing
the flow of our technology behind the Iron Curtain and cannot provide the
personnel to implement Operation Exodus, a highly visible program. And,
tncredibly, we are now working at a budget request that calls for a reduc-

tion at Customs of 887 in FY86.

How is this to be achieved? Automate and consolidate, says Customs. In
order to meet its obligations in the commercial area, the Customs Service
started to automate _in 1967, an effort which is only now beginning to show
even 2 modest sign of success. Unfortunate!y‘. the seductive nature of
automation {s such that many functfons that could be better performed
manually are brought fnto the system tfme and again before the module being
tested 1s operating satisfactorfly--this has proven to be no more than
attempts to “"cut the foot to fit the shore.” Personnel in the area
affected is reduced, resulting in a breakdown of the automated system with
little or no manual backup while volume increases, cargo languishes at afr-
ports and piers, backlogs of paperwork proliferate and passengers grumble
because of lack of service. And the cost of automatfon ticks on like a
taxi meter. A headquarters Customs official recently declared that the
cost of the software to feed the new ISBM 3084 {s 31,000,000 every three
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months - and the total system {s still not up and running - since 1967. 1In
the meantime, due to shrinkage in personnel, Customs field officfals have

tssued directives stating that:

- Import specialists will only be avaflable for consultation with
importers on an appointment basis and will only accept phone calls

regarding “complex case;"

- Inspectors can only look at cargo at piers from 9 AM to 2 PM in

order to be available to examine passengers arriving at airports

The computer {s a valuable tool. Customs must have it to bring {tself, as
it says, “into the 20th century.™ But it must also have trained personnel,
import specialists, inspectors and administrators in the field. Computers
are marvelous aids, but they can't think for themselves. They can't tell
is a sweater is ornamented and takes a higher duty or 1f a handbag violates
someone's domestic trademark. And curfously, the absence of a CRT operator
or a computer breakdown can close a port down, whereas a trained inspector

or import specialist has mobility, can improvise, and keep comrerce moving.

Centralization of functions has aliso been offered as a partfal solutfon to
the problem. In many ways it is a sensible approach. But it is no substi-
tute for having personnel at the port who can assist the public and are

available to review and insure the correctness of documentation at the time

of filing.
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Consolidation, while offering that inftial appeal, has much the same effect

as automation: {1t deprives the public of access to expertise in a highly )

complicated and demanding process. And, too, consolidation will have a
stifling effect on the abflity of many of our key geographic areas to par-
ticipate in trade and enjoy the benefits of a direct flow of commerce into
and out of their ports. Drawback —— one of government’'s initatives for
expanding our dwindling export trade - 1s a case in point., “Drawback™ is a
remissfon in which whole or in part of a customs duty, internal revenue
tax, or fee lawfully assessed or collected tecause of a particular use made
of that merchandise. The rationate for drawback has always been to
encourage American commerce or mpufacturing. It permits the American
manufacturer to compete in foreign markets without having to fnclude in his
costs, and consequently his sales price, the duty paid on fmported merchan-
dise. Drawback claims are generally handled at the regional 1level.
Claimants have the opportunity for discussions, with the regional drawback
liquidator, for the purpose of expediting the clafm process and reducing
the necessity for subsequent time and labor consuming changes or amend-
ments. If the liquidation function {1s removed from the regions and is
centralized in one location, as has been proposed, the opportunity for such
time saving discussfons, prior to filing, will be lost or greatly dimi-
nished and the processing of applications will become more cumbersome,
requiring greater subsequent review and wmore frequent rejection.
Centralization into one of the seven existing regions will either necessi-
tate the training of new inexperienced personnel to cupplement the drawback
staff in the selected (central) region or greatly fncrease the work load of
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those in the selected region. Delays in paying draa‘o_aqks are almost cer-
tain, and are likely to dis’éduraga some companies frou.{ taking advantage of
drawback. Since it is oﬁe of the few export incentives offered by
Government, n*)thirig $Muld be done to make ft more burdensome to file for

drawback.

Yet, given these plans for reduction and consolidation, how well is Customs
doing with the resources now at their disposal? Reports from across the
nation indicate that Customs {s understaffed. Automated equipment is ina-
dequately utilized because there are Iinsufficient clerks to input data.
Narcotics flow into our country is unabated. Even in Florida, where the
primfy focus has been directed, best estimates of intercepted cocaine and
marf juana are only in the 20-30% range. Cargo remains de!ayeq on the docks
for greater perfods of time that ever before and ouvj','aewbers s.pehd théfr
time explaining to customers why shipments are late and ‘m‘ tru‘ckers\ aBout
the amount of the demurrage. Reports from the Service are that, in many
ports, Customs employees are exhausted, that th;ey cannot perform at full
efficfency and that morale has dropped dramatically. The net results then
are slower processing, reduced enforcement and revenue collection capacity,
and an overall dezline in the Service. This is an intolerable development

fn an agency which fs a revenue producer in times of overwhelming deficits.

As the intermedfary between the importer/exporter and the agency, NCBFAA
speaks from the vantage of an assocfation that wants the most productive
and efficient possible Customs Service. We see a decline in that objective

and urgently seek the Committee's attention to this serious problem.
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CUSTOMS AND INTERNATIONAL TRADE BAR ASSOCIATION
233 BROADWAY
NEW YORK, N.Y. 10279
(212) 608-2700

RICHARD J. KAPLAN

PRESIDENT April 12, 1985

Senator John C. Danforth
Chairman, Internationsl Trade Subcommittee
Committee on Finance
Washington D.C. 20510
Re: Budget of Customs Service; Hearing on April 3, 1985
Dear Senator Danforth:

The Customs and International Trade Bar Association appreciates the opportunity
to present its comments on the proposed budget of the United States Customs Service.
Our Assoclation consists of attorneys who regularly practice before the United States
Court of International Trade, the Court of Appeals for the Federsl Circuit, and
administratively, before the United States Customs Service in Washington D.C. and the
several Customs ports, districts, and regions throughout the United States. We have a

- vital Interest in the fair and efficlent administration of the Customs laws. It has been
our experience that the majority of Customs Service representatives, whom we regularly
encounter, make every effort to administer and enforce the Customs laws in a fair and
responsible manner. However, such efforts have been sorely tested by recent cutbacks
in ataff.

The Customs Service is "a rarity amongst government agencies® - an income
producing, rather than spending, agency. As one of the only revenue raising agencles
in the United States, it seems to make little economic sense to, in any wise, impair
the efficient functioning of this agency by cutting back staff or personnel essential foe
the efficient performance of its mission, which includes the ascertainment and collection

.
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of customs duties payable on commercial importations of merchandise into the territory
of the United States. In the performance of its mission, Customs' Service personnel
also directly administer the laws and regulations of other government sgencies. Foe
example, customs officers are on the front lines in administering and enforcing marking
requirements, quotss, and other import restrictions established by the Department of
Commerce as well as regulations and standards established by the Department of
Trarsportation, Environmental Protection Agency, Food & Drug Administration, and
diverse other federal agencles.

While we have no detailed information with respect to the proposed budget, we
understand that it calls for substantial cuts in personnel in several areas, We are
concerned about any further cutbacks and, in view of recent personnel reductions and
changes within the Service, we ask that the Committee look very closely at any budget
which is premised on further personnel reduction, whether direct or through attrition.

Theough the years, the Customs Service has been known for having experienced,
able personnel at Headquerters and in the field. Experts in classification, sppraisement,
marking, entry procedures, drawbeack, and enforcement ks /¢ moved up through the ranks
ard have provided service to the pubdlic, including domestic producers, impocters, and
their representatives. We see that expertise declining, in quantity and quality, due in
large part to cutbecks in personnel and attempts to eliminate or consolidate certain
essential functions. Those cutbacks have had several adverse effects. Valuable personnel
have left the Service and not been replaced, while those who remain have experhpced
an increase In workload and a decline in morale. This has been reflected by a very
noticeable decline in service and qualitative productivity, some of which are described
In these comments.

The Tarift Schedules of the United States (TSUS) are the basis for a complex
system of tariff classifications and duty rates. Each customs import specialist has the
responsibility for classifying specific categories of merchandise, or product lines within
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their respective expertise. The import specialists must know how the produect involved,
is produced, sold, and used, as well as how the legal headnotes and particular tariff
provisions apply to that merchandise. Familiarity with administrative rulings and court
decisions affecting the merchandise within that line Is vital to the import specialist's
functioning in an informed, intelligent, and cfficient manner. Recent cutbacks have led
to consolidation of merchandise lines so that, for example, an import specialist who
may have spent years learning about tobacco, now has to classify food pr‘oducts as well.
Thus, a greater number of products are now being handled by an import specialist with
experience in one line who lacks the product expertise which was previously enjoyed
by another specialist. A question that formerly could have been promptly and surely
answered takes considerably more time because it is being handled by an office with
less expertise, operating under an increased workload. When an import specialist lacks
time or sufficient support staff, doubts are often resolved in favor of the government
with the explanation that the decision may be protested (administratively challenged)
and, if unsuccessful, ultimately challenged in court. At first blush this more arbitrary
approach may seem to be more time effective. However, the administrative review
procedure is even more time consuming and, in the long run, additional Customs personnel
will be required at both the district and headquarter's levels in order to process the
increased number of administrative reviews. As the number and caliber of classification
experts declines, more decisions will have to be based on administrative convenience
with a consequent increase in both administrative and judicial review. The number of
actions brought to the Court of International Trade will increase, with the concomitant
need for increased government personnel in the Courts, the Department of Justice, and
the legal arm of the Customs Service. Litigetion is costly to the government as well as
to the importer/businessman and domestic industry. There ir a reasonable likelihood
that it can be avoided, or at least minimized, by retaining and, indeed, restoring the
-3-
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requisite number of teams of experienced import speclalists to handle questions at the
procedural level, before they mature into controversies.

Drawback claims are generally handled at the regional level. Claimants have
the opportunity for discussions, with the regional drawback liquidator, for the purpose
of expediting the claim process and reducing the necessity for subsequent time and
labor consuming changes or amendments. If the liquidation function is removed from
the regions and is centralized in one location, as has been peroposed, the opportunity
for such time saving discussions, prior to filing, will be lost or greatly diminished and
the processing of gpplications will become more cumbersome, requiring greater subsequent
review and more frequent rejection. Centralization into one of the seven existing
regions will either necessitate the training of new inexperienced personnel to supplement
the drawback stafl in the selected (central) region or greatly increase the workload of
those in the selected region. Delays in paying drawbacks are almost certain, and are
likely to discourage some companies from taking advantage of drawback. Since it is one
of the few export incentives offered by Government, nothing should be done to make
it more burdensome to file for drawback.

Domestic industries are increasing effocts to obtain relief through the imposition
of quotas, and other remedies available under the import relief laws. Administration
of quotas takes additional time and manpower. At a time when relief through quotas
is Increasing, proper staffing Is needed at the local and Headquarters lequ:’\to implement
quota programs and to see that other services provided by Customs at the operational
level are not curtailed or ignored. It is again emphasized that these services are all
directly connected with the collection, rather than expenditure, of revenues by the
United States.

Difficulties in coping with the increasing workload are being experienced at
Customs Headquarters as well as in field offices. Textile ln;|‘>orten had to operate for
some months under a cloud of uncertainty because of the delay in publishing, in the

~«-
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Federal Register, certain final changes in the Customs Regulations. The changes were
originally proposed in August 1984 and the time for public comment closed on November
3, 1984, but final regulations were not published until four months latee - March 5,
1985. Similarly, the final publication, in the Pederal Register, of several pending
American Manufacturers protests have been delayed by over four months since final
submission to Headquarters.

Resources are continually being transferred to the enforcement erea of the
Customs Service., While we have no objection to taking appropriate measures to enfotce
the Customs laws, we suggest that it is just as important to have adequate qualified
import specialists and other experts who can timely provide guidance and assistance to
the importing public regarding the proper methods of marking, entering, or describing
imported merchandise so as to forestall conduct that will otherwise subject them to
subsequent time consuming and less productive enforcement procedures. If commercial
fraud and negligence are going to be vigorously prosecuted and penalized, there should
be adequate experienced, talented, and willing Customs personnel! available in order to
properly assist and guide the importer who seeks to avoid punitive actions by obtaining
non-enforcement oriented sdministrative assistance. Customs should be encouraging and
assisting the prudent importer in his efforts to properly comply with Customs'
requirements thereby avoiding the more tim2 consuming, less productive, enforcement
procedures. Similarly, the existence of a trained and knowledgeable corps of customs
import specialists is essential in order to guide Customs, itself, in pursuing any intelligent,
productive program of enforcing the customs laws and regulations for the many different
types of products imported into the United States. Without such a cadre of import
specialists, Customs' enforcement will be non-productive, less effective, and more
susceptible of avoidance.

In summary, in considering the proposed budget of the Customs Service, we
request that the needs of the importing public to comply with the Cvustoms laws and

-5-
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regulaticns be given serious consideration. If the Service lacks the proper number of
qualified personnel, at every level, companies Involved In exporting from and importing
into the United States will be seriously and adversely affected, and International trade
will be hindered. We therefore urge that, in evaluating the Customs Service budget,
the Committee consider whether the budget will provide adequate funding for the
Customs personnel and programs needed to efficiently and effectively administer the
multitude of Customs laws and regulations. Any budget which will not meet this
objective should be rejected.

Respectively submitted,

/’d(- (T 7 f? L
Richard J. K£ Vi

President

RJK:bb
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KENT & OCONNOR

INCORPORATED

CORPORATE ano GOVERNMENT AFFAIRS
1919 Pennsylvania Avenue, N.W.
Suite 300
Washington, D.C. 20006
202-223-6222

April 5, 1985

Senator Bob Packwood
Chairman, Senate Finance Comaittee
Washington, D.C. 20510

Attention: Ann Cantrel

Dear Mr. Chatrman:

The attached statement is hereby submitted for inclusfor in the record
of your Customs Authorizatfon hearings of April 3./

Sipcetely,
j

< J. H. Kent
Washington Representative for
The National Customs Brokers &
Forwarders Assoclation

JHK:rrf
Attachment
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F & Nattacs & Co., Se.

DRAWBACK SPECIALISTS

One Wordd Trads Canton ( Ssts 4577 )
Siww York, N ¥, 10088

L. 09L./960 &

April 2, 1985
To: U.S. Senate Committee on Finance

In the July S, 1983 Federal Register an advanced notice of
proposed rulemaking was published, wherain the Customs Service
proposed the removal of operations related to handling and.
processing the liquidation of drawback claims from the regional
leval (nine locationu) and transfer that function to a central
location.

Of the 300 comments filed by the public, all but one vehemently
opposed the proposal.

In spite of the overwhelaing public opposition to the
centralization of drawback, Commissioner Von Raab on February 27,
1985 announced that tJ.8.Customs will recommend the centralization
of drawback in one (1) location in its 1984 Budget appmarance
before Congress.

In 1985 Congressional Prescription prevented U.5. Customs from
centralizing drawback and unless Congress renews this legislative
prescription, Commissioner Von Raab plans to proceed with
centralization in one location.

F.E. Wallace & Co., Inc. is willing to supply your committee with

further datails and particulars which wa feel will Jjustify the
denial of funds for this centralization.

Frank rthy, Vice President

-
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Senator John C. Danforth, Chairman

Finance Subcommittee on International Trade
497 Senate Russell Office Building
Washington, D.C. 20510

Dear Senator Danforth:

As practitioners of Customs law in the Houston area,
representing importers and Customhouse brokers alike, we
have been asked by the Houston Customhouse Brokers and
Freight Forwarders Association to offer our ccmments on the
Customs Service's proposal to consolidate the Houston and
Dallas appraisement/classification functions in Dallas.
Effectively, this means moving the Houston Custonms
appraisement/classification officers to Dallas/Fort Worth,
and possibly the District Cirector as well.

We believe the ultimate result will be either:

1. A tremendous decrease in regulation of imports
through the Port of Houston (hardly a desirable)
goal), or

2, A loss of business and jobs from the Houston area
to other ports of entry, namely New Orleans and
Los Angeles, as well as other East Coast, Gulf,
and West Coast Seaports.

Assuring that Customs will not tolerate the firat
alternative, then the second is almost certain to follow for
the following reasons:

1, Transfer of the appraisement/classification
function will reduce drastically the ability of
the importing community to communicate with the
appraisement officers. Houston area importers
will be forced to discuss their Customs facts over
the phone with an appraisement/classification
officer 240 miles away. This effectively
eliminates personal contact except for large
matters and for companies who can afford to
maintain offices in Dallas, as well as Houston.
Small importers will be sffectively denied the

-
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opportunity of perscnal communication on their
appraisement and classification facts.

One of the importers' most difficult tasks is
communicating wvith Customs. In a world of ever
changing laws and import policy, ascartaining
Customs’ position on classification and
appraisement is crucial for avoidance of severe
Customs problems in the import process.

Restricted merchandise (that which is subject to
quota or other special restrictions, and which
generally includes extremely sensitive items such
as apparel and steel) is almost always entered and
relesased in concert with the appraisement
ofticers' personal involvement (e.g., review of
Customs' entries, inspection of the merchandise
itself, making of initial classification
decisions, and comparison of the merchandise with
the criteria for that type of restricted
merchandise). If the apprajisement officer is in
D:t;a- and the cargo is released in Houston,
either:

(a) the appraisement/classification officer will
be excluded from the entry process)

(Merchandise scheduled for release in Houston
is llkoll to be released or withheld from
release incorrectly. Restricted merchandise
which is relsased from Customs is always
subject to recall, or perhaps penalty
sanctions. Tremendous uncertainty will
result. Business cannot function in an
atmosphere of uncertainty. It will be cured
by importing through another port. On the
other hand, merchandise which is incorrectly
, withheld from release results in a wrongful
and unnecessary expense to the importer. The
result of this additional expense to the
importer, will be his movement of these
importations through some other port.)

or

(b) The appraisement officer will be included
from 240 miles away.

(Release of merchandi{se will be frequent]
delayed, as papers are shuttled from Houton
to Dallas, at great (and unacceptable) cost
to importers. To remain co-potftivo, Houston
importers will shift their imports to other
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ports, with consequent losaes of Houston jobs
and business.)

Further, assuuing proper regulation of imports,
eventually administrative expense must rise, despite
Customs® protestations to the contrary.

Guarantees and promises by the Customs Service that
this move will not result in a loss of business to Houston,
or the imposition of additional restrictions or burdens o.
Houston importers, should be taken with a grain of salt.

For instance, in 1979 when Customs opted to create a new
custors di{strict in Dallas (carving it primarily from the
Houston district), Customs met Customhouse brokers®
objections to the fact that this might cause them the
additional and unnecessary expense of opening new offices in
Dallas (where they had operated for years) by promising that
there would be no requiresent that brokers establish any
additional offices. See TD 79-232 at 44 F.R. 48671,
8/20/79. Customs in Dallas/Fort Worth now takes the
position that its promises to Houston based Customhouse

brokers are "no longer operative.®

In recent years, the Custoas Service has proposed
several times that its technicians be allcwed to regulate
the importation of sensitive products from a central
location hundreds of miles away from the port of entry.
This unlikely suggestion has been turned back again and
again by the objections of concerned senators, congresszmen,
importers, and menbers of the general public. No one
benefits from this proposal.

Very truly yours,
e
GIVEN?} KELLY, AND SHAW

w A

AR /:.'{j_-"cu L
obert T. Givens
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QUESTIONS BY SENATOR GEORGE J. MITCHELL T0 WILLIAM VON RAAB,
CommissiONER OF CusToMs, AND RESPONSES THERETO

Question. I understand the Customs Service intends to close 12 border stations in
Maine. What factors were taken into account in the Customs Service decision to
close these ports?

Answer. ms has no plans to close any ports of entry in Maine. However, we
are proposing to convert the cost of operating low volume service ports to a reim-
bursable basis. This plan provides continuing Customs Service on a reimbursable
m3:4«:»’0& When a border station is closed, does the Customs Service have any spe-

i rﬁuiremgznts for people that cross betwecn the Canadian-U.S. border on un-

Answer. According to 19 USC 1469, any person crossing the border from a contig-
uous country must report to the nearest Customhouse or port of entry at which the
boundary was ¢ and shall not proceed until permission to proceed is granted.
Therefore, it is a possible violation of Customs law/reporting requirements for any
rerson to croes at an unmanned road, closed port, or station, unless they immediate-
y report to Customs.

However, the Customs Service is exploring ways which would allow the local af-

ected populace to have free movement acroes the border and still be in compliance
with Customs reporting requirements.

Question. The Customs Service proposes to close its station at Coburn Gore,
Maine. The nearest border station is approximately 140 miles away by road. What
does the Customs Service expect of the citizens of the area when traveling over the
border at that point?

Answer. What Customs has proposed will affect those locations where minimal
amounts of Customs activity occurs, i.e., less than 150,000 vehicles a year or less
than 2,500 formal entries a year. We recognize that there will be, in some instances,
wide expanses between locations and some inconvenience to travelers as a result.
However, our pro, would allow the conversion of these low-volume ports and
stations to a reimbursable service port. This allows for continuing service as long as
the cost of such service is reimbursed to the Government. o

Question. 1 understand that at some unmanned points, the Customs Service di-
rects travelers to the nearest border station. How many miles do you expect people
to drive to appear before a Customs border Station? Is there a maximum amount of
travel between border stations before the Customs Service believes a border station
should be in operation?

Answer. While a consideration, distance is not the single factor used in the place-
ment of ports and stations. Rather, the workload volume and extent of Customs ac-
tivity at an§ given location is the major factor in establishi rts and stations.

tion. Your proposal would result in a 200-300 mile stretch between Fort Kent
and Jackman without a Customs station. What kind of problems do you believe that
:!x;eabtzs rdfor?the citizens of the area? For the businesses that operate on both sides of

e er

Answer. As stated in our previous response to questions 3 and 4, we recognize the
inconvenience that will result when the distance between locations is great. Again,
the possibility of a reimbursable service port concept and our exploration of alter-
nate reporting methods should help minimize the inconvenience to the local commu-

nity.

ré»ation. I understand the Customs Service proposal for Consolidation and Cen-
tralization of Customs Service operations includes a list of “potential reimbursable
ports.”” What does that term mean?

Answer. The Customs Service has identified operating ports that do not meet
minimal workload criteria of either 2,500 formal entries, 350 cargo vessel arrivals,
150,000 vehicle arrivals or 2,000 scheduled international aircraft arrivals per year.
Customs proposes to convert the operation of these ports to a reimbursable basis,
therefore, these ports are identified as “potential reimbursable ports”. Congression-
al action is necessary in order for Customs to operate under this concept and to col-
lect the cost of providing service.

Question. Over the last 3 years the U.S. merchandise trade deficit has almost
auadrupled, Impcrts have increased dran.atically. Yet as we experiency this tremen-

ous growth in imports, the Customs Service is proposing to reduce its personnel by
887 positinns, 437 of thoee in the tariff and trade functions. How can such reduc-
tions be made without interferinf‘with your enforcement responsibilities?

Answer. The proposed cutbacks in inspectors and import specialists will not in
any way reduce Eustoms effectiveness in enforcing trade controls, merchandise proc-
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essing, or revenue collections. Of the 211 inspector average positions in reductions,
some 111 inspectors are merely converted to a reimbursable basis and the remain-
der are non-frontline supervising and management positions. The centralization of
appraisement and the implementation of our Automated Commercial System (ACS)
will sufficiently increase produ -tivity and provide a computerized system for imple-
menting effective selectivity r:nd processing of merchandise entering our nation’s
corgnlnerce. As a result, the staffing reductions do not impact Customs processing ca-
pabilities.

Question. Why would ¢ particular border station be placed on the “reimbursable”
list as opposed to the “ciose’’ list?

Answer. Customs does not propose to close any ports of entry; however, we do pro-
pose to convert the cost of operating low volume service ports to a reimbursable

basis.

QUESTIONS BY SENATOR DANIEL PATRICK MOYNIHAN TO WILLIAM
voN RaaB, CoMMISSIONER OF CUSTOMS

HEARING BEFORE THE SUBCOMMITTEE ON INTERNATIONAL TRADE

Question. The U.S. Customs Service has primary responsibility for drug interdic-
tion at the major points of entry into the United States. Yet, a 1983 General Ac-
counting Office (GAO) report found that, in fiscal year 1982, the Customs Service’s
interdiction capabilities needed to be strengthened, not reduced. How then, do you
justify a budget request that seeks to eliminate approximately 100 staff positions for
“tactical interdiction” and “investigation” activities?

Answer. In FY 1986, Cus.oms plans to implement a number of management effi-
ciencies which will generate substantia! savings in positions and dollars. The 100
positions you are referring to are managerial and administrative support positions.
They are not patrol officers or agents. These position savings are the result of cen-
tralizing administrative services and organizational consolidation and realignment.
The loss of these positions will not affect Customs interdiction capabilities. In fact,
when fully developed and implemented these management efficiencies will improve
productivity, streamline program operations, enhance organizational and functional
efficiency, and abolish duplicative activities. This will enable Customs to better
manage its resources.

Question. The GAO study also reported that the combined seizures of all Federal
law enforcement agencies stopped less than 10 percent of the heroin and cocaine
coming into this country. In your opinion, would it be possible for the Customs Serv-
ice to better coordinate its interdiction efforts with other agencies, in order to in-
crease the amount of drugs seized? How could .his be accomplished?

Answer. As you know, we are involved in the National Narcotics Border Interdic-
tion System (NNBIS). Since the inception of NNBIS, the U.S. Customs Service has
been an active and enthusiastic participant. Our goal, and that of all participants,
has been to produce the most cohesive and effective narcotics interdiction effort pos-
sible at the national level.

Customs executives currently direct the activities of three of the NNBIS ional
Centers. They are the Northern Border, Northeast, and Southwest ional Cen-
ters. We have two personnel serving full time on the Vice President's NNBIS staff,
ér;d there are 37 Customs personnel assigned full time to the 6 NNBIS Regional

nters.

NNBIS participates in the planning and execution of special enforcement oper-
ations designed to utilize Customs resources to tbe maximum extent, in conjunction
with Department of Defense resources, to further our interdiction efforts.

One of the most important results lies in the improved interagencf cooperation
and new lines of communication at the Federal, State, and local level. NNBIS has
contributed to a more unified focus on the problems involved in narcotics interdic-
tion.

Question. The Customs Service made 17,355 arrests in 1984. How many of these
arrests were drug related? How many of those arrested later were prosecuted and
how wmany were convicted?

Answer. During calendar year 1984, the U.S. Customs Service made 17,355 ar-
rests, plus another 5,705 cooperative arrests while working with other agencies, for
a total of 23,060 arrests.

The formal agreement between Customs and DEA requires that drug-related ar-
rests be turned over to DEA for investigation and prosecution. Therefore, the Cus-
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toms Service does not track prosecutions nor do we track prosecutions/convictions
of individuals processr ' through state or local jurisdictions.

Question. Evidence snows a direct relationship betwen drug addiction and crime.
The New York Timee on May 20, 1984, for example, reported that the ave
heroin addict commits 209 crimes each year at a cost of $55,000—exclusive of the
crimes of buying and ing his heroin—just to support his habit. Currently,
most drug violations, for smuggling, sale or possession, are prosecuted by state au-
thorities, or not prorecuted at all. Would you think it beneficial to require that all
U.S. Attorneys review drug ar.ests in their district—Federal, state and local ar-
rests—and initiate prosecution under federal law unless state prosecutors have
bem;:ch action or no probable cause of action is found?

r. Because of the large number of cases in most districts throughout the
United States it is not practical for U.S. Attorneys to review all arrests within
their jurisdiction. However, existing drug task forces, eoniglrfising federal, state, and
local investigators such as the Organized Crime Drug ‘orcement Task Forces,
ensure that trafficking organizations within their respective areas are targeted
for federal prosecution. These task forces also ensure that all applicable arrests are
brought to the attention of the U.S. Attorneys.

QuEesTION FroM SENATOR HEINZ TO COMMISSIONER WILLIAM VON
Raas, CusToMs SERVICE

Question. How does reducing the rate of physical inspection of entries contribute
to enforcement against fraud and evasion of Customs laws?

Answer. Prior to the introduction of selective cargo processing, Customs cargo in-
spection were normally cursory as inspectors attempted to examine a portion of
every shipment, in the fact of a rapidly increasing workload and a need to facilitate
;'}::l ow of cargo. Forced to look at too much, the inspectors had time to see very

ittle.

Customs selective cargo processing system permits inspectors to concentrate on
high-risk, high-value shipments that are more likely to involve violations or errors.
The se:lectiotr} criteria for identifying specific shipments for intensive inspection are
comprised of: . ' ,

The results of random inspections;

The experience and intuition developed by Customs inspectors and importer
8 over years;

The results of examinations based on identified high-risk potential; and

Intelligence information from external sources.

CoMMENTS OF THE NATIONAL CusToMs BROKERS & FORWARDERS ASSOCIATION ON THE
U.S. Cusroms Service FY 86 Bupcer

Mr. Chairman: Thank you for this opportunity to testify before the Committee
and comment on Customs’ budget for year 1986. The National ! ustoms Bro-
kers & Forwarders Association of America, Inc. (NCBFAA) was founded in 1897 and
is the trade association re‘rreoenting this industry in the U.S. The customs brokers
members of NCBFAA and its twenty-nine affiliated associations located at major
ports throughout America handle approximately 85% of the nation’s commercial
importations. Forwarders on the other hand expedite the processing of our nation’s
exports and, together with the customs brokers, perform the day-to-day, at-the-port
operations that lies at the heart of our trading system.

Members of our association have been part of the evolution of the U.S. Custoras
Service since our founding. We have seen the growth and the development of i‘s
functions and responsibilities. We have witnessed the swing of the pendulum from
the active romotion of trade after WWII to the era of the import surcharge of 1971:
its concern for the orderly flow of ammts shift to the intensive involvement with
narcotics interdiction. We have been ugh the decentralization of the 1960's and
the centralization of the 1980’s. At times the deja vu is overwhelming, as we see the
same ideas recirculate again and again. Ws, ag an industry whose clients include
the majority of the importing and exporting ing community, are extremely con-
&n}ed the ms has lost gight of its mission. This time, the pendulum has swung

ar.

It is a time when the narcotics problem in the U.S. has reached crisis proportions
and the need for drug interdiction resources nt the borders and ports is acute. We
are witnessing concurrently a flow of imports in record volume and have inadequate
resources for detecting import fraud and collecting revenues. We are automating
Customs and have little of the staffing necessary to input data and service the
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system. We are witneesing the flow of our technology behind the Iron Curtain and
cannot provide the personnel to implement Operation Exodus, a highly visible
gram. And, incredi%g;l we are now working at a budget request that calls for a reduc-
tion at Customs of in FY86

How is this to be achieved? Automate and consolidate, aag Customs. In order to

meet its obligations in the commercial area, the Customs ice started to auto-
mate in 1967, an effort which is only now beginning to show even a modest sign of
success. Unfortunately, the seductive nature of automation is such that many func-
tions that could be better performed manually are ht into the system time and
again before the module being tested is operating satisfactorily—this has proven to
be no more than attempts to “cut the foot to fit the shoe.” Personnel in the area
affected is reduced, resulting in a breakdown of the automated system with little or
no manual backup while volume increases, cargo languishee at airports and piers,
backlogs of paperwork proliferate and lEaasengers grumble because of lack of service.
And the cost of automation ticks on like a taxi meter. A headquarters Customs offi-
cial recently declared that the cost of the software to feed the new IBM 3084 is
$1,000,000 every three months—and the total system is still not up and running—
since 1967. In the meantime, due tc shrinkage in personnel, Customs field officials
have issued directives stating that: Import specialists will only be available for con-
sultation with importers on an appointment basis and will only accept phone calls
regarding “‘complex case;”’ Inspectors can only look at cargo at piers from 9 AM to 2
PM in order to be available to examine passengers arriving at airports.

The computer is a valuable tool. Customs must have it to bring itself, as it says,
“into the 20th century.” But it must also have trained personnel, import specialists,
inspectors and administrators in the field. Computers are marvelous aids, but they
can’t think for themselves. They can’t tell if a sweater is ornamented and takes a
higher duty or if a handbag violates someone’s domestic trademark. And curiously,
the abeence of a CRT operator or a computer breakdown can close a port down,
whereas a trained inspector or import specialist has mobility, can improvise, and
keep commerce moving.

Centralization of functions has also been offered as a partial solution to the prob-
lem. In many ways it is a sensible approach. But it is no substitute for having pe:-
sonnel at the port who can assist the public and are available to review and insure
the correctness of documentation at the time of filing. :

Consolidation, while offering that initial appeal, has much the same effect as au-
tomation: it deprives the public of access to expertise in a highly complicated and
demandin? process. And, too, consolidation will have a stifling effect on the ability
of many of our key geographic areas to participate in trade and enjoy the benefits of
a direct flow of commerce into and out of their ports. Drawback—one of govern-
ment’s initiatives for expanding our dwindling export trade—is a case in point.
“Drawback’ is a remission in which whole or in part of a customs dutj. internal
revenue tax, or fee lawfully or collected because of a particular use made of

-that merchandise. The rationale for drawback has always been to encourage Ameri-
can commerce or manufacturing. It permits the American manufacturer to compete
in foreign markets without having ¢¢ include in his costs, and consequently 'ais sales
price, the duty paid on imported merchandise. Drawback claims are generally han-
dled at the regional level. Claimants have the opportunity for discussion with the

ional drawback liquidator, for the purpose of expediting the claim process and

ucing the necessity for subsequent time and labor consuming changes cr amend-
ments. If the liquidation function is removed from the regions and is cen‘ralized in
one location, as been propoeed, the opportunity for such time savin‘g cliscussions,
prior to filing, will be lost or greatly diminished and the processing of applications
will become more cumbersome, requiring greater subsequent review and more fre-
quent rejection. Centralization into one of the seven existing regions wili either ne-
cesgitate the training of new inexperienced personnel to supplement the drawback
staff in the selected (central) region or greatly increase the work load of those in the
selected region. Delays in paying drawbacks are almoet certain, and are likely to
discourage some companies from taking advantage of drawback. Since it is one of the
few export incentives offered by Government, nothing should be done to muke it
more burdensome to file for drawback.

Yet, given these plans for reduction and consolidation, how well is Customs doing
with the resources now at their disposai? Reports from acroses the nation indicate
that Customs is understaffed. Automated equipment is inadequately utilized because
there are insufficient clerks to input data. Narcotics flow into our country is una-
bated. Even in Florida, where the primary focus has been directed, best estimates of
intercepted cocaine and marijuana are only in the 20-30% range. Cargo remains de-
layed on the docks for greater periods of time than ever before and our members
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t the amount of the demurrage. Reports from the Service are that, in many
ports, Customs employees are exhausted, that they cannot perform at full efficiency
and that morale has dropped dramatically. The net results then are slower process-
ins‘.reducedenforeomentlndmmuecoﬁocﬂon ine i
the Service. This is an intolerable development in an agency which is a revenue pro-
duzr&ﬁmumof overwhomlming detg:iu‘ /! and th NCBFAA
inte i een importer/exporter e agency,

speaks from the vantage of an association that wants the most productive and effi-
cient possible Customs Service. We see a decline in that objective and urgently seek
the Committee’s attention to this serious problem.
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